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INDEPENDENT AUDITORS' REPORT

To the Honorable Mayor and
the Municipal Legislature
Munlcipallty of Luquillo
Luqulllo, Puerto RIco

We, hav-e audited the accompanying flnancial statements of the governmental activities, eachmajor fund, and the aggregate remaining fund information of ihe Municipa ty of Luquillo,
Puerto Rico (Municipaflty) as of and for the year ended June 30, 2010, whi;h cofleciiv;,
comprise the Municipality's basic flnancial statements as listed in the table of contens. These
financiar statements are the responsibirity oJ the Municiparity's management. our responsibirity
is to express opinions on these financial statements based on our audit.

we conducted our audit in accordance with auditing standards generafly accepted in the united
states of America and the standards appricabre to financiar audits condined in the Government
Auditing standards, issued by the comptroller General of the united states. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
respective financial statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and discrosures in the respective financiii
statements. An audit also includes assessing the accounting principles used and sjgnificant
estimates made by management, as well as evaluating the overall flnancial staiements
presentation. We believe that our audit provides a reasonable basis for our opinions.

ln our opinion, the financiar statements referred to above present fairly, in a[ materiar respects,
the respective financial position of the governmental activilies, eich major fund, and the
agEtegate remaining fund inrormation of the Municipality of Luguillo, puerto Rico, as of June
30, 2OlO, and the respective changes in financial position, ther;of for the year then ended in
conformity with accounting principles generally accepted in the l..Jnited States of America.

ln accordance with Government Auditing standards, we have arso issued our report dated
March 25, 2o7!, on our consideration of the Municipallty's internal control over financial
repofting and on our tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements and other matters, The purpose of that report is to describe
the scope of our testing of internal control over financial reporting and compliance and the
results of that testing and not to provide an opinion on the inteinal control over financial
reporting or on compliance, That report is an integral part of an audit performed in accordance
with Government Auditing standards and shourd be considered in assessing the resurts of our
audit.
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Accounting principles generally accepted in the united states of America require that themanagement's discussion and analysis and budgetary comparison information on pages 3through 12 and 43 be presented to suppremint itre basic financiar statements. suchinformation, atthough not part of_the basic financiat statements; is requireO Oy itre
Governmentar Accounting standards Board, r{ho considers it to be an essentiar part of financiar
reporting for placing the basic financial statements in an appropriate operational, economic, or
historical context. We have applied certain limited procedures to the iequired supplementary
informafion in accordance with the auditing standards generaly accepted in the u;ited state;
of-America, which consisted of inquiries of management aboui the methods ot preparing the
information and comparing the information foa consistency with management,s responsis to
our inquiries, the basic financiar statements, and other knowredge we oblained during our audit
of the basic financiar statements. we do not express an oprnion or provide any ass-urance onthe information because the rimited procedures do not provide us with suffrcient evidence to
express an opinion or provide any assurance.

our audit was conducted for the purpose of forming opinions on the financiar statements that
collectively comprise the Municlpality of Luquillo,s financial statements, as a whole. The
accompanying schedule of expenditures of federal awards is presented for purposes of
additional anarysis as required by u.s. office of Management and Budget circurar A-133, Audits
of States, Local Governments, and Non- profit Organizations, and is aGo not a required part of
the financial statements.

The schedule of expenditures of federal awards are the responsibility of management and were
derived from and relate direc y to the underlying accounting and other records used to prepare
the financial statements. The information has been subjected to the auditing procedures
applied in the audit of the financial statements and certain additional proceduaes, including
comparing and reconciljng such information direcfly to the underlying accounting and othei
procedures in accordance with auditing standards generally accepted-in the unit;d states of
America ln our opinion, the information is fairry stated in aI materiar respects in reration to the
finAncial statements as a whole.

ik"*(ilP
San luan, Puerto Rico
December 15, 2010

Stamp No.2575448 ofthe Puerto Rico
Society of Certified Public Accountants
\4,/as affixed to the record copy of this report.

/ Lipez-Vcga, CPA, PSC 2

Cenified Public Accounranrs / Managemem Advisox



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

IVANAGEMENT'S DISCUSSION AND ANALYSIS

YEAR ENDED JUNE 30, 2O1O

This d,scussion and anarysis of the Munrciparity of Luqui[o (the Municiparity) financiar performance
provides an-overview of the Municipallty,s flnancial aclivities for the fiscal year ended on June 30,2010 The Management Discussion and Anarysis (N4D&A) shourd be read-in conjunction with theaccompanying basic financial statements and the accompanying notes to those financial
statements. The discussion and analysis includes comparative data tor prior year as this
information is avairabre for the flscar year ended on June 30, 2009, second year of im'prementationof Governmental Accounting Standards Board (GASB) Statement No. 34, "Basic Financiat
Statements - and Management,s Discussion and Anatysis- for State and Locat covernments," This
MD & A is prepared in order to comply with such pronouncement and, among other purposes, toprovide the financial statements users with the following major information:

l- a broader basis in focusing important issues;

2. acknowledgement of an overview of the Municipaljty's flnancial activities;

3. provide for an evaluation of its flnancial condition as of the
2010, compared with prior year results;

end of the flscal year 2009-

4. identification of uses of funds in the financing of the Municiparity's variety of activities and;

5. assess management's ability to handle budgetary functions.

FINANCIAL HIGHLIGHTS

The flnancial condition and results of operations as reflected in the financial statements prepared
for fiscal year 2o1o constitute factual evidence of the Municipality's economic strength by the end
ofsuch year. The following comments deserve special mention:

1. At the end of fiscal year 2010, total tiabitities amounted b $f6,O74,722. Out of said
amount, $13,786,711 corresponded to tong-term liabitities of which $11,342,000
represented the outstanding balance of bonds and notes issued. The Municipality continued
to meet all debt service requirements, most of which was paid from self generated
revenues;

2. Total net assets of the Municipatity amounted to $31,498,074 which represents an
increase of 13% compared to prior fiscal year;

3. Total revenues available for the financing of activities as reflected in the statement of
Activities amounted to $16,365,486, derived from the following sources: $83,626 charges
for services; $2,754,624 from operating grants and contributions; $2,2g1,g7o from car;rtat
grants and contributions obtained from other sources, and $11,235,966 from general
revenues available;



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

MANAGEMENT'S DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

FINANCIAL HIGHLIGHTS (CONTINUED)

4' Totar expenses incurred to afFord the cost of aI functions and programs as refrected in theStatement ofActivities amounted to $12 ,862,7L4;

5. As reflected in the Statement of Activities, the current fiscal year operations contributed to
an increase in the Net Assets ligure by 93,502,772:

6. As of the close of the current fiscal, the lvunicipality,s Governmentat Funds reported
combined endingfund batances of 911,965,784;

7. 1! !1"- 91q of the fiscal year, the Municipalityh ceneral Fund batance amounted to$1,996,855. rt is pertinent to note that it is the ;unicipar administration's contention that
the importance of such figure should not be overestimated since it has adopted the policyto
use internal generated resources to increase services to lvunicipality,s community ratier
than let them unused in the accounted records:

8. The actual General Fund budgetary activifles resulted in a favorable balance of $1Og,730
which is indicative of fufi compriance with the baranced budget principre appricabre to a
municipalities of the Commonwealth Government ot puerto Aico as requireO Oy tfte
lMunicipal Autonomous Act enacted in August 1991.

FUNDAMENTALS OF FINANCIAL STATEMENTS PRESENTATION

The new approach used in the presentation of the financiar statements of the Municiparity is basedon a government-wide view of such statements as well as a presentation of individual funds
behavior during fiscal year 2O]]- The combination of these two perspectives provide the user the
opportunity to address significant guestions concerning the content of said financial statements,
and provide the basis for a comparable analysls of future years performance. The comparative
analysis is a meaningful and usefur management tool for municipal management in the decision
making process.

under the aforementioned approach, assets and liabilities are recognized using the accrual basis of
accounting which is similar to the method used by most privaG enterprises. This means that
curent year's revenues and expenses are accounted for regardless of when cash is received or
paid.
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COMMONWEATTH OF PUERTO RICO
MUNICIPALIW OF LUQUILLO

MANAGEMENT'S DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

FINANCIAL STATEMENTS COMPONENTS

The basic financiar statements consist of the government wide financiar statements, the majorfunds financiar statements and the notes to the financiar statements which provide detairs,disclosure and description ofthe most important items jncluded in said statements.

The statement of Net Assets refrects information of the Municiparity as a whore on a consoridated
basis and provides rerevant information about its financiar strength as refrected at the end of the
fiscal year. such frnancial lever is measured as the difference belween totar assets and riabirities,
with the difference between both items reported as net assets. rt is important to note that arthough
municiparities as governmentar pubric entities were not created to operate under a proflt motiie
framework, the return on assets performance plays an important role in their financial operations.
Ihe higher the increments achieved in net revenues, the higher the capacity to increase the net
assets figure either thru additionar borrowings or thru intern;ry generated funds. This in turn wi
benefit the welfare ofthe constituents.

The statement of Activities is focused on both gross and net cost of the various activities of theMunicipality. lt presents information which shows the changes in the Municipality,s net asseG at
the most recent fiscal year. Based on the use of the accrual basis of accounting changes are
reported as soon as the underrying event occurs, regardress of the timing of the reraied cas[ frows.
under said approach, revenues and expenses are reported in the state;ent of Activities based on
the theory that it will result in cash flows to be realized in future periods.

A brief review oi the Statement of Activities of the Municipality at June 30, 2OlO, shows total
expenses incurred to afford the cost of all functions and programs amounted lo $12,g62/f4.
upon examining the sources of revenues for the financing of said programs, tne statement refrectsthat $5,129,620 was derived from the following 

"orrce", 
$83-,626 charges for services;

$2,754,624 from operating grants and contributioni; and $2,2gI,47O from cipitat grants anj
contributions obtained from other sources. Generar revenues for the year amounted to
$11,235,866. when such figure is added to the $b,129,620 prevrousry mentioned, totar revenues
available for the financing of activities amounted to $16,365,496. There was an excess of
revenues over expenses in the amount ot $3,502,772 which contributed to an increase in the
figure of net assets attained at the end of the fjscal year.

5



COMMONWEALTH OF PUERTO RICO
MUNTCTPAUTY OF LUQUTLLO

MANAGEMENT'S DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

FINANCIAL STATEMENTS COMPONENTS (CONTINUED)

The Fund Financial Statement is another important component oi the tvlunicipality,s financial
statements. A fund is a grouping of rerated accounts that aie used to maintain accountabirity and
contrors over economic resources of the Municiparity that have been segregated for specificactivities. The l\4unicipar fund type of accounting is used to demonstrate compriance with rerated
legal requirements. rnformation offered thru this statement is rimited to the Municiparity most
significant funds and is particurarry rerated to the rocar government onry, instead of the goveinment
as a whole. Government funds are used to account for essentially the same functions as those
reported as governmental activities. The funds are reported using a; accounting method known as
modified accrual accounting which measures cash and afl otherfinanciar asseG that can be readiry
converted into cash.

The fund statement approach gives the user a short term view of the N4unicipality,s government
operations and the basic services it provides, since the focus of government funds is narrower than
that of the frnanciar statements as a whole, it arso herps the;ser with comparabre informationpresented in the governmentat activities report. By doing so, readers of the basic financial
statements may understand better the rong-term effect of the Municiparity's short-term financiar
decisions.

INFRASTRUCTURE ASSEIS

Historically, a significant group of infrastructure assets such as roads, bridges, trafflc signals,
underground pipes not associated with utilities, have not been recognized nor depreciated in the
accounting records of the lvunicipality. GASB 34 requires that such type of assets be inventoried,
valued and reported under the governmental column of the cov;rnment-wide statement. as
explained in the capitar Assets and Debt Administration section of thrs rvD&A, on Jury 1, 2002, the
Municipality commenced partially the prospective reporting of infrastructure assets. The
Municipality implemented the capitalization of infrastructure since.tuty t, 2O06.

According to the requirements of GASB 34, the government must elect to eithe. (a) depreciate the
aforementioned assets over their estimated useful life or (b) develop a system of asset
management designed to maintain the service delivery to near perpetuity, If ihe government
develops the asset management system, (the modified approach) which periodically (at-least every
three years), by category, measures and demonstrate its maintenance oi locally established level;
of service standards, the government may record its cost of maintenance in lieLl of depreciation. ln
this particular respect, the Municjpality has elected the use of recognizing depreciation under the
useful life method and it contemplates to continue this treatment on iaid blsis.



COMMONWEAI-TH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

MANAGEMET,TT'S DtscusstoN AND ANALYS|S _ (CONTTNUED)

YEAR ENDED JUNE 30, 2O1O

FINANCIAL ANALYSIS OF IHE MUNICIPALITY AS A W}IOLE

Net Assets

The statement of Net Assets serves as an indicator of the Municiparity's financiar position at theend of the fiscat year. ln the case of the Municipality of Luqutilo, irimary government assets
exceeded totat liabitities by $31,498,074 at the end of 2O1O,;ompared to-$17,995,302 ar the
end of the previous year, as showed in the following condensed statement of Net Assets of the
Primary Government.

CondelEed StaterEnt ot l{et Assets

Cunent and otherassets
Capitalassets

Totalassets

Cunent and other tiabitities
Lontl.term liabitities

Totattiabiiities

lnvestment in capital assets, net of
related debt
Restricted
Unrestricted defacit

Total net assets

13,O70,O92
34,502,704

2OrO 2OO9 Change

443Oa,452 (1,231,360)
32,4AA,455 2,027,249

789,Aa9

(9%)

6%

2%

ao%
6%

(39%)

47,572,796 46,7A2,907

2,2aa,o71 4,050,760 (1,762,745j 144%.j

_13,7a6,711 74,736€45 t95O.134) (6%)

46,o74,722 14,787,605 t2,7 D,aa3\ 114%t

23,O58,7o4
9,466,784
1L,427,4r4)

3t,498,O7 4

2t,o37,455
9,303,526

(2,34s,679)

27,995,302

2,O27.249
563,258
91a,265

3,502,772 L3%

50,0d),000

40,000,000

3q0oo,00o

20,000,0(x)

10,0oo,000

-2010

r 2009

?

Totalliabilities

Total net assets



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

MANAGEMENT'S DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDEDJUNE 30, 2010

FINANCIAL ANATYSIS OF THE MUNICIPALIryAS A WHOLE (CONTINUED)

Changes ln Net Assets

The statement of Activities refrects that forfiscar year 2010, the net effect of the revenues derivedfrom several programs plus current operating revinues compared to itre iotar expense, amountedto an increase of $3,502,772 Approximatery 51 percent of the Municrparity,s totar revenues
resulted from grants and contributions, including federal aid, while 4g percent came from taxes.The largest expenses were for general government, public woit s, crttur"'ano recreation and healthand welfare. As follow, is presented a comparatjve analysis of governmentalwide data. With this
analysis, the readers have comparative information with ihe per;ntage of change in revenues and
expenses from prioryearto current year.

Cohdensed Statemenr of Activilies
Program re\,ianues:

Charges forse ces
Operaling grants and contibutions
Capital g€nts and contrjbutions

Monicipal license tax
Municipal sales and use tax
otherlocaltaxes
Grants and conidbutions not restfcted io
specilic progGms
lnterest and inlestment eamings

Expenses:
General go\emment
Public sarety

Culture and rccreation
Health and welfare
Economic delelopment
Communily de\elopmenl
Education
Uban De\a'opment
hterest on long-tem debt

Change in net assels

16,345,486

6,191,122
668,e90

2,397,144
597,185

2,125,4o3
361,646
188,185

5,041

32a,198

,r,"*r*
3,502,772

16,431,2t59

5,854,303
446,377

3,458,4A4
502.389

2,434,673
241,114
545,230

3,600
469,93O

14,050,100

2,341,359

Nel assels, beginning o, year. as reslared 27,995.302 25,613.94jt 2,381.359 tgy.l

$31,498,074 527,995.302 g 3,502,772 13oa

8

2O1O 2009 chance "/.

$ 83,626
2,754,624
2,291,370

4,13a,704
909,52t8

2.539,131
239,564

3,246'197
uz245
20,437

$ 100,855

3,549,94O

2,521,910

3,807,965
1,05a.019
-t,440.253

335,764

3,409,329
155,56a

$ (17,?*) (17./"1

(795,316) (2?/"1
(230,s4o) (y/")

330,739 y,4

114A,471) (14%)
1,098,878 76.,4
(96,200) lny]

063,132) l5%)
(13,283) (9%)
(31,419) (61y"1

(65,97s)

332,819 tr/.
182,013 37"/"

0,071,340) (31Y.)
94,m6 19yo

{308,870) l13y.l
80,532 29a"

(357,04s) (657")
5,041 100%

(3,600) (1W/.)
1141 ,7321 (3trfk)

0,187,386) ls/"1

1,121.413 147"/4

Net assets, end of year



COMMOI{WEALTH OF PUERTO RICO
MUI{ICIPALITY OF LUQUILLO

MANAGEMENTS DTSCUSSTON AND ANALYS|S _ (coNTtNuED)

YEAR ENDED .,UT{E 30, 2O1O

Fr{ANC|AL ANALYS|S oF lHE MUt{tCtpALtTy As A wHoLE (CONTTNUED)

Revenues 2010
I Charges for services

a Operating grants and contributions

r CapitalBrants and @ntributions

lPropertyta(es

a Municipal license tax

I Municipalsales and use tax

t Other localtaxes

r Grants and contributions not
restricted to specillc paograms

9lnterest and investment earnings

I Miscellaneous

I G€neralgovemment

! Public safety

a Public works

! Health and welfare

I Culture and recreation

I Economic development

I Community development

c Education

ta lnterest on long,term debt

o.87%

o.12%

$r

Expenses 2010
2.55%



COMMONWEALTH OF PUERTO RICO
MUNICIPALIry OF LUQUILLO

MANAGEMEN.rS DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

FINANCIAL ANALYSIS OF IHE MUNICIPALI\r'S INDIVIDUAL FUNDS

As.noted earlier, the Municipality uses fund accounting to ensure and demonstrate compljance
with finance related legal requirements.

Governmental Funds

The_focus ofthe Municiparity's governmentar funds is to provide information on near-term infrows,
outflows, and balances of spendable resources. Such information is useful in assessing the
Municipality's financing requirements. ln particular, unreserved fund balance may serve as a
useful measure of a government's net resources available for spending at the end of the fiscal
yeaL

As of the end of the current fiscal year, the Municipality's governmental funds reported combined
ending fund balances of $77,965,7a4, a decrease of ($2I,779) in comparison with the prior
year' as restated. There are reservations of fund barance amounting to g11,192,561. This is the
fund balance that is not available for new spending because it has ilready been committed 1) to
liquidate contracts and purchase orders of the prior fiscal yeat $L,L92,523,2) to pay debt
s_enr'ice $2,740,284, 3) to pay for capitat projects $7,342,973, 4) to pay other purpose a dejicit of
$(83,219).

within the governmental funds, it is included the general fund which is the chief operating fund of
the Municipality. As of June 30,2O7O, the general fund has an undesignated fund balance of
$773,223.

GENERAL FUND BUDGETARY HIGHLIGHTS

Over the course of the year, the l\4unicipality Council revised the Municipality,s budget in order to
include increases in revenues that were identified during the course of the flscal y;ar based on
current developments that positively affected the Municipality's flnances, lncreases in budgeted
expenditures were also made since the law mandates a balanced budget.

CAPITAL ASSETS AND DEBT ADMINISTRATION

CapitalAssets

The Munjcipality's investment in capital assets as of June 30, 2010, amounts to $47,5a6,74g,
with an accumulated depreciation of $13,084,045 (including $1,146,581 of current year
depreciation expense), leaving a net book value of $34,502,704. This investment in capital
assets includes Iand, construction in progress, buildings, improvements, equipment,
infrastructure, furnishing, computers and vehicles. lnfrastructure assets are items that are
normally immovable and of value only to the state, such as roads, bridges, streets and sidewalks,
drainage systems, lighting systems, and similar items.

10



COMMONWEATIH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

MANAGEMENT'S DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDEDJUNE 30, 2O1O

CAPITAL ASSETS AND DEBT ADMINISTRATION (CONTINUED)

The Municipality finances a significant portion of its construction activities through bond or notes
issuances. The proceeds from bond and notes issuances designated for construction activities
are committed in its entirety for such purposes and cannot be uaed for any other purposes. As of
June 30, 2010, the Municipality has $5,417,776 of unexpended proceeds from bond and notes
issuances that are committed to future construction activities.

Debt Administration

The Puerto Rico Legislature has established a limitation for the issuance of general obligation
municipal.bonds and notes for the payment of which the good faith, credit and taxing power of
each municipality may be pledged.

The applicable law also requires that in order for a Municipality to be abte to issue additional
general obligation bonds and notes such Municipality must have sufficient ,,payment 

capacity"_
Act No, 64 provides that a Municipality has sufficient .payment capacity" to incur additio;al
general obligation debt if the deposits in such municipality's Redemption Fund and the annual
amounts collected with respect to such Municipality's special Additional rax (as defined below),
as projected by GDB, will be sufficient to service to maturity the lMunicipality,s outSanding
general obligation debt and the additionat proposed general obtigation debt ("payment capacity"i

rhe Municipality is required under appricabre raw to revy the special Additional rax in such
amounts as shall be required for the payment of its general obligation municipal bonds and
notes. ln addition, principal ofand intereston all general obligation municipal bonds and notes
and on all municipar notes issued in anticipation of the issuance of generar obrigation bonds
issued by the Municipality constitute a flrst lien on the Municipalitt's Basic Tax revenues.
Accordingly, the Municiparity's Basic Tax revenues would be avairable to make debt service
payments on general obligation munlcipal bonds and notes to the extent that the Special
Additional rax levied by the ft4unicipatity, together with moneys on deposit in the Municipality,s
Redemption Fund, are not sufficient to cover such debt service. lt has never been necessaDrto
apply Basic Taxes to pay debt service on general obtigation debt ofthe lVunicipatity.

ECONOMIC FACTORS AND NEXT YEAR'S BUDGETS AND RATES

The Municipality relies primarily on property and municipal taxes as well as federal and state
grants to carry out the governmental activities. Historically, property and municipal taxes have
been very predictable with increases of approximately flve percent. Federal and State grant
revenues may very if new grants are available but the revenue also is very predictable. Those
factors were considered when preparing the lvunicipality's budget for the fiscal yea t 2o!o-2oa]--

1,1_



COMMONWEALTH OF PUERTO RICO
MUNtCtPALIry oF LUQUttLO

MANAGEMENT'S DTSCUSSTON AND ANALYStS _ (CONTTNUED)

YEAR ENDED JUNE 30, 2O1O

FINAL COMMENTS

The Municiparity is an autonomous governmentar entity whose powers and authority vested on its
Executive and Legisrative Branches are specificaly esiabrished in the Municipar Autonomous Act
approved in August 1991. By virtue of such powers, it provides a wide range of services to its
constituents which includes, among others, public works, education, public saiety, public housing,
health, community development, recreation, waste disposal, welfare and others. The
Municipality's principal sources of revenues are derjved from property taxes, municipal license
taxes, subsidies from the commonwearth of puerto Rico's eenerai Funo and contributions from
the Traditional and Electronic Lottery sponsored by said Government.

The Municipality's management is committed to a continued improvement in ihe confection oF a
budget that will response to the needs of the public and privaie sectors in accordance with its
permissible revenues levels. Such has been thecaseofthefinancial operation corresponding to
fiscal.year 2010. lt further contemplates to improve its current figure of net assets, which has
been identified as one of the main short and long-term objectives of-the Municipality.

FINANCIAL CONTACT

The Municipality's financial statements are designed to present users (citizens, taxpayer,
customers, investors and creditors) with a general overview of the Municipality,s finances and to
demonstrate the Municiparity's accountabirity. rf you have questions about the report or need
additional financial information, contact the Municipatity's chief Financial offlcer at po Box 1012,
Luquillo, Puerto Rico OO773-70!2, or ca (787) 889-2068.

L2



Commonwealth of puerto Rico
Munlcipattty oI Luqui o
Statement ot Net Assets

June30,2010

Cash and 6h equiEtents
a€sh qith nsd agear

Muni.ipal li6ne tax

Municipar sat6 and 6e rar
Conslruction dc'Ee tax

t .d, jnpbrementsj.nd @Ertuction in p@ge$
Oihe, @pltai assets, ret of depreiathn

Totar @pitat as.eE

Totalassets

Accounb payable and aGrued ltab,,ilies

Oue to ou€r gowhmentat enritiB

Municipar tie@ rar
Fede6rEra( ewnues

Due h mo.e lh€n oe yer

Total llab lfles

lnvested in capitat asG, net ot .etaed debt

4,664,421

4,2$,534

5,70a

33,366

8,1a0

20,334

4522a
5.t-,725

18,596

16,137.292

18,365,412

34,502,T04

47,572,796

!,475,a64
46,566

554.451

T7,876

133,254

72,U2.767

16,474,122

23,04€,704

'7,342,973

2,607,030

(43,219)

{1,427.474)

The noles lo the linancjal slatements are an iniegralpart of lhis statement.

3!494,074
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Commonwealth of puerto Rico
Municipality of Luquillo
Statement of Activlties

For the Year Ended June 30, 2O1O

Nel (E\pene) Revenue and

changes ln Net Assets

Opera{ng

Ch.,g6 ior Granb and

Sericos Contrlbutions

€clnodic developmenr

Communitydevelopment

lnterest on tonE lem debt

Total governeentat activittes

$ 6,197,722

664390

2,397,744

2,125.AO3

597,1a5

361,646

18a,1a5

5,041

324,194

€.039

8,527

22,105

9,9s5

$ 113,119

603,999

100,002

1,086,304

23,506

205,015

572,679

50,000

2,291,300

70

(6,074,0O3)

121,352)

2,6a5

(1,039,499)

(551,504)

(146,676)

3&1.494

44,959

(328,198)

$12,A62,714 $ a3,626 S 2,754,624 $ 2,29731a (7,733,094)

MuniciPal sles and lse lax

Grants and mntnbdons not re*nded ro specinc progGms

lnterest and investnent eamings

Net assets . bednning. as restated

4,138,704

909,54A

2,539,131

239,564

3,246.197

142,2a5

20,437

11,235,466

3,502,772

27s95302

The notes to the financjal statements are an integralpanofthis statement.

3149A,074
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Commonwealth of Poero Rtco
Mun,cipality of Luquttto

BalanceSheet
Goveramentat Funds

.iune30,2010

F,nd.

,,,""""

^M{nEp,FueandaffdlbbiliiiBD}roo$elgftmme.lde,nii6

O$q plrpo*
R6*d reootud in iotud tui.b;

T6bl riabiriu:6 and rund b.ralrE

t 29e4,521 $ 413,914 I 7,9s1,547 I 2,740,2A4 S $9,599 t 1.,7s2,@

$ 3S6,6s5 3 2,312 $ 13,O7O $ a,3?a $ $

347'95s
46.566

30,107 L*2517

997,672 7o6,5se

173,223

1,996,3s5 12a3,320) 1!96s,7A.4

s A22,|JA t b1,9ta 
' 

t931,54t J ).714.)u t

The notes to the l5nancial stateme.ts are an integEt part of this slatement_ 15



Commonwealth oI pueto Rico
tvtuntcipatig of Luqui o

Statement of Revenues, Erpendttures and Changes in Fund Batancrs
covernmenta, Funds

For the Year Erded June 30,2010

sp€d.r ft*.u6 sp.dat
Fund -srat &
l*ar GEnc othe. F.d@tGhnB

Munic,Dar skr rnd @ tar
U6n*s'p.mils€.dothel@lGx6

Eie$ (detcEicy) of tun!6 o@

cltn€r nMdig $ue lus)

{31,s33)

10.o37,Os9 2,391,370

44,2A6

742.O00
397,303

2294,131 1,179,303

6415€6e
612,934

440,720
473,011 1095'€Xl

517,466
361,432
572,619

rdd oi,\4 fina{ine $ur6 lle)

Ne1.h5nt€ ,n tutrd bdaes

t74.9O2)

e,2a!

(17.095)

16,1271

The notes io the fnancial sratements ar€ an integrat pad ot lhis sialement_ 16
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commonweau ot Puero Rico
Muntctpafiry of Luquilo

Reconclllatlon of the BatanceSheet - covernmentat Funds
to the statement of Net Assets

Foi the Year Ended .,une 30, 2O1O

Total Fund Balanes, covemmentat Fhds $ 11965,784

Amounis repofted tor Govemme.tat Acrivitjes in the statefient of Ner Assets

capit€l Assets used in Governmentat Actjviti6 are not fnancist Eources and therefore,
are not .eponed in the tunds. rn rhe current pe od, ihese amounrs are:

Non Oeprecrdbte Cdpi!st A*els
Deprsiabte Capirat Assets

accumuhred Dep.eciation

Totat Capitat Assets

&rounts payable accumulared according to the ac.ruat basis of accouming. tn the cunent
period, th6e amounts aE:

Some liabilities ae not due and p6rable in the curent period and the.efore, a.e noi
.eporled in the tu.ds. Tnoe [abititi6 co.sbt ot

$ 16,137,292

31.449,4a7
(13,O84,O45)

Genelal Bondsand Nmes Par€bte 11342.000
LIMS Reparne.tPlan 79,47A
Properry TaB Debt !.25a,227
lnrerst Payabre of Noncurrent tiabilinB t3Z.2S4
CompensatedAbsenc6 1108,006

34,502.704

(1,050,449)

(13,919,965)

I 31,49a,074

Totat Long,Term Li,bititr'6

Idhl ilet Asoor5 ot GoEmmentd ActMti6

The notes to the financial slatements are an integrat pa( of this staternsnl. L7



Commonwealth of puerto Rico
Muntcipatity of Luqui o

Reconciliation of the Statement of Revehues,
Expenditures, and Changles ln Fund Batances ot

Governmental Funds to the Statement of Activities
For the Year EndedJune 30,2OlO

Net Change tn Fund Batancos - Totat covemmentat Funds

Amounts reported for governmedat activities in the Statement of Activitjes are different becalse;

Governmentar Funds rcport capitar outats as expenditures. Howe!€r, in the covernmenrwide st temem of
Activities and changes in Net Assets, tne cost of those assets is alocated over then estimated usefur xv* as
deprcciatiotr expense. Ihis is the amounr of capital assets recorded in the cu(ent period.

oepreciation exp€nse on capitar assets is reponed in tne Govemment-wde statements of Actwoes and
changes in Net assetsj but tiev do not require tie use of current financiar ,usource€. Thercfore, depre€iation
expense is not reported as expnditures in covernmentat Funds.

Disposal of eapital assets fequi.e removat ot cost ot the capitat asseis from tre capitst ass€t account on the
Golemmenr,Wide Statement of Ner Assets, resutting in a bss on disposat of capitat asseG on te covernment-
Wide Statement of Aetivities and Chang€s in Net Assets.

hterest Payabre on long:tem debl was rcported tn ihe covernmenrwide Statsment of Acrjviti€s and Changes in
Net Assets, but it did not require the use of current financiat rc$urces, Thereforc, Interest payabte w.s not
reported as expenditures in Governmental Fundr The foltowing amount represe s tne change in accrled
interest from prior yeaL

pfcounts Payable reported in tne covernmenlwde Statement or Ac$vities and Changes in Net Assets bur nor
reported as in tne Govemmentat Funds because th€y do not requne the us€ of cu(ent flnanc-Et resou.ces. The
following amount represents the change in this accounts psyabte trom prior year.

Repayment or bonds and notes principal is an ex!€ndtturc in Govemme at Fu.ds, but the repayment reduEs
rong,term riabiltles in the Government-wide sratement ot Net AsseE. This is rhe amount by which the debt
proceeds service principar paymenis erce€d detL

Rep6yment of long-term prop€rry rax advance debt ts an expenditure in Government t Fu nds, but tne repayment
reduces long -term pmpeny rax advance debt in the covernment-wlde Statement of Net Assets. Tiis is tne
change in the prcp€rty tax advance debt in the curcnt peiod.

Repayment of long term Land lnfomation l,4anagement System {UMS} debt as an expenditure in Governmemat
Funds, but the repayment reduces tong term L|MS debt in the covernment Wde Statement of Net Assets. This is
the amount paid ,n the cufient pedod.

l"onfterm compensaied absences are reported in the Govehmenr-Wide Statement o, Actiwes and Changes in
Net Assets, brrt they do not requ'rc $e use o, current nnanciat resources. Thelefore, tong-tem compensted
absenes were not reponed 6s expenditur€s in Govermentat Funds. rhe folowtng amount represented the
change in long-tenn compensated absences from p o. year.

Cnango ln Net Assets of Governmental Activtttes

121,779)

3,209,977

(1,146,541)

(42,L47 )

69,103

444,065

7E2,OO0

29,516

48,613

90,005

3,502.772

The notes to the financia I statements arc an integratpart of this statement. 18



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

NOTES TO BASIC FINANCIAL STATEMENTS

YEAR ENDED JUNE 30, 2O1O

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Municlpality of Luquillo (the [4unicipality) was founded on the year 1797. The
Municipality's governmental system consists of an executive and legislature body. lt is governed
by a Mayor and a twelve member Municipal Legislature who are eleAed for a fourrear ierm,

The Municiparity provides a furr range of services for its citizens. These services incrude public
safety, public works, culture and recreation, health and welfare, community development,
education, and other miscellaneous services.

The accounting policies and financial reporting practices of the lvunicipality conform to
accounting principles generally accepted in the United States of America (;USGAAP") as
applicable to governmental units.

ln June 1999, the Governmental Accounting Standards Board (GASB) issued Statement No. 34,
"Basic Financial Statements and Management,s and Discussion and Analysis for State and
Local Governments." This Statement, known as the Reporting Model, provides for the most
significant change in financial reporting for state and local governments in over 20 years and
affects the way the Municiparity prepares and presents financiar information. The statement
was adopted as of July 1, 2002 ln addition to this Statement, GASB Statement No. 37, "Basic
Financial Statements and Management,s Discussion and Analysis for State and Local
Governments: Omnibus" and GASB Statement No. 3g, ..Certain Financial Statement Note
Disclosures" have been adopted and are reflected in these financial statements.

As part of this statement, there is a new reporting requirement regarding the capitalization of
local government infrastructure (roads, bridges, traffic signals, etc.). This requirement permits
an optional four-year delay for implementation to fiscal year ended on June 30, 2007. The
Municipality implemented the capitalization of infrastructure since July 1, 2006.

The followlng is a summary of the significant accounting policies of the Municipajity:

A. Component Units

ln evaluating how to define the Municipality for financial reporting purposes, management
has consldered all potential component units. The decislon to include a potential
component unit in the reporting entity was made by applying the provisions of Statement
No. 14, The Financial Reporting Entity, of the GASB, as amended by GASB Statement No.
39. The basic, but not the only criterion for including a potential component unjt within the
reporting entity is if elected offlcials of a prlmary government are financially accountable for
the entity. Financial accountability exists if the primary governmental appoints a voting
majority of the entity's governing body, and if either one of the following conditions exist:
the primary government can impose its will on the other entity or the potential exists for the

19



COMMONWEATTH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

1. ORGANTZATTON AND SUMMARY OF StcNtFICANT ACCOUNTTNc pOLtCtEs (coNTtNUED)

other entity to (1) provide specific financial benefits to or (2) impose specific financial
burdens on the primary government. A second criterion used in evaluating potential
component units is ifthe nature and significance of the relationship between the entity and
a primary government are such that to exclude the entity from the flnancial reporting entity
would render the financial statements mlsleading or incomplete. Based on the above
criteria, the Municipality does not have component units to include within its reporting
entity.

B. Government-wide and fund financial statements

Financial information of the lVunicipality is presented in this report as follow:

1. Management's discussion and analysis jntroduces the basic financial statements and
provides an analytical overview ofthe Municipality,s financial activities.

2. The government-wide financlal statements (i.e. the statement of net assets and the
statement of activities) report information on all the activities of the Municipality and its
component units, ifany. Governmental activities, which normally are supported by taxes
and intergovernmental revenues, are reponed separately from business-type activities, if
any, which rely to a significant extent on fees and charges for support. lnterfund activity
has been removed from these statements to minimize the duplicatjng effect on assets
and liabilities within the governmental activities. The statement of activities
demonstrates the degree to which the direct expenses of a given function or segment is
offset by program revenue. Direct expenses are those that are charges to customers or
applicants who purchase, use, or direcfly beneflt from goods, services, or privileges
provided by a given function or segment and grants and contributions that are restricted
to meetlng the operational or capital requirements of a particular function or segment.
Taxes and other items not properly included among program revenues are reported
instead as general revenues.

3. Fund financial statements focus on information about the lVunicipality,s major
governmental funds. Major individual governmental funds are reponed as separate
columns in the fund flnancial statements. The lvunicipality reports the following major
governmental funds:

20



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

NOIES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

1. ORGANTZATTON AND SUMMARY OF StcNtFtcANr ACCOUNTTNG pOUCtES (CONTINUED)

General Fund - is the accounting entity in which all governmental activity, except that
which is required to be accounted for in another funa, is accounted for. lts revenues
consist mainly of taxes, Iicenses and permits, intergovernmental revenue, charges for
services and other.

Special Revenue Fund - State and Local Grants - is the accounting entity in which
revenues derived from local funds, state or other restricted revenue source is accounted
for the uses and limitations specified by lvlunicipality ordinances or state statutes.

Special Revenue Fund -Other Fedenl Gran6 - is the accounting entity jn which
revenues derived from federal grants, is accounted for. The uses and limitations of each
special revenue fund are specified by Municipality ordinances or federal and state
statutes.

Capital Prcjects Fund - State and Locat Grarts - is the accounting entity in which
revenues derived from local funds and state grants or other restricted revenue sources
related to capital projects, is accounted for. The uses and limitations of each capital
project fund are specified by l\4unicipality ordjnances and state statutes.

Debt SeMice Fund - is the accounting entity used to account for the resources
accumulated and payments made for principal and interest on long_term general
obligation bonds of governmental funds.

The other governmental funds ofthe Munjcipality account for grants and other resources
whose use is restricted to a particular purpose.

4, The notes to the financial statements provide information that is essential to a user,s
understanding of the basic financial statements.

5. Required supplementary information such as the budgetary comparison schedule-
general fund and other types of data required by GASB.

6. Notes to the budgetary comparison schedule.general fund.

C, Financial reporting presentation

The accounts of the Municipality are organized on the basis of funds, each of which is
considered a separate accounting entity. The operations of each fund are accounted for
with a separate set of self-balancing accounG that comprise its assets, liabilities, fund
equity, revenues, and expenditures, Fund types are as follows:
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COMMONWEALTH OF PUERTO RICO
MUNTCTPAUW OF LUQUTLLO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

1. ORGANTZATTON AND SUMMARY oF StcNtFtCANT ACCOUNTTNG pOLtCtEs (coNTtNUED)

GeneralFund - General Fund js the general operatingfund ofthe Municjpality. ltisusedto
account for all governmental activity, except those required to be accounted for in another
fund.

Special Revenue Fund - Local aad State G/ants - Special Revenue Funds are used to
account for revenues derived from local funds, state grants or other restricted revenue
sources. The uses and limitations of each special revenue fund are specified by
Municipality ordinances orfederal and state statutes.

Special Revenue Fund - Sec on 8 - Special Revenue Funds are used to account for
revenues derived from Section 8 Housing Choice Voucher program. The uses and
limitations of each special revenue fund are specified by N4unicipali, ordinances or federal
and state statutes.

Speclal Revenue Fund -Other Federat Grants - Special Revenue Funds are used to
account for revenues derived from federal grants. The uses and limitations of each special
revenue fund are specified by Municipality ordinances or federal and state statutes.

Capttal Projects Fund - Local and State Grants - Capital project Funds are used to account
for iinancial resources used for the acquisition or construction of major capitar facilities.

Debt Servlce Funds - Debt Service Funds are used to account for the accumulation of
resources for and the payment of, general long-term debt principal, interest, and related
costs.

D. Measurement focus, basis of accounting and financial presentation

Except for budgetary purposes, the basls of accounting used by the Municipality conform to
accounting principles generalty accepted in the United States of America ("rSGMp) as
applicable to governmental units. Ihe accounting and financial reporting treatment applied
to a fund is determined by its measurement focus.

The government-wide financial statements are reported using the economic resources
measurement focus and the accrual basis of accounting, Revenues are recorded when
earned and expenses are recorded when a liability is incurred, regardless of the timing of
related cash flows. Property taxes are recognized as revenues in the year for which t-hey
are levied. Grants and similar items are recognized as revenue as soon as all eligibiliti
requirements imposed by the provider have been met.

The Municipality has elected not to apply all Statements and lnterpretations issued by the
Financial Accounting Standard Board after November 30, 19g9, in accordance with 6458
Statement No. 20.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

1. ORGANTZATTON AND SUMMARY OF StcNtFICANT ACCOUNTTNG pOLtCtES (CONTTNUED)

Governmental fund flnancial statements are reported using the current flnancial resources
measurement focus and the modified accrual basis of accounting. Revenues are
recognized as soon as they are both measurable and available. Revenues are considered
to be available when they are collectible withln the current period or soon enough
thereafterto pay liabilities ofthe current period.

For this purpose, the government considers revenues to be available if they are collected
within the current period or soon enough thereafter. Expenditures are recorded when the
related fund liability is incurred, except for principal and interest on general long_term debt,
claims and judgments, and compensated absences, which are recognized as expenditures
when payment is due. General capital asset acquisitions are reported as expenditure in
governmental funds. Proceeds from issuance of general long-term debt reported as other
financing sources.

Property taxes, other taxes, licenses, rent, and interest associated with the current fiscal
period are all considered to be susceptible to accrual and so have been recognized as
revenues of the current fiscal period. All other revenue items are considered to be
measurable and available only when the government receives cash.

Private-sector standards of accounting and financial reporting issue prior to December 1,
1989, generally are followed in the government-wide flnancial statements to the extent that
those standards do not conflict with or contradict guidance ofthe Governmental Accounting
Standards Board. Governments also have the option of following subsequent private.sector
guidance for their business-type activities and enterprise funds, subject to this same
limitation. The N4unicipality has elected not to follow subsequent private-sector guidance.

Amounts reported as program revenues include 1) charges to customers or applicants for
goods, services, or privileges provided, 2) operating grants, and contributions, and 3)
capital grants and contributions, including special assessments, if any. lnternally dedicated
resources are reported as general revenues rather than as program revenues. Likewise,
general revenues include all taxes.

When both restricted and unrestricted resources are available for use, it is the
government's policy to use restricted resources first, then unrestricted resources, as they
are needed.

The preparation of the financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities at the
date of the fnancial statements and the reported amounts of revenues and expenses
duringthe reporting period. Actual results could differ from those estimates.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF LUQUILLO

NOIES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2010

1. ORGANTZATTON AND SUMMARY oF SrcNtFtcANT ACCOUNTTNG pOLtCtES (CONTTNUED)

E, Assets, liabllitles and net assets

1. Cash, cash equivalents, and cash with fiscal agent _ The Municipality's cash and cash
equivalents are considered to be cash on hand, demand deposits, and short_term
investments with original maturities of three months or less from the date of
acquisition.

Cash with fiscal agent in the debt service fund represents special additional property tax
collections retained by the Commonwealth of puerto Rico and restricted for the
payment of the lvunicipality's debt service, as estabtished by law. Also, cash with fiscat
agent consists of unused proceeds of bonds and notes issued for the acquisition of
equipment and construction of major capital improvements.

2. Receivables and payables - Actjvity between funds that are representative of
lendingborrowing arrangements outstanding at the end of the fiscal year are referred
to as either "due lo/frcm other funds" (i.e., the current portion of interfund loans) or
"advances tofrom other funds, (i.e., the nonrurrent portion of interfund loans). All
other outstanding balances between funds are reported as .due tolrom other funds.,'

Advances between funds, as reported in the fund financial statements, if any, ae
offset by a fund balance reserve account in applicable governmental funds to indicate
that they are not available for appropriation and are not expendable available financial
resources.

Receivables are stated net of estimated allowance for uncollectible accounts, which
are determined, based upon past collections experience and current economic
conditions. lntergovernmental receivables in the General Fund represent mosfly charge
for services rendered to other governmental entities. lntergovernmental receivable in
the special revenue or capital project funds represent amounts owed to the
Municipality for reimbursement of expenditures incurred pursuant to federally funded
or state funded programs.

3, lnventories - lnventories in the general fund is recorded as expenditure and,
consequently, the inventory is not recorded in the statement of net assets.

4. Capital assets - Capital assets, which include property, equipment and infrastructure
assets (e.9,, roads, bridges, sidewalks and similar items), are reported in the
governmental activities column in the governmental-wide financial statements. The
Ivlunicipality defines capital asset as assets with an initial, individual cost of more than
$25 and an estimated useful life in excess of one year. Such assets are reported at
historical cost or estimated historical cost if purchased or constructed. Donated capital
assets are recorded at estimated fair market value at the date of donation,
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

NOIES TO BASTC FINANC|AL SIATEMENTS (CONTTNUED)

YEAR ENDED JUNE 30, 2O1O

1. ORGANTZATTON AND SUMMARY OF StcNtFrcANT ACCOUNTTNG pOLtCtES (CONTTNUED)

The cost of normal maintenance and repairs that do not add to the value ofthe asset or
materially extend assets lives are not capitalized.

Major outlays for capital assets and jmprovements are capitalized as projects are
constructed.

Capital assets of the Municipality are depreciated using the straight-line method over
the following estimated useful lives:

Description
Buildings and site ;mprovements
lnfrastructure

Vehicles
Furniture and fixtures
Machinery and equipment

Capitallzation threshold

$1
$1
$1
$1

$25
$25

Useful Llfe
40 years
40 years
l0years
5 years
5 years

3 to 5 years

5. Long-term obligations - The liabi,ities reported in the government-wide financial
statements included general and special obligation bonds and notes, and other long-
term liabilities, such as vacation, sick leave, litigation, long-term liabilities to other
governmental entities.

ln the fund financial statements, governmental fund types recognize bond issuances
cost, during the current period. The face amount of debt issued is reported as other
flnancing sources, while bond issuance costs, whether or not withheld from the actual
debt proceeds received, are reported as expenditures.

6. Compensated absences - Employees accumulate vacation leave at a rate of 2.5 days
per month up to a maximum of 60 days. Unpaid vacation time accumulated is fully
vested to the employees from the first day of work. All vacation pay is accrued when
incurred in the government-wide financial statements.

Employees accumulate sick leave at a rate of 1.5 days per month up to a maximum of
90 days. Upon retirement, an employee recejves compensation for all accumulated and
unpaid sick leave at the current rate, if the employee has at least 10 years of service
with the trlunicipality. All sick teave pay and satary related benefits are accrued when
incurred in the governmental-wide financial statements when the employee meets such
criteria.

7. Claims and judgments - The estimated amount of the liability for claims and
judgments, which is due on demand, such as from adjudicated or settled claims, is
recorded in the generalfund when the liability is incurred,
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

NO'IES TO BASIC FINANCIAL SIATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING

8. Reservations of fund balance - Reservations of fund
statements, represent portions of fund balances that are
future use or are not appropriated for expenditure. The
reservations of fund balance:

POLTCtES (CONTTNUED)

balance in the fund financial
legally segregated for specific
l\4unicipality has the following

a. Capital Projecb - Represent the reservation of amounts to be used for future
expenditures for capital projects under contacts and other commitments. These
committed amounts generally will become liabilities in future perlods as the
projects are completed.

b, Encumbrances - Represent future expenditures under purchase orders, contracts
and other commitments. These committed amounts generally will become liabilities
in future periods as the goods or services are received.

c. Other Purposes - Represents net assets available for specific use and/ot lerially
segregated for other specific future use.

d. Debt Seryice Fund - Represents net assets available to finance future debt service
payments.

9. lnterfund and intta-entity transactions - The Municipality has the following types of
transactions among funds:

a. Operating Transfers - Legally required transfers that are reported when incurred as
"Operating transfer-in" by the recipient fund and as "Operating transfers-out,, by the
disbursingfund.

b, lntra-Entity Transactions - Transfers beiween the funds of the primary government
are reported as interfund transfers with receivables and payables presented as
amounts due to and due from other funds.

10.Net Assets - ln the government-wide statements, net assets are segregated into three
categories:

a, Invested in capital assets, net of related debt: Consist of capital asset balances net
of accumulated depreciation and outstanding balances of any bonds, notes and
other borrowings that are attributable to the acquisition, construction, or
improvement of those assets. This category should not include cash that is
restricted to capital assets acquisition or construction (unspent bond proceeds)
and any unamortized debt issue costs.
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1. ORGANTZATTON AND SUMMARY OF StcNtFtCANT ACCOUNTTNG pOLtCtEs (coNTtNUED)

b. Restricted net assets: Represent net assets that are subject to restrictions beyond
the Municipal's control. These include restrictions that are externally imposed (by
creditors, grantors, contributors, or laws and regulations of other governments)'oi
restrictions imposed by the law through constitutional provisions or enabiing
legislation (inctuding enabling tegislation passed by the government .rtset0.

c. Unrestricted net assets: Represent net assets that do not meet the deflnition of net
assets invested in capital assets, net of related debt or restricted. Unrestricted
assets are often designated to indicate that management does not consider them
to be available for general operations. These types oi constraints are internal and
management can remove or modify them. Designations are not reported on the
face statement of net assets.

ll,Accounting for Pension Cost$ For the purpose of applying the requirements of GASB
Statements No. 27, Accountingfor pensions by State and Loca I Government Employers
(GASB No. 27), the state government of the Commonweatth of puerto Ric; is
considered to be the sponsor of the Employee's Retirement System of the Government
of Puerto Rico and its lnstrumentalities (ERS) and System 2OOO, a multi_employer cost-
sharing deft'ned benefit plan and a hybrid defined contribution plan, respeciively, in
which the employees of the Municipality participate. The Municipality is considered a
participant and not a sponsor, of these retirement systems slnce the majority of the
participants in the aforementioned pension trust funds are employees of the
Commonwealth of Puerto Rico. Accordingly, no portion of the net pension obligation
(NPO) related to ERS has been a ocated to the Municipality in the accompanying basic
financial statements. The basic financial statements of the Commonwealth of puerto
Rico report the total amount of the net pension obligation of ERS, including any amount
that may correspond to the lVunicipatity.

12.Risk flnancing - The Municipality carries commercial insurance to cover casualty, theft,
tort claims and other losses. lnsurance policies are negotiated by the puerto Rico
Treasury Department and costs are allocated among all the Municipalities of puerto
Rico.

Cost of insurance allocated to the Munjcipality and deducted from the gross property
tax collections by the Municipal Revenue Collection Center (CRIM) for the year ended
June 30, 2O1O amounted to approxlmately $LA!,225. The current insurance policies
have not been cancelled or terminated_ The CRIN4 also deducted approiimately
$146,412 for workers compensation insurance covering all municipal employees.
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NOTES TO BASIC FINANCIAT STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2010

2. CASH AND CASH EQUIVALENTS

The Municipality maintains its deposits in various commercial banks located in puerto Rico
and Government Development Bank for puerto Rico (GDB). proceeds from bonds and funds
related to certain grant awards are required by law to be held with GDB.

The i\.4unicipality adopted the provisions of GASB Statement No. 40 (GASB No. 4O), Deposit
and lnvestment Rlsk D/bclosure, an Amendment to GAS8 Statemenf No. 3. This statement
requires that state and local governments disclose essential risk information about deposits
and investments. The disclosure requiremenG cover four main areas: (1) credit rjsi, (2)
interest rate risk, (3) custodial credit risk, (4) foreign exchange exposure.

credit risk - This is the risk that an issuer or other counterparty to an investment wilr not
fulflll its obrigations. rn compriance with the raws and regurations of the commonwearth,
the Municipality has adopted, as it's custodial and credit risk policy, the Statement of
lnvestment Guidelines for the Government of the Commonweafth of puetto Rico.
Accordingly the l\4unicipatity invests onty in obtigations of the commonweatth, obligations
of the United States of America, certificates of deposits, commercial paper, b;nkers,
acceptances, or in pools of obligations of the municipalities of puerto Rico, which are
managed by GDB, Accordingto the aforementioned investment guidelines, the N4unicipality
does not invest in marketable securities or any types of investments for which credit risl
exposure may be significant, Therefore, the Municipality's management has concluded that
the risk related to any possible loss related to defaults by commercial banks on the
lvlunicipality's deposits is considered tow at June 30, 2010.

lnterest rate rlsk - This is the risk that changes in interest rates of debt investments will
adversely affect the fair value of an investment- The Municipality manages its exposure to
declines in fair varues by: (1) not including debt investments in its investment portfolio at
June 30,2010, (2) limiting the weighted average maturity of its investments to three
months or less, and (3) keeping most of its bank deposits in interests bearing accounts
generating interests at prevaiting market rates. At June 30, 2OlO, the M;icipatity,s
investments in certiflcates of deposits are recorded at cost, which approximates their fair
value, Therefore, the l\4unicipality's management has concluded that at June ZO,2OIO,
the interest rate risk associated with the Municipality,s cash and cash equivaients is
considered low.

Custodlal credit risk - ln the case of deposits, this is the risk that ln the event of a bank
failure, the Municipality's deposits may not be recovered. pursuant to the Statement of
lnvestment Guidelines for the Government of the Commonwealth of puerto Rico the
balances deposited in commercial banks by the Municipality are insured by the Federal
Deposit lnsurance Corporation (FD|C) generally up to a maximum of $TSO,OOO per
depositor.
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2.CASH AND CASH EQUIVALENTS (CONTINUED)

Custodial credit risk -tn addition, pubtic funds deposited in commercial banks by the
[y'unicipality are fully securities pledged as collateral are held, in the Municipality,s name,
by the agents of the Commonwealth's Secretary of Treasury. Deposits with GDB are
uninsured and uncollateralized. However, no losses related to defaults by GDB on deposit
transactions have been incurred by the Municipality through June 30, 2010. Therefore,
the Municipality's management has conctuded that at Junt30, 2o1o the custodial credit
risk associated with the Municipality,s cash and cash equivalents js considered low.

ForeiEln exchange risk - The risk that changes in exchange rates wifl adversery affect the
value of an investment or a deposit. According to the aforementioned investment
guidelines, the Municipality is prevented from investing in foreign securities or any other
types of investments in which foreign exchange risk exposure may be significant.
Accordingly, management has concluded that the foreign exchange risk related to the
Municipality's deposits is considered low atJune 30, 2010.
lJnder Commonwealth of Puerto Rico statutes public funds deposited in commercial banks
must be fully collateralized for the amount deposited in excess of federal depository
insurance. Allsecurities pledged as collateral are held by the Secretary ofthe Treasury of
Puerto Rico. ln addition, the Municipality maintains deposits with the Government
Development Bank for Puerto Rico (GDB).

The l\4unicipality's bank batances in commercial banks of $1,200,932 in the cenerat
Fund, the $358,204 in the Speciat Revenue Fund Other Federat crants, the $2,533,77f
in the Capital Projects Fund - State and Locat Grants and the $375,915 in the Speciat
Revenue Fund - State & Local Grants were fully collateralized at June 30, 2010. in the
Other Governmental Funds there were deposits with commercial banks of $199,599 that
were fully collateralized.

The deposits at cDB of $46,823 in the Speciat Revenue Fund _ State & Local Grants, the
$5,417,776 in the Capitat projects Fund - State and Locat crants, the $2,719,950 that is
restricted for Debt Service Fund and the $33,995 in the Special Revenue Fund Other
Federal Grants are unsecured and uncollateralized, as no collateral is required to be
carried by governmental banks.
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3. RECEIVABLES

A. Muntclpal Sales and lJse Tax - O\ July 29,2OO7, an amendment to Act N o. 71.7 of July 4,
2006, Known as the ,,The Fairness Act ol 2006", was enacted with the purpose oi
establishing a mandatory sales and use tax of 1.5% at the municipal level. The
municipalities of Puerto Rico are responsible to collect 1% of the corresponding tax with
the same exemptions and limitations that the portion collected by thelreasury
Department, The Act provides an optional surtax on the un_process food. Ihis surtai
must be approved by the Nlunicipal Leglslature. The Treasury Department is responsible
to create the lvlunicipat Development Fund (.2%), the l\4unicipat Redemption Fund (.2%)
and the lvlunicipal tmprovements Fund (.1%) with the remaining 0.5%. Municipat sales
and use tax receivable of $33,366 represents filed municipal sales and tax returns that
where uncollected as of June 30, 2010, net of allowance for uncollectible accounts.

B, Munlcipal Llcense Tax , The l\y'unicipality imposes a municipal license tax on all
businesses that operate within the Municipality, which are not totally or partially exempt
from the tax pursuant to the rndustriar rncentives Acts of the commonwealth of puerto
Rico. This is a self-assessed tax based on the busjness volume in gross sales as shown
in the tax return that is due on April 15 of each year. Entities with sales volume of
$1,000,000 or more must include audited financial statements together with the tax
return. This tax is due in two equal installments on July 1 and January 1 of each fiscal
year. A discount of 5% is allowed when full payment is made on or before April 15,
lvlunicipal license tax receivable of $5,709 represents filed municipal license tax returns
that were uncollected as of June 30, 2010, net of allowance for uncollectible accounts.

C. Construction excrse tax- Construction excise tax receivables amounting to $g,1go in the
general fund represent a payment agreement formalized by the Municipality durlng the
fiscal year 2009-10 and collected on August 19, 2010.

D. lntergovernmental lntergovernmental receivable in the Debt Service Fund represents
property tax receivable at June 30, 2010. Following is a detail of the intergovernmental
receivable;

Governmental Entltv

Municipal Revenue Coltection Center (CRtM)

Total

AEelll
$ 20.334

s _20334

E. Federal Grants -lntergovernmental receivables in the Special Revenue Fund _ Other
Federal crants represent expenditures incurred not yet reimbursed by the federal
government or the pass-through grantor. Follow,ng is a detail of the intergovernmental
receivables:
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3. RECETVABLES (CONTTNUED)

Pro€ram Description

Chitd Carc and Devetopment Block crant
Community Devetopment Block Grantsstate s program
State and Community HighwaySafety proCram
Special Program, for Aging Tile Ill
Nutrition Program for the Etderly

Total

4. INTERFUNDTRANSACTIONS

lnterfund receivables and payables at June 30, 2O1O are summarized as follows:

a. Due fromlto otherfund:

Amounl

$ 17,326
12,452
10,299
9,568
2.080

s 51f,25

Recoivable Fund

General Fund

General Fund

Genelal Fund

General Fund

Total

Pavable Fund

Special Revenue Fund -
Localand State Grants

Special Revenue Fund -
Other FederalGrants

Capital Projects Fund -
Localand State Gmnts

Other Governmental Funds

Special Revenue Funds-
State & Local Grants

GeneralFund

GeneralFund

Capital Projects Funds -
State & Locat Grants

Puroose &&!!l
Payrolls, accruals, and other
expenditures not reimbu$ed $ 704,246

Payrolls, accruals, and other
expendituresnotreimbursed 347,96A

CapitatProjects 600,196

Payrolls, accruals, and other
expendituresnotreimbursed 30.107

$-L-682512

b. Transfer inlout to other fund

Transfer out Transfer in PurDose

Transfer of funds for
special purpose

Transfer of funds ,or
general purpose

Transfer of funds for
geneElpurpose

Transfer of funds for
specialpurpose

Capjtal Projects Funds -
State & LocalGrants

Capital Projects Funds -
State & Local Grants

Special Revenue Funds-
State & Local Grants

Specjal Revenue Funds-
State & Local Grants

Total

Ahount

$ 12,627

4,475

4,533

10.369

$__31lt9lt
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5. CAPITAL ASSETS

Capital assets; those with an estimated useful live of one year or more from the time of
acquisition by the l\4unicipatity and a cost of $25 or more, are primarily funded through the
issuance of long-term bonds and loans. A summary of capital assets and changes occu;ng in
2010, including those changes pursuant to the imptementation of GASB Staiement No. a4,
follows, Land and construction in progress are not subject to depreciation:

Govelnmental Activities:

Capital asset, not belng
depreciated:

Land
Construction in progress

Total capital assets not
depreciated

Capital assets, being depreciated:

Buildings
Buildings improvements
lnfrastructure
lnfrastructure improvements
Equipment
Furnishing
Work of art
Computers
Vehicles

Total capital assets being
depreciated

Less accumulated dep,eciation for:

Euildjngs
Buildings improvements
lnfrastructure
lnf rastructure lmprovements
Equipment
Furnishing
Works of art
Computers
Vehicles

Total accumulated depreciation

Total capital assets belng
depreclated, net

Governmental activitleg capital
ass€ts, net

Balance
June 30.2009 Additlons Reflrements

$ 70,462,473 $ . $
3.548.049 2.376.4a2 Q49.652\

being
74.070.462 2.376.4A2 Q49.652\

11,921,957
3,775,779
4,662,306
4,292,775
2,559,955

603,437
1,960

385,109
2.249.237

30.451.855

24,995
359,970
588,951

82,363
3,4t7

23,457-

(83,105;

(2,3401
(100)

(85.545)

Balance
June 30. 2O1O

$ 10,462,413
5.674.A79

76.L37.292

77,946,952
4,735,149
5,257,257
4,292,775
2,559,273

606,854
1,960

406,220
2.249.737

37.449.4577.O83.747

{3,674,535) (298,361) - (3,s72,896)
t322,O46) (101,55s) - (423,601)

(2,337,770) (126,380) (2,464,090)
(794,330) (286,181) _ (1,080.511)

(1.961.355) (194,860) 41,099 t2,775,r76\
{549,094) 0a,927) (568.021)

(409) (196) - (6Os)
13oo,727) 152,a94) 2,262 (351,359)

{2.040.656) t67.227\ 37 t2.ro7.a46\
(11.980.862) 11.146.581) 43.398 (13.084.04s)

18.470.993 (63.434) 42.147\ 1a365.4!2

$12-4&Irl55 L23I3O4E g t29XJ99) $l4iO2JeI
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5. CAPTTAL ASSfiS (CONTTNUED)

Depreciation expense was charged to functions/programs of the Municipality as follows:

Governmental activlties:

General govemment
Public works
Culture and recreation
Community development
Health and welfare
Public safeh/
Education
Economic development

Total depreciatlon expensegovehmental activlfl es

6. ACCOUNTS PAYABLE AND ACCRUED LIABILITIES

Accounts payable and accrued liabilities at June 30, 2O1O are summarized as follows:

Amount

$ 364,534
353,033
747,429
272,76a
30,o22
33,791

5,040

$_l-146t8!

Spsral
Re6ueFund-

Gee6l state& to€t
De*fption

$ 179,970 $ 2,312 $ 18.070 $ a37a $

Accruedliabilities 216.64s

rotal $ 196.€55 L_ 2112 LI8.0ZO L g3i€ Li

$ $ 208,730

, 216.6a5

l- L425315

7. PROPERTYTAXES

The personal property tax is self assessed by the taxpayer on a return which is to be filed by
May 15 of each year with the Municipat Revenue Co ;dion Center (CRllM), a governmentat
entity created by the government of puerto Rico as part of the N.iunlcipal Governmental
Autonomous Law ofAugust 1991. Real property tax is assessed bytheCRIMon each piece of
real estate and on each building.

The assessment is made as of January 1 of each year and is based on current values forpersonal propeny and on estimated values as of 1957 for real propeny tax. The tax onpersonal property must be paid in full together with the return by May 15. The tax on realproperty may be paid in two installments by Juty 1 and January 1. The CRIM| is responsible forthe billing and collections of real and personal property taxes on behalf of all the
municipalities of puerto Rico. prior to the beginning of each flscal year, the CRINI informs the
Municipality of the estimated amount of property Gx expected to be collect for the ensuing
fiscal year. Throughout the year, the CRIM advances funds to the Municipality based on thi
initial estimated collections. The CRIM is required by law to prepare a setflement statement
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YEAR ENDED JUNE 30, 2O1O

7. PROPERW TAXES (CONTTNUED)

on a.flscal year basis, whereby a comparison is made between the amounts advanced to theMunicipality and amounts actuafly coflected from taxpayers. rnii settrement has to becompleted on a preliminary basis not later than three months after flscal year_end, and a finalsettlement made not later than sjx months after year€nd. lf tht CRIM remits to the[Iunicipality property tax advances, which are less than the tax actually coflected, a receivablefrom the CRIM is recorded at June 30. However, if advances exceej the amount actually
coflected by the cRll\4, a payable to the cRrvl is recorded at lune 30. The cRrM issued thepreliminary liquidation noting that the advances exceeded co ections by $3,980. tn thegovernmental funds, the entire receivable has been offset by deferred revenue since the
excess was not available to pay liabilities of the current period. In the government-wide
financial statements, the entire receivable is recognized as revenue.

The governmentar-wide statement of net assets incrudes an outstanding debt barance of
$86,256 correspondjng to the prior year,s CRIM finat tiquidation.

on January 26,2000, pubric Law No.42 was enacted, which authorized the cRrM to obtain a
loan up to $200,000,000, and for a term not to exceeding 10 years, to allow for the financing
of the debt that the Municiparities of puerto Rico have witl tne cRtu arising from finai
settlements of property tax advances versus actual collections through fiscal year;nded June30, 2000. The amounts that the N4uniciparities wifl colect from idoitional property taxei
resulting from increases in the subsidy from the commonwealth of puerto Rico to the
Municipalities are assigned through this law to repay such loan. The increase in this subsidy
was the result of the public Law No. 23g, enacted on August 15, 1999. On October 11, 2001,
Public Law No. 146 was enacted to amend public Law No. 42, to elitend the loan amortization
period up to 30 years. AIso, on October 11, 2003, pubtic Law No, 172 was enacted, to provide
as an option for the Municiparities to incrude the debt that the rvuniciparities of puerto Rico
have with the CRll\4 arising from final set ements of property tax advances versus actuat
collections for the fiscar year ended June 30, 2oo1 with the r;an authorized through pubric
Law No. 42 enacted on January 26,2OOO-

On June 26, 1997, Public Law No. 21 was enacted authorizing the CRIM, among other things,
to sell the property tax receivables related to taxpayers who o;ned property t axes from I914
to 1996. Such property tax receivables were purchased by the public Financing Corporation, a
subsidiary of the Government Development Bank of puerto Rico (cDB) using the proceeds of a
bond issuance executed for such purposes. Said Law imposed the CRIM the obligation toreplace uncollectible property tax receivables with any valid property tax receivabte or
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7. PROPERTY TAXES (CONTINUED)

equivalent in money, Subsequent to the approval of the Law and to the sale transaction, itwas detected that a substantial percentage of the receivables sold were unco ectible. ln
order to protect the economic damage to the financial structure of municipalities caused bt
the substitution of uncolectibre tax receivabres with sound cofiectibre receivabres, on octobei
Lf,2OOl, Pubtic Law No. 146 was approved and enacted. Through this Law, the CRIM was
authorized to obta,n a loan from any qualified financial insttution and pay in advance the
outstanding balance ofthe bonds issued and any related cost incurred for the purchase by the
Public Financing corpomtion (a cDB subsidiary) ofthe tax receivabres. The roan is being paid
by the municipalities thru a 30 year long term flnancing negotiated by the CRIM with cDB on
behalfofsuch municipalities as authorized bythe indicaled law.

The government-wide Statement of Net Assets includes an outstanding balance of $655,g74
and $512,117 related to Law No. 146 and the Law No. 42, respectivelyl

Residential real property occupied by its owner is exempt by law from the payment of property
taxes on the first $15,000 of the assessed value. For such exempted amounts, the puerto
Rjco Treasury Department assumes payment of the basic tax to the N4unicipatities, except for
property assessed at less than $3,500 for which no payment is made. As part of the
Ivlunicipal Autonomous Law of 1991, the exempt amount to be paid by the puerto Rico
Treasury department to the Municipalities was frozen as ofJanuary 1, 1992. ln addition, the
law grants a tax exemption from the payment of personal property taxes of up to $5O,OOO of
the assessed value to retailers having annual net sales of less tha; $15O,OOO.

The annual tax rate is 8.83% for real property and 6.g3yo for personal property of which 1.O3%
of both tax rates are for the redemption of public debt issued by the Commonwealth of puerto
Rico. The remaining pe.centage is distributed as follows: (a) 5.g% and 3.g%, respectively,
represents the Municipality's basic property tax rate which is appropriated for basics and
accounted for in the general fund. A portion of such amount is deposited ln an equalization
fund logether with a percentage of the net revenues of the puerto Rico electronic rottery and a
subsidy from the Commonwealth of puerto Rico, From suchfund, a distribution is madetoall
municipalities; (b) 2.oo% represents the ad valorem tax restricted for debt service and
accounted for in the debt service fund.
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8. DUE TO OTHER GOVERNMENTAL ENTITIES

The amounts due to other governmental entities in the general fund include the following:

Governmental Entitv

Puerto RicoAqueductand SewerAuthority("AM")
General Services Administration

Total

9. DEFERRED REVENUES

A, Municipal License Tax -The [4unicipality imposes a municipal license tax on all
businesses that operate within the lvlunicipality, which are not totally or partially exempt
from the tax pursuant to the lndustrial lncentives Act of the common;eath of puerto Rico.
This is a self-assessed tax based on the business volume in gross sales as shown in the
tax return that is due on April 15 of each year. Entities with sal;s volume of $I,OOO,OOO or
more must incrude audited financiar statements together with the tax return. During the
fiscal year ended June 30, 2010, the tax rates were is follows:

1. Financial business - 1.SOyo of gross revenues.

2. Other organizations - O.5O% of gross revenues.

This tax is due in two equal installments on July l and lanuary L of each fiscal year. A
discount of 5% is allowed when full payment is made on or before April 15. N4unicipal
license tax receivabre represents fired municipar ricense tax returns that were uncolected
as of June 30, 2010, net of allowance for uncollectible account. lMunicipal license taxes
collected prior to June 30 but pertaining to the next flscal year are recorded as deferred
revenues.

The deferred revenues of $554,451 in the General Fund relates to municipal license tax
collected in fiscalyear 2OO9-10 that wilt be earned in fiscalyeat 2O!O_I1,-

B. Federal Grants - The deferred revenues presented in the Special Revenue Fund _ Other
Federal Grants represents the portion of federal grants received for which qualit/ing
expenditures have not been incurred. Deferred revenues from the federal governmeniar6
as follows:

Aoec!!
$ 27,642

33,985
!2,322
3.927

9 77-876

Procram Descdotlon

ARRAHomelessness Prevention and Rapid Re.Housing program
Disaster Grants-Public Assistance
Emergency i,{anagement Performance Grant
Others

Total

Amount

$ 45,425
7.747

$ 46566
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10. LONG-TERM LIABILITIES

Long-term liability activity for the year ended June 30, 2010, was as foltows:

Descriotion
Beginning
Balance

Bonds Payable $ 7,44O,OOO
Notes Payable 4,684,000
Property Taxes Advances a,2a7,743
Compensaied Absences 1,199,011
LIMS Repayment Ptan t27 _OgL

Borowings Payments or Ending Due Within
orAdditlons Deducflons Balance Oneyear

- $ (335,000) $ 7,1O5,OOO $ 360,000- |447,OOO) 4,237,OOO 354,OOO3,981 (33,497) 7,25A,227 82,85432,225 (722,230) 1,108,006 95,542
{4t}.613t 78.47a 51.548

$14136€45 $ , 36206 $1986340 $13ts6J11 L943-944

1. Legal debt margin - The Municipality is subject to a legal debt margin requirement, which
is equal to 10% of the total assessment of property l;cated withi; the Municipatity plus
balance of the ad valorem taxes in the debt service fund, for bonds payable to be iepaid
with the proceeds of property taxes restricted for debt servlce. ln addition, before any new
bonds are issued, the revenues of the debt service fund should be sufficient to covir theprojected debt service requirement. Long-term debt, except for the bonds and notes
payable, js paid with unrestricted funds.

2. Bonds Payable - The Municipality issues general and special obligation bonds to provide
funds for the acquisition and construction of major capital facilities. Bonds payable
outstanding at June 30, 2010 are as follows:

Tvoe of bonals

1993 Series
2000 Senes
2003 Serias
2008 Series

Total Eeneral obttgation boncts

These bonds are payable from the special ad valorem property tax of 2.OOyo which is
restricted for debt service and retained by the Government Deveiopment Bank for puerto
Rico for such purposes.

Maturity
Delc

7-1-72
7-7-a4

7-1-33

OriEJinal
Amount

$ 2,015,000
460,000

4,430,000
2,645,000

Range ot
lnterest Rates

5.0O% to 8.00%
2.7 O% to 7 .81o/d
5.00% to 5.31%
3.93% to 7.50%

Balance at
.rune 30. 2010

$ 530,000
215,O00

3,790,000
2.570.000

17105-000
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NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

10_ LONG-TERM LtABtUTtES (CONTTNUED)

Annual debt service requirements to maturity for bonds payable are as follows:

3. Notes Payable - The proceeds of the issuance of notes payables were used principally to
pay debt incurred in prior years and to cover the expenditures of a special event. Notes
payable outstanding at June 30, 2010 are as follows:

Year Endlng
June 30.

207a
2072
2073
2074
2075
2076-2020
202a-2025
2026-2030
2037-2035

Total

Tvoe of notes

2004 Senes
2006 Series
2007 Series
2007 Series

Total notes payable

Princioal

$ 360,000
390,000
420,000
240,000
260,000

1,285,000
1,790,000
7,745,OOO

615.OO0

$ 7105-000

lttqcs!
$ 262,633

393,502
367,179
347,346
334,425

4,477,7 49
L,O44,741

460,444
7!.437

$4J52.896

22a,OOO 4.25%
685,000 4.23%to5.s3%

1,125,000 6.48% to ?.5O%
3,165,000 2.42%to7.50o/o

l\,laturity

Aalc
7-7-73
7-7-72
7-7 74
7-a-32

$ 107,000
335.000
715,000

3.O80.000

Original Range of Balance at
Amount lnterest rates June 30,2O1O

The notes are payable from the
debt service and retained by the
purposes.

Annual debt service requirements to maturity for notes payable are as follows:

Srt23f,ooo
ad valorem property tax of 2.00% which is restricted for
Government Development Bank for puerto Rico for such

Pr:ncioal hfge!!
Year Ehding
June 30.

207L
2072
2013
2074
2075
20762020
2027-2025
202&2030
2031-2035

Total

$ 354,000
375,000
403,000
265,000
40,000

535,000
700,000

1,005,000
520.000

s4237000

$ 261,419
271,752
246,473
222,93A
210,OO0
940,372
7ao,625
393,938

39.750

$1296-00Z
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YEAR ENDED JUNE 30, 2O1O

j.O.LONG-TERM LtABtLtTtES (CONTTNUED)

4. Advances from CRIM - This amount represents the balance owed to the CRllvl at June 30,
2010, as described in Note 7.

5. Compensated Absences - The government-wide statement of net assets incrudes
approximately $604,158 of accrued sick leave benefits, and approximatety $503,848 of
accrued vacation beneflts, representing the lVunicipality,s commitment to fund such costs
from future operations.

6. LlMs Repayment pran - During the fiscar year 2oo1-2002, the Municiparity authorized the
CRIN4 to retain the corresponding portion for the financing project of Land lnformation
lvanagement System - L|MS, contracted by the CR|M. n iotat ot $413,522 is to be
retained in a ten years period at an interest rate of 5.95%, until November 28, 2011, At
June 30, 2010 the outstanding debt batance is $78,478. This amount wi be presented in
the government wide Statement of Net Assets.

11. PENSION PLAN

The Employee's Retirement System of the Commonwealth and its lnstrumentalities (the
Retirement System) is a cost-sharing multiple defined benefit pension plan sponsored by, and
reported as a component unit of the Commonwealth of puerto Rico. All regular employies of
the Municipality under 55 years of age at the date of employment become members of the
Retirement System as a condition to their employment.

The Retirement System provides retirement, death and disability benefits pursuant to
legsration enacted by the commonwealth's redslature. Disabirity ;etirement benefits are
available to members for occupational and non-occupa onal disabiiities. Retirement beneflts
depend upon age at retirement and the number of years of creditable service. Benefits vest
after ten years of plan pafticipatjon.

lMembers who have attained 55 years of age and have completed at least 25 years of
creditable service or members who have attajned 5g years of age and have completed ten
years of creditable service are entifled to an annual benefit payable monthly for life.

The amount of the annuity shall be one and one-half percent of the average compensation, as
defined, multiplied by the number of years of creditable servjce up to twenty years, plus twopercent of the average compensation, as defined, multjplied by the number of years of
creditable service in excess of 20 years. ln no case will the annuity be less than gioo per
month,
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YEAR ENDED JUNE 30, 2O1O

11. PENSTON PLAN (CONTTNUED)

P€rticipants who have completed at least 30 years of creditable service are entiued to receive
the Merit Annuity. Participants who have not attained 55 years of age will receive 69 percent
of the average compensation, as defined; otherwise tftey will re;eive 75 percent of the
average compensation, as defined. No benefits are payable if the participant receives a
refund of his/her accumulated contributions.

Commonwealth legislation requires employees to contribute 5.775yo for the first $55O of their
monthly gross salary and 8.275% fot the excess over $ 550 of monthly gross salary. The
Municiparity is required by the same statute to contribute 9.275"/" of th; p-articipant,i gross
salary. Total lVunicipality contributions to the abovementioned plans during the y"ar 

"-ndedJune 30, 2010 recorded as pension expenditures were $ 297,131. Ihis amount represented
100% of the required contribution.

On September 24, 1999, an amendment to Act No. 447 ot May 15,1951, which created the
Retirement System, was enacted with the purpose of establiihing a new pension program
(System 2000). Employee's participation in the current 

"ystum "i of December gi, f!gs,
may elect to stay in the defined benefit plan or transfer to the new program. persons joining
the Municipality on or after January 1,,2000, will only be allowed to become ,emb"rs oi
System 2000. System 2O0O will reduce the retirement age from 65 years to 60 for those
employees whojoined the current plan on or after April 1, 1990.

System 20OO is a hybrid deflned contribution plan, also known as a cash balance plan, Under
this new plan, there will be a pool of pension assets, which will be invested by ERS together
with those of the current defined benefit pran. The commonwearth of puer6 Rico ;iI not
guarantee beneflts at retirement age. The annuity wil be based on a formura which assumes
that each year the employee,s contribution (with a minimum of A,275% to the employee,s
salary up to a maximum of 10%) will be invested in an account which will either: 1fj eirn a
flxed rate based on the tweyear Constant lvlaturity Treasury Note or, (2) earn a rate equal to
75o/a of lhe return of the ERS'S investment portfolio (net of management fees), or (3) earn a
combination of both arternatives. participants wilr receive periodic;ccount statements simirar
to those of defined contribution prans showing their accrued barances. Disabirity pensions wiI
not be granted under System 2000. Ihe emptoyer,s contribution (9.275% of the emptoyee,s
salary) will be used to fund the current plan.

Additional information on the Retirement system is provided in its financial statements for the
y9-al €nded June 30, 2010, a copy of which can be obtained from the Retirement System,
ft4inillas Station, PO Box 42004, San Juan, pR OO94O.
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YEAR ENDED JUNE 30, 2O1O

12.RISK MANAGEMENT

The Propeny Division of the Municipatity is- responsibte of assuring that the Nlunicipaltty,sproperty is property insured. Annua y, the property Division compit;s the information of allproperty owned and its respectve market value. After evaluating this information, theProperty Division submits the data regarding the r\4unicipatity's propertTes to the area of pubric
lnsurance Department at the Department of the Treasury ofihe commonweatth of puerto Ricowho is responsible for purchasing all property and casualty insurance poticies of all
municipalities. Setfled claims have not exceeded commercial coverage in any of the past
three fiscal years.

13.CONTINGENCIES

lhe Municipality is a defendant in a number of lawsuits arising principally from claims against
the Municiparity for alleged improper actions, and other legar riattersihat arise in the orJinary
course of the Municipality's activities.

It ls management's opinion, based on the advice of the legal counsel, that the potential claims
against the Municipality not covered by insurance will not materially affect the flnancial
resources for its payment.

rhe l\4uniciparity participates in a number of federar financiar assistance programs funded by
the Federal Government. Expenditures flnanced by these programs are subject to financia-l
and compliance audits by the appropriate grantor. The amouni if any, of expenditures which
may be disallowed by such audits cannot be determined at tiris tjme, although the
Municipality management expects such amounts, if any, will not be material.

14. FUTURE ADOPTION OFACCOUNTING PRONOUNCEMENTS

The GASB has issued the following statements that have effective dates afterJune 30, 2010:
a. GASB Statement No.54, Fund Balance Reporting and Governmental Fund Type

Definitions, which is effective for periods beginning after June 15, 2010, with e;;ty
implementation encouraged.

b, GASB Concepts Statement No,5, Service Efforts and Accomplishments- an
Amendment of GASB Concepts Statements No. 2. This Statement provides a
framework to be used by the GASB in considering guidance for reporting SEA bystate and local governmental entities and amends terminolos/ anO otner
information in GASB: G92

The impact of these statements on the lvlunicipality,s basic financial statements has not yet
been determined.
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COMMONWEALTH OF PUERTO RICO
MUNtctPALtry OF LUQUtLtO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

15. PRIOR PERIOD ADJUSTMENTS

A. GOVERNMENTAL FUND FINANCIAL STATEMENTS

The foflowing restatements have been made in the governmentar fund financiar statements,
which are reported as an adjustment to the beginninglund balances:

Srdld ReNe SpeiatRerenue CapfiatprcJet! DeU OUEiGeEEI Fund - Srab & Fun., - Orhd Fu;d _ $aL & sedtc. eo,*i""urruna rmr eBnt. r.d.or canI. i;;rd,iit ;; *:ffi* 
rotar

Fund barane, beghning $ 2,293.375 S (230,041) $ - $ 7.037.654 $ 2,s24,064 $ 143,09a g1176a,150

21,9.413

, Fundbalance.
beginni.g as renared $ 2293375 L-a3on41) S _1257-A6l S ?.524-Og $___rtr-098 laulszso3

B. GOVERNMENTAL WDE FINANCIAL STATEMENTS

The following restatements have been made in the governmental wide financial statements,_ which are reported as an adjustment to the beginning net assets:

Descriotion

Net assets, bednning

To adjust prior year aeounts Dayabte

Net assets, beginf,ing as restated

&rel
$ 27,775,889

219.4a3

$_2l.995lo2
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COMMONWEALIH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

BUDGEIARY COMPARISON SCHEDULE - GENERAL FUND
(SEE NOTES TO BUDGEIARY COMPARISON SCHEDULE)

YEAR ENDED JUNE 30, 2O1O

(Bud€etary Basis)
Final Budget

o grnar Frnar (s;Nore1, (Ne;irv;)
REVENUES:

I\,lunicipal license tax
Licenses, permits and other lomt tax6
Cha rges for seMces
lntergovemmental

Fines and fortuitures

Municipal sa les and usetax

Budget canyoE (1)

Total revonues after carryovar
E€EIiIDIIURES, ENCI'iIBRAI{CES AND OI1IER
FINANCING USES

Gener6l government

Health and wetfare
Culture and recreation

Iolal expend[ur€s, encumbranc€s and other

E(CESS (DEFtCtE[Cy) OF REVENUES OVER (U'{DER)
E,(PE'iDMJRE5 ENCUMBRANCE€ A'tD OINER
Fll{AI'rCtNG SOURCES (USES)

$ 3,135,949 $ 3,135,949
783,535 898.840
337,000 23L3A4
23,250 25,342

2,550,427 2,424,27 724,300 L5,245
30,000 46,042

248,OOO 18,646
86,000 79.704

$ 3,13s.949
910,256
2M,250
25,342

3,359,317
75.245
60,301

208,959
20,437

71,476
72,A66

935.046

!4,25;
90,313

1,333
91e47A

1,983,711

1943.711

(1,497,966)
(3,2O4)

$7O,2a5)
(26,860)

I176.736)

t1_874-9a!\

$ ao8J30

$ 10,625,098

(490,964)
(97,045)

9.008

u0n46097

$ 10,51636a

101,597
t275 344\

L10342.e17

620.000 1.235.600 2.a54_O78
7,838,461 8,!50,423 !O,734,a34

490.964
7.438.461 A6413a7 10_625.098

4,547,224 5,O2O,244 6,5La,2aO248,349 322304 325,508
1,651,023 L996,924 2,167,139t,o97,t!7 1,032,696 1,059,556220.744 269279 rK5.955

7.438.461 a.6413a7 10.516.36a

LL08J30
EJelanatlon of Dlff€rences:

Sources/inff ows of resources:
Actualamounts (bud€erary basis)"avaitabte forappropriarion" from the budget6ry comparison schedute
Differences-budget to USGMP:

Budgeted mrrlover
USGMP adjustments to revenues
Non budgeted transfer in

Total revenues as r€porled on the statemont of revenues, expenditures, and changes in tund frahnc€s
tlses/outf lows of resourceE:
Actr]alamounG (budgetary basis) "totatcharges ro appropriations" from rhe budgetary compa rison schedule
Differences budget to USGMP:
Prior year encum brances recorded as cuffeot year expendirures for USGMp basis
Current year encum bla nces recorded as expenditures for budgetary pu.poses

Totale&endlturcs as reported on the statement of revenuss, aeendttures, and changes in firnd batances

(1) Repr€sents fun.l balance canied over frcm pfloryear
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COMMONWEALTH OF PUERTO RICO
MUNICIPALIry OF LUQUILLO

NOTES TO BUDGETARY COMPARISON SCHEDULE - GENERAL FUND

YEAR ENDED JUNE 30, 2010

1, STEWARDSHIP, COMPTIANCE AND ACCOUNTABILIW

a. Bud4etarv Control

The.l\4unicipality's annual budget is prepared on the budgetary basis of accounting, which is
not in accordance with USGMP, and represents departm;ntai appropriations recommended
by the Mayor and approved by the Municipat Legistature prior to the beginning of the fiscatyear. Amendments to the budget require the approval of the Municipal Legislature.
Transfers of appropriations within the budget, known as Mayor,s Resolutions, do not require
the approval ofthe lMunicipal Legislature.

The Municipalitli prepares its annual budget including the operations ofthe generalfund. For
budgetary purposes, encumbrance accounting is used. The encumbrance! (i.e., purchase
orders, contracts) are considered expenditures when incurred. For USGMp reporting
purposes, encumbrances outstanding at year_end are reported as reservations of fund
barances and do not constitute expenditures or riabirities because the commitments wil be
honored during the subsequent year.

The unencumbered balance of any appropriation at the end of the fiscal year will lapse at the
end of such fiscal year. Other appropriations, mainly capital project appropriations, are
continuing accounts for which the Municipal Legislature has authorized that an unspent
balance from the prior year be carried forward and made available for current spending.

The annual budget as presented in the Budgetary Comparison Schedule_General Fund is the
budget ordinance at June 30, 2O1O representing the original budget. There were no
supplemental appropriations for the year ended June 30, 2010.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALIIY OF LUQUILLO

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

YEAR ENDED JUNE 30, 2O1O

Federal Grantor/pas$through

U.S. DEPARTMENT OF HOUSING AND
URBAN DEVELOPMENT:

Direct Program:
ARRA-Homeless Prevention and Rapid

ReHousing (Recovery Act Funded) L4.257

Direct Program:
Section 8 Housing Choice Vouchers 74.A27

Pass-through the Commonwealth of
Puerto Rlco - Office of the Commissioner
of MunicipalAffairs;

Community Development Block Grants
- State's Program 14.22A

Federal
CFDA

Number

Pass.through
Entity ldentifying

Number Expenditures

O9-AB, FC41
O8-AB, FG41
07 -AB, FG47
06-A8, FC-41

O5.AB
O4.AB, FG41
o3-AB, FC-41

380

447,229

572,29A

Total U.S. Department of Housing and
Urban Development

U.S. DEPARTMENT OF JUSTICE:

Pass-through the Commonwealth of
Puerto Rico - Department ofJustjce

Edward Byrne Memorial Justice
Assistance Grant Program

Total U.S. Department of Justice

U.S. DEPARTMENT OF TRANSPORTATION:

Pass-through the Commonwealth of
Puerto Rico - Traffic Safety Commission

State and Community Highway Safety

Total U.S. Department of Transportation

1,019,907

76.738
2OO6-DJ-DMFPL.

o1 30,695

30,695

91,03a

91,O38

20.600 Not Available
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COMMONWEATTH OF PUERTO RICO
MUNICIPALITY OF LUQUITLO

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

Federal crantoy'Pass.through
Granto Ptogtam Cluster Ti e

Federal Pass.through
CFDA Entltyldentifying

Number Number Expenditures

U.S DEPARTMENT OF HEALTH AND HUMAN
SERVICES:

Passthrough the Commonwealth of
Puerto Rico - Governor's Office (Elderly
Office):

Special Programs for the Aging - Title l,
Part B, Grants for Supportive Services
and Senior Centers 93.044 Not Avaitable 169,958

Nutrition Services lncentive program 93.053 Not Available 40,762

Child Care and Devetopment Block
Grant 93.575 Not Avaitabte 345,425

Total U.S. Department of Health and
Human Services

TOTAL EXPENDITURES OF FEDERAL
AWARDS

556,145

$ 1,697,785

The accompanyjng notes are an integral part ofthis schedule.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF TUQUILLO

NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

YEAR ENDED JUNE 30, 2O1O

1. BASIS OF PRESENTATION:

The accompanying Schedule of Expenditures of Federal Awards includes the federal grant
activity of the Municipality of Luquillo and is presented on the modifled accruat basis of
accounting. The basis of accounting is the same used to prepare the fund financial
statements. The information in this Schedule is presented in accordance with the
requirements of OMB Circular A-133, Audits of States, Local Governments, and Non-prcft
Organizations.

2.REIATIONSHIP TO FEDERAL FINANCIAL REPORTS:

Amounts reported in the accompanying Schedule are included in the Special Revenue Fund _
Other Federal Grants and in the Other Governmental Funds in the N4uni;ipality,s fund financial
statements. The reconciliation between the expenditures in the fund financial statements and
the expenditures in the Schedule of Expenditures of Federal Awards is as follows:

Speclal
Revenue Fund

- Other
Federal GtantsDescriptlon

Other
Governmental

Total

Per Schedule of Expenditures of Federat

Non federal programs expenditures and
other adjustments

Total expenditures in the general purpose
financialStatements

$ 1,250.556 447,229

25,442

$ 1,697,785

25,442

$ 1,250,556 473,O77 $ 7,723,627
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON COMPLIANCE AND
OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN

ACCORDANCE WTH GOVERNMENT AIJDITT]VG SIANDARDS

To the Honorable Mayor
and the Municipal Leglslature
Municipallty of Luquilto
Luquillo, Puerto Rlco

we have audited the financiar statements of the governmentar activities, each major fund, andthe aggregate remaining fund information of the Municiparity of Luqu ro, puerto nico, as oi anJ
for the year ended June 30, 2o1o, which colectivery comprLe the Munrciparig's basic flnanciar
statements and have issued our report thereon dated December 75,2070- we conoucted ouiaudit.in accordance with auditing standards generafiy accepted in the united states of America
and the standards appricabre to financiar audits contained in Government Auditingi standards,
issued by the Comptroller General ofthe United States.

lnternal Control Over Firanclal Reoortinc
ln planning and performing our audit, we considered the Munlclpality of Luquillo,s internal control
over financial reporting as a basis for designing our audjting pr;cedures for the purpose of
expressing our opinions on the financial statements, but not for the purpose of expressing an
opinion on the effectiveness of the Municiparity of Luquilo's internar contror over finaiciar
reporting. Accordingly, we do not express an opinion on the effectiveness of the fUuniclpaiity oi
Luquillo's internal control over financial reporting.

A deflciency in internar contror exisrs when the design or operation of a contror does not alow
management or employees, in the normal course of performing their assigned tunctions, 1oprevent, or detect and correct misstatements on a timely nasis. I matenal weakness is a
deficiency, or a combination of deflciencies, in internal conlrol such that there is a reasonable
possibirity that a materiar misstatement of the entity's financiar statements wilr not be prevent;d,
or detected and corrected on a timely basis.

Our consideration of internal control over financial reporting was for the limlted purpose
described in the first paragraph of this section and was not designed to identify a[ deflciencies in
internal control over financial reporting that might be deficien;ies, significant deficiencies, or
materiar weakness, as deflned above. However, we identified certain deficiencies in internar
control over financial reporting, described in the accompanying schedule of findings andquestioned costs that we consider to be significant deficienciesln internar contror over financiar
reporting. Significant deflciencies are described in the accompanying schedule of findings andquestioned costs as item LO4L. A significant deficiency is a deficiency, or a combination of
deficiencies, in internar contror that is less severe tha; a materiar weakness, yet important
enouEh to merit attention by those charged with governance.
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON COMPLIANCE AND
OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PEiFORMED IN

ACCORDANCE WTH GOVERNMENT AUDII?NG STAIVDANDS (CONTINUED)

Compliance and Other Matters

As part of obtaining reasonabre assurance about whether the Municiparity of Luqui[o,s flnanciar
statements are free of materiar misstatement, we performed tests of its;ompria;ce with certain
provisions of laws, regulations, contracts and grant agreements, noncompliance with \,vhich could
have a direct and materiar effect on the determination of financiar statement amounts. However,
providing an opinion on compliance with those provisions was not an objective of our audit, an;
accordingly, we do not express such an opinion. The results of our tests dlsclosed no instances of
noncompliance or other matters that are required to be reponed under Government Auditing
Standards.

We also noted certain other matters that we reported to management of the Municipality of
Luquillo in a separate letter dated December LS,2OlO.

The Municipality of Luqulllo's response to the findings identified in our audit is described in the
accompanying schedule of flndings and questioned costs. We dld not audit the Muriclpality o,
Luquillo's response and, accordingly, we express no opinion on it.

This report is intended solely for the information and use of management and federal awarding
agencies and pass-through entities. However, this repoft is a matter of public record and it;
distribution is not limited.

San Juan, Puerto Rico
December 15,2010

Stamp No. 2575449 ofthe Puerto Rico
Society ot Certified Public Accountants
was affixed to the record copy ofthis report.

, \7
Ldpez-Vcga, CPA, PSC

Ceriified Public Accouniarls I Managemed Advisors
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INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE WTH REQUIREME',ITS APPLICABLE TO
EACH MAJOR PROGRAM AND ON IIITERNAL CONTROL OVER CdUPUICE Iru ICCONOAHCE

WTH OMB CIRCULAR A-133

To the Honorable Mayor
and the Municipal Legislature
Municipallty of Luquillo
Luquillo, Puerto Rico

Compllance
We have audited the compliance of the Municipality o, Luguillo with the types of compliance
requirements described in the U.S. OfiAce of Manalement and Budget (Oiq Cncub; A_lgg
Compliance Supp/ement that are applicable to each of its major fede-ral programs for the year
ended June 30, 2o1o. The Munrcrparity of Luquilo's major federar programs are identifled in the
summary of auditor's resurts section of the accompanying scheduie of flnoings and questioned
costs. Compliance with the requirements of laws, regulations, contracts, and g;ants applicable to
each of its major federar programs is the responsibirity of the Municrpality oi tuquittoi
management. Our responsibility is to express an opinion on the Muntcipality of Luquillo,s
compliance based on our audit_

we conducted our audit of compriance in accordance with auditing standards generafly accepted
in the United States of America; the standards applicable to financial audits contained in
Government Auditin€! Standards, issued by the Comptroller General of the United States; and
oMB circular A-133, Audits of states, Local Governments, and Non-profit o4anizations. rhose
standards and oMB circurar A-133 require that we pran and perform the audit to obtain
reasonabre assurance about whether noncompriance with the types of compriance requirements
referred to above that could have a direct and material effect on a major federal program
occurred. An audit includes examtnjng, on a test basis, evidence about the Municipali! of
Luqulllo's compliance with those requirements and performing such other procedures as we
considered necessary in the circumstances. we believe that our audit provides a reasonable
basis for our opinion. our audit does not provide a regar determination of the Municrparity ot
Luquillo's compliance with those requirements.

ln our opinion, the Municlpality of Luqulllo complied, in a material respects, with the
requirements referred to above that are appticable to each of its major federal programs for the
year ended June 30, 2010. However, the results of our auditing procedures discrosed instanc€s
of noncompliance with those requirements, which are required to be reported in accordance with
ol\,lB circular A-133 and which are described in the accompanying schedure of findings and
questioned costs as items 1GO2 through 1OO4.
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INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE WTH REQUIREMENTS APPLICABLE TOEACH MAJOR PROGRAM AND ON INTERNAL CONTROL OVER 

'dr,rPr-iIr.ICC 

Iru ACCONOAT.TCC
wTH OMB CtRCULAR A_133 (CONTTNUED)

lnternal Control Ovet Compliance
Th-e management of the Municrparity of Luquilo is responsibre for estabrishing and maintaining
effective internal control over compliance with the requirements of laws, regutations, contracts,
and grants applicable to federal programs. ln planning and performing our audit, we considered
the Munrcrparity of Luquilro's internar contror over compriance with th'e requirements that courd
have a direct and materiar effect on a major federar program in order to determine our auditingprocedures for the purpose of expressing our opinion on compliance, but not for the prrpos" oi
expressing an opinion on the effectiveness of internal control over compliance. Accordingly, we donot express an opinion on the effectiveness of Municrparity of Luquiflo's internar contror over
compliance.

A deficiency in internar contor over compliance exists when the design or operation of a contror
over compriance does not aflow management or emproyees, in the normar course of performing
their assigned functions, to prevent or detect and correct noncompliance with a type o;
compliance requirement of a federal program on a timely basis. A mateiial weakness in iniemal
contror over compriance is a deficiency, a combination of deficiencies, in internar contror over
compliance, such that there is a reasonable possibility that material noncompliance with a type of
compliance requirement of a federal program will not be prevented, or detected and conected, on
a timely basis.

our consideration of internar contror over compriance was for the rimited purpose described in the
first paragraph of this section and was not designed to identify all deficiencies in internal controlthai might be deficiencies, significani deficiencies, or material weaknesses in internal control
over compliance. We did not identiry any deflciencies in internal control over compliance that we
consider to be material weaknesses, as defined above. However, we identified certain
deficiencies in internar contror over compriance that we consider to be signiflcant deficiencies asdescribed,in the accompanying schedule of findings and questionedlosts as items 1O{2
through 1GO4. A significant deficiency in internal control over compliance is a deficiency, or a
combination of deficiencies, in internal control over compliance with a type of compliance
requirement of a federal program that is less severe than a material weakness in internal control
over compliance, yet important enough to merit attention by those charged with governance.

The Mun:cipality of Luquillo's response to the findings :dentified in our audit is described in the
accompanying schedule of findings and quesfloned costs. We did not audit Municipality of
Luquillo's response and, accordingly, we express no opinion on it.

)

\7
L6pez-Vega, CPA, PSC

Cedified Public AccounraE.s / Managem€nt Advisors
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INDEPENDENT AUDITOR'S REPORTON COMPLIANCE WIIH REQUIREMENTS APPLICABLE TOEAcH MAJoR pRocRAM AND oN TNTERNAL coNrRoL ovER adniFr-irr,r'ce rH rcconorHce
wTH OMB CtRCULAR A-133 (CONnNUED)

we arso noted other matters invorving the internar contror over compriance and certain immateriarinstance of noncompliance, which we have- reported to managemeni of tire tUunicipailty oiLuquillo in a separate letter dated March 25, 2011.

This report is intended solely for the information and use of management
agencies and paslthrough entities. However, this report is a ma'iler of
distribution is not limited.

and federal awarding
public record and its

San Juan, Puerto Rico
Match 25,2077

Stamp No. 2575450 ofthe puerto Rico
Society of Certified Public Accountants
was afflxed to the record copy ofthis report.

lipez-Vega, CPA, PSC

C€n;fied Publ;c Accou arts / Maragemclt Advisors
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

SCHEDULE OF FINDINGS AND QUESTIONED CO$S

YEAR ENDED JUNE 30, 2O1O

Section I - Summary of Auditor,s Results

_ Financial Statements

Type of auditor's report issued:

4-133, Section .51O(a)?

_ ldentification of major programs:

Unqualitied

Internal control overflnancial reporting:
Material weakness identified? yes No X
Significant deficiencies identifled not considered to
be material weaknesses? yes X None reported

Noncompliance material to financial statements yes No X
noted?

Federal awards

lnternal Control over major programs:
l\4aterial weakness identified? yes No x
Significant deficiencies identified not considered to
be materialweaknesses? yes X None reported

Type of auditor's report issued on compliance for
major programs: t nqualifled

Any audit findings disclosed that are required yes X No
to be reported in accordance with Cjrcular

CFDA Number Name of Federal program or Cluster

f4.224 Community Development Block Grants - State,s program

L4.A7l Section 8 Housing Cholce Voucher
93.575 Child Care and Development Block crant

Dollar threshold used to distinguish
between Type A and Type B programs

Auditee qualified as low-risk auditee?

$300,oo0

Yes No X
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COMMONWEATTH OF PUERTO RICO
MUNtCtPALtry OF LUQUTLLO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

Section ll - Financiat Statements Flndings

FIndinEJ Reference

Requiremeht

Statement of Condttton

10-o1.

Financial Reporting - Accounting Records

During our examination of the lVunicipality's accounting system, we noted
that it does not summarize the transactions in a formal ceneral Ledger in
order to properly record and account for the transactions of all ;f its
Governmental Funds (Local, State and Federalfunds)_

Chapter VIll, Article 8.010 of State Act Number 81 of August 30, 1991
states that the lvuniclpality should maintain an effective and updated
accounting system.

The Municipality did not establish effective internal control over the
transactions recorded on its accounting records, Also, the accounting data
is not summarized in the form of a double-entry general ledger record-.

The lvunicipality's accounting system did not provide updated and
complete flnancial information that present the flnancial position, the
result of operations and the change in fund balances, Such information is
necessary to take management decisions.

We recommend that the lvunicipality should implement the necessary
internal controls and procedures in order to maintain an accounting
system that contains jnformation pertaining to authorizations, obligations,
unobligated balances, assets, liabilities, expenditures. inierfund
transactions, etc.

None

The Nrunicipality maintains 1wo set of accounting records; a manual
system and a computerized system provided in the past by the Office of
the Commissioner of Municipat Affaks (OCAM). Actuatiy, a[ of the
transactions were recorded in both systems, but the manual system is the
primary financial records for financial statements preparation purposes at
the end of each fiscal year due to the fact that the computerized sysem
real accounts balances carried forward from prior years were affected bv
accounting errors in the first years of the system operation.

Criteria

Cause of Condition

Eftect of Condltion

Recommendation

questloned Cost

lllanagement Response
and Correetive Action
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

ScHEDUTE OF FtNDtNGS AND QUESTTONED COSTS (CONTTNUED)

YEAR ENDED JUNE 30, 2O1O

Section ll - Financial Statements Findings

FindingReference 1001(Continued)

Nevertheless, as part of the corrective action plan, the Commissioner of
Municipal Affairs ("OCAM") consider alternatives to improve the
accounting system, including the acquisition of new accounting software,
and therefore, we will hope to solve our accounting system co;dition in a
near future. Although, the Legislature of the Commonwealth Government
of Puerto Rico has appropriated funds for the design and implementation
of a new system, no further action has been taken on this matter.

lmplementation Date: Juty, 2O1,I

ResponsiblePersons: EfrainMojica
Finance Director
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COMMONWEALTH OF PUERTO RICO
MUNtctPALtry OF LUQUttLO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

Section lll - Major FedemlAward program Ftndings and euestioned Costs

Flnding Reference

ProElram

Requlrement

Statement of Concttt'on

10.02

Section 8 Housing Choice Vouchers program (CFDA 14.871) U.S.
Department of Housing and Urban Development

SpecialTest

We noted that the Section 8 Housing Choice Voucher program did not
comply with the compliance requirement of Depository Agre;ments. The
PHA is requlred to enter into depositary agreement witttheir financial
institutions ln the form required by HUD. (Form HUD51999)

24 CFR Subpart D, Section 982.156 states. (c) The pHA must enter into
an agreement with the depositary in the form required by HUD. (d) tf
required under a written freeze notice from HUD to the depositary: (iiihe
depositary may not permit any withdrawal by the pHA of funds treio unaer
the depositary unless expressly authorized by written notice from HUD to
the depositary; and (ii) The depositary must permjt withdrawals of such
funds by HUD. (2) HUD must send the pHA a copy of the freeze notice from
HUD to the depositary.

The.Program is not performing an effective review of compliance
requirement that are required by HUD.

The PHA is not in compliance with laws and established regulation as
prescribed by HUD.

Procedures should be implemented to ascertain that the pHA complies
with the established Federal Regulation, as prescribed by HUD.

None

The form HUD 52520 B (August 1988) were submitted as evidence ofthe
contract agreement between the Municipality of Luquillo and U.S.
Department of Housing where served as supporting document to open the
bank account where the federal agency has been depositing the
reimbursements since 1988. ln order to comply with secti;n lll
Compliance requirements, N-special test and provision, g Depository
agreements, we have been submitting the form HUD5199S 1O7Sf1 ai
requested.

lmplementation Datet March 201,1

ResponsiblePerson: lvarilynRodriguezlvlillan
Director Federal Affairs Office

Crlteria

Cause of Condition

Effect of Condition

Recommendation

Questioned Costs

Ir,lanagement Response
and Corective Action
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COMMONWEALTH OF PUERTO RICO
MUNTCIPAUTY OF TUQUtLLO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

Section lll - Major FederalAward program Findtngs and euestioned Costs

Finding Reference

Program

Requlrement

Statement of Conditton

1GO3

Community Development Btock crants - State's proElram (CFDA. No.
14.228); U.S. Department of Housing and Urban Devetopment; pass
thlough the Commonwealth of puerto Rico - Office of Commissioner of
Municipal Affaks (OCAM)

Procurement and Suspension and Debarment

During our contract provision test, we verified two (2) contracts for the
Community Development Block Grants - State,s program, formalized
during the fiscal year ended June 30, 2010. The followina summarizes the
situations found:

d.

a.

b.

Two (2) contracts did not include a provision for compliance with
executive order 11246 "Equal Employment Opportunity,,.

Two (2) contracts did not include a provision for compliance with Davis
Bacon Act.

Two (2) contracts did not include a provision for compliance with
sections 1O3 and 107 of the Contract Work Hours & Safety Standards
Act.

Iwo (2) contracts did not include a provision for compliance with the
Copeland "Anti-kickback'.

One (1) contract did not include a provision for granting access to GAO
or other federally agency, to books, documents, etc.

Two (2) contracts did not include a provision for compliance with the
Clean Air Act and Water Act-

Two (2) contracts did not include a provision for compliance with
Energy Policy and Conservation Act.

e.

h. One (1) contract did not include a provision for retention
records for three years.

of all required

i. Two (2) contracts did not include a provision for compliance with
Suspension and Debarment.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

ScHEDUtE oF FtNDtNGS AND QUESTTONED COSTS (CONTTNUED)

YEAR ENDED JUNE 30, 2O1O

Sectlon lll - Major FederalAward program Findlngs and Questioned Costs

Finding Refercnce

Criteria

Cause oI Condition

Effect of Condition

Recommendation

Questioned Costs

lllanagement Response
and Conective Actlon

1GO3 (continued)

Code of Federal Regutation 24, Subpart l, Sec.570.489 (g) requires that
all purchase orders and contracts include all clauses requiieo ny feOerai
Statues, executive orders and implementing regulations.

The Municipality's internal control and procedures failed to detect the
exclusion of certain contract clauses in the procurement process.

The Municipalityjs not in compliance with Code of Federat Regutation 24,
Subpart l, Sec.570.489 (g).

We recommend that the lvlunicipality should strengthen its procedures in
order to assure that the contracts contain all provisions requested by
federal agencies.

None

The project contracts under review were prepared by the Munlcipal
Secretary Office and this finding was needed no further conective action
as said in the-previous lvanagement Response and Corrective Action (as
of June 30 2009) but no actions were performed. For the fiscal vear ZOiO
2011the FederalAffairs Office, Municipality of Luquillo reviewed contmcts
in order to comply with the federal regulation as Executive Order 1124&
Equal Employment Opportunity; Davis Bacon Act; Section 103/107 of the
Contract Work Hours; Copetand "Anti-kickback"; GAO; Clean Air Act and
Water Act; EnerEy policy and Conservation Act; record retention,
Suspension and Debarment, As part of the corrective action all contraci
provisions were updated in accordance to the federal regulation by
December 2010.

lmplementationDate: December2OlO

ResponsiblePerson: [4arilynRodriguezMillan
Director Federal Affairs Offi ce
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

SCHEDUTE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

FindlnE Relerence

Program

Section lll - Major FederalAward program Findings and euestioned Costs

1G04

Child Care and Development Btock crant (CFDA. No. 93.575); U.S.
Department of Health and Human Services; pass through Siate _
Commonwealth of puerto Rico Administration for Children ani Families.

Cash Management

We performed a Cash N4anagement Test and found that the program
requested funds that were not disbursed on a reasonable lapse oftim;.
CFR 45, Subpart C, Section 92.20 (bX7), requires a cash management
system in order to minimize the time elapsed between the transfer of
funds from the U.S. Treasury and disbursements made by the grantee.

The procedures established by ACUDEN in the delegation of funds
agreement do not provide a clause to comply with this requirement,

The, M unicipality is not in comptiance with 45 CFR, Subpart C, Section
92.20 (b)(7).

We recommend management to require ACUDEN alternate methods to
request cash in order to comply with this requirement.

None

The Municipality's lvanagement will instruct the program accountant to
begin the disbursement process when the requisitions of funds are
submitted to the Administration for Care and lntegral Development of
Childhood (ACUDEN) in order to assure that when the funds are
transferred by the Pass-through Grantor, the program will disburse it
immediately.

lmplementation Date: July 2011

Responsible Person: Jennie Erazo Rosario
Child Care Coordinator

Requirement

Statement ot Conditton

Criteria

Cause o, Condition

EfIect of Condttton

Recommendation

ouestloned Costs

Management Response
and Conective Actlon
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

SUMMARY OF SCHEDULE OF PR'OR YEARS AUDIT FINDINGS

YEAR ENDED JUNE 30, 2O1O

rrent status oI Prioi Yeaircr yearAudit FedehlAward Findings - partllTinaii6
(As required by OMB Circutar 4-133)

74.a7 7

Corrective action was taken.

14.224

Corrective action was taken.

74.22A

No corrective action was taken. The audltors reissued the finding for the
current year. Finding Reference 10-03



COMMONWEALTH OF PUERTO RICO
MUNICIPALIry OF LUQUILLO

SUMMARY OF SCHEDUI-E OF PRIOR YEAR AUDIT FINDINGS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

(As required by OrvIB Circutar A-133i

No corrective action was taken. The auditors
current year. Finding Reference 10-04

reissued the finding for the

Corrective action was taken.

74.A7 7

74.87 7

articioant's HAP did not ree with the contJact amount.

Corrective action was taken.

the comoliance with the orevailinE wa(e ratesl.

Corrective action was taken.

74.22A

orglnat
Flnding
Number

CFDA
No,

09-05 93.575

oa-o2 We oerformed a Cash Mana(ement Test and after our orocedures. we
Iouno !!aLoUIDAtXe !urrent fiscal vear. the l\4unicioalitv maintained;
monthlv average .ash h^lan.a in h^^1. ^r

08,03 Iryc Berformed an eliEibilitv test of fifteen (15) oarticipant files and found
th-9.&1lpyng-exq+Uonslalln-ote (1) case. the pHA uleo anlni d
utiliV alloWa
particioant's fite did not inctude the HUD,sOos8 Fam jtvTioor*o=rm
Corresoondind to arr.lit nFrin.J ^) ln thr66 /a\ ^--6o +l^^ our ..^^- ^-
incorrect familv income for theffi

08-04 DUrinqpUr Davis Bacon Act test. we verjfied the construction proiects 06-
AB-41-001. 07-AB-4!-0O1 and O7-FC41-o01 wc forrna thl IJr.*;*
exceotions; at for tn
lVuniQjoality did not oerform the reouired visits for monitorini the
classifications of the workers and the waee rates oaid.lGol ttre
contractor's weeklv oavrolls were not reouested durin{ con$[ct.to;
period. b)For the construction oroipcf o7-aR-41-n.l1 ^^A ^1 

cr, ^i ^;the [4unicioality did not document the reouired visits for monitorinElr,i
cleqsifi.rtidnc 

^f 
tha k,^rl,6rc

*""klr o"vrolis
Year 2OO7-2OOa /The s hm;ttF.l wpaklv ^.w'^I. ,^,-,- ^^- -^--
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

SUMMARY OF SCHEDUTE OF PRIOR YEAR AUDIT FINDINGS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

current statuEiiFflor- FedeflAwardrrn-din-E.:Ei''iiiE A' !;(As required by otuB CircutarA-133i

ry::_:g:e;1o;rged: ggsh M und that the oroEramreouesred funds that were not disbursed onilEsonibrJiiiiiffiJ:
No corrective action was taken. The audltors reissued the finding for thecurrent year. Finding Reference 10-04.

r4.a7 7

The audit finding does not warrant further action because two years havepassed since the audit report in which the firdirg;;;; ;;;submitted to the Federal clearinghouse.

14.87 L

The audit finding does not warrant further action
passed since the audit report in which the
submitted to the Federal clearinghouse.

because two years have
finding occurred was
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