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INDEPENDENT AUDITORS' REPORT

To the Honorable Mayor and
the Municipal Legislature
Municipallty ol Luqulllo
Luqulllo, Puerto Rico

We have audited the accompanying financial statements of the governmental activities, each
major fund, and the aggregate remaining fund information of the Municipality of Luquillo,
Puerto Rico (Municipality) as of and for the year ended June 30,2OLL, which collectively
comprise the Munlclpallty's basic financial statements as listed in the table of contents. These
financial statements are the responsibility of the Municipality's management. Our responsibility
is to express opinions on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United

States of America and the standards applicable to financial audits contained 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
financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by

management, as well as evaluating the overall financial statements presentation. We believe
that our audit provides a reasonable basis for our opinions.

ln our opinion, the financial statements referred to above present fairly, in all material respects,
the respective financial position of the governmental activities, each major fund, and the
aggregate remaining fund information of the Munlcipality of Luquillo, Puerto Rico, as of June

30, 207L, and the respective changes in financial position, and where applicable, cash flows
thereof for the year then ended in conformity with accounting principles generally accepted in

the United States ofAmerica.

ln accordance with Government Auditing Standards, we have also issued our report dated
February 28,2O!2, on ow consideration of the Municipality's internal control over financial
reporting 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 internal control over financial
reporting or on compliance. That report is an integral part of an audit performed in accordance
with Government Auditing Standards and should be considered in assessing the results of our
audit.
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INDEPENDENT AUDITORS' REPORT (CONTINUED)

Accounting principles generally accepted in the United States of America require that the
management's discussion and analysis and budgetary comparison information on pages 4
through 13 and 50 be presented to supplement the basic financial statements. Such
information, although not part of the basic financial statements, ls required by the
Governmental Accounting Standards Board, who considers it to be an essential part of financial
reporting for placing the basic financial statements in an appropriate operational, economic, or
historical context. We have applied certain limited procedures to the required supplementary
information in accordance with the auditing standards generally accepted in the United States
of America, which consisted of inquiries of management about the methods of preparing the
information and comparing the information for consistency with management,s responses to
our inquiries, the basic financial statements, and other knowledge we obtained during our audit
of the basic financial statements. We do not express an opinion or provide any assurance on
the information because the limited procedures do not provide us with sufficient evidence to
express an opinion or provide any assurance.

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the Munlclpality of Luquillo's basic financial statements as a whole. The
accompanying schedule of expenditures of federal awards is presented for purposes of
additional analysis as required by U.S. Office of Management and Budget Circular A-133, Audits
of States, Local Governments, and Non- Profit Organizations, and is not a required part of the
financial statements. The schedule of expenditures of federal alvards is the responsibility of
management and were derived from and related directly 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 ofthe basic financial statements and certain additional
procedures, including comparing and reconciling such information directly to the underlying
accounting and other procedures in accordance with auditing standards generally accepted in
the United States of America- ln our opinion, the information is fairly stated in all material
respects in relation to the basic financial statements as a whole.

{np"/*,M,&o
LoPA.VEGA, cP( PSc ''

San Juan, Puerto Rico
Febtuary 24,2072

Stamp No. 2575539 ofthe Puerto Rico
Society of Certified Public Accountants
was atfixed to the record copy of this report.

Ldpez-Yega, CPA, PS( 2
/

I \ /
Certincd Public Accoumrnrs / Manlsemenr Advisors



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF LUQUILLO

MANAGEMENT'S DISCUSSION AND ANALYSIS

YEAR ENDED JUNE 30, 2011

This discussion and analysis of the Municipality of Luquillo (the lvlunicipality) financial performance

provides an overview of ihe l\4unicipality's financial activities for the fiscal.year ended on June 30'

!otr. m" tManagement Discussion and Anatysis (MD&A) should be read in conjunction with the

accompanying b;sic financial statements and the accompanying notes to those financial

statements. ihe discussion and analysis includes comparative data for prior year as this

information is available for the fiscal year ended on June 30, 2010, second year of implementation

of Governmental Accounting Standards Board (GASB) Statement No 34, "Basic Financial

Statements - and Managem;nls Discussion and Analysis- for State and Local Governments'" This

IVD & A is prepared in order to comply with such pronouncement and, among other purposes, to
provide the financial statements users with the following major information:

1. a broader basis in focusing important issues;

2. acknowledgement of an overview of the Mu nicipality's fina ncia I activities;

3.provideforanevaluationofitsfinancialconditionaSoftheendofthefiscalyeal2oLo-
2011, compared with prior year results;

4. identification of UseS of fUndS in the financing of the Municipality,s Variety of activities and;

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

FINANCIAL HIGHLIGHTS

The financial condition and results of operations as reflected in the financial statements prepared

for fiscal year 2011 constitute factual evidence of the Municipality's economic strength by the end

of such year. The following comments deserve special mention:

1. At the end of fiscal year 2011, total liabilities amounted to $18,619,565 Out of said

amount, $15,415,201 corresponded to long-term liabilities of which $13,132'OO0

representedtheoutstandingbalanceofbondsandnotesissued.TheMUnicipalitycontinued
to meet all debt service requirements, most of which was paid from self-generated

revenues;

2. Total net assets of the Nitunicipality amounted to $33'776,317 which represents an

increase of 77o compared to prior fiscal year;

3.Totalrevenuesavailableforthefinancingofactivitiesasreflectedinthestatementof
Activities amounted to $15,614,687, derived from the following sources: $37,987 charges

for services; $2,737,016 from operating grants and contributions; $1,7oo,472trom capital
grants and contributions obtained from other sources, and $11,139,212 from general

revenues available:

3



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF LUQUILLO

MANAGEMENT'S DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2011

FINANCIAL HIGHLIGHTS (CONTINUED)

4. Total expenses incurred to afford the cost of all functions and programs as reflected in the

Statement of Activities amounted to $13,286,444;

5. As reflected in the statement of Activities, the current fiscal year operations contributed to

an increase in the Net Assets figure by $2,328,243;

S.Asofthecloseofthecurrentfiscal,theMunicipality,sGovernmentalFUndSreported
combined ending fund balances of $12,613,435:

7. At the end of the fiscal year, the Municipality's General Fund balance amounted to

$1,875,123. lt is pertinent to note that it is the municipal administration's contention that

ine importance ot such figure should not be overestimated since it has adopted the policy to

use iniernal generated resources to increase services to lvlunicipality's community rather

than let them unused in the accounted records;

8. The actual General Fu nd budgetary activities resulted in a favorable balance of $ 1'828'845

which is indicative of full complia;ce with the balanced budget principle applicable to all

municipalities of the Commonwealth Government of Puerto Rico as required by the

Municipal Autonomous Act enacted in August 1991'

FUNDAMENTALS OF FINANCIAL STATEMENTS PRESENTATION

The new approach used in the presentation of the financial statements of the Municipality is based

on-a jorurnr"m*ide view oi such statements as well as a presentation of individual funds

[lnurLi Jrrini fi.." I yeat 2011.. The combination of these two perspectives provide the user the

opportrnity toiaOt"ss significant questions concerning the content of said financial statements'

ino ptouiie the basis fo; a comparable analysis of future years performance The comparative

un"fy"ia i" a meaningful and useful management tool for municipal management in the decision

making process.

Under the aforementioned approach, assets and liabilities are recognized using the accrual basis of

uaaouniing which is simila; io the method used by most private enterprises This means that

current ye;r's revenues and expenses are accounted for regardless of when cash is received or

paid.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

MANAGEMENTS DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2011

FINANCIAL STATEMENTS COMPONENTS

The basic financial statements consist of the government wide financial statements, the major
funds financial statements and the notes to the financial statements which provide details,
disclosure and description ofthe most important items included in said statements.

The Statement of Net Assets reflects information of the Municipality as a whole on a consolidated
basis and provides relevant information about its financial strength as reflected at the end of the
fiscal year. Such financial level is measured asthe difference between total assets and liabilities,
with the difference between both items reported as net assets. ltis importantto note that although
municipalities as governmental public entities were not created to operate under a profit motive
framework, the return on assets performance plays an important role in their financial operations.
The higher the increments achieved in net revenues, the higher the capacity to increase the net
assets figure either thru additional borrowings or thru internally generated funds. This in turn will
benefit the welfare of the constituents.

The Statement of Activities is focused on both gross and net cost of the various activities of the
lvunicipality. lt presents information which shows the changes in the Municipality's net assets at
the most recent fiscal year. Based on the use of the accrual basis of accounting, changes are
reported as soon as the underlying event occurs, regardless of the timing of the related cash flows.
Under said approach, revenues and expenses are reported in the Statement of Activities based on

the theory that it will result in cash flows to be realized in future periods.

A brief review of the Statement of Activities of the lvlunicipality at June 30, 2011, shows total
expenses incurred to afford the cost of all functions and programs amounted to $13,286,444.
Upon examining the sources of revenues for the financing of said programs, the Statement reflects
Ihat $4,475,475 was derived from the following sources: $37,987 charges for services;
$2,737,076 from operating grants and contributions; and $7,7OO,472 from capital grants and
contributions obtained from other sources. General revenues for the year amounted to
$11,139,212. When such figure is added to the $4,475,475 previously mentioned, total revenues
available for the financing of activities amounted to $15,614,687. There was an excess of
revenues over expenses in the amount of $232A,243 which contributed to an increase in the
figure of net assets attained at the end of the fiscal year.

\
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

MANAGEMENTS DECUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2011

FINANCIAL STATEMENTS COMPONENTS (CONTINUED)

The Fund Financiar statement is another important component of the Municiparity's financiar
statements. A fund is a grouping of related accounts that are used to maintain accountability and
controls over economic resources of the lMunicipality that have been segregated for specific
activities. The Municipal fund type of accounting is used to demonstrate compliance with related
legal requirements. lnformation offered thru this statement is limited to the Municipality most
significant funds and is particularly related to the local government only, instead of the government
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 an accounting method known as
modified accrual accounting which measures cash and all other financial assets that can be readily
converted into cash.

The fund statement approach gives the user a short term view of the Municipality,s government
operations and the basic services it provides. since the focus of government funds is narrower than
that of the financial statements as a whole, it also helps the user with comparable information
presented in the governmental activities report. By doing so, readers of the basic financial
statements may understand better the long-term effect of the Municipality's short-term financial
decisions.

INFRASTRUCTURE ASSETS

Historically, a significant group of infrastructure assets such as roads, bridges, traffic 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 Government Wide Statement. As
explalned in the Capital Assets and Debt Administration Section of this N4D&A, on July 1, 2002, the
Municipality commenced partially the prospective reporting of infrastructure assets. The
lMunicipality implemented the capitalization of jnfrastructure since July 1, 2006.

According to the requirements of GASB 34, the government must elect to either (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. lf the government
develops the asset management system, (the modified approach) which periodically (at least every
three years), by category, measures and demonstrate its maintenance of locally established levels
of service standards, the government may record its cost of maintenance in lieu of depreciation. ln
this particular respect, the Municipality has elected the use of recognizing depreciation under the
useful life method and it contemplates to continue this treatment on said basis.

6



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LUQUILTO

MANAGEMENT'S DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2011

FINANCIAL ANALYSIS OF THE MUNICIPALITY AS A WHOLE

Net Assets

The statement of Net Assets serves as an indicator of the lvunicipality's financial position at the
end ot the fiscal year. ln the case of the Municipality ol Luquillo, primary government assets
exceeded total liabilities by $33,776,317 at the end of 2011, compared to $31,448,074 at the
end of the previous year, as restated, as showed in the following condensed Statement of Net
Assets of the Primary Government.

condensed statement of Net Assets 207L 2010 ChanEie %

Current and otherassets
Capital Assets

Total Assets

Current and other liabilities
Long-term liabilities

Totalliabilities

lnvestment in capitalassets, net of

Restricted
l.lnrestricted def icit

Total net assets

60,000,000

50,000,000

40,000,000

30,000,000

20,000,000

10,000,000

$14,4s7,698
37,938,184

$ 13,070,092 $ 1,387,606
34,502,704 3,435,4a0

Lav.
70%

ao%52,395,882 47,572,796 4,823,Oa6

3,204,364
15,475,207

2,244,O17
13,836,711

916,353
1,578,490

40%
77%

75%18,619,565 46,724,722 2,494.843

26,494,aa4
rc,734372
13,456.779)

33,776,377

23,O5A,704
9,866,784

0,477,414)

3,435,4a0
477,524

(7,974,765)

$ 3L,44a,O74 $2,32A,243

15%
9%

a34vo

70

r2011

r 2010
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

MANAGEMENT'S DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2011

FINANCIAL ANALYSIS OF THE MUNICIPALIWAS A WHOLE (CONTINUED)

Changes in Net Assets

The statement of Activities reflects that for fiscal year 2011, the net effect of the revenues derived
from several programs plus current operating revenues compared to the total expense, amounted
to an increase of $2,328,243. Approximately 49 percent of the Municipality,s total revenues
resulted from grants and contributions, including federal aid, while 4g percent came from taxes.
The largest expenses were for general government, public works, culture and recreation and health
and welfare. As follow, is presented a comparative analysis of governmental-wide data. With this
analysis, the readers have comparative information with the percentage of change in revenues and
expenses from prior year to current year.

Condensed Statement of Actlvities

Program revenues:
Charges for services
Operating grants and contributions
Capital grants and contributions

Generalrevenues:
Property taxes
fulunicipal license tax
l unicipalsales and use tax
Other localtaxes
Grants and contributions not

restricted to specific Programs
lnterest and investment earnings
l\,4iscellaneous

Expenses:
Generalgovernment
Public safety
Public works
Culture and recreation
Health and welfare
Economic develoPment
Community develoPment
Education
lnterest on long-term debt

Total expenses

change in net assets

Net assets, beginning ofYear as
restated

Net assets, end of Year

$ 37,987
2,737,016
4,700,472

4,338,867
933,126

7,266,624
566,849

3,545,855
37,234

456,653

$ 83,626
2,704,624
2,29t,370

4,734,704
909,548

2,539,434
239,564

3,246,797
742,245

20,437

Change

$ {45,639)
32,392

i590,898)

200,163
23,514

11,272,507)
327,245

(55)%
7.,6

126)%

5%
3va

(50)%
!37%

299.65a 9%
(a17,O47) t7alv,
436,276 2734%

20LL 20ao '/o

15,614,687 l4f/.

4%
56%
100%

@aaf/.
1,,1

4ava

\417 )%
(10)%

5%

13)%

(33)%

a2%

7%

16,315,486 (700,799)

5,928,090
292,204

11,54O
3,472,213
2,105,O97

1a7,888
972,872

5,549
370,947

6,t91,L22
668,390

2,397,144
597,185

2,a25,4O3
361,646
188,18s

5,O41
328,194

263,O32
376,!82

2,385,564
(2,A75.O24)

20,706
173,754

(784,687)
(508)

17,25!

!3,2A6,444 72,862,714 1423,730)

3,452,772 1]-,724,529)

27,995,302 3,452,772

232A,243

37,44a,O7 4

a

$ 33,776,317 $ 3734A,O7 4 $ 2,32A.243



COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF LUQUILLO

MANAGEMENT'S DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2011

FINANCIAL ANALYSIS OF THE MUNICIPALITY AS A WHOLE (CONTINUED)

Revenues 2011

o.o4%
Expenses 2011

2_34%

aCharges for services

a Operating gra nts and contributions

r capital grants and contributaons

r Municipallicense tax

lMunicipalsal€s and use tax

I Other localtaxes

EGrants and contributions not
restricted to specific programs

v lnterest and investment earnings

I Genera I government

aPublicsafety

r Public works

r Health and welfare

aCulture and recreation

I Economic development

t Community development

I Education

I lnterest on long'term debt

t_41%



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

MANAGEMENT'S DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2011

FINANCIAL ANALYSIS OF THE MUNICIPALIry'S INDIVIDUAL FUNDS

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

Governmental Funds

The focus of the Municipality's governmental funds is to provide information on near-term inflows,
outflows, and balances of spendable resources_ Such information is useful in assessing the
lMunicipality's financing requirements. ln particular, unreserved fund balance may serye as a
useful measure of a government's net resources available for spending at the end of the fiscal
yeat.

As of the end of the current fiscal year, the Municipality,s governmental funds reported combined
ending fund balances of $L2,673,435, an increase of $647,651 in comparison with the prior
year. There are reservations of fund batance amounting to $13,841,179. This is the fund balance
that is not available for new spending because it is nonspendable ($1,021,150) and has already
been restricted 1) to pay debt service $3,630,022, 2) to pay for capital projects 98,443,725, 3)
for other purpose of $146,848. There is an unassigned fund deficit of $390,675 and
$1,091,608 in the Special Revenues Fund-State & Local Grants and in the Capital project Fund-
State & Local Grants, respectively.

Within the governmental funds, it is included the general fund which is the chief operating fund of
the Municipality. As ofJune 30,2071, the general fund has an unassigned fund balance of
$853,973.

GENERAL FUND BUDGETARY HIGHLIGHTS

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

CAPITAL ASSETS AND DEBT ADMINISTRATION

CapitalAssets

The lMunicipality's investment in capital assets as of June 30, 2O7I, amounts to $52,109,615,
with an accumulated depreciation ot $74,!7I,437 (including 91,097,3g6 of current year
depreciation expense), leaving a net book value of $37,938,184. This investment in capital
assets includes land, 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



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

MANAGEMENT'S DISCUSSION AND ANATYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2011

CAPITAL ASSETS AND DEBT ADMINISTRATION (CONTINUED)

The lvlunicipality 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 used for any other purposes. As of
June 30, 2011, the l\4unicipality has $5,215,885 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 able to issue additional
general obligation bonds and notes such N4unicipality must have sufficient .payment capacity,.
Act No. 64 provides that a N4unicipality has sufficient .payment capacity,' to incur additional
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 Tax (as defined below),
as projected by GDB, will be sufficient to service to maturity the Municipality's outstanding
general obligation debt and the additional proposed general obligation debt (,,payment Capacity,).

The Municipality is required under applicable law to lew the Special Additional Tax 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 municipal notes issued in anticipation of the issuance of general obligation bonds
issued by the lMunicipality constitute a first lien on the lMunicipality's Basic Tax revenues.
Accordingly, the Municipality's Basic Tax revenues would be available to make debt service
payments on general obligation municipal bonds and notes to the extent that the Special
Additional Tax levied by the Municipality, together with moneys on deposit in the lMunicipality,s
Redemption Fund, are not sufficient to cover such debt service. lt has never been necessary to
apply Basic Taxes to pay debt service on general obligation debt ofthe Municipality.

ECONOMIC FACTORS AND NEXT YEAR'S BUDGETS AND RATES

The lMunicipality 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 five 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 Municipality's budget for the fiscal yea t 2OI|-2O12.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

MANAGEMENT'S DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2011

FINAL COMMENTS

The f\runicipality is an autonomous governmental entity whose powers and authority vested on its
Executive and Legislative Branches are specifically established in the Municipal 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
N4unicipality's principal sources of revenues are derived from property taxes, municipal license
taxes, subsidies from the Commonwealth of puerto Rico,s General Fund and contributions from
the Traditional and Electronic Lottery sponsored by said Government.

The lMunicipality's management is committed to a continued improvement in the confection of a
budget that will response to the needs of the public and private sectors in accordance with its
permissible revenues levels. such has been the case of the financial operation corresponding to
fiscal year 2011. 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 N4unicipality,s finances and to
demonstrate the Municipality's accountability. lf you have questions about the report or need
additional financial information, contact the Municipality's Chief Financial Officer at pO Box 1012,
Luquillo, Puerto Rico OO773 7072, or calt (787) 889-2068.
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Commonwealth of Puedo Rico

Munlcipality of Luqullto

Stat€ment of Net Assets

June 30,2011

C6h and cash equiva efts

Municipal sles and ue tax

Consttuaion excise ta,

Land, impmrements, and coElruction in progr*
Other .apital a$ets, net of depBiation

Toral capital assets

r'@ouft payable and accrued tiabititi6
Due to other govemmental entitie

Federal grant revenues

Dle ln more than ofe year

Total liabilities

lnveted in capital a*ts, ner of retared debt

5,434,777

4,855,703

33,a29

19,530,1S2

1a,404,002

37,938,184

52395aa2

2,242,161

5!Oa7

551,051

206,312

!53,747

1,702,787

14,312,474

1a 619 565

1,3521L7

3,630,022

\24 A2r)
(3,456,179)

The notes lo lhe rinancial stalements are an inlegrat parl of this statemenl.

33 776,317
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Commonwealth of Puerto Rico
Municipality of Luquitto
Statement of Activities

For the Year Ended June 30, 2011

Nel (Erp€nse) Revenue and

Changes in Nel Asts
Op€rali.g C.pital

Grantsand chntsand

conrributions conlributions

Communit,development

rterest on iong-term debt

Total governmentat acti!it 6

$ 5,92A,090

292,20A

11540

2,105,O97

3,472,2!3

1a 7,484

972,e72

5,549

310.947

11,733

16,194

$ 16a330

122,032

12,369

1 150,7n

24,467

45,945

1.213,096

(5,759,760)

(158,4113)

1.417,1t55

(954,320)

t3,147,746)

(13 1,443)

240,224

(5,549)

(310,947)

1,40/J,472

300,000

10,060

$!3,2a6A44 $ 37.9a7 $ 2,737,016 $ !,100,472 (4,410,969)

Municipal sl6and lse tax

Grants and contributions noi resr cted to specific programs

lnter6t and investment ear.lrgs

Net as15 - beginning, as rBtated

433A,a67

933,126

7,246,624

566,449

3,545,a55

31,23a

456,653

77,739.272

2324,243

31,444,OT4

33,776,317

The notes to the financialstatements are an integral partofthis statement. 14



Commonwealth of Puerto Rico
tltunlclpality of Luquillo

Balance Sheet
Governmentat Funds

,une 30,2011

$ 2,373235 $

(1.oe1,6031 \1,227,744\

The.otesto the tnancialstalementsare ar inlegGtpa^ of this statemehr. 15



Commonweatrh of Pueno Rico
Ivlunicipality of Luquitto

Statement of Revenues, Erpenditures and Changes in Fund Batances
covemmentat Funds

Forthe Year Ended June 30.2011

ErB {d€fciency) of €wu6 o€r

odE rrmndng eu.B (u*s)

Ier ober fE..ing sourc.s (us)

456,653

E\,€.dllUE

G€neGr go€.nm6ni
Plbrrc *t€v

communitydrclopme,'t

N6r chansF rn rund brarcE i I \ t\21132, (1o6.s55) sae,73 t22.e],/,t 647,651

.,","""-",".""0fililt(1996,a55l2s3,s2o)1342'gl3
\l ,rt I r r3i5.1r3 $ (3eo6/hj t . i 731:)1r r 35roor, I r46€4a r rr.6ij4j5

tw';-t'

The notes ro the financial siaiements are an integrat part of this staiemenl. 16



commo.weallh of Puerto Rtco

Municipality of Luquillo
Reconciliation of the BalanceSheet- covehmental Funds

to the Statement of Net AsseG

For the Year Ended lune 30.2011

Iot.l Funrl Balan.es - covemmentat Funds $ 12,613,435

Amounts repoted ior Governmentat Activities n the Statement of Net Assets

- CapitatAssets used in Gove.nmefta ActivrlesaG notfin6nc atresourcs and therefore.
are rot reponed nthelunds tn the cuirent period, these amolnts are:

Non Depreciable capital assers

Depreci6ble Capital Assets

accumulaled Deprecianon

$ 19,530,€2
32,579,433

l7a,tTt,431l

37,938,184

(15,56494a)

Accounts payable accumutared accord ng ro rhe acctuatbasis oiac@unting. tn the curenr
r peiod, those amounts are: 0.206,354)

Some liabilineare not due and payable in the cuiient per od and iherefore, are nor
reported in the funds. Those liabilitis consist oi

GeneralBondsand Notes Payable 13,132,000
LIMS RepaymentPlan 26.930
Property Tares Debt 1,209,972
rnteGst Payable of Noncuiienr riabiritiE !53,7 47
com peneted Absencs !046,299

Tota LongTerm Liab tes

- Toial Net A$ets of Governmental Activities $ 33,776,317

The noteslo lhe financial slatements are an ioleg.atpart of this statement_ t7



Commonwealth of Puerto Rico

Munlcipality of Luquillo
Reconciliation ofthe Statement of Revenues,

Expenditures, and Changes in Fund Batances of
Govemmental Funds to the Statement ofActivities

For the Year Ended lune 30,2011

Net Change in Fund Balances-Totat covernmentat Funds

Amounts rcporte! for government6t activities in the Statement of Activitis a re d iflerent because:

Gove.nmental Funds report capitat outlays as expenditures, However, in the covernmentwide Statement of
Activities and Changes in Net Assets, the cost of thce assets is alocated over their estimated usefut trves as
depreciation expense. Thls ls the amount of capitatassets recorded in the curreniperiod.

Depr€ciation expense on capttat asers is reponed tn the Government.Wtde Statements of Activties and
Changes ln Net Asets, but they do not require the use of cufient financat resources. Therefore, depreciation
erpense s not reported asexpenditures in GovernmentalFunds.

lnterest Pay€ble on longterm debt was reported ln the Government,Wide Statement of Activities and Changes in
Net Assets, but t did not require the use of current frnanciat resources. Thercfore, tnterest payable was not
repoded as expendltures in Governmental Funds. Ihe following amount represents the change in accrued
interest from prior year.

Accounts Payabie reported in the Governmentwide statement of activities and changes ln Net Assets but not
reported as in the Governmental Funds because they do not reqLrlrethe use of cu(enr financiat r6ources- The

folowingamount rcprcsents the change in this accounts payable from prior year.

Repayment of bonds and notes prlncipal is an expenditure in Governmental Funds, butthe repayment re!uces
long -term liabilties in the Governmentwide SGtement of Net Assets. This is the amount by which the debt
proceeds sevlce prlncipal payments exce€d debt.

Repayment of long'term property iax advance debt ls an expenditure ln Governmental Funds, butthe repayment
reduces ong tem propedy tax advance debt in the Gove.nmentwlde statemeni of Net assets. This is the
change in the prcperty tax advance debt in the curent per od,

Repayrnent ot long term La nd lnformation Ma nagement System (LIMS) debt is an expenditu re in Govemmenta
Funds, butthe repayment reduces longterm LIMS debt in the Government wtde Statement of Net Assets. This is

th€amount paid in thecurent period.

Long term compensated absences are reported in the GovernmentWide Statement of Activities and Changes in
Net Assets, bLt they do not require the use of cLrrrent financlal resources. Therefore, long.term compensated
absences were not reported as expend tures in Govermental Funds. The folowing amount represented the
change in ong-tem com peneted a bsences from prior year.

Change in Net Assets o, Governmedal Activities

647,651

4.522.466

(1,047,346)

(20,493)

(155.905)

(1,740,000)

44,255

5!544

61,141

2,32A,243

The notes to the fina ncia I statements are an integrat part ofthis statement. 18



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

NOTES TO BASIC FINANCIAL STATEMENTS

YEAR ENDED JUNE 30, 2011

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Municipality of Luquillo (the Municipality) was founded on the year !797. fhe
Municipality's governmental system consists of an executive and legislature body. lt is
governed by a lvayor and a twelve member l\4unicipal Legislature who are elected for a four-
year term.

The Municipality provides a full range of services for its citizens. These services include 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 Municipality conform to
accounting principles generally accepted in the United States of America ('USGMP") as
applicable to governmental units.

ln June 1999, the Governmental Accounting Standards Board (GASB) issued Statement No.
34, "Basic Financial Statements and lvlanagement's and Discussion and Analysis for State
and Local Governments." This Statement, known as the Reporting N4odel, provides for the
most significant change in financial reporting for state and local governments in over 2O years
and affects the way the Municipality prepares and presents financial information. The
Statement was adopted as of July 1, 2002 ln addition to this Statement, GASB Statement No.
37, "Basic Financial Statements and l\4anagement's Discussion and Analysis for State and
Local Governments: Omnibus" and GASB Statement No. 38, "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 fourJear delay for implementation to fiscal year ended on June 30, 2007. The
Municipality implemented the capitalization of infrastructure since July 1, 2006.

ln N4arch 2009, the N,lunicipality adopted the provisions of GASB Statement No.55, Ihe
Hierarchy of Generally Accepted Accountin* Principles for State and Local Governments
(GASB No. 55), and GASB Statement No. 56, Codification of AccountinE and Financial
Reporting Guidance Contained in the AICPA Statements on Auditing Standards (GASB No.

56).

GASB No. 55 incorporated the hierarchy of USGMP for state and local governments into the
Governmental Accounting Standards Board's (GASB) authoritative literature. The
requirements in this Statement codify all USGMP for state and local governments so that they
derive from a single source.
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COMMONWEALTH OF PUERTO RICO1
MUNICIPATITY OF LUQUILLO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2011

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

GASB No. 56 incorporated into the Governmental Accounting Standards Board,s (GASB)
authoritative riterature certain accounting and financiar reporti.g guidance presented in the
American lnstitute of certified pubric Accountants' statements a; Auditing standards. This
statement addressed three issues not included in the authoritative literature that establishes
accounting principles-related party transactions, going concern considerations, and
subsequent events.

ln the current year, the Municipality adopted the provisions of GASB Statement N o.54, Fund
Balance Reporting and Governmental Fund Type Definitions (GASB No. 54), which modified
the interpretations of certain terms within the definition of the special revenue funds and the
types of activities the Municipality may choose to report in those funds. GASB No. 54 also
clarified the capital projects fund type definition for better alignment with the needs of
preparers and users. Definitions of other governmental fund types were also modified for
clarity and consistency.

The following is a summary of the significant accounting policies of the Municipality:

A. Component Units

ln evaluating how to define the lVunicipality for financial reporting purposes, management
has considered all potential component units. The decision to include a potential
component unit ln 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 on ly criterion for including a potentia I component unitwithin the
reporting entity is if elected officials of a primary government are financially accountable for
the entity. Financial accountability exists if the primary governmental appoints a voting
majority of the entity's governjng 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
other entity to (1) provide speclfic financial benefits to or (2) impose specific financial
burdens on the primary government. A second criterion used in evaluating potential
component units is if the 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 misleading 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 Municipality is presented in this report as follow:
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF TUQUILLO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2011

1. ORGANTZATTON AND SUMMARY OF SIGNtF|CANT ACCOUNTTNG pOLtCtES (CONTTNUED)

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

2. The government-wide financial statements (i.e. the statement of net assets and the
statement of activities) report information on all the activities of the Municipality.
Governmental activities, which normally are supported by taxes and intergovernment;l
revenues, are reported separately from business-typed 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 dupricating effect on assets and riabirities 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 benefit from
goods, services, or privileges provided by a given function or segment and grants and
contributions that are restricted to meeting 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 lMunicipality,s major
governmental funds. Major individual governmental funds are reported as separate
columns in the fund financial statements. pursuant to the provisions set forth by GASB
No. 54, the Municipality reported the following governmental funds in the accompanying
GFF S:

General Fund - is the ft4unicipality main operating fund used to account for and report
all financial and reported resources and governmental activities, except for those
required to be accounted for in another fund. lt is presumed that the N4unicipality,s
governmental activities have been reported in the general fund except for transactions
for which one of the following compelling reasons has required the use of another fund:
(1) legal requirements, (2) USGMP requirements or (3) the demands of sound financial
administration requiring the use of a governmental fund other than the general fund. lts
revenues consist mainly of taxes, licenses and permits, intergovernmental, charges for
services and other.

Special Revenue Fund - State and Local Grants - is a major governmental fund used to
account for and report the proceeds of specific revenue sources (other than trusts for
individuals, private organizations, or other governments or for major capital projects) that
are legally restricted or committed to expenditure for specified purposes other than debt
service or capital projects.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF TUQUILLO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2011

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

Resources restricted or committed to expenditure for purposes normally financed from
the general fund are generally accounted for in the general fund provided that all
applicable legal requirements can be appropriately satisJied and the use of special
revenue funds is not required unless they are legally mandated.

Special Revenue Fund -Other Fedetal Grants - is a major governmental fund used to
account for and report the proceeds of revenues of the different federal programs
grants. The uses and limitations of each special revenue fund are specified by f;deral
statutes.

Capital Projeck Fund - State and Local Grants - is a major governmental fund used to
account for and report financial resources that are restricted or committed to
expenditure for capital ouflays, including the acquisition or construction of major capital
facilities, including those ouflays financed by the general obligaton bond proceeds (other
than those financed by proprietary funds or jn trust funds for individuals, private
organizations, or other governments). The use of the capital projects funds has been
limited to only for major capital acquisitions, construction or improvement activities that
would distort financial resources trend data if not reported separately from the other
lMunicipality's operating activities. The routine purchases of minor capitalizable assets
(such as furniture, office equipment, vehicles and other minor capital assets or
improvements) have been reported in the governmental fund from which financial
resources were used for the payment.

Debt Seruice Fund - is a major governmental fund used to account for and report for the
accumulation of financial resources that are restricted for, and the payment of, principal
and interest for: (1) bonds payable for which debt service payments are legally mandated
to be accounted for in a debt servlce fund and (2) certain special long-term obligations
for which the lvunicipality is been accumulating financial resources in advance to pay
principal and interest payments maturing in future years.

The other governmental funds of the Municipality account for grants and other resources
whose use is restricted to a particular purpose.

The N4unicipality periodically undertakes a comprehensive evaluation of its fund
structure to ensure that it complies with all aspects that are of importance to users of
general purpose external financial reports. Consequently, all superfluous funds and
some internal funds currenfly used by the lMunicipality in the dayto-day accounting
procedures have not been reported as individual governmental funds in the
accompanying fund financial statements. Accordingly, the accompanying fund financial
statements include only the minimum number of funds consistent with legal and
operating requirements and, consequenfly, certain types of similar internal funds have
been combined into single funds in the accom pa nying fund financial statements.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2011

1. ORGANTZATTON AND SUMMARY OF StcNtF|CANT ACCOUNTTNG pOLtCtES (CONTTNUED)

4. The notes to the financial statements provjde 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 accounts that comprise its assets, Iiabilities, fund
equity, revenues, and expenditures. Fund types are as follows:

General Fund - General Fund isthegeneral operatingfund ofthe lMunicipality. ltisusedto
account for all governmental activity, except those required to be accounted for in another
fund.

Special Revenue Fund - Local and State Grants - 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
l\4unicipality ordinances or federal and state statutes.

Speclal Revenue Fund - Section 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 lvlunicipality ordinances or federal
and state statutes.

Speclal Revenue Fund -Other Federal Granb - 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 lMunicipality ordinances or federal and state statutes.

Capital Pdects Fund - Loca, ard Sfate Grants - Capital project Funds are used to account
for financial resources used for the acquisition or construction of major capital facilities.

Debt Service Furds - 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.

23



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

D. Measurement focus, basis of accounting and financial presentation

Government-wide financial statements - The accompanying GWFS are prepared using the
economic resources measurement focus and the accrual basis of accounting. Subje;t to
the additional rules and limitations detailed below, revenues (including interesion deposits
and investments)are generally recorded \ryhen earned and expenses are generally recorded
when a liability is incurred, regardless of the timing of related cash flows.

All revenues, expenses, gains, losses, assets and liabilities resulting from exchange_like
transactions are generally recorded when exchange takes place. ln exchange tran"r"tions,
each party to the transaction receives and gives up essentially equal valuei. An exchange_
Iike transaction is one when there is an identifiable exchange and the values exchanged,
though related, may not be quite equal. The accompanyi;g basic financial statem;nts
include exchange-like transactions such as license fees, iines, penalties, forfeitures,
permits, charges for services, and most miscellaneous revenues, which are recorded as
revenues when collected because they are generally not measurable until actually received.

The N4unicipality groups its non-exchange transactions into the following four (4) classes in
the accompanying basic financial statements: (a) derived tax revenues, (b) imposed non,
exchange revenues, (c) government mandated non exchange transactions, and (d)
voluntary non,exchange transactions.

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2011

ln the case of derived tax revenue transactions, which result from assessments that the
Municipality places on exchange transactions, receivables and revenues are recorded when
the underlying exchange has occurred.

ln the case of imposed non exchange revenue transactions (such as property taxes and
municipal license taxes), which resu lt from assessments made bythe N4unicipality on non_
governmental entities, including individuals, other than assessments on exchange
transaction, receivables are generally recorded in the period when an enforceable leg;l
claim has arisen. Property taxes and municipal license taxes are generally recorded is
revenues (net of amounts considered not collectible) in the fiscal year when resources are
required to be used for the first fiscal year that the use of the resources is permitted.

For government-mandated non-exchange transactions (such as intergovernmental grants
and contributions), receivables and revenues are generally recorded when all eligibility
requirements imposed by the provider have been met. For the majority of granG, tne
Niunicipality must expend resources on the specific purpose or project before the provider
reimburses any amounts. Therefore, revenue is generally recognized as qualifying
reimbursable expenditures are incurred.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2011

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

For voluntary non-exchange transactions (such as donations and certain grants and
entitlements) receivables and revenues are generally accounted for in the same manner as
government-mandated non-exchange transactions discussed above.

Events that are neither exchange nor non exchange transactions are recorded when it is
probable that a loss has been occurred and the amount of loss is reasonably estimated.

lnterests on deposits are recorded when earned since these revenues are considered both
measurable and available at June 30, 2011. Receipts of any type of revenue sources
collected in advance for use in the following fiscal year are recorded as deferred revenues.

According to GASB No. 34, all general capital assets and the unmatured long_term liabilities
are recorded only in the accompanying Statement of Net Assets. The measurement focus
and the basis of accounting used in the accompanying GWFS differ significanfly from the
measurement focus used in the preparation of the GFFS. Therefore, the accompanying
GFFS include reconciliations, as detailed in the accompanying table of contents, to b;tter
identify the retationship between the GWFS and the cFFS.

Government Fund Financial Statements - The accompanying GFFS are reported using the
current financial resources measurements focus and the modified accrual basis of
accounting. Revenues are generally recognized as soon as they are both measurable and
available. Revenues are considered to be avairabre when they are coflectibre within the
current fiscal year or soon enough thereafter to pay liabilities of the current fiscal year. For
this purpose, the Municipality generally considers most revenues (municipal licenses taxes,
construction excise taxes, sales and use taxes, interests on deposits, intergovernmental
grants and contributions and certain charges for servjces) to be available if collected within
sixty (60) days after June 30, 2OIL. At June 30, 2011, all revenues sources met this
availability criterion.

Property taxes are all considered susceptible to accrual
(60) days following the end of the fiscat period, untess
greater period.

if commonly collected within sixty
unusual circumstances justify a

Other revenue sources considered susceptible to accrual include municipal license taxes,
sales and use taxes, construction excise taxes, intergovernmental grants and contributions,
interests on deposits and charges for services. These principal revinue sources meet both
measurability and availability criteria in the accompanying cFFS.
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COMMONWEALTH OF PUERTO RICO
MUNICIPATITY OF LUQUILLO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2011

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

ln a manner similar to the GWFS, but subject to and limited by the availability criteria
discussed above, all revenues, expenses, gains, losses, assets and liabilities resuliing from
exchange, exchange-like transactions are also generally recorded when the exchangelakes
place while all revenues, expenses, gains, losses, and assets resulting from non_eichange
transactions are recorded when an enforceabre regar craim arises or when aI eligibirity
requirements imposed by the provider have been met, applicable.

lnterests on deposits are recorded when earned since these revenues are considered both
measurable and available at June 30, 2011.

Pursuant to the provisions of GASB lnterpretation No.6, Recognition and Measurement of
ceftain Liabirities and Expenditures in covernmentar Fund Financiat statements (GASBT
No. 6), in the absence of an explicit requirement (i.e., the absence of an appiicable
modification, discussed below) the Municipality generally accrues a governmental fund
liability and expenditure (including salaries, professional services, supplGs, utilities, etc.) in
the period in which the government incurs the riabirity, to the extent that these riabirities are
normally expected to be riquidated in a timely manner and in fu with current avairabre
financial resources. The accompanying Balance Sheet - Governmental Funds generally
reflects only assets that wilr be converted into cash to satisfy current liabilities. L;ng-term
assets and those assets that will not be converted into cash to satisfy current liabilities are
generally not accounted for in the accompanying Balance Sheet - Governmental Funds. At
the same time, long-term liabilities (generally, those unmatured that will not require the use
of current financial resources to pay them) are not accounted for in the accompanying
Balance Sheet - Governmental Funds.

The measurement focus of the GFFS is on decreases of net financial resources
(expenditures) rather than expenses. l\4ost expenditures are measurable and are recorded
when the related governmental fund liability is incurred. Allocation of costs, such as
depreciation and amortization, are recorded in the accompanying Statement of Activities,
but are not recorded in the accompanying GFFS.

E. Assets, liabilities 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.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

NOTES TO BASTC FtNANC|AL STATEMENTS (CONTTNUED)

YEAR ENDED JUNE 30, 2011

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

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 Municipality's debt service, as established by law. Also, cash with fiscal
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 - Activity between funds that are representative of
lending/borrowing arrangements outstanding at the end of the fiscal year are referred
to as either "due to/from other funds,, (i.e., the current portion of interfund loans) or
"advances tofrom other funds,' (i.e., the non-current portion of interfund loans). All
other outstanding balances between funds are reported as ,,due tolfrom other funds.,,

Advances between funds, as reported in the fund financial statements, if any, are 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 servjces
rendered to other governmental entities. lntergovernmental receivable in the special
revenue or capital project funds represent amounts owed to the lvunicipality for
reimbursement of expenditures incurred pursuant to federally funded or state funded
programs. lntergovernmental receivable in the debt service fund represent the
distribution of property tax collected by the CRIIM which is restricted for the debt service.

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

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
Municipality 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.

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

lMajor outlays for capitalassets and improvements are capitalized as projects are
constructed.

3.

4.
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1. ORGANTZATTON AND SUMMARY OF StcNtFtcANT ACCOUNTTNG pOLtCtES (CONTTNUED)

Capital assets of the Municipality are depreciated using the straight_line method over
the following estimated useful lives:

Description

Buildings and site improvements
lnfrastructure

Vehicles
Furniture and fixtures
lvlachinery and equapment

Caoitalization threshold

$1
$1
$1
$1

$25
$25

t sefulLite
40 years
40 years
10 years
5 years
5 years

3 to 5 years

5. Deferred revenues. ln the GFFS, deferred revenues arises when one of the following
situations occur:

a, Potential revenue does not meet both the ,,measurable" and ,,available,,criteria for
revenue recognition in the current period (unavailable revenue). As previously
discussed, available is defined as due (or past due) at June 30, 2Oi1 and collected
within 60 days thereafter to pay obligations due at June 30. ln subsequent periods,
when both criteria are met, the liability for deferred revenue is removed and
revenue is recognized.

b. The Nlunicipality receives resources before it has a legal claim to them (unearned
revenue). ln subsequent periods, when the revenue recognition criterion is met, the
Iiability for deferred revenue is removed and revenue is recognized.

Deferred revenues at the government-wide level arise only when the Municipality
receives resources before it has a legal claim to them.

Long-term obligations - The liabilities 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 lssued is reported as other
financing sources, while bond issuance costs, whether or not withheld from the actual
debt proceeds received, are reported as expenditures.

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.

7.
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Employees accumulate sick leave at a rate of 1.5 days per month up to a maximum of
90 days. Upon retirement, an employee receives compensation for all accumulated and
unpaid sick leave at the current rate, if the employee has at least 10 years of service
with the Municipality. All sick leave pay and salary related benefits are accrued when
incurred in the governmental-wjde financial statements when the employee meets such
criteria.

Claims and judgments - The estimated amount of the liability for claims and
judgments, which is due on demand, such as from adjudicated or setfled claims, is
recorded in the generalfund when the liability is incurred.

Fund Balances- ln the current year, the Municipality adopted the provisions of GASB
Statement No. 54, Fund Balance Repofting and Governmental Fund Type Definitions
(GASB No. 54), which enhanced the usefulness of fund balance information by
providing clearer fund balance classifications that can be more consistently applied.
This statement establishes fund balance classifications that comprise a hierarchy upon
the use of the resources reported in governmental funds.

Pursuant to the provisions of GASB No. 54, the accompanying cFFS report fund balance
amounts that are considered restricted, committed, assigned, and unassigned, based
on the relative strength of the constrains that control how specific amounts can be
spent, as described as follows:

8.

9.

b.

Restricted - Represent resources that can be spent only for the specific purposes
stipulated by constitutional provisions, external resource providers (externally
imposed by creditors or grantors), or through enabling legislation (that is, legislatio;
that creates a new revenue source and restricts its use). Effectively, restrictions may
be changed or lifted only with the consent of resource providers,

Unassigned - Represent the residual classificatjon for the Municipality,s general
fund and includes all spendable amounts not contained in the other classifications.
ln other funds, the unassigned classification is used only to report a deficit balance
resulting from overspending for specific purposes for which amounts had been
restricted, committed, or assigned.

Negative fund balance amounts are assigned amounts reduced to the amount that
will raise the fund balance to zero. Consequently, negative residual amounts in
restricted, committed and assigned fund balance classifications have been
reclassified to unassigned fund balances.
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The Municipality reports resources constrained to stabilization as a specified purpose
(restricted or commjtted fund balance in the general fund) only if: (1) such resources
meet the other criteria for those classifications, as described above and (2) the
circumstances or conditions that signar the need for stabirization are identified in
sufficient detail and are not expected to occur routinely. However, the Municipality has
not entered into any stabilization-like arrangements, nor has set aside material financial
resources for emergencies and has not established formal minimum fund balances
amounts as of for the fiscal year ended June 30, 2011.

ln situations when expenditure is made for a purpose for which amounts are available
in multiple fund balance classifications, the lVunicipality generally spends committed
resources first, and then unrestricted resources. Within unrestricted resources, the
Municipality generally spends committed resources first, followed by assigned
resources, and then unassigned resources.

lo.lnterfund and intra€ntity transactions - The Municipality has the following types of
transactions amongfunds:

c. 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
disbursing fund.

d. lntra-Entity Transactions - Transfers between 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.

11.Net Assets - Restricted net assets have been reported pursuant to the provisions of
GASB Statement No. 46, Net Assets Restricted by Enabting Legistation (GASB No. 46).
Those net assets consist of net resources restricted by external parties (such as debt
covenants, creditors, grantors, contributions, laws or regulations of other governments,
etc.), or net assets for which constraints are imposed by the constitutional provisions or
enabling legislation.

Enabling legistation consists of legistation that authorizes the Municipality to assess,
lew, charge or otherwise mandate payment of resources (from external resource
providers)- Enabling legislation establishes restrictions if it includes a legally
enforceable requirement that those resources be used only for the specific purposes
stipulated in the legislation. A legally enforceable enabling legislation restriction is one
that a party external to the Municipality (such as citizens, public interest groups, or the
judiciary) can compel the Municipality to honor. The Municipality periodically
reevaluates the legal enforceability of an enabling legislation to determine if any of the
resources raised by the enabling legislation are used for a purpose not specified by the
enabling legislation or if the Municipality has other cause for consideration.
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The classification of restricted net assets identifies resources that have been received
or earned by the lvlunicipality with an explicit understanding between the lvlunicipality
and the resource providers that the resources would be used for specific purposes.
Grants, contributions and donations are often given under those kinds of conditions.
Bond indentures also often limit the use of bond proceeds to specific purposes.

lnternally imposed designation of resources, including earmarking, are not reported as
restricted net assets. These designations consist of management,s plans for the use of
resources, which are subject to change at the discretion ofthe N4unicipal Legislature.

ln the government-wide statements, net assets are segregated into three categories:

a. lnvested in capital assets, net ofrelafed 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.

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

c, Unrestricted net assets: Represent net assets that do not meet the definition 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 of constraints are internal and
management can remove or modify them. Designations are not reported on the
face statement of net assets.

l2.Accounting for Pension Costs- For the purpose of applying the requirements of GASB
Statements No. 27, AccountinEfor pensions by State and Local covernment Employers
(GASB No. 27), the state government of the Commonwealth 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 defined benefit plan and a hybrid defined contribution plan, respectively, in
which the employees of the N4unicipatity participate. The tMunicipatity is consider;d a
participant and not a sponsor, of these retirement systems since the majority of the
participants in the aforementioned pension trust funds are employees of the
Commonwealth of puerto Rico.
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Accordingly, no portion of the net pension obligation (NpO) related to ERS has been
allocated to the rvuniciparity in the accompanying basic financiar 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
Municipality.

13,Risk financing - The N.4unicipality 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 N4unicipality and deducted from the gross
property tax collections by the N4unicipal Revenue Collection Center (CRIM) for the year
ended June 30, 2011 amounted to approximately $202,427, The current insurance
policies have not been cancelled or terminated.

The l\4unicipality carries insurance coverage for death and bodily injuries caused by the
automobile accidents. The insurance is obtained through the Automobile Accidents
Compensation Administration (MCA), a component unit of the Commonwealth of puerto
Rico. This insurance is compulsory for all licensed vehicles used on public roads and
highways in Puerto Rico. The annual premium is 935 per licensed motor vehicle, which
is paid directly to MCA.

The Municipality obtains workers' compensation insurance through the State lnsurance
Fund Corporation (SIFC), a component unit of the Commonwealth of puerto Rico. This
insurance covers workers against injuries, disability or death because of work or
employment related accidents, or because of illness suffered as a consequence of their
employment. Cost of insurance allocated to the lvlunicipality and deducted from the
gross property tax collections by the lMunicipal Revenue Collection Center (CRllM) for the
year ended June 30, 2011 amounted to $608,492.

The N4unicipality obtains unemployment compensation, non-occupational disability, and
drivers'insurance coverage for its employees through various insurance programs
administered by the Commonwealth of puerto Rico,s Department of Labor and Human
Resources (DOL). These insurance programs cover workers against unemployment and
provide supplementary insurance coverage for temporary disability, or death because
work or employment-related accidents or non-occupationat disability and drivers'
insurance premiums are paid direc y to DOL on a cost reimbursement basis.

Under Act No- 63 of June 21, 2010, the Legislative Assembly of the Commonwealth of
Puerto Rico, authorized the municipalities to procure and manage at their own
discretion all insurance policies, including those related to health plans been provided
to the municipal employees. The Municipality also obtains medical insurance coverage
from one health insurance company for its employees.
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Different health coverage and premium options are negotiated each year by the
N4unicipality. Premiums are paid on a monthly basis direcfly to the insurance company.

14. Use of Estimates

The preparation of flnancial statements in conformity with USGAAP requires
management to make estimates and assumptions that affect the reported amounts of
assets and liabirities and the discrosure of contingent assets and riabilities at the date
of the financial statements, and the reported amounts of revenues and expenses during
the reported period. Actual amounts could differ from those estimates.

2. CASH AND CASH EQUIVALENTS

The N4unicipality 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 Munlcipatity adopted the provisions of GASB Statement No. 40 (GASB No. 4O), Deposit
and lnvestment Risk Disclosure, an Amendment to GASB Statement No. 3. This statement
requires that state and local governments disclose essential risk information about deposits
and investments. The disclosure requirements cover four main areas: (1) credit risk, (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 wi not fulfill
its obligations. ln compliance with the laws and regulations of the Commonwealth, the
Municipality has adopted, as it's custodial and credit risk policy, the Statement of lnvestment
Guidelines for the Government of the Commonwealth of puefto Rico. Accordingly the
l\4unicipality invests onty in obligations of the commonweatth, obtigations of the united-tates
of America, certificates of deposits, commercial paper, bankers, acceptances, or in pools of
obligations of the municipalities of puerto Rico, which are managed by GDB. According to the
aforementioned investment guidelines, the N4unicipality does not invest in marketable
securities or any types of investments for which credit risk 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 Municipality's deposits is considered low
at June 30, 2011.
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lnterest rate risk - This is the risk that changes in interest rates of debt investments will
adversely affect the fair value of an investment. The l\4unicipality manages its exposure to
declines in fair values by: (1) not including debt investments in its investment portfolio at June
30,2017, (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 prevailing market rates. At June 30,2olf, the l\runicipality's investments i;
certificates of deposits are recorded at cost, which approximates their fair value_ Therefore,
the lvunicipality's management has concluded that at June 30, 2011, the interest rate risk
associated with the l\4unicipality's cash and cash equivalents is considered low.

Custodial credit risk - ln the case of deposits, this is the risk that in the event of a bank
failure, the Municipality's deposits may not be recovered. pursuant to the Staternent of
lnvestment Guidelines for the covernment of the Commonwealth of puerto Rico the balances
deposited in commercial banks by the Municipality are insured by the Federal Deposit
lnsurance Corporation (FDIC) generally up to a maximum of $250,OOO per depositor.

ln addition, public funds deposited in commercial banks by the Municipality are fully securities
pledged as collateral are held, in the lvunicipality,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 cDB on deposit transactions have
been incurred by the lvunicipality through June 30, 2017. Therefore, the Nlunicipality's
management has concluded that at June 30, 2011the custodial credit risk associated with
the Municipality's cash and cash equivalents is considered low.

Foreign exchange risk - The risk that changes in exchange rates will adversely affect the
value of an investment or a deposit. According to the aforementioned investment guidelines,
the lMunicipality 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 l\4unicipality,s
deposits is considered low at June 30. 2011.

Under 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. All securities pledged as collateral are held by the Secretary of the Treasury of
Puerto Rico. In addition, the N4unicipality maintains deposits with the Government
Development Bank for Puefto Rico (GDB).
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Deposits - The N4unicipality's bank balances in commercial banks of $842,740 in the General
Fund, the $459,875 in the Speciat Revenue Fund-State & Locat crants, the $672,681 in the
Special Revenue Fund Other Federal Grants and the $3,305,934 in the Capital projects Fund
- State and Local Grants were fully collateralized at June 30,2011. ln the Other
Governmental Funds there were deposits with commercial banks of $157,547 that were fully
collateralized.

The deposits at GDB of $4,858 in the Special Revenue Fund - State & Local crants, the
$5,215,885 in the Capital Projects Fund - State and Locat crants, the $3,613,344 that is
restricted for Debt Service Fund and the 921,616 in the Special Revenue Fund Other Federal
Grants are unsecured and uncollateralized, as no collateral is required to be carried by
governmental banks.

3. RECEIVABLES

A. Municipal Sales and Use Tax - On July 29, 2007, an amendment to Act No. I17 ot July 4,
2006, Known as the 'The Fairness Act of 2006", was enacted vyith the purpose of
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 limltations that the portion collected by the Treasury
Department. The Act provides an optional surtax on the un-process food. This surtax must
be approved by the lMunicipal Legislature. The Treasury Department is responsible to
create the l\4unicipal Development Fund (.2%), the t\4unicipat Redemption Fund (.2%) and
the l\4unicipal lmprovements Fund (.1%) with the remaining 0.5%. Municipal sales and use
tax receivable of $33,829 represents filed municipal sales and tax returns that where
uncollected as of June 30,2011, net of allowance for uncollectible accounts.

B. Corstructiofl excise tax- Construction excise tax receivables amounting to $1,407 in the
general fund represent a payment agreement formalized by the Municipality during the
fiscal year 2010-11and collected on August 19, 2011.

C. lnterglovernmentar- lntergovernmental receivable in the Debt Service Fund represents
property tax receivable at June 30, 2011. Following is a detail of the intergovernmental
receivable:

Governmental Entitv

IMunicipal Revenue Collection Center (CRIM)

Total

Amount

$ 16.678

$ 16-67a
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D. Federal Grarts -lntergovernmental receivables in the Special Revenue Fund - Other
Federal Grants represent expenditures incurred not yet reimbursed by the federal
government or the pass-through grantor. Following is a detail of the intergovernmental
receivables:

PrcEmm Descriotion Amount

Energy Efficiency Community Block Grant $ 52,772
Child Care and Development Block crant 16,148
Special Program, forAgangTitle lll 24,049
ARRA{hild Care Development Block Grant 9,997
Community Developrnent Block crantsstate's Program 8,338

Toral $ 111.304

4. INTERFUND TRANSACTIONS

lnterfund receivables and payables at.June 30, 2011 are summarized as follows:

a, Due fromlto other fund:

Receivable Fund Pavable Fund Puroose Amount

General Fund

GeneralFund

GeneralFund

GeneralFund

Total

Special Revenue Fund -
State and LocalGrants

Special Revenue Fund -
Other FederalGrants

Capital Project Fund
State & LocalGrants

Other Governmental Funds

Payrolls, accruals, and other
expendrtures not reimbursed $ a55.408

Payrolls, accruals, and other
expendituresnotreimbursed 534,007

Payrolls, accruals, and other
expendituresnotreimbursed 600,196

Payrolls, accruals, and other
expendituresnotreambursed 10.699

$ 2-ooffil.q
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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 Municipality 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 occurring in
2011, including those changes pursuant to the implementation of GASB Staiement No. a4,
follows. Land and construction in progress are not subject to depreciation:

Governmental Activities:

Capital asset, not bein€
depreciated:

Land
Construction in progress

Total capltal assets not
depreciateal

Capital assets, being depreciated:

Euildings
Buildings improvements
lnfrastructure
lnf rastructure improvements
Equipment
Furnishing
Work of art
Computers
Vehicles

being

Balance
June 30, 2010 Additions

Balance
Retirements June30.2011

$ 70,462,473 $ $ $ !0,462,473
5.674.879 4.157.476 (758.5261 9.067.769

being
76.737.292 4.157.476 (758.526) 19.530.182

Total capital
depreciated

11,946,952
4,735,749 Lt3,920
5,257,257 919,244
4,292,7 !5
2,559,273 24,523
606,854 6,956

1,960
406,220 76,767

2.249.137 49.166

37.449.457 L,729.976

(3,972,896)
(423,607)

(2,464,090)
(1,080,511)
(2,775,!76)

(568,021)
(60s)

(351,359)
(2.707.A46\

(13 .oa4.o45)

e94,674)
(104,830)
(93,701)

(286,181)
(782,52oJ

(18,485)
(196)

(38,601)
(64.198)

(1.O87.386)

71,946,952
4,249,069
6,170,501
4,292,775
2,583,736

613,810
1,960

422347
2.294303

32.579.433

14,277,57O)
(528,431)

{2,557,79!)
(1,366,692)
(2,297,636)

(586,506)
(801)

(389,960)
(2.172,O44),

(74.17 1.431\

14.408.002

Less accumulated depreciation Ior:

Buildings
Buildings improvements
lnfrastructure
lnf rasttucture improvements
Equipment
Furnishing
Works of art
Computers
Vehicles

Total accumulated depreciation

Total capital assets being
depreciated, net

Governmental activities capital
assets, net

78.365.472 (42.590\

$ 34592.194 $ 4,1qLOO6 $ (7585261 $ 37,s38J84
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Depreciation expense was charged to functions/programs of the [Iunicipality as follows:

Governmental activities:

Generalgovernment
Public works
Culture and recreation
Community development
Health and welfare
Public safety
Education
Economic development

Total depreciation expense-governmental activities

6. ACCOUNTS PAYABLE AND ACCRUED LIABILITIES

Accounts payable and accrued liabilities at June 30, 2011 are summarized as follows:

Amount

$ 356,330
374,78a
149,276
200,830
24,502
32,565

5,550
752

$_1.o82i186

Spedal
RewnueFund-

General slale & Lo€l
Revenue Fund Caplt.r Projecis
Section O$s Fund - Stare &
F.derarG6.ts L@tcr.nts Fund3 TotatDe* plion

569,506 $ $ a36,643

199.16a

$ 201,a57 $ 65,242 $

Accruedliablilies 199168

Totar $ 4qu)25 $

7. PROPERTYTMES

$ !5262 $ 169t06 $- $ - g-a3531tt

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 l\4unicipal Revenue Collection Center (CRllV), a governmental
entity created by the government of Puerto Rico as part of the lMunicipal Governmental
Autonomous Law of August 1991. Real property tax is assessed bythe CRll\4 on each pieceof
realestate and on each building.

The assessment is made as of January 1 of each year and is based on current values for
personal property and on estimated values as of 1957 for reat property tax. The tax on
personal property must be paid in full together with the return by May 15. The tax on real
property may be paid in two installments byJuly 1 and January 1. TheCRllM is responsible for
the billing and collections of real and personal property taxes on behalf of all the
municipalities of Puerto Rico. Prior to the beginning of each fiscal year, the CRIIM informs the
lMunicipality of the estimated amount of property tax expected to be collect for the ensuing
fiscal year. Throughout the year, the CRIIM advances funds to the l,4unicipatity based on the
initial estimated collections. TheCRllM is required bylawto prepare a setflement statement
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on a fiscal year basis, whereby a comparison is made between the amounts advanced to the
Municipality and amounts actually collected from taxpayers. This set ement has to be
completed on a preliminary basis not later than three months after fiscal yearend, and a final
settlement made not later than six months after year-end. lf the CRlNil remits to the
Municipality property tax advances, which are less than the tax actually collected, a receivable
from the CRIN,| is recorded at June 30. However, if advances exceed the amount actually
collected by the CRIM, a payable to the CRIIV is recorded at June 30.

The governmental-wide statement of net assets includes an outstanding debt balance of
$34,033 corresponding to the prior year's CRllvl finat tiquidation.

On January 26,2000, Public Law No. 42 was enacted, which authorized the CRIM 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 lvunicipalities of Puerto Rico have with the CRIM arising from final
settlements of property tax advances versus actual collections through fiscal year ended June
30, 2000. The amounts that the Municipalities will collect from additional property taxes
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. 238, enacted on August 15, 1999. On October 11, 2001,
Public Law No. 146 was enacted to amend Public Law No.42, to extend the loan amortization
period up to 30 years. Also, on October 11, 2003, Public Law No, 172 was enacted, to provide
as an option for the Municipalities to include the debt that the Municipalities of Puerto Rico
have with the CRIM arising from final settlements of property tax advances versus actual
collections for the fiscal year ended June 30, 2001 with the loan authorized through public
Law No. 42 enacted on January 26, 2000.

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 owned property taxes from 1974
to 1996. Such property tax receivables were purchased by the Public Financing Corporation, a
subsidiary of the Government Development Bank of Puerto Rico (GDB) using the proceeds of a
bond issuance executed for such purposes. Said Law imposed the CRIM the obligation to
replace uncollectible property tax receivables with any valid property tax receivable or
equivalent in money. Subsequent to the approval of the Law and to the sale transaction, it
was detected that a substantial percentage of the receivables sold were uncollectible. ln
order to protect the economic damage to the financial structure of municipalities caused by
the substitution of uncollectible tax receivables with sound collectible receivables, on October
11, 2001, Public Law No. 146 was approved and enacted.
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7. PROPERTY TAXES (CONTINUED)

Through this Law, the CRIM was authorized to obtain a loan from any qualified financial
institution and pay in advance the outstanding balance of the bonds issued and any related
cost incurred for the purchase by the Public Financing Corporation (a GDB subsidiary) of the
tax receivables. The loan is being paid by the municipalities thru a 30 year long term
financing negotiated by the CRIM with GDB on behalf of such municipalities as authorized by
the indicated Law.

The government-wide Statement of Net Assets
and $501,179 related to Law No. 146 and the

includes an outstanding balance of $634,193
Law No- 42, respectively.

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
Rico Treasury Department assumes payment of the basic tax to the Municipalities, except for
property assessed at less than $3,500 for which no payment is made. As part of the
[4unicipal Autonomous Law of 1991, the exempt amount to be paid by the puerto Rico
Treasury department to the lMunicipalities was frozen as of January 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 than $150,000,

The annual tax rate is 8.83% for real property and 6.83% for personal property of which 1.03%
of both tax rates are for the redemption of public debt issued by the Commonwealth of puerto
Rico. The remaining percentage is distributed as foltows: (a) 5.8% and 3.8%, respectively,
represents the lvlunicipality's basic property tax rate which is appropriated for basics and
accounted for in the general fund. A portion of such amount is deposited in an equalization
fund together with a percentage of the net revenues of the Puerto Rico electronic lottery and a
subsidy from the Commonwealth of Puerto Rico. From such fund, a distribution is madeto all
municipalities; (bl 2-OOo/o represents the ad valorem tax restricted for debt service and
accounted for in the debt service fund.

8. DUE TO OTHER GOVERNMENTAL ENTITIES

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

Governmental Entitv

Pueno RicoAqueductand SewerAuthority(PRASA)
State lnsurance Fund Crrporation
General Services Administration

Total

Amount

$ 49,427
962
104

$ 51-087
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9. DEFERRED REVENUES

A. Municipal License Tax -The Municipality imposes a municipal license tax on all
businesses that operate within the lvunicipality, which are not totally or partially exempt
from the tax pursuant to the lndustrial Incentives Act of the Commonwealth 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 sales volume of $1,OOO,OOO or
more must include audited financial statements together with the tax return. During the
fiscal year ended June 30, 2O11, the tax rates were as follows:

1. Financial business - 1.50% ofgross revenues.

2. Other organizations - 0.50% of gross revenues.

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. Municipal
llcense tax receivable represents filed municipal license tax returns that were uncollected
as of June 30,2071,, net of allowance for uncollectible account. Nlunicipal license taxes
collected prior to June 30 but pertaining to the next fiscal year are recorded as deferred
revenues.

The deferred revenues of $551,051 in the General Fund relates to municipal license tax
collected in fiscal year 201G11that wi be earned in fiscat yeat 2OLL-L2-

B. Federal crants - The deferred revenues presented in the Special Revenue Fund - Other
Federal Grants represents the portion of federal grants received for which qualifying
expenditures have not been incurred, Deferred revenues from the federal government are
as follows:

ProEram Descriptlon

ARRA Homeiessness Prevention and Raptd Re Housingprogram
Edward Byrne lvlemorial Justice Assista nce cranr Prograrn
Disaster Granrs-Public Assistance
Emergency Ma nagement Performance cra nt
State and Community HighwaySafety Program
Others

10. LONG.TERM LIABILITIES

Long-term liability activity for the year ended June 30, 2O11, was as follows:

Description

Bonds Payable
Notes Payable
Propeny Taxes Advances
Compensated Absences
LIIVS Repayment Plan

Total

BeginninEl
Balance

$ 7,105,OOO
4,237,OOO
4,254,227
1,104,OO6

74.474
$13.7€6Ja1

Aorrowings
or Additions

$ 1,195,000
1,260,000

34,O33
141,649

Deductions

$ (s60,000)
(3O5,OOO)

@2,24a)
(243,396)

(51.54a)

$4-A4223A

Ending
Balance

$ 7,940,OO0
5,192,000
7,209,972
7,O46,299

26.930

$15-4r52qr

Amount

$ 49,a07
774,L46
2L,616
12,322
3,420
4.961

$ 206.311

Due Withln
One Year

$ 435,000
512,000

33,315
95.542
26.930

$7.LA2JA1
4L

L2.67 0.122



COMIVIONWEATTH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2011

10. LONG-TERM L|ABtLtTtES (CONTTNUED)

1. Legal debt margin - The lvunicipality is subject to a legat debt margin requirement, which
is equal to 10% of the total assessment of property located withi; the lvunicipality 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 service. ln addition, before any new
bonds are issued, the revenues of the debt service fund should be sufficient to cover the
projected debt service requirement. Long-term debt, except for the bonds and notes
payable, is paid with unrestricted funds.

2. Bonds Payable - The t\runicipality issues general and special obligation bonds to provide
funds for the acquisition and construction of major capital facilities. Bonds payable
outstanding at June 30, 2011 are as follows:

June 30,2011
1993 General Obligation bond for acquisition of Capitat Assers and inrrastructure constructon
wirh an original amounr of $2,015,000 due in insraflmenrs of g4o,ooo to g19o,ooo through
July 1, 2012, with interest Gngingfrom 5% to a%

2000 General obligation bond for acquisition of CaDitalAssets and infrasrructure constru.rio.
with an originalamount of g460,000 due in insta ments ofg15,OOOto $5O,OOO rhrough luty 1.
2014, with interest rangirg lrcm 7 .29% ro 4.73.k

2OO3 General Obligation bond for acquisition of Capitat Assets and infrasrructure consrruction
with an original amount of $4,430,000 due in instalments of $75,OOO to $345,000 througn
July 1,2027, with interest ranging from 5% to 5.02%

2008 Special Obligation bond for operationat expenses with an originat amount of $2,645,000
due in installments of $35,OOO to $220,000 rhrough luty 1, 2032, with intercst Enging from
3-93% to 7 50%

2oll Special Obligation bond ior acquisition of Capirat Assets and infrastructure construcrion
with an original amount of $1,195,000 due in instattmenis of $45,OOO io g130,OOO rhrough
luly 1, 2025, with inierest rangingfrom 6% to 7.50%

Total

$ 365,000

180,000

3,675,000

2,525,OOO

1,195,000

$ 7,940,000

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

Annual debt service requirements to maturity for bonds payable are as follows:
Year Ending
June 30.
2012
2043
2044
2075
20t6
2077 202A
2022-2026
2027-2031
2032 2036
Total

Princioal

$ 43s,000
470,000
295,OO0
315,OO0
285,000

1,755,000
2,460,O00
1,500,o00

425.OOO

$ 7.940000

lnterest

$ 287,058
451,554
427,7a4
470,737
393,593

1,680,330
1,046,37a

358,573
32.437

$ 4-0881144
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10.LONG-TERM LtABtLtTtES (CONTTNUED)

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, 2011 are as follows:

tvlaturity Originat Range of Batance at
Tvoe of notes Oafe AID9UI! lnterest mtes lune 30.2011

2004 Series 1-1-13 22A,OOO 4.25.,4 $ 73,OOO2006series 7 L-72 685,000 4.23%to 5.33y. 23o,ooo2OOTSeries 7-1,74 1,125,0OO 6.4g0A to 7.51yo 555,OOO
2OO7 Series 7-7-32 3,165,000 2_420/oto 75O% 3,O8O,OOO
2009 Series 7-7-78 1,21O,OOO 6_Oyoto t.So/D 1,210,OO0
2009 Series 7-1-76 5O,OOO 4_73o/o 44.OOO

Totatnotes payabte $ 5:rgx)oo
The notes are payable from the ad valorem property tax of 2.OO% which is restricted for
debt service and retained by the Government Development Bank for puerto Rico for such
purposes.

Annual debt service requirements to maturity for notes payable are as follows:
Year Ending
June 30.

2012
2013
20!4
2045
2076
2077-2021
2022-2026
2027 2031
2032-2036

Total

Princioal b!q!CS!

$ 512,OO0
555,000
427,OOO
242,OO0
273.OO0
958,000
700,000

1,O05,000

$l;192-000

$ 130,671
326,a67
297,375
266,412
244,062
972,OO3
7ao,625
393,938

39.750
q-!!t9!92

4.

5.

Advances from CRIM - This amount represents the balance owed to the CRIM at June 30,
2011, as described in Note 7.

Compensated Absences - The government-wide statement of net assets includes
approximately $4A7,2O2 of accrued sick leave benefits, and approximately $559,097 of
accrued vacation benefits, representing the Municipality's commitment to fund such costs
from future operations.

LIMS Repayment Plan - During the fiscal year 2001 2002, the N4unicipality authorized the
CRIIM to retain the corresponding portion for the financing project of Land lnformation
N4anagement System - L|N.4S, contracted by the CR|M. A total of $413,522 is to be
retained in a ten years period at an interest rate of 5.95%, until November 29,2OL7. Al
June 30, 2011the outstanding debt batance is $26,930. This amount will be presented in
the government wide Statement of Net Assets.

6.
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ll.PENSION PLAN

The Employee's Retirement System of the Commonwealth and its lnstrumentatities (the
Retirement System) is a cost-sharing multiple defined benefit pension plan sponsored by, and
reported asa component unitof the Commonwealth of puerto Rico. All regular employies ofthe lvlunicipality 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
legislation enacted by the Commonwealth,s legislature. Disability ;etirement benefits are
avairabre to members for occupationar and non-occupationar disabiiities. Retirement benefits
depend upon age at retirement and the number of years of creditable service. Benefits vest
after ten years of plan participation.

Members who have attained 55 years of age and have completed at least 25 years of
creditable service or members who have attained 5g years of age and have completed ten
years of creditable service are enti ed to an annual benefit payabl; 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 service up to twenty years, plus two
percent of the average compensation, as defined, multiplied by the number of years of
creditable service in excess of 20 years. ln no case will the annuity be less than $iOO per
month.

Participants who have completed at least 30 years of creditable service are entifled to receive
the Merit Annuity. Participants who have not attained 55 years of age will receive 65 percent
of the average compensation, as defined; otherwise they will receive 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 5.775% for the first $550 0f their
monthly gross salary and 8.275% tot the excess over $ 550 of monthly gross salary. The
Municipality is required by the same statute to contribute 9.275% ol lhe participant,; gross
salary.

On September 24, 1999, an amendment to Act No.447 of N4ay 15, 1951, which created the
Retirement System, was enacted with the purpose of establishing a new pension program
(System 2O0O). Employee's participation in the current system as of December 31, 1999,
may elect to stay in the defined benefit plan or transfer to the new program. persons joining
the Municipality on or after )anuary !,2OOO, will only be allowed to become members of
System 2000. System 2000 will reduce the retirement age from 65 years to 60 for those
employees who joined the current plan on or after April 1, 1990.
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11. PENSTON PLAN (CONTTNUED)

System 2000 is a hybrid defined 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 plan. The Commonwealth of puerto Rico will notguarantee benefits at retirement age. Theannuitywifl be based on a formura which assumes
that each year the employee's contribution (with a minimum ot g.27,ya to the employee,s
s€lary up to a maximum of 1O%) will be invested in an account which will either: (1) e;rn a
fixed rate based on the two-year Constant Maturity Treasury Note or, (2) earn a rate equat to
75o/. of lhe return of the ERS'S investment portfolio (net of management fees), or (3) earn a
combination of both arternatives. participants wirr receive periodic iccount statements simirar
to those of defined contribution plans showing their accrued balances. oisability pensions will
not be granted under System 2OOO. The employer,s contribution (g.275o/o of the employee,s
salary) will be used to fund the current plan.

lf at the time of retirement accumulated benefits amount to $1O,OOO or less may elect to
receive a lump sum distribution up to the accumulated benefits, Under the new pr;gram the
retirement age is reduced from 65 to 60 for those employees who joined the curreni plan on
orafter April 1, 1990.

Funding Poficy

The authority under which the funding poricy and the obrigations to contribute to the ERS and
System 2000 by the plans' members, employers and other contributing entities (state and
municipal contributions), are established or may be amended by law,

Contribution requirements are established by law and are as follows:

Municipality
Employees:

Hired on or before March 31, 1990

Hired on or before Aprit 1, 1990

Annual Contibution

9.275% of gross salary

5.775% of gross salary up to 96,600
8.275% of gross salary over $6,600
8.275% of gross salary

The lvunicipality contributions during those years are recognized as total pension
expenditures/expenses in the category of administration as follows:

Fiscalvear

20L!
20to
2009

Law No.447

$ 754,a44
$ 180,960
$ 797,470

SYstem 2000

$ 89,577
$ 98,171
$ 100,233
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Il.PENS|ON PLAN (CONTTNUED)

These amounts represented the 1OO% of the required contribution for the corresponding year.
Additionally, changes made in the types and amounts of benefits offered by special laws and
cost of living ad.iustments, led to a one tine recommended contribution to fund the retroactive
adjustment related to the changes.

Additional information on the Retirement system is provided in its financial statements for the
year ended June 30, 2011, a copy of which can be obtained from the Retirement System,
lvinillas Station, PO Box 42004, San Juan. pR OO94O.

12.FUND BALANCE (DEFICIT)

As of June 30 2011, fund balance (deficlt) is comprised of the following:

Generat
Fund Barane (Deilcirl E!!d

l.terfundloansreceivabre $1,021.150

Torar Fund Batance (Defcit)

Sp*ial Capital
Revenue Prcle.rs Fun+

Flnd qner Stare & L@t
fcCalll q@!rr

s$$

S€Bie Govemmental
t!!d fqrCg IotalLocalGrants

s

254 539 (390.6751

$ 1,8t5,123 I i39o$t5t $ 

-

a,443,725
3,630,022

(1.091.60ar -

$ 7l52l11 $J.63A-022

$ $ 1,021,150

599,,L34
146,84a 146,a4a

4,443,725
3,630,022

_ 11.227.744\

$ !6A4€ $L2.61il435

599,434
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13.RISK MANAGEMENT

The Property Division of the Munjcipality is responsible of assuring that the Municipality,s
property is properly insured. Annually, the Property Division compiles the information of all
property owned and its respective market value. After evaluating this information, the
Property Division submits the data regarding the lVunicipality,s properties to the area of public
lnsurance Depaftment at the Department of the Treasury of the Commonwealth of puerto Rico
who is responsible for purchasing all property and casualty insurance policies of all
municipalities. Settled claims have not exceeded commercial coverage in any of the past
three fiscal years.

14. CONTINGENCIES

a. Federal Grants:

The l\4unicipaljty participates in a number of federal financial assistance programs funded by
the Federal Government. Expenditures financed by these programs are subject to financial
and compliance audits by the appropriate grantor. The amount, if any, of expenditures which
may be disallowed by such audits cannot be determined at this time, although the
Municipality management expects such amounts, if any, will not be material.

b. Claims and lawsuits:

The Municipality is a defendant in a number of lawsuits arising principally from claims against
the N4unicipality for alleged improper actions, and other legal matters that arise in the ordinary
course of the Municipality's activities.

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

c. Other Commitments:

At June 30, 2017, lhe general fund had commitments of approximately $242,40L |ot
executory purchase orders or contracts that will be honored during the subsequent year.

15. FUTURE ADOPTION OF ACCOUNTING PRONOUNCEMENTS

The GASB has issued the following statements that have effective dates after June 30, 2011:

a, GASB Statement No. 60, Accounting and Financial Repoftinl for Seryice Concession
Arrangements (GASB 60). The requirements of this statement are effective for the fiscal
year commencing on )uly 7,2071,.
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15. FUTURE ADOPflON OF ACCOUNTING PRONOUNCEMENTS (CONTINUED)

' b. GASB Statement No. 61, Ihe Financial Repofting Entity (GASB 61). The requirements of

thisstatementareeffectiveforthefiscalyearcommencingaftel)une1l5,2072.

c. GASB Statement No.62, C}dification of Accounting and Financial Reporting Guidance

containedinPre.November30,lgsgFASBandAlcPApronouncements(GASB62)'Th.e
requirements of thrs statemeni are effective for the fiscal year commencing on July 1,

2012.

- d. GASB Statement No. 63, Financial Repofting Deferred Outflows of Resources' Deferred

infiows of Resources and Net Position The requirements of this statement are effective

for the fiscal year commencing on Decembet t5' 2Ot7'

e. GASB Statement No. 64, Derivative lnstruments: Application of Hedge Accounti.nE

Termination Provision (amendment to GASB Statement No 53) The requirements of this

- statement are effective for the fiscal year commencing on June 15' 2011'

-Theimpactofthesestatementsonthelvunicipality,sbasicfinancialstatementshasnotyet* been determined.

16. PRIOR PERIOD ADJUSTMENTS

A. GOVERNMENTAL WIDE FINANCIAL STATEMENTS

The foltowing restatements have been made in the governmental wide financial statements'

- which are reported as an adjustment to the beginning net assets:

Desciotion Iotal

- Net assets, beginnrrg S 31498'074

- To adi ust general long term debt beginnlng balance (50'OOO)

_ 
,", u""ets-, begrnning as restated s 31'448,074
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BUDGEIARY COMPARISON SCHEDULE - GENERAL FUND
(SEE NOTES TO BUDGETARY COMPARISON SCHEDULE)

YEAR ENDED JUNE 30, 2011

Budqeted amounts
o ginar

(Budgetary Basis)
(see Note 1)

Flnal Budget

(Negative)

REVENUES:

[,lunicipal license tax
Licenses, perrnits and other local taxes
Chalges forservlces

Fines andforfeiturcs

I!,lu nicipal sales and use tax

Budget caryover {1)
Total revenues after carryover

EXPENDITURE5. ENCUMBFANCES AND OTHER

Genelal government

Health and welfare
Culture and recreation

Total expenditures, encumbrances and other

EXCESS (DEFICIENCY) OF REVENUES OVER (UNDER)

EXPENDMJRES, ENCUIVBRANCES AND OIHER
FINANCING SOURCES (USES)

Explan.tion of Diff erences:

Sources/infl ows of resources:

8.717.322 9.949.723

$ 3,242,640
642,393
2!2.OOO

16,250
3,661,039

24,OOO
30,ooo

108,000
36,OOO

745.000

4,717,322

$ 3,47A,O24
642,393
272,OOO

16,250
3,661,039

24,OOO
30,ooo

108,000
319,323
745.OOO

9,236,O29

71,3_694

$ 3,156,690
933,434
573,622

2,464
3,657,285

34,910

81,467
445,933
603.145

9,579,279

713.694

1o.232.973

4.874,679
129,470

2.137,036
477,237
345.306

4.404.724

$ rr828-&15

$ (321,334)
291,44!
361,622
(13,786)

(3,754)
10,910

(71)
(26,533)
126,610

(t4LA55l

283,250

243.250

1,347.470
7,OA2

119,929
45,202
25.972

$ 1A2e315

$ 10,232,973

(713,694)

$ 9.444980

$ a,404,12a

1,165,544
229,4O5

(232.a091

$jlq6,_712

5,441,647 6,222,049
764,546 136,952

LA3t,!32 2,254.945
944,765 922,439
255.232 411.278

a-7fi.322 9.949.723

Actual amounts (budgetary basis)"ava ilable for approprlation " frcm the budgeiary com pa rison schedu le
Differcnces-budget to USGMP:
Budgeted ca.ryover
USGMP adj ustments to revenues

Total revenuesas reported on the statemeni of revenues, expendliures, and changes ln fund balances

Us$/outflows of resol]lces:
Actualamounts (budgetary basis) "totalcharges to appropriations" trom the budgetary com pa rison schedule
Differences budget to USGMP:

Non budgeted expenditurcs
Prior yea r encum brances recorded as cutrentyear expendilures for USGMP basis
Currentyear encumbrances recorded as expenditures for budgetary pueoses

Total oeenditures as reported on the statement of revenles, expenditures, and changes infund balances

(1) Represents fund balance carrled overfrom p oryear
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1. STEWARDSHIP, COMPLIANCE ANDACCOUNTABILITY

a. Budtsetarv Contlol

The lMunicipality's annual budget is prepared on the budgetary basis of accounting, which
is not in accordance with USGMP, and represents departmental appropriations
recommended by the lvayor and approved by the Municipal Legislature prior to the
beginning of the fiscal year. 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 N4unicipal Legislature.

The N4unicipality prepares its annual budget including the operations of the general fund.
For budgetary purposes, encumbrance accounting is used. The encumbrances (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 balances and do not constitute expenditures or liabilities because the commitments
will 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, 2011 representing the original budget. There were no
supplemental appropriations for the year ended June 30, 2011.
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MUNICIPALITY OF LUQUILLO

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

YEAR ENDED JUNE 30, 2011

Federal Grantor/Pass.through
- Gtanto7Program or Cluster Title

Federal Pass-through
CFDA Entityldentifying

Number Number Expenditures

U.S. DEPARTMENT OF HOUSING AND
- URBAN DEVELOPMENT:

Direct Program:
ARRA Homeless Prevention and Rapid

Re-Housing (Recovery Act Funded) 74.257

- Direct Program:
Section 8 Housing Choice Vouchers 74.871

Paslthrough the Commonwealth of
Puerto Rico Office of the Commissioner
of MunicipalAffairs:

- CDBG - State - Administered Small
Cities Program Cluster

Community Development Block
Grant/State's Program and Non-
Entitlement Grants (Recovery Act
Funded)

Total U.S. Department of Housing and
Urban Development

U.S. DEPARTMENT OF JUSTICE:

Pass-through the Commonwealth of
- Puerto Rico - Department oflustice

Public Safety Partnership and
Community Policing Grants

Total U.S. Department of Justice

$ 229,640

461,355

14.255 Not Available 245,OOO

L,60s,327

Community Development Block Grants
- State's Program 74.22A 10-AB, FC-41

o9-AB, FC-41
08-AB, FC-41
o7-AB, FC-41
06-A8, FC 41

O5-AB
04-AB, FC41 669,332

76.7tO Not Available 46,765

46,765
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS (CONTINUED)

YEAR ENDED JUNE 30, 2011

- Federal Grantor/Pasethrough' Grantoy'Program or Cluster Title

Federal Pass-through
CFDA Entityldentlfying

Number Numbel Expenditures

U.S, DEPARTMENT OF TRANSPORTATION:

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

State and Community Highway Safety 20.600 Not Available 75,267

- Total U,S. Department of Transportation 75,267

U,S. DEPARTMENT OF ENERGY:

Direct Program

Ener$/ Effiency and Conservation Block
Grant Program 47.724

Total U.S. Department of EnerEY

U.S. DEPARTMENT OF EDUCATION:

Direct Program

lndependent Living Services for Older
lndividuals Who Are Blind, Recovery Act 84.399

Total U.S. Department of Education

69,724

69,L24

15,OOO

15,OOO

U.S DEPARTMENT OF HEALTH AND HUMAN
SERVtCES:

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

Special Programs for the Aging - Title lll,
Part B, Grants for Supportive Services

_ and Senior Centers 93.044 Not Available 94,467

Nutrition Services lncentive Program 93.053 NotAvailable 44,620
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF LUQUILLO

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS (CONTINUED)

YEAR ENDED JUNE 30, 2011

- Federal Grantor/Pasethrough- Grantor/Program or Cluster Title

Federal Pass.through
CFDA Entityldentifying

Number Number Expenditures

Pass-through the Commonwealth of
Puerto Rico - Administration for Children

- and Families (ACUDEN):

CCDF Cluster
Child Care and Development Block

- Grant 93.575 NotAvailable 414,937

ARRA- Child Care and Development
Block Grant (Recovery Act funded) 93.713 Not Available 177,642

Total U.S. Department of Health and
Human Services 672,066

U.S. DEPARTMENT OF HOMELAND
SECURIW:

Pass-through the Commonwealth of
Puerto Rico - Governor Authorized
Representative (GAR):

Disaster Grants - Public Assistance 97.036 72,369

- Total U.S. Department of Homeland
Security

- TOTAL EXPENDITURES OF FEDERAL AWARDS

12,369

$ 2,495,918

The accompanying notes are an integral part of this schedule.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

YEAR ENDED JUNE 30, 2011

l.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 modified accrual 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, Audrts of States, Loca, Governments, and Non-Profit
Organizations.

2.RELATIONSHIP 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 l\4unicipality's fund financial
statements. The reconciliation between the expenditures in the fund financialstatements and
the expenditures in the Schedule of Expenditures of Federal Awards is as follows:

Desciption

Speclal
Revenue Fund Other

- Other Governmental
FederalGrants Funds Total

Per Schedule of Expenditures of Federal

Non federal programs expenditures and
other adjustments

Total €xpenditures in basic Financial
Statements

$ 2,034,563 $ 461,355 $ 2,495,918

25,000

$ 2,059,563 $ 461,355 $ 2,520,91a

25,OOO
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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 WITH GOVERNMENT AUDII"VG SIANDARDS

To the Honorable Mayol
and the Municipal Leglslature
Munlclpallty ol Luquillo
Luquillo, Puerto Rico

We have audited the financial statements of the governmental activities, each major fund, and
the aggregate remaining fund information of the Municipallty of Luquillo, Puerto Rico, as of and

for the year ended June 30, 2011, which collectively comprise the Municipality's basic financial
statements and have issued our report thereon dated February 24,2072. We conducted our
audit in accordance with auditing standards generally accepted in the United States of America
and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the comptroller General of the United States.

lnternal Control Over Flnanclal Reportin(
ln planning and performing our audit, we considered the Municipallty of Luquillo's internal control
over financial reporting as a basis for designing our auditing procedures for the purpose of
expressing our opinions on the flnancial statements, but not for the purpose of expressing an
opinion on the effectiveness of the Munlclpality of Luqulllo's internal control over financial
reporting. Accordingly, we do not express an opinion on the effectiveness of the Municipality of
Luqulllo's internal control over financial reporting.

A deficiency in internal control exists when the design or operation of a control does not allow

management or employees, in the normal course of performing their assigned functions, to
prevent, or detect and correct misstatements on a timely basis. A material weakness is a

deficiency, or a combination of deficiencies, in internal control such that there is a reasonable
possibility that a material misstatement of the entity's flnancial statements will not be prevented,

or detected and corrected on a timely basis.

Our consideration of internal control over financial reporting was for the limited purpose

described in the first paragraph of this section and was not designed to identify all deficiencies in

internal control over financial reporting that might be deficiencies, signiflcant deficiencies, or

material weakness. we did not identify any deficiencies in internal control over financial reporting

that we consider to be material weakness, as defined about. However, we identified certain

deficiencies in internal control over financial reporting, described in the accompanying schedule

of findings and questioned costs that we consider to be significant deficiencies in internal control

over financial reporting. Significant deficiencies are described in the accompanying schedule of
findings and questioned costs as item LLOL. A significant deficiency is a deficiency, or a

combination of deficiencies. in internal control that is less severe than a material weakness, yet

important enough to meril attention by those charged with governance-
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON COMPTIANCE AND
OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN

ACCORDANCE wlTH GOVERNMENT AUDITIIVG SIA'VDARDS (CONTINUED)

Compliance and Othel Matters

As part of obtaining reasonable assurance about whether the Municipality of Luqulllo's financial
statements are free of material misstatement, we performed tests of its compliance with certain
provisions of laws, regulations, contracts and grant agreements, noncompliance with which could
have a direct and material effect on the determination of financial statement amounts. However,
providing an opinion on compliance with those provisions was not an objective of our audit, and
accordingly, we do not express such an opinion. The results of our tests disclosed no instances of
noncompliance or other matters that are required to be reported undet Government Auditing
Standards.

We also noted certain other matters that we Ieported to management of the Municlpallty of
Luqulllo in a separate letter dated February 24,2OL2.

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

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

*wkfl?<-
San Juan, Puerto Rico
Febtuary 24,2O!2

Stamp No. 2575540 of the Puerto Rico
Society of Certified Public Accountants
was affixed to the record copy of this report.

Lipez-Vega, CPA, PSC

tn(s / lvlan.semcnt Advisors

,

,
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INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE WTH REQUIREMENTS THAT COULD HAVE

A DIRECT AND MATERIAL EFFECT ON EACH MAJOR PROGRAM AND ON IiTTERNAL CONTROL

OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A.133

To the llonorable Mayor
and the Munlclpal Legislature
Municipality of Luquillo
Luquillo, Puerto Rlco

Compliance
We have audited the Municipality of Luquillo compliance with the types of compliance

requirements described in lhe oMB Circular A-733 Compliance Supplement that could have a

direct and material effect on each of Municipality of Luquillo's major federal programs for the
fiscal year June 30, 2O7L. Munlcipality of Luquillo's major federal program are identified in the
summary of auditor's results section of the accompanying schedule of findings and questioned

costs. Compliance with the requirements of laws, regulations, contracts, and grants applicable to
each of its major federal programs is the responsibility of the Munlclpality ot Luquillo's
management. Our responsibility is to express an opinion on the Municipality of Luquillo's

compllance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted

in the United States of America; the standards applicable to financial audits contained in

Government Auditinl Standards, issued by the Comptroller General of the United States; and

ONIB Circular A-133, Audits of States, Local Governments, and Non-Profit organizations. Those

standards and OMB Circular A-133 require that we plan and perform the audit to obtain
reasonabte assurance about whether noncompliance with the types of compliance requirements

referred to above that could have a direct and material effect on a major federal program

occurred. An audit includes examining, on a test basis, evidence about the Munlclpality of
Luquillo'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 legal determination of the Municipality ol
Luquillo's compliance with those requirements.

ln our opinion, the Municipallty of Luquillo complied, in all material respects, with the compliance

requirements referred to above that could have a direct and material effect on each of its major
federal programs for the year ended June 30, 2OL7. However, the results of our auditing
procedures disclosed instances of noncompliance with those requirements, which are required to
be reported in accordance with OMB Circular A-133 and which are described in the accompanying

schedule offindings and questioned costs as item 1102.
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INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE WTH REQUIREMENTS THAT COULD HAVE

A DIRECI AND MATERIAL EFFECT ON EACH MAJOR PROGRAM AND ON INIERNAL CONTROL
OVER COMPLIANCE IN ACCORDANCE WTH OMB CIRCUTAR A-133 (CONTINUED)

lnternal Contlol Over Comollance
Management of the Municipality ot Luquillo is responsible for establishing and maintaining
effective internal control over compliance with the requirements of laws, regulations, contracts,
and grants applicable to federal programs. ln planning and performing our audit, we considered
the Municipality of Luquillo's internal control over compliance with the requirements that could
have a direct and material effect on a major federal program to determine the auditing
procedures for the purpose of expressing our opinion on compliance and to test and report on
internal control over compliance in accordance with OMB Circular 4-133, but not for the purpose

of expressing an opinion on the effectiveness of internal control over compliance. Accordingly, we

do not express an opinion on the effectiveness of Municipality of Luquillo's internal control over
compliance.

A deficiency in internal control over compliance exists when the design or operation of a control
over compliance does not allow management or employees, in the normal course of performing

their assigned functions, to prevent or detect and correct noncompliance with a type of
compliance requirement of a federal program on a timely basis. A material weakness in internal
control over compliance is a deficiency, a combination of deflciencies, in internal control 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 corrected, on

a timely basis.

Our conslderation of internal control over compliance was for the limited purpose described in the
first paragraph of this section and was not designed to identify all deficiencies in internal control
over compliance that might be deficiencies, significant deficiencies, or material weaknesses. We

did not identify any deficiencles in internal control over compliance that we consider to be

material weaknesses, as defined above. However, lYe identified certain deficiencies in internal

control over compliance that we consider to be significant deficiencies as described in the
accompanying schedule of findings and questioned costs as item LL42- 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 Municipallty of Luqulllo's response to the findings identified in our audit are described in the
accompanying schedule of findings and questioned costs. We did not audit Munlcipality of
Luqulllo's response and, accordingly, we express no opinion on the responses.

T
Cenified Public Accounianls / Iuan.tgemcnl Advisors
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- INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE wlTH REQUIREMENTS THAT COULD HAVE
A DIRECT AND MATERIAL EFFECI ON EACH MAJOR PROGRAM AND ON INTERNAT CONTROL

ER COMPLIANCE IN ACCORDANCE wlTH OMB CIRCULAR A-133 (CONTINUED)

This report is intended solely for the information and use of management and federal awarding

- agencies and pass-through entities. However, this report is a matter of public record and its
distribution is not limited.

4*^).%,-,r?,re
LOPU-VEGA, CPA/ PSC

San Juan, Puerto Rico
February 28,2072

Stamp No. 2575541 of the Puerto Rico
- Society of Certifled Public Accountants

_ was affixed to the record copy of this report.

,
Ldpez-Vega, CPA, PSC

Cenified Public Accountants / lvlanagemenl Advisors
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

YEAR ENDED JUNE 30, 2011

_ Section I - Summary of Auditor's Results

Financial Statements

- Type of auditor's report issued: Unqualified

lnternal control over financial reporting:
lvaterial weakness identified? Yes No X
Significant deficiencies identified not considered to
be materialweaknesses? Yes x None reported

Noncompliance material to financial statements Yes No X

noted?

Federal awards

- lnternal Control over major programs:
lvlaterial 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: unqualified

- Any audit findings disclosed that are required Yes X No
to be reponed in accordance with Circular
A-133, Section .510(a)?

- ldentification of major programs:

CFDA Number Name of Federal Proglam or Cluster

!4.22A Community Development Block Grants - State's Program

74.255 Community Development Block Granvstate's Program
and Non-Entitlement Grants (Recovery Act Funded)

14,a77 Section 8 Housing Choice Voucher

93.575 Child Care and Development Block Grant

93.713 ARRA- Child Care and Development Block Grant

- Dollar threshold used to distinguish
between Type A and Type B programs $300,000

- Auditee qualified as low-risk auditee? Yes No X
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COIVIVONWEALTH OF PUERTO RICO

lvluNlclPAL|TY oF LUQUILLO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED JUNE 30, 2011

Section ll - Financial statements Findings

Finding Reference

Requirement

statement of condition Duringour examination ofthe Municipality's accounting system, we noted

that it does not summarize the transactions in a formal General Ledger in

order to properly record and account for the transactions of all of its
Governmental Funds (Local, State and Federalfunds).

Chapter Vlll, Article 8-O1O of State Act Number 81 of August 30, 1991
states that the Municipality 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€ntry general ledger record.

The l\4unicipality's accounting system did not provide updated and

complete financial information that present the financial position, the
result of operations and the change in fund balances. Such information is

necessary to take management decisions.

We recommend that the lvlunicipality should implement the necessary

internat controls and procedures in order to maintain an accounting

system that contains information pertaining to authorizations, obligations,

unobligated balances, assets, liabilities, expenditures, interfund

transactions, etc.

None

The Municipality maintains two set of accounting records; a manual

system and a computerized system provided in the past by the Office of
the Commissioner of Municipal Affairs (OCAlvl). Actually, all 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 system

real accounts balances carried forward from prior years were affected by

accounting errors in the first yea rs of the system operation.

LLo1.

Financial Reporting - Accounting Records

Criteria

Cause of condition

Effect of Condition

Questioned Cost

Management Response

and Corective Action
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF LUQUILLO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED JUNE 30, 2011

Section ll - Financial Statements Findings

Finding Refelence

lmplementation Date: )uly,2012

11{1(Continued)

Nevertheless, as part of the corrective action plan, the Commissioner.of

lvunicipal Affairs ("OcAlVl") consider alternatives to improve the

accounting system, including the acquisition of new accounting software'

and thereiore. we will hope to solve our accounting system condition in a

near future. Although, the Legislature of the Commonwealth Government

of Puerto Rico has;ppropriated funds for the design and implementation

of a new system, no further action has been taken on this matter'

ResponsiblePersons: EfrainMojica
Finance Director
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF LUQUILLO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED JUNE 30, 2011

Section lll - Maior Federal Award Program Findings and Questioned Costs

FindinEi Reference

Program

Requirement

Statement of Condition

C teria

LL.O2

Child Care and Development Block Grant (CFDA No' 93 575); U'S'

Department of Health and Human Services; Pass through State -
Commonwealth of Puerto Rico Administration for Childlen and Families'

ARRA - Child Care and Development Block Grant (CFDA. No' 93 713); U S'

Department of Health and Human Services; Pass through State -
Commonwealth of Puerto Rico Administration for Children and Families'

Cash Management

we performed a cash Management Test and found that the program

requested funds that were not disbursed on a reasonable lapse oftime'

CFR 45, Subpart C, Section 92.20 (b)(7)' 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 Municipality is not in compliance with 45 CFR, Subpart C, Section

92.20 (bX7).

We recommend management to require ACUDEN alternate methods to

request cash in order to comply with this requirement.

None

The Municipality's lvlanagement will instruct the Program accountant to

begin the disbursement process when the requisitions of funds are

su;mitted 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 Dalet )uly, 2012

Responsible Person: Jennie Erazo Rosario
Child Care Coordinator

Cause of Condition

Effect of Condition

Recommendation

Questioned Costs

lvlanagement Response

and Corledive Action
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF LUQUILLO

SUMMARY OF SCHEDULE OF PRIOR YEARS AUDIT FINDINGS

YEAR ENDED JUNE 30, 2011

@-ParflltFindings
(As required by OMB Circular A'133)

Corrective action was taken.

institutions in the form reouired bv HUD. (Form HUD-51999

74.471

Corrective action was taken.

!4.224

We performed a Cash Manaqement Test and found that the prqEram

No corrective action was taken The auditors reissued the finding for the

current year. Finding Reference 11-02

93.575

74.224



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF LUQUILLO

SUMMARY OF SCHEDULE OF PRIOR YEAR AUDTT FINDINGS (CONTINUED)

YEAR ENDED JUNE 30, 2011

Original
Finding
Number

CFDA TunemstatusofPriorYearAuditFedelalAwaldFindings.PanlllFindinE5
(As lequired by ol$B cilcular A-1:13)

Grmination bv grantee for default. b) ihree contracts (3) did not include a

r granti r fed
documents. etc.. c) Three (3) contracts did not include a provision for
comoliance with the Clean Air Act and Water Act.. d) Three (3) contracts

incl lian
Conservation Act.. e) Three (3) contracts did not include a orovision for

Corrective action was taken.

09-05 93.575

No corrective action
current year. Finding

was taken. The auditors reissued the finding for the
Reference 11-02

08-05 93.575

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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