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Indenendent Auditors' Renort

The Honorable Mayor, Members of the

Municipal Legislature and People of
the Municipality of Maricao
Maricao, Puerto Rico

We have audited the accompanying financial statements of the govemmental activities, each

major fund, and the aggregate remaining fund information of the Municipality of Maricao of the

commonwealth of Puirto Rico (the 'Municipality"), as of and for the year ended June 30, 2010,

which collectively comprise the Municipality'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 'rJ.t 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

finaacial statements are free of material misstatement. An audit includes examining on a test

basis, evidence supporting the amounts and disclosures ia the financiai statements. An audit also

includes assessing the accounting principles used and significant estimales made by

management, * *i11 * evaluating the overall financial statements presentation. We believe that

our audit provides a reasonable basis for our opinion.

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

uggr"gut. remaining fund information of G Municipality of Maricao of the Commonwealth of
pi,irtJ ni.o, as oi June 30, 2010, for the year tlen ended in conformity with accounting

principles generally accepted in the United States of America'

In accordance with Government Audit Standards,wehave also issued our report dated December

27 , 2O1O on our consideration of the Govemment's intemal control over frnancial reporting and

our tests of its compliance with certain provisions of laws, regulations, contracts and grant

agreement and other matters. The purpose of thut t"po.t is to describe the scope of our testing of

i-ntemal control over a financial ."portiog and compliance and the results of that testing, and not

to provide and opinion on the intemal co-ntrol over financial reporting compliance. That repon is

*'i"t"gra part of an audit performed in accordance v,4th Government Audit Standards and

should be considered in assessing the results of our audit'

a ing Add(Egs Box ?57, Dorado, PR 004t6



The Management's Discussion and Analysis and the Budge-tary Comparison Schedule on page 3

through 11" and 47 through 48 are not iequired parts of.the basic financial statements but are

*ppG-**y information required by accounting 
-principles 

generally accepted in. the United

States of America. We have applied certain limited procedures, which consisted principally of

inquiries of management reg*aing th. methods of measur_ement and presentation of the required

supple-entury inlormation. Howiver, we did not audit the information and express no opinion

on it.

Ow audit was conducted for the purpose of forming opinions on the financial statements that

collectively comprise the Municiiality of Maricao of the Commonwealth of Puerto Rico basic

financial .tut"-*tr. The introductory section, combinilg and individual non-major fund

financial statements, and statistical section are presented for purposes of additional analysis and

are not a required part of the basic financial statements. The accompanyhg schedule of

expenditures of f"d..A awmds is presented for purposes of additional analysis as required by

U.3. Offrce of Management and Budged Circular A-133, Audits of States, Local Governments,

and Non-Profit Orgaiizations, and is also not a required part of the basic financial statements of
Municipality Lf U*i"uo of the Commonwealth of Puerto Rico, the combining and individual non-

ma.,o. 
'n 

nd financial statements and the schedule of expenditures of federal awards have been

subjected to the auditing procedure applied ia the audit of the basic financial statements and in

oilopioion, are fairly stated in all material respects in relation to the basic frnancial statements

takeras u *hol". The introductory and statistical sections have not been subjected to the auditing

procedures applied in the audit of the basic financial statements and accordingly we express no

opinion on them.

Q*:l'"fu,llll
License 2214 

\
December 27 ,2010
Toa Baja, Puerto fuco

stamp No. 2579461 ofthe Puerto Rico society ofcertified Public Accountants were amxed to the rccord copy ofthis repon'
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MARICAO

MAIIAGEMENT'S DISCUSSION AND ANALYSIS
JUNE 30,2010

-Management of the Municipality of Maricao of the commonwealth of Puerto Rico (the
;Uuniiipatity,,l provides this Management's Discussion and Analysis of the Municipality's

basic financial statements as an overview and analysis of the financial activities of the

Municipality for the fiscal year ended June 30, 2010. we encourage readers to consider the

information presented here in conjunction with the additional information that we have

fumished in the accompanying basic financial statements.

During fiscal year ended June 30,2003, the Municipality implemented the new required

financ]al reporting standards established by Statement No. 34, -Basrc Financial Statements

and Mana[ement's Discussion and Analysis for State and Local Goyernments, issued by

the Goveimental Accounting Standards Board (commonly known as "GASB 34")'

According to this statement, significant required changes in content and structure have been

made in tf,e accompanying Municipality's basic financial statements as ofand for the fiscal

year ended June 30,2010, which make the accompanying basic financial statements not

easily comparable to the Municipality's general purpose financial statements issued in prior

y"u.i. Ho*"u"., in future years, comparisons will be more meaningful and will go further

in explaining the Municipality's financial position and results ofoperations.

This Management's Discussion and Analysis (MD&A) is prepared as a result of the

requirements ofGASB 34, and it has been designed accordingly with the following goals:

Assist the reader in focusing on significant financial issues,

Provide an overview ofthe Municipality's financial activity,
Identify changes in the Municipality's financial position (its ability to address the

next and subsequent year challenges),

ldenti! any material deviations from the financial plan (the approved budget), and;

Identifu individual fund issues or concems.

Since the MD&A is designed to focus on the current year activities, resulting changes and

currently known facts, please read it in conjunction with the accompanying basic financial

statements.

FINAIICIAL HIGIILIGIITS

o The Municipality net assets (deficit) decreased by 9726'258
o In the Governmental financial statements, general fund balances decrease by

$ I ,105,907
o Capital expenditures amounted to 93,322'76'?

USING THIS ANNUAL REPORT

This annual report consists of a series of new financial statements with a change in the

focus from the previous financial statements. The new focus is on both the Municipality as

a whole (govemment-wide) and the major individual funds. Both perspectives

lgovernmeni-wide and major fund) allow the user to address relevant questions, broaden a

b-asis for comparison (year to year or govemment to govemment) and enhance the

Municipality's accountability.

4
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COMMONWEALTH OT PUERTO RICO
MT]NICIPALITY OF MARICAO

MANAGEMENT'S DISCUSSION AND AI{ALYSIS
JUNE 30,2010

OVERVTEW OF TIIE BASIC FINANCIAL STATEMENTS

The Municipality,s financial statements include three components: (l) the Government-

Wide Financial Statements, (2) the Fund Financial Statements, and (3) the Notes to the

Financial Statements (collectively known as the basic financial statements). This report

also contains additional required supplementary information (budgetary schedule) in

addition to the basic financial statements themselves. These components are described

below:
Government-Wide Financial Statements

The government-wide financial statements are designed to provide readers with a broad

overv-iew of the Municipality's operations and finance as a whole in a manner similar to

private-sector business. These statements provide short-term and long-term information

;bout the Municipality's financial position, which assist the Municipality's management to

determine the economic condition at the end ofthe fiscal year. These financial statements

are prepared using the flow of economic resources measurement focus and the accrual basis

of atcounting. This basically means that these financial statements follow methods that are

similar to thJse used by most businesses. They take into account all revenues and expenses

connected with the fiscal year ended June 30, 2010, even if cash involved have not been

received or paid. The govemment-wide financial statements include: (l) the statements of
net assets and (2) the statement of activities.

Statement of Net Assets

The statement of net assets presents all of the Municipality's assets and liabilities, with the

difference between these two items reported as "net assets" (equity). over time, increases

or decreases in the net assets may serve as a useful indicator of whether the financial

position of the Municipality is either improving or deteriorating'

Statement of Activities

The statement of activities presents information showing how the Municipality's net assets

changed during the fiscal yiar ended June 30, 2010. All changes in net assets are reported

as so"on as the 
-underlying 

ivent giving rise to the change occurs, regardless ofthe timing of
related cash flows. Thus, revenues and expenses are reported in this statement for some

items that will not result in cash flows until future fiscal periods (such as uncollected taxes

and earned but unused vacation leave). This statement also presents a comparison between

direct expenses and program revenues for each function ofthe Municipality'

Both ofthe abovementioned financial statements present all the governmental activities of
itre tvtunicipatity, which consist mostly by taxes and intergovernmental revenues (such as

federal grants). 
. 

Most services provided by the Municipality fall into this _category,
i;;lrJtd culture and education, general govemment, health and sanitation, public safety,

public housing and welfare, etc.



COMMONWEALTH OF PT'ERTO RICO
MUNICIPALITY OF MARICAO

MANAGEMENT'S DISCUSSION ATID ANALYSIS
JUNE 30,2010

Fund Financial Statements

The Municipality's fund financial statements, which consist of: (1) the balance sheet -
govemmental funds and (2) the statement of revenues, expenditures and changes in fund

ialances - govemmental funds. These financial statements report the financial position

and results of operations of the Municipality's govemmental funds'

A fund is a grouping ofrelated accounts that is used to maintain control over resources that

have been segregated for specific activities or objectives. The Municipality, like most

other state and local governments, uses fund accounting to ensure and demonstrate

compliance with finance-related legal requirements. Each fund is considered an

independent fiscal entity accounted for within a set of self-balancing accounts that

comprise its assets, liabilities, fund equity, revenue, and expenditures. Fund accounting

,"g.igut", funds according to their intended purpose and is used to aid management in

demonstrating compliance with legal, financial and contractual provisions.

The fund financial statements focus on: (l) individual parts of the Municipality's
govemment and (2) reporting the Municipality's operations in more detail than the

lovemment-wide financial statements. For financial reporting purposes, the Municipality

ilassifies its funds within the following fund categories: (l) general fund, (2) debt service

fund, (3) perrnanent improvement, (4) loan 3,860,000, (5) "compra vehfculos", (6) other

gor"-r"ntul funds (collectively known as the "governmental funds" )'

Governmental funds are used to account for all of the services provided by the

Municipality. Govemmental funds are used to account for essentially the same functions

reported ai governmental activities in the govemmental-wide financial statements.

However, unllke the government-wide financial statements, governmental fund financial

statements focus on niar-term inflows and outflows of expendable resources- They also

focus on the balances of expendable resources available at the end of the fiscal year (June

30, 2010). This approach is known as using the flow of current financial resources

measurement focur ura tn" modified accrual basis ofaccounting. These statements provide

a detailed short-term view of the Municipality's finances that assists in determining

whether there will be adequate financial resources available to meet the current needs ofthe

Municipality, that is, evaluating the Municipality's near-term financing requirements.

Because the focus of govemmental funds is narrower than that of the govemment-wide

financial statements, lt is useful to compare the fund information presented for

governmental funds with simitar information presented for govemmental activities in the

iovemmentwide financial statements. By doing so, readers may better understand the

iong_term impact of the Municipality's near_term finangial_ decisions. For financial

."pIrting p,r.po..s the Municipality has three major funds: (1)-the general fund' (2) the debt

t"*i"" iuna (:) permanent improvement, (4) loan 3,860,000, (5) "compra vehiculos"'

Notes to the Basic Financial Statements

The notes to the basic financial statements provide additional information that is essential

to a full understanding ofthe data provided in the government-wide and the fund financial

statements. The notes-to the basic financial statements can be found immediately following

the basic financial statements. 
5



COMMOI.IWEALTH OF PTIERTO RICO
MUNICIPALITY OF MARICAO

MANAGEMENT'S DISCUSSION AND ANALYS$
JUNE 30,2010

Required Supplementary Information

The basic financial statements are followed by a section of required supplementary

information consisting of a budgetary comparison between actual operating results with the

original budget and the final amended budget for the general fund'

INFRASTRUCTURE ASSETS

Historically, a govemment's largest group of assets (infrastructure - roads, bridges, traffic

signals, undergiound pipes [unless associated with a utility], etc.) have not been reported

no. d"preciat"d in govemmental financial statements. GASB 34 requires that these assets

be valued and reported within the governmental column of the Government-Wide Financial

Statements. Additionally, the government must elect to either (a) depreciate these assets

over their estimated useful life or (b) develop a system of asset management designed to

maintain the service delivery potential to near perpetuity. If the govemment develops the

asset management system (modified approach), which periodically (at least €very third

year), by .ut"gory, measures and demonstrates its maintenance of locally established levels

tf a"*i"" standards, the government may record its cost of maintenance in lieu of
depreciation. The information about the condition and maintenance of condition of the

govemment infrastructure assets should assist financial statement users in evaluating a local

govemment and its performance over time.

As of July l, 2003, the Municipality retroactively recorded the historical costs of
infrastructure assets. Also the Municipality elected to depreciate infrastructure assets

instead of using the modified approach.

FINAIICIAL ANALYSIS OF THE MUNICIPALITY AS A WIIOLE

Net Assets

As noted earlier, net assets may serye over time as a useful indicator of the Municipality's

financial position. In the case of the Municipality, net assets (excess of liabilities over

assets) amounted to (S1,549,861) at June 30,2010.

The largest portions of the Municipality's net assets are invested in capital assets net of
their relited debt $ 7 ,403,322. The Municipality's net assets are also composed of net assets

amounting to $4,887,897 that are restricted for (l) future debt service payments and (2) the

future ac{uisition or construction of capital assets. In addition, the Municipality's net

assets (deficit) are reported net of an unrestricted net asset (deficit) of $(9,864,836)'

The unrestricted deficit is the consequence of previous budgets, which did not provide

funding for incurred long-term obligations such as compensated absences and others'

Histori"cally, such obligations have been budgeted on a pay as you go basis witJrout

providing iunding for tieir future liquidation. Consequently,.the Municipality cannot draw

irom its fxisting issets to provide services to its citizens and depends on its taxing ability to

continue its operations.

The portion of the Municipality's net assets invested in capital assets such as land'

buildings, equipment, etc., liss any outstanding related debt used to acquire those assets,

u." ur"i 6y ihe Municipality to provide services to its citizens; consequently these assets

t)



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MARICAO

MANAGEMENT'S DISCUSSION AND ANALYSIS
JUNE 30,2010

are not available for future spending. Although the Municipality's investment in its capital

assets is reported net of related debt, it should be noted that the resources needed to repay

this debt must be provided from the debt service fund, since the capital assets themselves

cannot be used to liquidate these liabilities.

The following is a condensed presentation of the Municipality's financial position, as

reported in the govemment-wide financial statements:

Condersed Statement of Activities:

General revenues:

Property taxes

Municipal sales tax

Municipal license tax and excise tax

Grants and contdbutions resricted to specific purposes

Interest, fine and penalties

Miscellaneous

Total revenues

Expenses:

General govemment

Publ ic safety

Culture

Health

Public housing and welfare

Urban economic deYeloPment

Payment principal

Interest on long term debt

Total expenses

Change in net assets

Net assets - at beginning ofYear

Net assets - at end of year

20t 0

490,292

1,264,997

379,876

5;781,709

49,087

433,851

8,399,812

?,7'7 5.334

3,256,363

292,092

349,899

303,319

349,820

255,000

9l,667

$ 7,673,s54

726,258

823,603

q_1l19&r

624,973

1,358,719

242,343

7,762,151

74,891

123,7'78

r0.186,855

3,501,402

798,458

67,326

749,206

236,3s5

3,562,984

230,000

199,'779

$ 9,345,s 10

841,345

(17,742)

823,603

FINANCIALAITALYSISOFTHEMTJNICIPALITY'SGOVERNMENTALFT]NDS

As discussed earlier, the Municipality uses fund accounting to ensure and demonstrate

compliance with finance-related legal requirements'

Governmental Funds - The focus of the Municipality's govemmental funds is to provide

information on near-term inflows, outflows, and balance of expendable resources. such

information is useful in assessing the Municipality's financing requirements. In particular,



v COMMONWEALTE OT PUERTO RICO
MI'NICIP{XTY OF MARICAO

MANAGEMENT'S DISCUSSION AND ANALY$S
JIINE 30,2010

unreserved fund balance rnay s€rve as a useful measure of a government's net rcsouces

available for spending at the end of fiscal year.

The following is a condersed presentdion of the Municipality's balance sheet and results

of operations of govemmental fimds:

Iltis spacc vos leJt on blanlL
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COMMONWEALTII OF PTIf,RTO RICO
MUNICIPALITY OF MARICAO

MANAGEMENT'S DISCUSSION AIID ANALYSIS
JullE 30,2010

COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF MARICAO

June 30,2010

Condensed Balance Sheet - Governmental funds:

Total Assets - Major Funds

Total Assets - Other Funds

Total assets

Total Liabilities - Major Funds

Total Liabilities - Other Funds

Total liabilities

Fund Balances - Unreserved -Major Funds

Fund Balances - Unreserved -Other Funds

Fund Balances - Unreserved Funds

Total net assets

Condensed Statement ofOperations - Governmental funds:

Total Revenues - Major Funds

Total Revenues - Other Funds

Total revenues

Total expenditures - Major Funds

Total expenditures - Other Funds

Total exPenditures

Revenues Over (under) Expenses - Major

Revenues Over (under) Expenses -Non-major

Other financing sources - Major Funds

Other financing sources - Other Funds

Total other financing resources

Revenues and other financing sources over expenses - Major

Beginning Fund balance

Ending Fund balance

Amount

$ 4,915,974

|,7 13,609

6,629,583

5,456,340
138,096

5,s94,436

2,298,534

1,575,s 13

ugTw

$6,340,441
1,998,749

8,339,190

9,219,688

3,15s,746
t2,375.434

(2,878,593)

(1,r 57,652)
(4,036,245)

246,800

150,000

(3,639,445)

4,693,434

1.0s3.989

GEIIERAL FT]ND BUDGETARY IilGHLIGIITS

The accompanying Budgetary Comparison Schedule t-h9Y'- u total positive variance

between buigetid ievenues and actual revenue results of ($217,214)'



COMMONWEALTH OF PUERTO RICO
MTINICIPALITY OF MARICAO

MANAGEMENT'S DISCUSSION AND ANALYSIS
JUNE 30,2010

Inaddition,theaccompanyingBudgetaryComparisonScheduleshowsatotalpositive
variance between budgeted expenditures and actual expenditures results of $98,536.

CAPITAL ASSETS AIID DEBT ADMINISTRATION

Capital Assets

Theaccompanyingstatementofnetassetsreportedtotajgrosscapitalassets,atcost,
amounting to Si S,J+O,OZS of which $'t ,593,939 represents building structure assets at June

30, 2010.ihe related accumulated depreciation and amortization ofcapital assets amounted

to $5,415,908, of which $2,770,814 is related to building, infrastructure and building

improvements. assets at June 30,2010. This investment in capital assets includes land,

buitdings, improvements, equipment, infrastructure and construction in progress'

Infrastr-ucture assets are items that are normally immovable and of value only to the

municipal govemment, such as roads, bridges, streets and sidewalks, drainage systems,

lighting systems, and similar items.

Actual costs incurred to purchase or construct capital assets were $3,322,768 for the year

ended June 30,2010. Depreciation and amortization charges for the year totaled $322,813.

The Municipality finances a significant portion of its construction activities through bond

issuances und .tut" and federaf grants. The proceeds from bond issuances designated for

construction activities are committed in its entirety for such purposes and cannot be used

for any other purposes 
Debt Administration

The laws and regulations of the commonwealth of Puerto Rico have established a

limitation for the iisuance of general obligation municipal bonds and notes for the pa)'rnent

of which the good faith, crediiand taxing power of each municipality may be pledged.

The applicable laws and regulations also require that in order for a municipality to be able

to issue additional general obligation bonds and notes, such municipality must have

.uffi.i"n, ..payment iapacitl.'. Act No. 64 provides that a municipality has sufficient
;payment *pu.tt," to incur additional general obligation debt if the deposits in such

,,iuii"ip"fir,t Reiemption fund and the annual amounts collected with respect to such

municipality's Special Additional Tax (as defined below), as projected by the Govemment

O"r"top-"nt Bank for Puerto Rico, will be sufficient to service to maturity the

Municipality,soutstandinggeneralobligationdebtandtheadditionalproposedgeneral
obligation debt ("Palment Capacity").

The Municipality is required under applicable laws and 
^regulations 

to levy the Special

Additional iax 
-in 

such amounts as 
'shall 

be required for the payment of its- general

"trig",i", 
.rri.ipal bonds and notes. In addition, principal of and interest on all general

;i;ilil .rri.i'pa bonds and notes and on all municipal notes issued in anticipation of

,to i.uun"" ofgeneral obligation bonds issued by the Municipality constitute a frst.lien on

iii" rtlr"i"iprrii,'s Basic 1u,, .","n'"t' Accordingly, the Municipality's Basic Ta'x

,"r"nu". *ouli be available to make debt service payments on general obligation

municipalbondsandnotestotheextentthattheSpecialAdditionalTaxLeviedbythe
f.Arni.i,"f ry, ,ogether with moneys on deposit in the Municipality's Redemption Fund' are

10



COMMONWEALTH OF PIII,RTO RICO
MI]MCIPALITY OF MARICAO

MANAGEMENT'S DISCUSSION AND ANALYSIS
JUNE 30,2O1O

Debt Administration (cont)

not sufficient to cover such debt service. It has never been necessary to apply Basic Taxes

to pay debt service on general obligation debt ofthe Municipality.

ECONOI\1trC FACTORS, NEXT BUDGETS AI\[D RATES

The Municipality relies primarily on property and municipal license taxes, as well as,

federal and itut" grurts to carry out the govemmental activities. Historically, property and

municipal licensgtaxes have been very predictable with increases not generally exceeding

t"n p".""nt. Federal grant revenues may vary if new grants are available but the revenue is

also very predictable.

Those factors were considered when preparing the Municipality's budget for the 2009-2010

fiscal years. There were no significant changes between the budgets for fiscal year 2008-

2009.

FINAIICIAL CONTACT

The Municipality's financial statements are designed to present users (citizens, taxpayers,

customers, investors and creditors) with a general overview of the Municipality's finances

and demonstrate the Municipality's' accountability. lf you have any questions about the

report or need additional financial information, contact the Municipality's Director of
Finance, Mr. Modesto Ayata Quiflones at P0 Box 837, Maricao, Puerto Rico, 00606-0837'

This space was intentionally left in blank
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COMMONWEAL'TH OF PI.]ERTO RICO

MI,JMCIPALITY OF MANCAO
Reconciliation of Statement of Rwenues'

E e€nditures and Cbangps in Fmd Balances

Govermental Funds to the Stdemetrt of Activities

Year Ended June 30, 2010

Amomts reported for govemmental activities in the accoqanying ststemef,t re differ€' because:

Net chmge in fimd balaces as report€d in the accompanying statement of
reve,nues, expenditrres ad changes in fimd balaces - governmental tmds $ (3'658286)

Add (deduct)

Corp"o*t"a O."oo 852'877

Long tr;n oblig8tion recognizrd as other Financial resource in governmental

fimd m L.T.D. in Stdemetrt ofNet Assea 166'800

Governmeffil fimds rcport capital outlays as expelrditrnes' However in the

stateNn€ntofactivities,thecostoftLos€assetsisallocatedovertheir€stimaled
usefirll tives as depreciation and amortization expenses' This th€ amout by

ufiich capiat outlays exeeeded deprecition md mortization expenses 2'999'954

Somc revenues rcported in the statem€nts ofastivities not avaible for curmt
expendinnes, therefore are not reported as revenue in tte govermental fimds' 60,42

Sme orpenses reported in the sEttcments of activiti€s do not r€qufue the use of
curents finaacial resourc$, rher€for€ @ not reported as exp€ndiEres in the

govermental fimds.(Resultas md other) 3M291

Net charge in net assets as rcported in the accompanying statemem ofactivities 8 726258

Theaccompmyingnot€stothebasicfinmcialstatem€x[sarcminrcgralPaltoflhisslatement
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CoMMoNWEALTH oF PUERTo RIco
MUNICIPALITY OF MARICAO

Notes to Basic Financial Statements

June 30, 2010

1. GOI'ERNMENTAL ENTITY AND SUMMARY OF SIGNIFICAII'T ACCOUNTING
POLICIES

Government Background Information

The Municipality of Maricao of the Commonwealth of Puerto fuco (the "Municipality") is a
local govemment constituted in 1874 with full legislative, fiscal and administrative powers to

operate as a government. The Municipality assumes responsibility for public safety, health and

sanitation, public housing and welfare, culture and education, urban and development and many

other general and administrative duties.

The laws and regulations of the Commonwealth of Puerto Rico (the "Commonwealth") provide

for separation of powers of the executive, legislative and judicial branches of the

commonwealth's and the Municipality's governments. The executive power of the Municipality
is exercised by a Mayor, who is elected every four years and is assisted by the Administrative
Cabinet, which is appointed by the Mayor. The legislative power is exercised by the Municipal
Legislature, which is also elected every four years' The judiciary power is exercised by the

General Justice court system of the commonwealth, which has jurisdiction over the

Municipality.

Financial Reportinq Entitv

The accounting policies and financial reporting practices of the Municipality conform to the

accounting principles generally accepted in the United States of America ("GAAP") as

applicable to state and local govemments.

According to GAAP, the financial reporting entity for the Municipality consists of: (l) the

primary govemment, which is composed of all municipal departments and units under the legal

and administrative conhol of the Mayor and the Municipal Legislature, and (2) all component

units.

In evaluating how to define the Municipality for financial reporting purposes, the Municipality's
1n-ug"m"ni has addressed all potential entities and organizations that may be considered

component units according to the criteria set forth by Statement No. 1,4, The Financial Reporting

Entity, as amended by Statement No. 39, Determining Wether Certain Aganizations are

Component llnits,both issued by the Govemmental Accounting Standards Board'

GAAP defines component units as those entities that: (1) are legally separate organizations for

which the Municipaiity's elected ofiicials are financially accountable, and (2) other organizations

for which the nature and significance of their relationship with the Municipality are such that

exclusion of their financial statements lrom those of the Municipality would cause the

Municipality,s basic financial statements to be misleading or incomplete. Financial

u""ountbility exists if the Municipality appoints a voting majority of the organization's

B.
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COUMO|''WEII,TH OF PUERTO RICO

MuNICIPALITY on M.q.nIclo
Notes to Basic Financial Statements

June 30,2010
goveming body, and if either one of the following conditions exist: (l) the Municipality can

i-.po." iil wili on the organization or (2) the potential for the organization to provide specific

financial benefits to, or impose specific financial burdens on, the lv{unicipality'

GASB Statement No. 39, which was early adopted by the Municipality on July l, 2003, amended

the provisions of GASB Statement No. l4 to provide additional guidance to determine whether

certain organizations for which the Municipality is not financially accountable should be reported

as component units based on the nature and significance of their relationship with the

Municipality. Generally, GASB Statement No. 39 requires reporting, as a discretely presented-

component unit, an orginization that raises and holds economic resources for the direct benefit of
a governmental entity. Such organizations are legally separate, tax-exempt entities that meet all

oflhe three specific criteria that address benefit, entitlement or access, and significance.

The Municipality's management has concluded that, based on the aforementioned criteria, there

are no legaliy siparate entities or organizations considered component units of the Municipality

according to GAAP as ofJune 30,2010 nor for the year then ended.

New Financial Renorting Model

on July l, 2003, the Municipality adopted the provisions of statement No. 34, Basjc Financial

Sfarcments - and Management's Discussion and Analysis - for State and Local Govemments

(commonly known as *GASB 34"), issued by the Governmental Accounting Standards Board

iCeSg). This statement, as amended, established a new financial reporting model for state and

local govemments.

Simultaneously to the adoption of GASB Statement No. 34, the Municipality adopted certain

p.onoun""."rt, issued by FASB and all of its predecessor bodies, such as the Accounting

brinciples Board (APB), for its governmental activities. ln this respect, the Municipality adopte-d

the prLnouncements issued by these entities that were issued on or before November 30, 1989,

and that do not conflict with GASB pronouncements. Accordingly, on July l, 2003 the

Municipality adopted the provisions of APB Opinion No. 27, Interest on Receivables and
payablLs, io account for non-interest bearing receivables and payables reported in the

accompanying basic financial statements.

The effects of implementing the aforementioned pronouncements have been reported as changes

in accounting principles ii the accompanying basic financial statements. Accordingly, the

cumulate efficts of such transactions have been reported retroactively as restatements of fund

balanci:s at July l, 2003.

According to the new financial reporting model established by GASB 34, as amended, the

minimum"required presentation for financial reporting purposes ofthe Municipality is composed

of the following elements:

I . Management's Discussion and Anatysis ('MD&A") - MD&A is a required

supplelmentary information used to introduce the basic financial statements and provide
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CoMMoNWEALTH oF PUERTo Rtco
MUNICIPALITY OF MARTCAO

Notes to Basic Financial Statements

June 30, 2010

an analytical overview ofthe Municipality's financial activities for the year ended June

30, 20lb based on the Municipality's management knowledge of the transactions, events

and conditions reflected in the basic financial statements and the fiscal policies that

control the Municipality's operations.

Government-Wide Financial Statements C'G\\TS") - GWFS is a set of financial

statements composed of: (l) a statement ofnet assets and (2) a statement ofactivities.

The govemment-wide financial statements are aimed at presenting a broad overview of
the liunicipality,s finances by focusing on operational accountability through reporting

the financial position and results of operations of the Municipality as a whole using

methods that are similar to those used by most private businesses.

The statement of net assets provides short-term and long-term information about the

Municipality's financial position, which assist management to determine the

Municipality's economic condition at June 30, 2010 by presenting all of the

Municipality's assets and liabilities, with the difference between these two items

reported as "net assets" (equity). Net assets are reported in the following three

categories:

o Invested in Capital Assets, Net of Related Debt - This consist of capital

assets, net of accumulated depreciation and amortization and reduced by

outstanding balances for bonds, notes, and other debt that are athibuted to the

acquisition, construction, or improvement of those assets.

o Restricted Net Assets - These result when constraints placed on them are either

extemally imposed or are imposed by constitutional provisions or enabling

legislation.lntemallyimposeddesignationsofresourcesarenotpresentedas
reitricted net assets. When both restricted and unrestricted resources are

available for use, generally it is the Municipality's policy to use restricted

resources first, and then unrestricted resources as they are needed'

.UnrestrictedNetAssets_Theseconsistofnetassetswhichdonotmetthe
definitionofthetwoprecedingcategories.Unrestrictednetassetsoftenare
designed, to indicate thit management does not consider them to be available for

genJral operations. Unrestricted net assets ollen have constraints on resources

Ihat are imposed by management, but can be removed or modified'

The statement of activities presents financial information showing how the

Municipality,s net assets changedduring the year ended June^30,2010. The statement of
activities demonstrates the degree to which direct expenses ofa given function or
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MUNICIPALITY OF MARICAO

Notes to Basic Financial Statements

June 30,2010

segments are offset by program revenues. Direct expenses are those that are clearly

identifiable with a specific function, segment or operational unit. Program revenues

include charges to customers or applicants who purchase, use or directly benefit from

goods, servi&s or privileges provided by a given function, segment or operational unit'

F.og.u. ."r"ou". itso initudl grants and contributions that are restricted to meeting the

opeltional or capital requirements ofa particular function or segrtent. Taxes and other

items not properiy included among proglam revenues are reported instead as general

revenues. 
-Reiources 

that are dedicated internally by the Municipality are reported as

general revenues rather than as program revenues. The Municipality does not allocate

general government (indirect) expenses to other functions.

Under the provisions of GASB 34, all activities carried out by the Municipality are

considered govemmental in nature for financial reporting purposes. As a resulg no

business-typl activities are reported in the accompanying basic financial statements.

Fund Financial Statements C.FFS.) - FFS is a set offinancial statements composed of:

(1) a balance sheet (financial position) and (2) a statement of revenues, expenditures and

changes in fund balances (deficits) of the Municipality's govemmental funds (results of
operations).

The fund financial statements focus on: (1) financial accountability, (2) individual parts

ofthe Municipality,s government and (3) reporting the Municipality's operations in more

detail than the govemment-wide financial statements.

Each fund is considered an independent fiscal entity accounted for within a set of self-

balancing accounts that comprise its assets, liabilities, fund equity, revenue, and

expenditires. Fund accounting segregates funds according to their intended purpose and

is used to aid management in demonstrating compliance with legal, financial and

confactual provisions. The minimum number of funds is maintained consistent with

legal and self-imposed managerial requirements established 
-by 

the Municipality' For

fin'ancial reporting pu.por"r, ihe Municipality classifies its funds within the following

govemmental fu nd categories:

Generul Fund - The general fund is the chief operating fund used to account for all

financial resources and-governmental activities ofthe Municipality, except for financial

resources required to bi accounted for in another fund type. It is presumed that. the

Municipality;s activities have been reported in the general fund except for transactions

for which one ofthe following compeilirrg reasons has required the use of another fund:

(1) legal requirements, (2) GAAP iequirements or (3) the demands of sound financial

admin-istration requiring the use of a fund other than the general fund'

special Revenue Funds - Tlte special revenue funds are used to account for revenues

derived from grants or other rev"nue .ou."". (other than major capital projects) that are

either self-resiicted by the Municipality or legally restricted by outside parties for use
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Notes to Basic Financial Statements

June 30' 2010

in specific purposes. The uses and limitations ofeach special revenue fund are specified

by municipal ordinances or federal and state statutes.

Debt semice Fund- Tlte debt service fund is used to account for the accumulation of
resources for, and the payment of, principal and interest for: (t) general long-term debt

for which debt servici payments are legally mandated to be accounted for in a debt

service fund, and/or (2) general long-term debt for which the Municipality is being

accumulating financial resources in advance, to pay principal and interest payments

maturing in future years (such bonds payable and notes payable).

General long-term debts for which debt service payments do not involve the advance

accumulation of resources (such as capital leases, compensated absences, claims and

judgrnents, advances from GRIM, and tandfill closure and post closure maintenance

costs) are accounted for in the general fund.

Long-term debt's principal and accrued interest due on July I of the following fiscal

yeaiare accounted for as liabilities in the debt service fund at June 30, if resources are

available at June 30 for its payment.

capital Projecrs Funds - capital projects funds are used to account for the financial

resources uied in the acquisition or construction of major capital facilities, other assets

and permanent improvements. The use ofthe capital projects funds has been reserved

for major capital acquisitions or construction activities that would distort financial

,"rou."l, tre;d data ii not reported separately from the other Municipality's operating

activities.

The routine purchase of capitalizable assets (such as vehicles and other minor capital

assets) has been reported in the general fund.

The Municipality has no significant operations or activities that: (l) are financed and

operated primarily in a manner similar to private business enterprises, where the costs

oi providing good. o. services to the general public is_ financed primarily through user

charges, or-(-1 are fiduciary in nature. As a result, the Municipality does not report

p.opii.i".y nor fiduciary funds in the accompanying fund financial statements. All
ir4uni"ipuiiti.r, funds are classified as govemmental for financial reporting purposes.

Notes tu fhe Basic Financial Statemezrs - A set of notes that provide information that is

essential to a user's understanding ofthe basic financial statements'

Required Supplemenlary ldormalion (other than MD&A) - A set of reports and

information reported along with, but separate from, the basic financial statements of the

Municipality, such as: (1) Budgetary Comparison Schedule - General Fund, (2) the Notes

toBud.getaryComparisonScheduleand(3)theScheduleofFundingProgress-

5.
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Notes to Basic Financial Statements
June 30,2010

D.

Employees' Retirement System of the

Instrumentalities.

Measurement Focus and Basis ofAccounting

Commonwealth of Puerto Rico and Its

The term measurement focus refers to what is being expressed in reporting financial position and

performance, that is, which resources are being measured in the accompanying basic financial

itut"nr"nt.. Two different measurement focuses have been applied in the accompanying basic

financial statements: (1) the flow of current financial resources and (2) the flow of economic

resources. Basis of accounting refers to when transactions have been recognized in the

accompanying basic financial statements. GAAP provides for the use of two different bases of
accounting, which have been used in the accompanying basic financial statements: (1) the

accrual basis and (2) the modified accrual basis.

The accompanying govemment-wide financial statements are reported using the economic

resources measurement focus and the accrual basis of accounting. Accordingly, revenues are

generally recorded when eamed and expenses are generally recorded when a liability is incurred,

iegardless of the timing of related cash flows. Grants and similar items are recognized as

."r"nu" u, soon as all eligibility requirements imposed by the provider have been met. All
significant inter-fund activities have been eliminated from these govemment-wide financial

statements.

The accompanying fund financial statements are reported using the current financial resources

*"urur"."nt iocus and the modified accrual basis of accounting. Revenues are generally

recognized as soon as they are both measurable and available (that is, eamed and collected or

expected to be collected within the next 90 days following the fiscal year-end) to pay liabilities

ofihe current period, except property tax revenues, for which the availability period is 60 days.

ln applying the susceptible to accrual concept to intergovernmental revenue in the accompanying

fund nnaniiut statemints, there are essentially two types of revenue. For the majority of gants,

moneys musr be expended by the Municipatity on the specific purpose or project b3fore any

urrlountr *ill be reimbursed. Revenue is, therefore, generally recognized as expenditures are

incurred. For the other revenue, moneys are virtually unrestricted and are generally revocable

only for failure to comply with prescribed compliance requirements. These resources are

generally reflected as revinue at the time of receipt or earlier if the susceptible to accrual criteria

is met.

In the accompanying fund financial statements, expenditures and related liabilities are generally

recorded in the acciunting period in which the liability is incurred, except for: (l) principal

payment and interest on long+erm obligations, which are recorded when due, except for

principal and interest due in July I of the following fiscal year which are recorded when

i"rori"", are available in the debt service funds (generally June 30); and (2) vacation leave, sick

leave, Christmas bonuses, obligations under capital leases, amounts subject to judgments under
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litigation, and other long-term obligations, which are recorded under the accrual basis of
accounting in the accompanying govemment-wide financial statements'

In December 1998, the Govemmental Accounting Standards Board issued Statement No. 33,

Accounting and Financial Reporting for Non-exchange Transactions C'GASB 33), effective for

financial itatement for periods after June 15, 2000, which the Municipality adopted on July 1,

2003. This statement established accounting and reporting standards for non-exchange

transactions involving cash and financial or capital resources (for example, most t&\es, gmnts and

private donations). In a non-exchange transaction, a govemment gives (or receives) value

without directly receiving (or giving) equal value in retum. This is different from an exchange

transaction, in which each party receives and gives up essentially equal values. The statement

groups non-exchange transactions of governments into four classes, based on their principal

iharacteristics: (a) derived tax revenue; (b) imposed non-exchange revenue; (c) government

mandated non-exchange transactions; and (d) voluntary non-exchange transactions' The adoption

of this statement alterid significantly the basis of accounting used by the Municipality for the

recognition of revenue and expenditures and related assets and liabilities, as described above.

The 
-effect 

of the adoption of this pronouncement has been reported as changes in accounting

principles in the accompanying basic financial statements. Accordingly, the cumulate effects of
such transactions have been reported retroactively as restatements of fund balances at July 1,

2003.

Maior and Non-maior Funds

Under the provisions of GASB 34, the Municipality is required to segregate funds among major

and non-major categories within the fund financial statements. Major individual govemmental

funds are reported as separate columns in the accompanying fund financial statements, while data

from all non-major govemmental funds are aggregated into a single column, regardless of fund

type. At minimuml fund is considered major if: (l) it is the primary operating fund of the

Municipality (i.e. the general fund) or; (2) meets both ofthe following criteria:

(a) Total assets, liabilities, revenues or expenditures of that individual govemmental

fund are at least 10 percent ofthe corresponding total for all funds ofthat category or

R?e; and,

(b)Totalassets,liabilities,revenues,orexpendifuresoftheindividualgovemmental
fund are at least 5 percent of the corresPonding total for all govemmental funds

combined.

Based on the above-mentioned criteria, the Municipatity's general fund' the C]tf 
^Ua]t

Remodelation fund and the debt service fund are the only three funds that qualiff as major funds

ioi tf," nr"uf year ended June 30, 2010, and accordingly, have been reported as- major funds.in

;;; ;;.;;;"iG fund financial statements. A1l othei govemmental funds of the Municipality

are considired non-major for financial reporting purposes'
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F. Statutorv (Budsetarv) Accounting

The Municipality's budget is adopted in accordance with a statutory basis ofaccounting, which is

not in accordance with GAAP. Revenue is generally recognized when cash is received.

Expenditures are generally recorded when the related expenditure is incurred or encumbered.

Available 
"pprop.iutionr 

and encumbrances are established to lapse one year after the end ofthe

fiscal year. 
'Amounts 

required to settle claims and judgments against the Municipality, and

certain other liabilities, are not recognized until they are encumbered or otherwise processed for
payment.

Under the statutory basis ofaccounting, the Municipality uses encumbrance accounting to record

the fult amount of purchase orders, contracts and other commitments ofappropriated resources as

deductions from the appropriation prior to actual expenditure. [n the govemmental funds,

encumbrance accounting is a significant aspect of budgetary control.

The accompanying budgetary comparison schedule - general fund, only presents the information

for the generai fund, which is the only Municipality's fund with a legally adopted budget, as

required by GAAP. Because accounting principles applied for purposes of developing dala on a

budget baiis differ significantly from those used to present financial statements in conformity

witn Ce,Rp, a reconciliation of differences in the deficiency of revenues and other financing

sources under expenditures and other uses of financial sources for the year ended June 30, 2010

was presented foi the general fund as part ofthe accompanying budgetary comparison schedule.

G. Cash and Cash Equivalents

The Municipality's cash and cash equivalents are composed of cash on hand, demand deposits,

and short-term investments in certificates of deposit with original maturities of three months or

less from the date ofacquisition.

The Municipality follows the practice of pooling cash and cash equivalents. The balance in the

pooled cash accounts is avaiiable to meet current operating requirements and any excess is

invested in various interest-bearing deposits with private commercial banks'

Cash with fiscal agent in the debt service fund represents additional property tax collections

retained by the Municipal Revenue collection center ('cruM", by its Spanish Acronyms), a

municipal corporation (not a component unit of the Commonwealth nor of the Municipality).

Such iash balances are restricted for the payment of the Municipality's debt service, as

established by law.

H. Receivables and Pavables
Aiilrtty b"t**, fuM. tft are representative of lending/borrowing arrangements outstanding at

the eni of the fiscal year are referred to as either "due to/ftom other funds" (i.e. the current

portion of inter-fund loans).
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Tax receivables in the general fund represent amounts owed by taxpayers principally for

individual and corporate properfy taxes, municipal license taxes and construction excise ta.res. A
portion of these ta-r receivables is recognized when they become measurable and available based

on actual collections during the 90 days (60 days for property ta,res) following the fiscal year-end

related to tax retums due before year-end. Tax receivables also include amounts owed by

ta.xpayers from taxable years prior to June 30, 2010, estimated to be collectible but not currently

available, as a result ofthe adoption ofGASB 33.

Accounts receivables are stated net of estimated allowances for doubtful accounts, which are

determined based upon past collection experience and current economic conditions.

lntergovernmental receivables mainly represent amounts owed to the Municipality by the

Commonwealth and the federal govemment of the United States of America for: (1)

intergovernmental charges, and (2) for reimbursement of expenditures incurred pursuant to

federally funded programs, respectively.

In the accompanying govemment wide financial statements, receivables consist principally of all

revenues eamed at year-end and not yet received. Allowances for doubtful accounts are based

upon historical trends and the periodic aging of accounts receivable. Major receivable balances

for the govemmental activities include municipal license taxes, property taxes and construction

excise taxes, among others.

Non-exchange transactions collectible but not available are deferred in the accompanying fund

financial statements in accordance with the modified accrual basis ofaccounting, but not deferred

in the accompanying government wide financial statements in accordance with the accrual basis

of accounting. Interest income is recorded when eamed only if collected within 90 days after

year-end since they would be considered both measurable and available. Allowances for
uncollectible accounts receivable are based upon historical trends and the periodic aging of
accounts receivable.

Inventories and Preoaid Exoenses

Inventories consist of materials and supplies held for consumption. Generally, inventories and

prepaid expenses are valued at cost and predominantly on the first-in, first-out basis.

bovemmenial fund inventories and prepaid expenses are recorded as expenditures consumption

method) when purchased rather than capitalized as an asset. Only significant amounts of
inventory and prepaid expenses at the end of the year would be capitalized, if any, in the

govemmental funds. However, inventories are always capitalized (purchase method) in the

statement of net assets.

Temporarilv Restricted Assets

certain cash and cash equivalents set aside by the general fund, the capital projects fund and the

special revenue fund are classified as temporarily restricted assets since their use is limited for:

(i) the compliance with debt service requirements ofbonds and notes payable as established in
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the respective debt agreements, (b) the funding of construction and permanent improvement

projecti, and (c) the fu;ding of ttderal and state sponsored programs. Temporarily restricted cash

and cash equivalents amounted to $4,246,733 (note 3) at June 30, 2010.

K. Deferred Charses
D"f"."d "h*g". 

in the accompanying statement of net assets consist of debt bond issuance

costs, which are amortized over the term ofthe related debt using the straightJine method. In the

fund financial statements, bond issuance costs are recognized in the current period as

expenditure, whether or not withheld from the actual debt proceeds received.

L. Inter-fundTransactions

permanent reallocations of resources between the Municipality's funds are classified as interfund

transfers. The Municipality has the following types of transactions recorded among funds in the

accompanying fund financial statements:

, Operuting Transfers - Legally required transfers that are reported when incurred as

"operatirg transfers-in" by the recipient fund and as "operating transfer-out" by the

disbursing fund.

. Inler-fund Payments (Quasi-external Transactions) - Charges or collections for services

rendeied by one fund to another that are recorded as revenue of the recipient fund and as

expenditure ofthe disbursing fund.

For the purposes of the accompanying govemment-wide statement of activities, all interfund

transfers between individual govemmental funds have been eliminated.

M.9ed!4l4ss

The accounting and reporting treatment applied to the capital assets associated with a fund are

determined by its measurement focus. General capital assets are longJived assets of the

Municipality as a whole, such as land, land improvements, easements, buildings, building

improuiments, vehicles, machinery, equipment, works, infrastructure and all other intangible

assets that are used in the operations of the Municipality and that have initial useful lives

extending beyond a single reporting period (fiscal year). lnfrastructure assets are generally

immouadle in nature and include roads, bridges, streets and sidewalks, drainage systems and

other similar assets. In the accompanying govemment wide statement ofnet assets, all individual

capital assets over the threshold amount of $500 have been capitalized and depreciated.

In the accompanying govemment-wide statement of n€t assets, all capital assets are valued at

their historical cost or estimated historical cost ifactual is unavailable, except for donated capital

assets, which are recorded at their estimated fair value at the date of donation. Estimated

historical cost was used to value the majority ofthe assets acquired prior to June 30, 2010. The

costs of normal maintenance and repairs that do not add value to the asset or materially extend

capital asset lives are not capitalized.
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All capitalized assets are depreciated over their estimated useful lives under the straight-line

methoa. All individual capital assets under the above mentioned capitalization threshold are

charged directly to expense in the accompanying government-wide statement of activities. The

estimated useful lives ofmajor capital asset categories are
Years

20Land improvements

Buildings and building improvements

Infrastructure

Motor vehicles

Furniture and fixtures

Machinery and equipment (excludingthos€ under capital lqse)

30-50

20 to 50

8

5to20
5to20

N.

Equipment held under capital leases is depreciated under the shorter of its estimated usefirl life of
thi issets or the lease term. Capital assets are recorded as capital outlays expenditures in the

acquiring fund for the purposes of the accompanying Statement of revenues, expenditures and

changes in fund balances - govemmental funds.

Deferred Revenues

The Municipality reports deferred revenue on its basic financial statements. Deferred revenue

arises when podntial revenue does not meet both the "measurable" and "available" criteria for

revenue recognition in the current period. Available is defined as due (or past due) at June 30,

2010 and coliected within 90 days (60 days for property taxes) thereafter to pay obligations due

at June 30. Deferred revenues also arise when the Municipality receives resources before it has a

legal claim to them. In subsequent periods, when the revenue recognition criterion is met, or

when the Municipality has a legal claim to the resources, the liability for deferred revenue is

removed and revenue is recognized. Deferred revenues at the govemment-wide level arise only

when the Municipality receives resources before it has a legal claim to them.

Deferred revenues at June 30, 2010 amounted to $40,038 in the accompanying government-wide

statement ofnet assets and balance sheet - govemmental funds, respectively'

Comnensated Absences

Compensated absences are accounted for under the provisions of Statement No. 16, Accotmting

for Compensated Absences, issued by the Covernmental Accounting Standards Board (GASB

l6).

Compensated absences include paid time off made available to employees in connection with

uu"uiior, sick leave and compensatory time. According to GASB 16, the liability for

compensated absences recorded in th" u""oapunying government-wide statement of net assets is

stricily limited to leave that: (1) is attributable to services already rendered on or before June 30,

2010, and (2) is not contingent on a specific event (such as illness) that is outside the control of

o.
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the Municipality and the employee. The liability for compensated absences, include salary-

related costs, *ii"h u." direcily and incrementally related to the amount of salary paid to the

employee (such as employer'i share of Social Security taxes, Medicare ta'res, employer

contributions to retirement system and others).

The vacation policy of the Municipality provides for the accumulation of regular vacations at a

rate of 2.5 days pei month (30 days per year). Employees accumulate regular sick leave at a rate

ofl.5dayspermonth(l8dayspiryearl. Employees accumulate compensatory time at a rate of
1.5 times thi overtime worked. All vacation and sick leave days accumulated by employees in

excess of 30 days and 90 days, respectively, are paid to employees each year if not consumed, as

required by law. In the case of compensatory time, the excess of 240 hours is paid to employees

a""h y."r', if not consumed. Upon termination of employment, an employee- receives

compensation for all accumulated unpaid regular vacation leave at the current rate. In the case of
reguiar sick leave, if the employee terminates his or her employment with the Municipaliqv

bJfore reaching l0 years of services, such regular sick leave days are not paid to the employee.

Upon terminattn oiemployment, an employee does not receive compensation for compensatorY

time, if not consumed. iftir l0 years of services any regular sick leave balance is paid to the

".pioy"". 
Accumulated vacation time is fully vested to the employees at any time. At June 3Ol

ZOiO, itre Municipality has recorded a liability for compensated absences amounting to $955,634

in the accompanying govemment-wide statement of net assets.

Claims and Judqments

The estimated amount ofthe liability for claims andjudgments, which is due on demand, such as

from adjudicated or settled claims, is recorded in the general fund'

Lons-Term Debt

All long-term debt to be repaid from govemmental resources is reported as liabilities in the

govemrient wide statement of net 
^r"t., 

except for principal and interest pa)T nent on long.1erm

Ibligations due in July I of the following fiscal year, which is recorded in the fund financial

statements when resources are available in the debt service fund (generally at June 30)' Bonds

and notes premiums and discounts, as well as, issuance costs, are deferred and amortized over the

life ofthe debt in the accompanying government-wide financial statements'

Long-term debt for governmental funds is generally not reported as liabilities in the fund

finaicial statements. In the govemmental fund financial statements, govemmental funds

recognize bond premiums and discounts, as well as bond issuance costs, during the current

perio"d. the face amount of the debt issued is reported as other financing sources. Premiums

received on debt issuance are reported as other financing sources while discounts are reported as

other financing uses.
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Reservations of Fund Balances

Reservations of fund balances represent portions of fund balances that are legally segregated for

specific future uses or are not appropriated for expenditure. The Municipality has the following

tlpes of reservations of fund balances:

, Encumbrances - Represent future expenditures under purchase orders and other

commitments. These committed amounts represent reservations of unexpired

appropriations and generally will become liabilities in future periods as the goods or
services are received.

. Capiral Assas - Represents net assets available to finance future acquisitions of capital

assets.

. Debt semice - Represents fund balances available to finance future debt service

payments.

. Advances and Other Specified Purpases - Represent the reservation ofmoneys set aside

principally for long-term commitments related to federally-funded programs.

Risk Financins

The Municipality purchases commercial insurance covering casualty, theft, tort claims, and other

losses. The Commonwealth, through its Department of Treasury, pays the insurance premiums

on behalfofthe Municipatity and then is reimbursed each year through monthly equal payments.

The current insurance policies have not been canceled or terminated. For workers' compensation

and disability insurance, the Municipality obtains insurance coverage through the State Insurance

Fund Corpoiation (a component unit of the Commonwealth) and the Occupational Disability

Fund (which is a trust fund administered by the Department of Labor and Human Resources of
the Commonwealth).

Total Columns

Total columns on the fund financial statements are presented only to facilitate financial analysis'

Data in these columns does not present consolidated financial position or results of operations in

conformity with GAAP. Such data is not comparable to a consolidation since interfund

eliminations have not been made in the accompanying fund financial statements'

Use of Estimates

The preparation of basic financial statements in conformity with accounting principles generally

^"""pt"a 
in the United States of America requires the Municipality's management.to_ make

significant estimates and assumptions that affect the reported amounts of assets and liabilities

and the disclosure ofcontingent assets and liabilities at the date ofthe basic financial statements

T.

U.
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and the reported amounts of revenue and expenses during the reporting period. Actual results

could differ from those estimates.

STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY

The Municipality's general fund is the only govemmental fund for which an annual budget is legally

adopted. The Municipality's elected Mayor is legally required to prepare and submit to the elected

Municipal Legislature an annual balanced budget for the ensuing fiscal year. The annual budget is

prepared by the Municipality's Department of Finance, and takes into consideration the advice

provided by all municipal departments and divisions. The appropriations made for any fiscal year

shall not exceed the total revenues, including available surplus, estimated for said fiscal year, unless

the imposition oftaxes sufficient to cover said appropriations is provided by law.

The annual budget, which is developed utilizing elements of performance-based program budgeting

and zero-based budgeting, includes an estimate of revenues and other financing resources of the

ensuing fiscal year under: (l) laws existing at the time the budget is submitted; and (2) municipal

legislative measures proposed by the Mayor and submitted with the proposed budget, as well as the

Mayor, recommendations as to appropriations that in his judgment are necessary, convenient, and in

conformity with the four-year govemmental plan adopted by the Municipality.

The Municipal Legislature may amend the budget submitted by the Mayor but may not increase any

items so far to cause a deficit without imposing taxes or identifing other sources of revenue to cover

such deficit. Upon approval by the Municipal Legislature, the budget is referred to the Mayor who

may decrease or eliminate any line item but may not increase or insen any new line item in the

budget. The Mayor may also veto the budget in its entirety and retum it to the Municipal Legislature

witli his objections. Ifa budget is not adopted prior to the end ofthe fiscal year, the annual budget for
the preceding fiscal year, as approved by the Legislature and the Mayor, is automatically renewed for

the ensuing fiscal year until the Municipal Legislature and the Mayor approve a new budget. This

permits the Municipality to continue making payments for its operations and other purposes until the

new budget is approved.

The Municipality's annual budget is prepared on the budgetary basis of accounting, which is not in

accordance with GAAP. Accordingly, for budgetary purposes the Municipality uses encumbrance

accounting. The encumbrances (principally purchase orders and contracts) are considered

expendituies when a commitment is made. For GAAP reporting purposes, encumbrances outstanding

at year-end are reported as reservations of budgetary appropriations and GAAP fund balances and do

noi constitute expenditures or liabilities on a GAAP basis because the commitments will be honored

during the subsequent year. The encumbered balance of any appropriation of the general irnd at the

end oi the fiscal year will tapse to the following fiscal year. In addition, the Municipal Legislature

may direct that iertain revenues be retained and made available for spending within a specific

appropriation account.

Generally, expenditures may not exceed the level ofspending authorized for an individual department

or division oithe Municipality. However, the Municipality is statutorily required to satisry the debt

service requirements, regardless ofwhether such amounts are appropriated or not.
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Appropriations are enacted for certain departments and divisions. Appropriations for capital projects

u."'.ua" for each bond/note issue and the authorization continues for the expected construction

period.

The Municipality's Finance Department has the responsibility to ensure that budgetary spending

control is maintained on an individuat department/division basis. The Finance Department may

transfer part or all of any encumbered balance within a department to another department subject to

upprorui. Budgetary control is exercised through the Municipality's accounting system. This system

ensu.es that encumbrances or expenditures are not processed ifthey exceed the department/division's

total available spending authorization, which is considered its budget. The legal level of budgetary

control is at the individual department level for the general fund expenditures, principal and interest

due for the year for the debt service fund, and by bond/note authorization for capital expenditures.

The annual budget as presented in the accompanying Budgetary Comparison Schedule - General

Fund is the budget ordinance at June 30, 2009 representing the original budget, as amended. There

were no supplemental appropriations for the year ended June 30, 2010.

DEPOSITS

The Municipality maintains its deposits of cash in the Govemment Development Bank for Puerto

Rico (..GDB") (a govemmental bank and component unit of the commonwealth) who serves as

fiscal agent of the Municipality; and in various commercial banks located in Puerto Rico. The

balances deposited in GDB are uninsured and uncollateralized. The balances deposited in

commercial banks are insured by the Federal Deposit Insurance corporation ("FDIC") up to a
maximum of $250,000 per depositor. However, under the laws and regulations of the

Commonwealth, public funds deposited in commercial banks must be fully collateralized for the

amount depositei in excess of federal depository insurance provided by the FDIC. All securities

pledged as collateral are held by an agent ofthe Secretary of the Treasury ofthe Commonwealth in

the name of the Municipality.

Cash, cash equivalents and investments at June 30' 2010 consist ofthe following:

3'l



Restdcted

Cash in
Commercial

Banks

COMMONWEALTH OF PUERTO RTCO

MuNtclrlltrv oF MARICAo
Notes to Basic Financial Statements

June 30,2010
Debt Notr

Servic€ Permrtrent $3"860'000 Compra Meior

Ftrn,i Imnrov€m€nt Lortr Vehiculos Funds Tot l

$ t8,376 $ 48t,623 $ 563.544 $ 1.063.543

Restricted

Cash in CDB
or CRIM as

FiscalAg€nts 1.40r.998 1,630,t58 - 151,034 3,183,190

Totll $ 1.401.998 18,376 1,630,158 481,623 714'578 $ 4,246'733

The Municipality's bank balance of deposits and investments with financial institutions are

categorized to provide an indication of the level of collateral risk assumed by the Municipality at

June 30,2010. Risk categories are described as follows:

category l: Insured or collateralized with securities held by the secretary ofthe Treasury'

agents in the Municipality's name.

Category 2: Collateralized with securities held by pledging financial institution's trust

department or agent in the Municipality's name-

category 3: Uncollateralized; including any bank balance that is collateralized with

securities held by the pledging financial institution or by its trust department

or agent but not in the Municipality's name.

The carrying amount (book balance) and the bank balance of deposits and investunents with financial

institutions ofthe Municipality at June 30,2010 consist ofthe following:

JZ
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Carrying
Amount

Bank
Balance

Deposits in commercial banks

Deposits in govemmental banks

Total

Bank balances of deposits and

investments:

Category 1

Category 2

Category 3

Total bank
halances

s ____l]46J33 s ______t.e05Jl&

858,669

3.047 109

s __,_3J05Jl&

1,063,543 $

3,1 83,190

858,669

3,047,109

4. MUNICIPAL LICENSE TAXES

The Municipality imposes a municipal license tax on all businesses that operate within the

Municipality, which are not totally or partially exempt from the tax pursuant to the Indusrial

Incentives Acts 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 I 5 of each year. Entities

with sales volume of $ I million or more must include rates are established by the Municipality. At
June 30, 2010, the municipal tax rates imposed by the Municipality were 1.50 percent for financing

institutions and 0.30 percent for any other taxpayers. Any taxpayers, who have been granted with
partial tax exemptions under any of the incentive tax laws of the Commonwealth, ultimately pay

municipal license ta-res at reduced tax rates, generally between 60 percent and 90 percent under

standard rates.

Each ta.xpayer must asses his/her corresponding municipal license tax by declaring hiVher volume of
businessihrough a tax retum every April l5 based on the actual volume ofbusiness generated in the

preceding calendar year. The tax can be paid by the taxpayer in two equal installments: (l) the first
payment due at the filing date ofthe retum (generally April 15), and (2) January l5 subsequent to the

hling oftne declaration. The first installment ofthe ta,\ covers the taxable period (six months) ended

December 3l subsequent to the filing date ofthe declaration, while the second installment ofthe tax

covers the taxable piriod lsix months) ended June 30 ofthe subsequent calendar year. lf a ta-xpayer

elecrs to pay the tan in full on the filing date of the declaration (April 15), a 5 percent discount is

granted automatically on the tax amount due.

Any municipal license taxes collected in advance (that is, prior to June 30 but pertaining to the next

fiscal year) are recorded as deferred revenues. Deferred municipal license tax revenues recorded in

33



CoMMoNwEALTH oF PUERTo RIco

'"f.",:';::l'ff 
;:'Xt"T;'.",.

June 30,2010

the accompanying GWFS and GFFS amounted to $40,038 at June 30, 2010, which represents

municipal licenses collected in advance for the taxable year 2009-20'10.

PROPERTY TAXES

The Municipality is authorized by law to impose and collect personal and real property taxes.

Personal property laxes can be imposed to any natural or Iegal person engaged in trade or business

that at January I ofeach year is owner ofpersonal property used in trade or business.

Personal property taxes are self-assessed by taxpayers every year using the book value of personal

property assets owned by the taxpayer at January I and reporting such taxable value through a
personal property tax retum filed on May 15 subsequent to the assessment date. At June 30, 2010,

the total personal property tax rate in force was 6.38 percent (of which ta"\payers pay 6.18 percent

and .20 percent is reimbursed by the Department of Treasury ofthe Commonwealth. Real property

taxes are assessed by CRIM. The assessment on real property is made every January I and is based

on estimated current values of the property deflated at 1957 market prices. At June 30, 2010, the

total real property tax rate in force was 8.3 8 percent (of which 8.18 percent is paid by taxpayers).

Residential real property occupied by its owner is exempt by law from property taxes on the first

$15,000 ofthe assessed value (at 1957 market prices). For such exempt amounts, the Department of
Treasury ofthe Commonwealth assumes payment ofthe basic tax (4.00 and 6.00 percent for personal

and real property, respectively) to the Municipality, except for property assessed of less than $3,500

(at 1957 market prices), for which no payment is made. Revenue related to the basic tax on exempt

property is recorded in the general fund when collections are received from the CRIM.

CRIM is required to remit 1.03 percent of the personal and real property tax collected to the

Municipality to be used for the partial funding of the debt service requirements on general

obligations and notes payable ofthe Municipality. In addition, 1.35 percent ofthe total personal and

real property taxes coilected by CRIM is restricted for debt service requirements of the Municipality

and is ritained by GDB for such purposes. Accordingly, such amount is recorded as revenues in the

debt service fund when collected and reported by the CRIM.

The Additional Lottery System of the commonwealth (the "Additional Lottery") is an operational

unit reported as an enterprise fund of the Commonwealth, which currently operates several betting

alternaiives to the citizens of Puerto Rico. The Additional Lottery is required every year to distribute

a portion of its excess ofrevenues over expenses as follows:

i. Thirty five percent (35%) of its net earnings (defined as the excess ofrevenues over expenses

less an amount earmarked for the Fund for Rent and Home Improvement Subsidy Program

for the Low-lncome Qualifuing Elderly) is earmarked to the municipalities of the

Commonwealth of which a ma,rimum of $26 million, on an annual basis, is distributed to the

Municipal Equalization Fund held by CRIM to cover operating expenses and permanent

improvements of the municipalities.

ii. An additional amount not exceeding $16 million, on an annual basis, is distributed to the

Municipal Equalization Fund, provided it is within the 35 percent corresponding to the
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municipalities of the Commonwealth. When the accumulated municipal appropriations from

the municipalities' Puerto Rico Health Reform are covered up to June 30, 1997, these

resources will be assigned to the Health Insurance Administration, a component unit of the

Commonwealth.

Total property tax receivable, net of allowance for uncollectible accounts amounted to $82,900 at

June 30,2010.

6. INTERFT]I\DBALANCES

On July l, 2001 the Municipality adopted the provisions of Statement No.38, Certain Financial

Statement Note Disclosures, issued by the Governmental Accounting Standards Board. This

statement requires the disclosure ofthe flow of resources between funds and to assess the collectibles

of inter-fund balances. Inter-fund balances at June 30, 2010 consisted ofthe following:

CO I{ONWEALTH OF PUERTO RICO
UUNTCIPALITY OF i'ARICAO

DUE TO AND DUE FROM

,-o*.,inf8t"'
OTHER

Duero: "FUiB* ',ffmr?J, *.Jo?H,o" 
Nor'rMAYoR 

rorAl
MAJOR FUNDS:

GENEML FUND $ 650,000.00 s 804,965.00 $ 91,372.00 $ '1,546'337.00

PERMANENT IMPROVEMENT
JOINT RESOLUTION

NONMAJOR FUNDS:
SBGP ',130,780.00 130,780.00

COMITONWf,ALTH OF PUERTO RICO

MUNICIPALITY OF MARICAO
TRANSfER IN/OUT

ODelBtiry treGfer From

MAJOR FUND
DEBT

CENERAL SERVICE

Opcnling hrnsf€r To FL'ND FL,ND TOTAL

MAJOR FTJNDS:

GENEML FUND $608'958 - $ 66282 s 6,282
DEBTSERVICE 534,002 534,N2

NON.MAJOR FTJNDS:
8i74

S 608,958 S $
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At June 30, 2010 all amounts due to among funds are considered collectible by the Municipality's
management.

7. INTERGOVERNMENTAL RECEIVABI,E AI\ID PAYABI,E

lfiergovcm meotd reccivable rtrd p.yrblc

Mryor
St tcmetrt

ol trct
Arsrts

Odrer Totd
GovcrnmeDtel Governmcntal

Y

!

Y

I crgovrrrmofial rcceivrbl€:

Puerto Rico Elcc-tsic Power Authority

SBGP

Totd

ItrtcrgovenDctrtd p.yible:
G€neral Covemmental Services

Dcpafiment ofTrcasw€r
Employees Retircrnont System of

the GoYemment ofPuerto Rico

Dcparunent oflabor
Puerto Rico Aqueducr and SewEr

Authority
Puerto Rico Elecfric Power Aulhority
lnt€mal r€Yenue Service

521,W2

s 52r^M2 S -

52t,862 s2t,M2

s 521.862 $ 52r.852

15,314

563,689

720,mo

779,v2s

78.805

521.M2
r25,@0

s 2.8M.655

15,374

563,689

72Lmo
779,y25

7E,805

521,362

125,000

$- $ 2.804.655 $ 2,442-199

5EqEl2

897,213

955,174

This Space Has Ben Inantionol$ Lefi Blaak
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8. CAPITALASSETS

Capital asset activity for the year ended June 30, 2010, was as follows:

COST BASIS:

Cost bsis of captal asts, not s'rbi:d
to depEiation and amo.tizatonl

lrfrastrudure land

consuudion in prog[ess

TotEl co$ b6is of ..pital ass€ls, mt

st$ird to depreciation and amorlzalion

cost b3es or Epilal assels s(,bj.:ci !o

deF€ciaion and amdlizaton:
Euildin€E studur€s ard building imP.ovem€nts

t3nd lmprov€ffits

Licens€d Ehides

Ma.hirerl and Equifln€rn

Total cost basis of captal ass€ls subj.t i
lo c,epreciation atd alBtizarion

ACCUMULATED DEPRECIAIION AtID AMORTIZATION:

Buildngs, structures and hjldng mPmverienls

Land hprove.n€r,ts

Uc€ns€d vthicles

Machan€.y and equipment

Toial acanulated tleprsiaton and amdizatjon

CAPITAL ASSETS, NET

June 30, 2lD9

$ 1,125,113 3 - s 1,m.124165,015 $

5,286,368

1,217,m7

669,7r3

1.594.6m

113,060

30,0o0

0

2,275

439,090

2,275

2,033,710

2,194,511 7,59,939
1,c61,747 2,308,954

0 669.713

: 549.342

Tolal.osl b.sis ofcapilal aser5 16,023,162 3,3a2 768 0 19.345,S0

Balee Dcp.€cnriro.r and

June 30,20os Erpo@ Rsclasrinc.tds Junc 3o.2o09

1,654,445

9rl,639
561,327

1,572,9€3

94,771

44,c21
q,327

224

14.549

- 1.749,28
- 1,@1,666

- @1,654

2A
- 1,647,532

$ 10130.067 .L L- l3l13Q-022

Depreciation and amortization expense was charged to functions in the accompanying govemment-

wide statement of activities as follows:

General govemmenl $ 164'635

Pubtic safety 12,913

Public housing and welfare 3,228

Culture, recreation and education 9,684

Urban and economic development 109'756

Health 22.597

Total depreciation and amortization expense

a'7

$ 322,813
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9. EMPLOYEESRf,TIREMENTSYSTEM

The Municipality's employees participate in the Employees' Retirement System of the Govemment

of Puerto Rico and its Instrumentalities (the "System"). The System is the administrator ofa multi-
employer cost-sharing (as related to the Municipality's reporting entity) defined pension plan

established by the Commonwealth. The System was created under Act. No. 447 approved on May
15, 1951, as amended, and became effective on January 1, 1952. The System covers all regular

employees of the Commonwealth and its instrumentalities, the Municipality and other municipalities

of the Commonwealth.

The System is independent, thus assets may not be transferred to another system or used for any

purpose other than to benefit each system's participants. The System issues publicly available

financial reports that includes its basic financial statements and required supplementary information

for each of them, including required six-year trend information. Those reports may be obtained by
writing to the administrator of the System.

The System provides for retirement, death and disability benefits. Death and disability retirement

benefits are available to members for occupational and non-occupational death and disabilities.
Retirement benefits depend upon age at retirement and number of years of credited service. Benefits

vest after 10 years ofplan participation.

Retirement benefits are determined by the application of stipulated benefit ratios to the member's

average compensation. Average compensation is computed based on the highest 36 months of
compensation recognized by ERS. The annuity, for which a plan member is eligible, is limited to a

minimum of$200 per month and a maximum of75 percent ofthe average compensation.

On September 24, 1999, an amendment to Act No. 447 of May 15, 1951, which created the System,

was enacted with the purpose of establishing a new pension system ("System 2000"). System 2000

became effective on January l, 2000. Employees participating in the current system as ofDecember
31, 1999, had the option to either stay in the defined benefit plan or transfer to the new program.

Persons.joining the government on or after January l, 2000, are the only required becoming members

of System 2000.

System 2000 is a hybrid defined contribution plan, also known as cash balance plan. Under this new

plan, there is a pool of pension assets, which will are invested by the System, together with those of
the current defined benefit plan. Neither the Commonwealth nor the Municipality will guarantee

benefits at retirement age. The annuity will be based on a formula which assumes that each year the

employees' contribution (with a minimum of 8.275 percent of the employees' salary up to a

maximum of 10.00 percent) will be invested in an account which will either: (1) earn a fixed rate

based on the two-year Constant Maturity U.S. Treasury Note; (2) eam a rate equal to 75 percent of
the return of the System 2000's investment portfolio (net of management fees); or (3) eam a

combination ofboth altematives. Participants receive periodic account statements similar to those of
defined contribution plans showing their accrued balances. Disability pensions are not being granted

under System 2000. The employer's contributions (9.275 percent of the employees' salary which is

applicable to the Municipality) will be used to fund the current plan.

System 2000 reduced the retirement age from 65 years to 60 for those employees who joined the

current plan on or later January 1,2000.
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Fundins Policv:

Contribution requirements are established by law and are as follows:

Municipality
Employees:
Hired on or before March 31, 1990

Hired on or after April 1, 1990

9.275% ofgross salary

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

System 20fi)
$ l s,29l
$ 16.799

During the fiscal year ended June 30,2010 the Municipality, as an employer, did not make any
contributions to these retirement systems. On August 12,2000, Act No. 174 was approved to allow
certain participants of the ERS to be eligible for early retirement upon attaining at least age 55 with
25 years of service, provided they made their election on or before April I, 2001 . Those who elected
early retirement under this law will receive monthly benefits of 75 percent (if 25 or more year of
service and 55, or 30 or more years or services and age 50) or benefits of 65 percent (if 25 years of
service by less than age 55) of their average compensation which is computed based on the highest
36 months of compensation recognized by the System. In these cases, the employer (including the
Municipality) is responsible for contributing to the System the amount needed to cover the benefit
payments and employer contribution with respect to the participants covered until the participants
reaches the normal retirement age.

Historically, the Commonwealth has reported the System as a single-employer plan (as relates only
to the financial reporting entity ofthe Commonwealth) in its comprehensive annual financial report.
Accordingly, the Commonwealth will assume any actuarial deficiency that may exist or arise related
to the Municipality's participating employees since the System does not allocate any actuarial
deficiencies pertaining to municipal employees participating in the System.

The Municipality is only required by law to make statutory contributions in t}Ie rates mentioned
above. As a result, no net pension obligation nor net pension asset that may be allocable to the
Municipality's participating employees, if any, has been recorded in the accompanying basic
financial statements.

The Municipality's actual contributions for the current and the previous two fiscal years, which are

equal to the statutory required contributions, were as follows:

Fiscal Year
ended June 30

2009
2010

LONG.TERM DEBT

Act No. 447
s92,132
s 99,933

The Municipality's Legislature is legally authorized to determine the contracting of debts of the
Municipality. Nevertheless, the laws and regulations of the Commonwealth also provide that:

' Direct obligations of the Municipality (evidenced principally by bonds and notes) are

backed by the full faith, credit and taxing power of the Municipatity; and

10.
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. Direct obligations are not to be issued if the amount ofthe principal of, and interest on,
such bonds and notes (and on all such bonds and notes issued thereafter) which are

payable in any fiscal year, together with any amount paid by the Municipality in the
preceding fiscal year on account of bonds or notes guaranteed by the Municipality,
exceed l0 percent of the total assessed value of the property located within the
Municipality plus the balance ofthe ad valorem taxes in the debt service fund, for bonds
payable to be repaid with the proceeds ofproperty taxes restricted for debt service.

In addition, before any new bonds or notes are issued, the revenues ofthe debt service fund should be

sufficient to cover the projected debt service requirement. At June 30, 2010, the Municipality is in
compliance with the debt limitation requirements.

The general long-term debt activity for the year ended June 30, 2010 was as follows:

Balance at
June 30,2009,

as restated

6,360,000

Borowings
orAdditions

Payments or
D.ductions

Balance at
June 30, 2010

6,526,800

Due Within
On. Year

18,483

35,231

3,459,789

1,775,535

6 11,649,038 $ 396,800 $ 0,143,2s0) S 10,902,s88 $ 666,814

08,483)

(6,639) 28,s92 21,127

168,227) 3,391,s62 72,492

(819,901) 955,634 318,195

Bonds Payable

Notes payable to:

Puerto Rico Treasury Deparfnent:

Financing agreement forthe excess of
property tax advances over collect_ons

CRIM

Lims

Act No.42 - Financing agreementforthe
excess of property tax advances over @llections

through fscalyear 2000

Compensated Absences
Total

a) Bonds Payable

The Municipality issues general and special (public improvements) obligations bonds and notes to
provide for the acquisition and construction of major capital facilities and equipment, as well as, to
cover certain operating needs. Long-term debt at June 30, 2010 is composed ofthe following debts:

General oblisation bonds: Outstanding
Amount

2003 serial bonds due in annual installments ranging from $10,000 to $50,000; plus
interest due in semiannually installments at variable rates (5.00% to 8.00% at June 30,
20010). troueh Julv l. 2028

s 55 00f

Serial Bond Approved Under Ordenance number 8 of2009-10 due in semiannual.
Installments ranging from $5000 to $19,000 plus interest due in semiannually pa)ments at

variable rates (9.75o/o to 7.5%). Due in I - 1-2017
150,00(

Serial Bond Approved under ordenance number 5, 2009- l0.lnstallments ranging fiom
$5,000 to $19,000 plus interest at 4.37o/o until cancellation. This bonds due in l-l-2017.

120,00(
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These bonds are payable from the ad valorem property tax of 1.0% which is restricted for debt

service and retained by the Govemment Development Bank for Puerto Rico for such purposes.

4',|

Serial Bond Approved under ordenance number 4, 2009-2010- Required installments

ranging from $15,900 to $20,500 throughl-l-207; and semiannually interest payment

calculated in 4.37o4
126,80C

Subtotal General Obligations: 95 1.80(

Public Imorovement Bonds: (sales taxes)

2008- Serial bond, Original Issued amount of $3,860,000 due in annually principal

installments raging from $115,000 to $ 380,000, plus interest due in semiannually

installments at variable rates from 5.00yo to 6.50Yo atJune 30,2009 through July 1, 2025 3.745.00(

2008- Serial bond, original issued amount of $160,000 due in annually principal

installments raging from $5,000 to $10,000, plus interest due in semiannually installments

at variable rates from2.42%o to7 .50Yo at June 30, 2009 through July l, 2023. 155,00(

2008- Serial Bond, Original issued amount of $870,000 due in annually principal

installments raging from $70,000 to S100,000, plus interest due in semiannually

installments at variable rates from 2.42yo to 7.50% at June 30, 2009 through July l, 2018. 800,00(

Subtotal Public Improvement Bonds:
4,700,00(

Onerational Bonds Pavable

2002 Serial Bonds due in annual principal installments raging from $10,000 to $40,000;

plus interest due in semiannually installments at variable rates 5 00% to 6.50% at June 30,

2001 throush lulv 1,2026 87sJ0{

Total Bonds 6,526,80(

Loan Payablclo eBI!I (Lasl2l

2001 operating loan rvith the Department of Treasury due in monthly principal

installments ranging from $3,566 to $23,358; which includes implicit interest due in

monthly installments at 6.3002 through July 1, 2033
3.391.562

Lims

On Nouember 28, 2001 the Agency (CRIM) financed the Real Property Digitalization

System that must be used in the [sland. The total cost of this System was distributed

among all Municipalities. The share of this cost assigned to the Municipality of Maricao

amounted to $ 114,634, financed for l0 years at a 5.9502 interest rate, payable in semi-

annual installments. At June 30, 2010 the outstanding balance amounted to $ 28,592 28,592

Provision for accrued compensated absence gsss34

Total bonds, note payable and compensated absence s 10.902.58t
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The laws and regulations of the Commonwealth provide that public debt of the Municipality will
constitute a first ilaim on the available revenue of the Municipality. Public debt includes bonds and

notes payable. The good faith, credit and taxing power of the Municipality are irrevocably pledged

for the prompt payment ofthe principal and interest ofthe bonds and notes payable.

The Municipality levies an annual additional special tax of l.10Yo ofthe assessed value of personal

and real property. The proceeds of this additional special tax are deposited in a sinking fund

established at GDB whereby sufficient funds must be set aside to redeem the bonds in minimum

annual or biannual principal and interest payments. The proceeds of this special tax are recorded in

the debt service fund.

Interest rates on serial bonds subject to variable rates are reviewed periodically by GDB and are

based on the fluctuation of GDB's weighted average rate for its commercial paper program, not to

exceed 8oZ. Under this program, GDB issues commercial paper in the U.S. taxable and tax-exempt

markets, in the Eurodollar market and to corporations that have tax exemption under the

commonwealth Industrial Incentives Act and qualiry for benefits provided by the u.S. Intemal

Revenue Code Section 936.

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

Year ended

June 30

201 I
2012
2013
2014
2015

2016 to 2020
2021 to 2025
2026 to end

Princioal

s 285,900

312,600
338,300

360,000

376,800
1,958,200

2.095,000
800.000

s 6.s26.800

Interest

s 160,576

435,684
414,095

389,550
363,656

1,385,806
633,127

s -1,!1?,!21

Total

$ 446,476

748,284
7 52,395

749,550
740,456

3,344,006
2,728,127

650,081

q__.1!J!9I7r

b).Notes Payable ,o CRIM
Act N;. 42 - Act No. 42 of January 26,2000 was enacted to authorize CRIM to enter into a

fru*ing ugr""rnent of up to $200 million, for a term not exceeding 30 years. The financing

ugr""."nt allows for the financing of a debt that the municipalities of Puerto Rico have with CRIM,

aiising from the final settlements of property tax advances versus actual collections through fiscal

year ,000. The amounts that the municipalities will collect from the additional property taxes

resulting from the increases in the subsidy from the Commonwealth to the municipalities are

assignei through this law to repay such loan. The increase in this subsidy was the result of the

Public Law No. 238 ofAugust 15, 1999.

In addition, on February 12,2003, the Municipality entered into a repayment agreement with GDB

and cRIM to pay off the remaining $3,814,820 of excess of property tax advances through fiscal

year 2000 and'2ti0l. CRIM retains the principal and interest from the property tax advances of the

Municipality. The amounts retained by CRIM are remitted to CDB on July I of each year through

July l, 203i. The repayment agreement bears interest at variable rates determined by GDB. The
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outstanding principal balances ofthe note payable to CRIM amounted $3,391,582, at June 30, 2010.
The principal and interest maturities are as follows:

Year
Ended

June 30

20r 1

20t2
2013
2014

2015

2016-2020

2021-2025

2026.2030

2031-end

Princioal

s 72,492
7't.047

81,888
87,033

92.501

760.874

1,025.1t5

637,264

lnteresl

$ 208,750

2U,t9s
t99,354
t94,209
188.739

848.863

650,337

381,095

6r,393

Total

5 281,20
281,242

281,242
28t,242
781-240

r,406,21 I
l,4l l,2l r

I,406,2t0
698,657

$ 3.39ri62 $2.916-935 $6.i2&r97

Financins ofdelinouent nrooertv tax accounts sold - On April22,2002, the Municipality entered
into a financing agreement with CzuM in the amount of $83,620 for the payment of delinquent
property tax account sold to private investors. The financing agleement is in the form of a line of
credit, bearing interests at 6.50% during the first 5 years, and variable interests 125 points over
LIBOR rate during the next 25 years. AtJune 30,2010, the outstanding principal balances amounted
to $28,592. The principal and interest maturities are base on collections.

6. CompensaledAbsences
At June 30, 2010, the liability for compensated absences is composed as follows:

Due within
one Year

Due after
one Year Total

Vacations

Sick leave

Compensatory time

Fringe Benefits

Total

$ 180,293

138,221

$ 154,006

390,827

$ 334,299

529,048

24,376 24,376

312,890 544,833 887,723

26,231 41,680 67,911

s369,121 $ s86,sl3 $ 955,634

11. COM}trTMENTSANDCONTINGENCIf,S

The Municipality is defendant in various legal proceedings pertaining to matters incidental to the
performance ofroutine govemmental operations. UnderAct No. 104 ofJune 25,1955, as amended,

persons are authorized to sue the Municipality only for causes of actions set forth in said Act to a
maximum amount of$75,000 or $150,000 if it involves actions for damages to more than one person

or where a single injured party is entitled to several causes ofaction. Under certain circumstances, as

provided in Act No. 9 of November 26,1975, as amended, the Municipality may provide its officers
and employees with legal representation, as well as assume the pa)ment ofanyjudgment that may be

entered against them. There is no limitation on the payment ofsuchjudgment.

With respects to pending or threatened litigation, the Municipality has not reported liabilities or
awarded and anticipated unfavorable judgments as of June 30, 2010. At June 30, 2010 the
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t commitments of open construction contacts amounted to $375,01E.00. Management believes that
the ultimarely liability in excess ofamounts providd ifany, would not be significant

v
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COMMONWI'AL.-TS OT PUERT1O RICO
MI]NICIPAIITY OF MABICAO

BUIrcBTARY COMPAf,ISION SCEEI'f]IJ. GENERAL FI]NI)
YEAR ENDED JT]NE 3Ot 2O1O

Budild ApoutrE

Prlpc(ty tarcs
Municipal sal€s t0(
Municipal li6sc tar6
CbagEs for s6/ices
Itrb8ovcftrD€ntal glmts and cotrlrih{funs
lnvesments eadngs
Miscellaneous

Exp€ditu€s:
General gov€f,lE€at

Public Safety

Urto and ecoomic &velopoeat
Envnotncntal Contol Heallh
CuIaIe, Recreaim and Edrcaion
Public, Housing ad welfrrc

Erplauetitn of Difiorcnccr:

427,8fi 427,W 31t,102 (56698)
5,AL653 s,il1,653 5424,139 (2172t4\

s 434249
650,000
370,813

500
3,7&,29t

18,000

I 434249
650,000
370,8r3

500

3,740.291
18,000

Achd
AmoEnb

(Budgctrry
B.!tu)

(Scc Not l)

$ 425,t43
607,532
319,t3:

3,640,t26

Vuiencc
wilt
fi'8l

Bldgct -
PGitive

(Ncmlivc)

3 (e,106)
(4LM8)

9,023
(50o)

(9,46s)
(r8,000)

(72s?)
96,691

515
7,031

2395,M
361,N5

2220,E13
350,414
226,4O

Soutrs/iof,or3 of frrncid rcrourcas:
Ac'trral @ousa (budgdfiy bosis) "available fur 4propridioos'

fiom tbe hrdgtuy comparison scbedule
Difr€r€Dc6s - hldg$ bssis to GAAP:

Decr€ase in r€ceivable

Non budgffiy rcv€ou€ fim op€tdi@d
€re€oditu€s accornt

Oth€r
Total rev€nu€s as rcporiEd od tbe staElo€at ofrey€ouEq ap€oditul€s

od changes in find bolarces - govcmmental fiItrds

Urcc/ort0owr of filrtrciil rtsoorc.3:
Actral @ouots (budgdary bosis) "tffil chatgEs b ryroFidiotrsi

fiom tre budgpey coopqrison sct€&Ie
Diff€i€oces - budgrt basis to GAAP:

Iocrease il debt with govcronmtal cotity
Prior >rr oqeodfurcs(Resultas)
Eryenditres traosfer from opfational

oeeodihres @rmt
Ott€r oQ€dtutr€s

Tohl gq€odilrr€s 8s Epored o! lfo std€o€nt ofl€veaueg erytadituttt
d .h'nges in fimd balaoces - govqm€ofal fiIods

TLqriac! rLl,-r d@G- i.!rd F..fibr@:

2395,@ 2395,44
361.405 36&662

222O,Et3 Lt24,t22
350,414 34q89
226820 219,789
86,741 85,t85

$ 5,64r,653 $ 5,641,653 3 5,543,r 17 S 9&s36

$ 5124,439

1_j,!2!@._

3 5,543,117

r,529955

s 7.973.072

/t5
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FEDERAL GRANTOR/PROGRAM TITLE

US DEPARTMENT OF HOUSINC AND URBAN DEVELOPMENT

Direct Programs:

Housing Choice voucher
Housing Prcservation Grant

Indirect Progmms

Pass through PR Office of Municipal Affairs

State Block Grant Program

Total US Department ofHousing and Urban Developmeot

US DEPARTMENT OF HEALTII AND HUMAN SERVICE

Indircct Pro$'am:

Pass-through the Family and Education Department

Child Care and Development Block Grant

Total US Department ofHealth and Human Services

FEDERAL

CFDA

NUMBER EXPENDITURES

14.871 $ 157,104

10.854 3,t20

51,406

US DEPARTMENT OF ENERGY

Indirect Prcgram:

Efficiency conservation 81.128 2.800

2,800

US DEPARTMENT OF AGRICULTURf,

Direct Programs:

Ruml Development Gmnr MP 10-769 341,M1

341,M7

US DEPARTMENT OF HOMEI"AND SECURITY

Direct Programs:

Homeland Security Crams Programs 97.067 48,587

TOTAL FEDERAL FINANCIAL ASSISTANCE --' ]ffi

MP:Mayor Programs

14.228 461,508

62t,732

93.575 51,406
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Conflnonrvnc,L, rr oF PUERTo RIco
MuNrcrpAl,rry oF MARrcAo

Notes to Schedule ofFederal Awards
June 30, 2010

GENERAL

The accompanfng schedule ofexpenditures of federal awards presents the expendihre
of all the federal financial assistance programs of the municipality of Maricao (the
Municipality). The Municipality's reporting entity is defined in note I to the
Municipality's general- purpose financial statement

BASIS OF ACCOI'NTING

The accompanying schedule of expendihnes o federal awards is presented using
modified- accrual accounting basis of accounting which is described in note I to the
Municipality's general purposes financial statement.

This spce wu inteationolly lefr in blutk-

!

t

t

v 47



ruANA. RIVF,RA, CPA
CERTIFIED PT'BLIC ACCOTJNTANT

Pturc:1n-78+255
Fax: 187 -784-2250

EDail: jrmel€ci@hotDail.cotrl

URR IEnTTOWN, 1818 DEL t/ALtE AVE, TOA BAIA, R OO 9

REPORT ON COMPLIANCE ,.1ND INTERNAL CONTROL OVER FINANCIAL
REPORTTNG BASED ON AN AUDIT OF FINANCTAL STATEMENTS

PERFORMED IN ACCORDANCE WITH GO'/ERNMENT AUDITING STANDARDS

'fo tlre Honomble Maror and
the MLrnicipal Assernblr
Municipalit,,' of Maricarr
Maricao. Pueno Rico

We have audited the flnancial statemcnts of the golemrnental activities. each major fund and the aggegate
rernaining firnd infirrnration ol'thc NlLrnicipalin of Maricao as ofand tbr the year ended June i0. 2010.
rvhich collectivelv conrprise the Municipality of Maricao basic financial statements and have issued our
report thereon dated Decernber :7. 20 10. We conducted our audit in accordance with auditing standards
generally accepted iD Llnited States ol-Anrerica and the standards applicable to tinancial audits contained in
Uovcntnrcn! ,1ruliting .\turulurLls. issued bl the Cornptroller General of the United States.

Internal Control over Financial Reoortinq

ln planning and perfbnninr our audit. rve considered Municipality' ot'Maricao intemal conrol over financial
repo(ing as a basis tilr designing our auditing procedures lbr the purpose for the purpose of expressing our
opinions ol' the financial staternents but not lor the purpose ol expressing an opinion on the effectiveness of
the Municipalitv ol'Maricao intr".rnal control over llnancial reporting.

Our cousideration ol intenral control o\er financial reponing rlas lor the lirnited purpose described in the
precedinu paragraph and u'ould not necessarily identil,r' all deticiencies in intemal control over financial
reponing that rnighr he signilicant deficiencies or material lveaknesses. Horvever. as discussed below we
identitlcd cenain defieiencics in inter-nal control orer linancial rcponin-e that we consider to be significant
deficiencies.

A control deflciencv erists when the design or operation of'a control does not allow management or
employees in dre nonnal couse of perf'onning their assigned f'unctions. to prevent or detect misstatements on
a Iirnel) basis. A signilicant deficiency is a control deficiency'. or combination of control deficiencies. that
adlersely aflects the Municipality ol Maricao abilit) to initiate. authorize, record process or report financial
data reliably in accordalce r''ith generalll accepted accounting principles such that there is more than a
rernote likelihtxrd that a nrisstatenrent of the Municipality of Maricao financial statements that is more than
inconsequential r.r,ill not be pre\ented or detccted b1' Municipalit-v. of Maricao intemal control. We consider
the deflciencies described in the accornpanl ing schedule of intemal control over financial reporting. (2010- t.
2010-2 and 20 I0-j )

A material neakness is a significant deficiencl. or combination of significant deficiencies, that resuls in

more than a remote likelihtxd that a nraterial nrisstatement ofthe financial statements will not be prevented

or detected bv the Municipalin of Maricao intemal control.

irailing Addess Bo( 757, Oorado, PR @616



Our consideration of the intemal control over financial reporting was for the limited purpose describe in the
firs paragraph of this section and would not necessarily identifo all deficiencies in the intemal control that
might be significant deficiencies and accordingly would not necessarily disclose all significant deficiencies
that are also considered to be material weaknesses. However we believe that none of the significant
deficiencies described above is a material weakness.

Compliance

As part of obtaining reasonable assurarce about whether the Municipality of Maricao financial statements
are free of material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts, and grants, noncompliance with which could have a direct and material effect on the
determination of financial statements amounts. However, providing and opinion on compliance with those
provisions was not an objective of our audit, and accordingly, we do not express such as an opinion. The
results of our tests disclosed instances of noncompliance or other matters that are required to be reported
tnder Government Auditing Stordords and which are described in the accompanying schedule of findings
and questioned costs as items (2010-1,2010-2 and 2010-3)

We noted certain matters that we reprorted to management of Municipality of Maricao, in a separate letter
dated December 27, 2010.

Municipality of Maricao, response to the findings identified in our audit is described in the accompanying
schedule of federal findings and questioned costs. We did not audit Municipality of Maricao response and,
accordingly, we express no opinion on it.

This report is intended solely for the information and use ofmanagemen! ofthe Honorable Mayor and
The Municipal Assembly of Municipality of Maricao, others widrin the entity, and federal awarding agencies
and pas-through entities and is not intended to be and should not be used by anyone other than these
specified parties.

Lic- #2214

Toa Baja, Puerto RiL
December 27, 2010

Stamp NO. 2579,162 ofthe Puerto Rico Society ofcertified Public Accountants was affixed to the original reporl

uc. * 2?t4
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TANA.RrVERA, CPA
CERTIFIED PI,'BLIC ACCOT]NTANT

Pl)oIIet ?n-1U-n55
F8t:787-7U-225O

E rail: jrmeteci@hotMil.cm

TLRB IEYITTOWN, 1818 DEL VAIIE AW, TOA BAJ.4, PR OO 9

REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE
TO EACH MAJOR PROGR{M AND ON INTERNAL CONTROL

OVER COMPLIANCE IN A ACCORDANCE WITH OMB CIRCULARA-133

To the Honorable Mayor and
the MLrnicipal Assemblr
Municipalin ol'N4aricao
Maricao. Puerto Rico

We have audited the contpliance of Municipalitr of Maricao with the types of cornpliance requirements
described in the ti.S. OIIice of Managenrent and Budget (OMB) Circular A-lii Compliance Supplement
that are applicable to each ot'ils nrajor lederal prograrns for the year ended June i0. 2010. The
Municipaliry ol'Maricao nrajor l'ederal programs are identified in the sunrmary of auditor's results section of
the accontpanying schedule of findinss and questioned costs. Compliance with the requirements of laws,
regulations. contracts. and granls applicable to each of its rnajor i'ederal prograrns is the responsibilir;- ofthe
Municipalitv of Maricao lnanagernr'r)t. OLrr responsibilitv is to express an opinion on the MunicipalirJ- of
Maricao cornpliance hased on our ar:dit.

Compliance
We conducted our audit ol'cornpliance in accordance with generally accepted auditing standards: the
standards applicable to flnancial audits contained in Go\emmental Auditing Standards. issued by the
Comptroller General of the Linited States: and OMB Circular A-13i. Audits of States. Local Govemments.
and Non-Protit Organizations. l hose Standards and OMB Circular A- 133 require that \.!e plan and perform
the audit t() obtain reasonable assurar)ce about uhether noncompliance with the t1,pes of compliance
requirements ret'erred to akrve that could have a direct and material effect on a major federal program
occurred. An audit inclLrdes exanrinins- on a test basis. evidence about the Municipalit_v of Maricao
compliance uitlr those requirenrents and perlbrming such others procedures as we considered necessary in
the circumslances. We believe that our audit prol ides a reasonable basis tbr our opinion. Our audit does
not inchlde a legal deternrination ot'the IVlunicipality of Maricao conrpliance with those requirernents.

As described in itern Section Il in rhe acconrpanving schedule of findings and questioned costs. the
Municipalitl of Maricao did nol contplr rvith requirernents regarding administrative requirements that are
applicablc to its SBGP Program. Compliance rvith such requirement is necessary for the Municipaliry- of
Maricao lo conrpl) \vitlr the lederal regulatiolrs- Also rve rvant to emplrasize that this requirement has not
becn cornplied in prior rears.

ln our opinion. e\cept tbr thc nonconrpliance described in the preceding paragraph. the Municipality of
Maricao complied. in all rraterial respects. tlith the requirements rei'erred to above that are applicable to
each of its nrajor t-ederal prograrns lor the year ended June 30- 20 I 0.

Internal Control Over Compliance
The nranagernent of the Municipalit) of Maricao is responsible for establishing and nraintaining effective
inlenlal control over cornpliance rvith the requin-'rrents of laws. regulations. contracls. and grant applicable
to tbderal programs. In planning and perfbrnring our audit. we considered the Municipality of Maricao

MailirE Addr€ss Box 757, Dordo, PR 00646



intemal control over compliance with requirements that could have a direct and material effect on a major
federal program in order to determine our auditing procedures for the purpose ofexpressing our opinion on
compliance and to test and report on the internal control over compliance in accordance with OMB Circular
A-133.

We noted certain matters involving the intemal control over compliance and is operation that we consider
to be reportable conditions. Reportable conditions involve matters coming to our attention relating to
significant deficiencies in the design or operation of the intemal control over compliance that, in our
judgmenq could adversely affect the Municipality of Maricao ability to administer a major federal program
in accordance with the applicable requirements of laws, regulations, contracts, and grants. Reportable
conditions are described in the accompanying schedule offindings and questioned costs in Section Il.

A material weakness is a condition in which the design or operation ofone or more ofthe intemal control
components does not reduce to a relatively low level the risk that noncompliance with the applicable
requirements of laws, regulations, contracts, and grants that would be material in relation to a major federal
program being audited may occur and not be detected within a timely period by employees in the normal
course of perlorming their assigned functions. Our consideration of the intemal control over compliance
would not necessarily disclose all matters in the intemal control that might be reportable conditions and,
accordingly, would not necessarily disclose all reportable conditions that are also considered to be material
weaknesses.

However,
report is

we believe that none ofthe reportable conditions described above is a material weakness. This
intended for the information of the audit committee, the Municipality's management, the

of Housing and Urban Development (Cognizant Agency), and federal awarding agencies and
entities. However, this report is not intended to be and should not be used by anyone other

Toa Baja, Puerto Rico

Stamp No. 2579,163 ofthe Puerto Rico State Society ofcenified Public Accountants was aflixed to the o.iginal rcpoft
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MARICAO

Schedule ofFindings and Questioned Costs
For the Year Ended June 30, 2010

Section I - Summary of Auditor's Rerults

. Finaneial Statements

v 
Tlpe ofauditor's report issued: unqualified opinio

Intemal Control over financial r€porting:

Material weakness (es) identified? yes X no

Reportable condition (s) identified that are
Not considered to be material weakness? X yes _ none reported

Noncompliance material to financial statements noted? yes X no

v Federel Awards

Intemal Control over major programs:

' Material weakness (es) identified?

Reportable condition (s) identified that are
Not considered to be material weakness?

Type ofauditor's report issued on compliance for major
programs: qualified

Any audit findings disclosed that are required
To be reported in accordance with section
5 l0 (a) of Circular A-133

Identification of major programs:

None Federal Major Programs

Dollar threshold used to distinguish
Between type A and B programs: $500,000

Auditee qualified as low-risk auditee

ves X no

X yes _none reported

X yes _no

X ves no
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COMMONWEALTH OF PUERTO RICO
MTINICIPALITY OF MARICAO

Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2010

Section II - Schedule ofFinancial Statements Findinss and Ouestioned Costs

FINDING NUMBER IO.OI

Accounting and Reoortinq Svstem

During the performance ofour audit procedures the following exceptions were noted:

o The Municipality's accounting system provides only for the recording of revenues, expenditures
and other limited transactions. [n addition, the accounting records are not integrated and do not
provide for, a self balancing set of accounts for each fund operated by the Municipality,
recording cash and other financial resources, together with all related assets, liabilities and
residual equities or balances, and changes therein. Additionally, we noted that certain records in
use were not adequately maintained.

. Accounting records do not provide for segregation between expenditures and encumbrances-

Criteria

A municipality's accounting system must make it possible to present fairly and with full disclosure the
financial position and results of financial operations of the funds and account groups of the
govemmental unit in conformity with accounting principles generally accepted in the United States of
America and determine and demonstrate compliance with finance, legal and contractual provisions as
established in the Autonomous Municipalities' Law Chapter 215$ 4360.

Cause

The Municipality of Maricao has not established the accounting procedures, controls and records
necessary to provide accurate information to prepare the financial statements and federal reports in
conformit_v with accounting principles generally accepted in the United States of Americ4 the
governmental accounting and financial reporting principles issued by the Govemmental Accounting
Standards Board (GASB), and the related grant agreements.

Effect

Due to the deficiencies mentioned above, the examination of the general-purpose financial statements
for the year ended June 30, 2010, was more difficult and less efficient than would have been in ordinary
circumstances. Since the accounts and other records are not designed to provide the information as it is
presented in the financial statements, was necessary to obtain such information from various
departments and persons within the Municipality and from numerous accounting records, which are not
integrated. This situation can cause the financial statements not to present all the assets, Iiabilities,
revenues and expenditures of the Municipality.

Recommendation

In order to streamline the accounting and reporting systems and provide proper closing of records and
adequate and timely information, we recommend the Municipality to consider the acquisition of new
accounting systems. The Municipality should implement a new accounting system that allows the
preparation of monthly and year-end financial statements in accordance with accounting principles

E2



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAzuCAO

Schedule ofFindings and Questioned Costs
For the Year Ended June 30, 2010

FINDING NUMBER 10-01 (Cont.)

generally accepted in the United States of America applicable to govemment entities. This plan should
provide for the following:

Accounting and Reporting System

. Adequate training to all accounting personnel in order to improve the understanding of the
system.

o The implementation of a double entry accounting system and the integration of all subsidiary
ledgers.

o The preparation ofperiodic financial reports to be submitted to the Finance Director, the Mayor
and the Municipal Assembly.

o Reconciliation of financial with the reports prepared and submitted to the Federal govemment,
and the preparation of the general purpose financial statements in accordance to Accounting
principles generally accepted in the United State of America.

Auditee Response

The governmental agency known as 'OCAM' who is in charge ofthe accounting system ofthe
municipalities is evaluating the actual system with the intention ofperhaps changing to another system.
The Municipality is awaiting instructions from such agency.

III. Federal Awards Findines and Ouestioned Costs

Compliance findings:

Our examination of compliance with federal requirements for the Municipality of Maricao for the year
ended June 30, 2010, disclosed that grants funds were generally administered in a satisfactory manner,
except for the following situations:

FINDING IIUMBER 10-02

Cash Management

The SBGP bank account maintained balance over program regulation.

Criteria

Code of Federal Regulation 24 $85.21 (5) Written procedures to minimize the time elapsing between the
transfer of funds to the recipient from the U.S. Treasury and the issuance or redemption of checks,
warrants or payments by other means for program purposes by the recipient. To the extent that the
provisions of the Cash Management Improvement Act (CMIA) (Pub. L. l0l-453) govern, payment
methods of State agencies, instrumentalities, and fiscal agents shall be consistent with CMIA Treasury-
State Agreements or the CMIA default procedures codified at 3l CFR pafi 205, " Withdrawal of Cash
from the Treasury for Advances under Federal Grant and Other Programs."
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COMMONWEALTH OF PUERTO RICO
MLINICIPALITY OF MARICAO

Schedule ofFindings and Questioned Costs
For the Year Ended June 30, 2010

FINDING NUMBER 10-02 (cont)

Cause

The Municipality did not make payments as soon as they receive the funds.

Recommendation

The major gave instructions to the Director of Finance to establish the procedures needed to
Disburse payments within a reasonable time after receive the funds from HUD as the Federal
Regulations establish.

Auditee Response

Municipal authorities in conjunction with its financial advisor will establish the appropriate procedures
and intemal control to comply with cash management requirement.

_ FINpTNG NUMBER 10-03

General Fund

The Municipality obtained funds from the Central Government and included them in Annual Budget,
but at the time of receiving the funds they were deposited into Special Funds.

- c.it".i,

In the Article 7.001 ofthe Law 81, as amended, establish that the Municipality will set a self balanced
budget of income and expenditures. In the revised regulations on Fundamental Standards of the
Municipalities of Puerto Rico, a similar provision is established.

Cause

In General Fund, the Municipality budgeted $400,000 of allocations from the Central Government for
operating expenses of the Municipality. However, when the Municipality received the funds, they were
deposited in the Special Funds.

Effect

The Municipality does not follow the procedures established by federal law. It created an operational
deficit of $400,000 in General Fund.

Recommendation

Establish procedures to identiry money received and deposit it in the appropriated fund according to
budget.

Auditee Response

The Mayor and the Finance Director accept the recommendation ofthe auditor.
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Program

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MARICAO

Schedule ofPrior Year Findings and Questioned Costs
For the Year Ended June 30, 2009

Finding/ Compliance

This space was kfi inlentionally on blanlc

Status

All Federal
Program

Condition 07-03 Cash Management

The Section 8 bank account maintained balance over program
regulation. The Municipality failed to follow the procedures to
comply with federal regulation

corrected

All tunds
2002-2007

Accounting System-

We noted that the Municipality of Maricao is not keeping an
accounting system as required by General Accepted
Accounting Principles.

Still prevail

SBGP - 2002.
2007

Cash Management time elapsing as required code of Federal
Regulation Still Prevail

Section 8 Cash management time elapsing as required by the Code of
Federal Regulations corrected
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