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To the Honorable Mayor and
Members of the Municipal Legislature
Municipality of Maunabo, Puerto Rico

We have audited the accompanying financial statements ol the govemmental aclivities, each major fund, and he aggregate
remaining fund information ot the Municipality of Maunabo, Puerto Rico (Municipality), as of and for the fiscal year ended June
30, 2011, which collectively comprise the Municipality's basic linancial statemenb as listed in the table of contenb. 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.

Except as discussed in the thitd and fourth paragraph, we conducted our audit in accordance with auditing standards generally
accepted in the United States of America and the standads applicable to fnancial audits mntained in Govemmeni Auditing
Slardards, issued by the Comptroller General of the United States. Those standards require that we plan and perform the audit 6
obtain reasonable assurance about whether the financial statemenb are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounb and disclosures in the financial statemenb. An audil also includes
assessing the accounting principles used and the significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audit povides a re*onable basis for our opinions.

The Municipality did not have a complete, updated and accurate accounting records of the capital asseb in order to obtain
sufficient and competent evidential matter related to the capital assets reported in the accompanying statement of net assets for
$26,680,751, net of accumulated depreciation of $8,323,449. Also, during the fiscat year the Municip;tiry did not recorded certain
capital assets additions and did not reclassi! the construction in progress in the accounting records. ln addition, because of the
inadequacy of the accounting records, we were unable to form an opinion regading the capital assets reported in the
accompanying statement of net assets.

The Municipality did not mainlain adequate accounting records of the interfund cash transactions and lhe conesponding due from
and due to account balances. We were unable to obtain sufficient evidence to suppon and satis! ourselves a6out the amounts
recorded in the interfund balances in the amount of$1,767,371, recorded in each majorfund and tre aggregate remaining fund in
the Balance Sheet of the govemmental funds,

Because of the significance of the mafter discussed in the thkd paragraph, the smpe of our work was not sufficient to enable us
to express, and we do not express, an opinion on the financial position of the govemmental activities of the Munbipality at June
30, 2011, or the changes in financial position, thereof for the year then ended.

ln addition, in ouropinion, except for, the effects of such adjustrnents, if any as might have been determined to be necessary
regarding the interfund transactions of each major fund and the aggregate remaining fund informalion, as described in the fourth
paragraph, the financial statements refened to above present fairiy, in all material respects, the respective financial position of
each major-fund, ard the aggregate remaining fund information of the Municipality, as of June 30, 2011, and the respective
changes in financial position thereof for the liscal year then ended in conformity with accounting principles generally accepted in
the United States of America.

%"99,D"9*.
Certilted Publtc Accorurts'trt
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TNDEPENDENT AUDtToR'S REPORT (COilTtNUED)

ln accordance with Govenment Auditing Standatds, we have also issued our report dated March 19, 2012, on our consideration
of the Municipality's intemal mntrol over financial reponing and on our tests of ib compliance wih certain pmvisions of laws,
regulations, mntracts, and grant agreements and other matters. The purpose of that report is to descdbe the scope of our testing
of intemal confol over financial reporting and mmpliance and the nsulls of hat testing, and nol to provide an opinion on tG
intemal control over financial repo ing or on compliance. That report is an integral pa( of an audit performed in accordance with
Govemment Auditng Sfandards and should be considered in assessing the results of our audit.

Accounting principles generally accepted in the United States of America require that the management's discussion and analysis
and the budgetary comparison information on pages 3 trrough 11 and 48 hrough 49 be presented to supplement he bisic
f nancial statemenb. Such information, although not a part of the basic financial statemenb, is requircd by ihe Govemmental
Accounting Shndards Board, who considec it to be an essential part of financial ,eporting for plaing tn basic financial
staternents in an applopriate operational, economb, or historical mntexl. We have applied certain limibd proceduEs to the
required supplementary information in accordance with auditing standards generally accepted in tre United States of America,
which onsisted of inquiries of management about the me$ods of preparing ttre information and mmparing tfp information foi
consistency with managemenfs responses to our inquiries, the basic linancial statements, and other knowledge we obtained
during our audit of the basic financial statements. We do not express an opinion or provide any assurance on the infurmation
because the limited pocedures do not provide us wilft sufficient evidence to express an opinion or povide any assurance.

Our audit was conducted for the purpose of forming opinions on the financial statements hat mllectively comprise the
Municipalitys financial statemenls as a whole. The accompanying schedule of expendilures of federal awards is presented for
purposes of additional analysis as required by U.S. ffice of Management and Budget Circular A-'133, Audjb of'States, Locd
Govemmenb, and Non- Profit Organizations, and is also not a rEuired part of the fnancial stalements. The schedule of
expenditures of federal awatds is the responsibility of managemenl and was derived from and relab directy to underlying
accounting and other records used to prepare the finarrial statemenb. The information has been subjected'to the auditin!
proceduEs applied in the audit of lhe financial statements and certain additjonal procedures, including comparing and rcconcilin!
such infomation direcfly to tre undedying accounting and other records used to prepare ttle financiai statemenb or the financial
statements hemselves, and olher additional procedures in accordance wih auditing standards gererally accepted in tre United
States of Amedca. ln our opinion, the information is fairly stated in all material respecb in relation to $e fnancial slatements as a
whole.

eL371l,e

Guayama, Puerto Rico
March 19,2012



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO

MANAGEMENT'S DISCUSSION AND ANALYSIS

FOR THE FISCAL YEAR ENDED JUNE 30, 2OI1

Management of the Municipality of_Maunabo, Puedo Rico (Municipality) provides this Management's Drbcussron afi Anatysis
(MD&A) to: (a) assist the reader in focusing on significant financial issues, (b) provide an overview of tre Municipality's financial
activity, (c) identi! changes in the Municipality's fnancial plan (iis ability to address the next subsequent year chalienges), (d)
identify any material deviations from ttre financial plan (the approved budget), and (e) identify individud fund issues or conceris.

The Management's Discussion and Analysis 'MD&A' is focused on the cunent year activities, resulting changes and cunenly
known facb; therefore, it should be read in conjunction with the Municipality's Basic Financial Statemenb. This MD&n wiit
provide comparable information to the readers wilit the Municipality's prior year financial statemenb. Also, it can assist readers
to get more specfic understanding of the fnancial activities regarding the Municipality's Basic Financial Statemenb for the fiscal
year ended June 30, 2011.

FINANCIAL HIGHLIGHTS

Government-wide:

The Municipality's Net Assets for the year ended on June 30, 201 1 were $11,751,007 In comparison with the fiscal year 2009-
2010 which was $12,508,667, a $757,660 decreased.

The Municipality's Govemment Wide Financial Statemenb show that govemmental activities revenues were $15,1&t,516 for
the fiscal year ended June 30, 2011 in comparison with the prior fiscal year that were $13,666,741, an increase of $i ,4gi ,7lS in
the govemmenlal activities revenues. The difference is mainly caused in the General Revenues that rcported gt,Sa3,292, more
than fscal year 2009-2010.

The General Fund showed a net change in Fund Balance of $927,373 during the course of this year in comparison witir fiscal
year 2009-2010 that showed a net change in Fund Balance of $535,577. The cunent year revenuis were not enough to comply
with Municipality's cunent obligation.

The govemrnental activities expenditure for the cunent fiscal year were $15,922,176, in comparison with he fiscal year ended
June 30, 2010 that reported expenditures of $15,170,159, an increase over last fiscal year of g752,017. The Generai Fund total
expenditures for the cunent fiscal year showed an increase of $716,967 with the last year,s expenditure balance.

USING THIS ANNUAL REPORT

This annual report consists of three components: 1) Management Discussion and Analysis (his secfion), 2) Basic Financial
Statemenb, and 3) Required Supplementary lnformation.

OVERVIEW OF THE BASIC FIIiIANCIAL STATEMENTS

This discussion and analysis are inlended to serve as an lntrcduction to the Municipality's financial statements. The
Municipafitfs basic financial statements comprise three components: govemment-wide finaniial statemenb; fund financial
statements; and notes to the financial statements. This report also contains other supplementary information in addition to the
basic fi nancial stalements themselves.



COMMONWEALTH OF PUERTO RICO
MUNICIPALIWOF MAUNABO

MANAGEilENT'S D|SCUSStoil AND ANALYSIS (COilTtNUED)

FOR THE FISCAL YEAR ENDED JUNE 30,2011

GOVERNMENT.WIDE FINANCIAL STATEMENTS

The govemment-wide financial statemenb are designed to provide reades with a broad overview of the Municipality's finances,
in a manner similar to a privat+sector business.

The Statement of Net Assets presenb information on all of the Municipality's asseb and liabilities, wih he difference between
the tt/t o repo]ted as net asseb. Over time, incrcases or decreases in net asseb may sen/e as a useful indicator of wheher tre
financial posidon of he Municipality is impmving or deteriorating.

The Statement of Activities presents information showing how the Municipality's net assets changed during he most recent
fiscal year. All changes in net asseb are reported as soon as the underlying event giving rise to the change occurs, rcgardless
of the timing of the related cash flows. Thus, revenues and expenses are reported in this statement for some items lhat will
result in cash flows in future fiscal periods.

Bott of the govemment-wide financial statemenb of the Municipality are principally supported by taxes and intergovemmental
revenues. The govemrnental aclivities of the Municipality include general govemment, public safety, public uorks, culture and
rccEalion, healfi and sanitatbn, human services and welfare, urban development and education. Property taxes, municipal
license hx, sbte and fudenal grants finance most of these activities.

FUNO FINANCIAL STATEMET.ITS

A fund is a grcuping of related accounb that is used to maintain mnfd over resources that have been segregated for specific
activities or obiectives. Ihe Municipality, like other state and local govemmenb, uses fund accounting to ersure and
demonstrate compliance with fi nancerelated legal requirenents.

GOVER}I]{EiITAL FU I.IDS

The entire Municipalit/s basic service are reported in the govemmental funds, which focus in how money flows out of those
funds and the balarrces left at year+nd that are available for future spending. Consequently, the govemmenlal fund financial
statemenb provide a detailed shorl-lerm view of the Municipality general information, general operation and he basis service it
provides. Govemmental fund information helps determine whether there are more or fewer financial resources that can be spent
in lhe near future to finance the Municipality's programs.

These funds are reported using modified accrual basis of accounting, which measures cash and all other financial assets that
can readily be converted to cash. Under this method, revenues are recognized when measurable and available. Expendifure is
generally tecognized when the related fund liability is incuned. This is $e manner in which these funds are nomally budgeted.

Since the govemmental fund statemenb (cunent financial resources) are presented on a difierent measurement focus ard
basis of accounting than govemmental-wide staternents (total economic resources), a reconcilialion of he difierences are
reflected on the page following each slatements. The flow of cunent financial resources will rcflect bond proceeds and interfund
lransfer as ofEr financing sources as well as capital expenditure and bond principal paymenb as expendifuE. The
reconciliation will eliminate these tsansactions and incorporate the capital asseb and long{erm obligation (bonds and otrer) into
the Govemmental Activitjes column (in the Govemment-Wde Statements).



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO

MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30,2011

INFMSTUCTURE ASSETS

GASB Statemenb Number 34 requires that the inftastructure asseb be valued and reported wittlin the Govemmental column of
the Govemmenlwide Statements. Additionally, the govemment must elect to either (a) depreciate lhese assets over their
estimated useful life or (b) develop a system of asseb management designed to maintain the service delivery potential to near
perpetuity. lf the govemmental develops fie asseb management system (the altemative method), which periodically (at least
every third year), by category, measures and demonstBtes its maintenance of locally established condition levels, the
govemment may record all expendituIe incuned (except for additions and improvements which extend the asset life) in lieu of
depreciation. While tte Municipality has acquired an asset management system which a) would allow tre election to use the
allemative methods, and b) will provide valuable management informalion. Actually the Municipality is not recodirg in the
accounting ecods the infrastructure asseb.

CAPITAL ASSETS II.IVESTMENTS

During the fiscal year the Municipality did not update its capital asseb subsidiary. Capital outays for fiscal year 20og-20j0
amounted to $3,139,346. The depreciation expense was $979,480 for fiscal year 2010-2011. The capital asseb at June 30,
2011 consist mainly of land, machinery and Euipment acquisition, improvements, construction of buildings, parks and others.
Total lnvestnent in Capital Assets, net of related debt was $16,887,751.

LONG.TERM DEBT

At June 30, 2011 the Municipality had a total of $14,705,575 in general obligations and othen outstanding debb, as shown in
Table L Of ftis amount, $7,740,000 mmprises debt backed by the tull faith and credit of the govemmentand $6,965,575 are
other obligations.

Table 1

Long Term Debts

General obligations
Section 108 Guaranteed Loan

Others

Total Long Term Debts

The Municipality is required to limit the amount of general obligation debt to 10% of the total assessment of property located
within the Municipality in order for the bonds to be repaid wittr the proceeds of property taxes restricted for debt servi:es. Other
obligations include accrued vacation and sick leave, debt agreements, advances of properly taxes and others. Mo.e detailed
information about the Municipality's long{erm liabilities is presented in lhe notes to the fnancial statements. The Munbipality
continues to meet its financial needs through prudent use of its revenues and creative debt financing programs.

$ 7,740,000
2,833,000
4132.575

l__l4r05Jz5



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO

MANAGEMENT'S DTSCUSS|OII AND ANALYStS (CONT|t{UED)

FOR THE FISCAL YEAR ENDED JUNE 30,2011

FI}{ANCIAL AiIALYSIS OF THE GOVERNMENT AS A WHOLE

GOVERNltlET{T.WIDE FINANCIAL ANALYSIS

GOVERNMENTAL NET ASSETS

The net asseb of the Municipality decreased by $757,660 during the cunent fiscal year. The Municipality's net assets include
investrnenb in Capital Asseb for $16,887,751, net of related debt and over $2,436,707 restricted for future expenses. The
Municipality's net assets at the end of the fiscal year ended on June 30, 20l l were $11,751,007, as detailed on Table 2.

Table 2
Statement of Net Ass€ts (in thousands)

Cunent and nontunent asseb
Capital asseb

Total Assetg

Cunent liabilities

Long-term liabilities

Total Liabilities

Net assets:
lnvesEnent in capital assets, net of related
debt
Restricted

Deficit

Total t'let Assets

2011

$ 3,259
26,681

29,9/t0

3,484
14,705

18,189

16,888
2,437

(7,s741.

$ 11,751

2010

$ 4,008
27,660

31,668

4,948
14,211

_l9,1se

17,677
1,625

(6,793)

$ 12,509

Normal lmpac{s

There are.six basb (normal) transactions that will afbct the mmparability of the Net Assets summary presentalion.

. Net Results of Activities - This will impact (increase/decrease) curent asseb and unrestricted net asseb.

. Bonowing for Capihl - This will increase cunent assets and long{erm debts.

. Spending Eorowed Proceeds on New Capital - This will reduce cunent asseb and increase capital
asseb. There is a second impact, an increase in invested in capital asseb and an increase in related net debt
which will not change the invested in capital assets, net of debt.



COMMOI{Y'EALTH OF PUERTO RICO
MUNICIPALITY OF MAUilAEO

MANAGEMENT',S DTSCUSSTON AND ANALYS|S (CONTTNUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

Normal lmpacts

. Spending of Non-bonowed Cunent Assets on New Capital - This will (a) reduce cunent asseb and
increase caphal assets and (b) will reduce unrestricted net assets and increase invested in capital asseb, net
of debt.

r Principal Payment on Debt - This will (a) reduce curent assets and reduce long{erm and (b) reduce
unrestricted net assets and increase invested in capital asseb, net of debt.

o Reduction of Capital Assets through Depreciation - This will reduce capital asseb and invested in capital
asseb, net of debt.

Cunent Year lmpacts

The following schedule (as detailed on Table 3) presents the revenues and expenses for the cunent fiscal year.

Table 3

Statement of Activities (in thousands)

Revenues

Operating grants and conlributions
Capital grants and conbibutions
General revenues:

Property and Sales taxes
Volume of business laxes
Licenses and permits

lnlergovem mental
Cha€es for services
Ober General revenues

Totalrevenues

Expenses
General Govemment
Public safety
Public works
Healt! and sanitation
Culfure and recreation
Human services and welfare
Urban development
Education
lnterest on long{erm debts

Total expenses

Changes in net assets
Net assets - beginning, as restated

l{et asse{s - ending

15,922 15,170

(758) (1,503)
12,509 14,012

I 1t,7st 3 12.50S

2011

$ 2,857
1,943

1,965

231

1,151

5,712
758

7

2010

$ 2,146
2,745

1,843

156

195

5,590
753

239

15,164

4,224

572
3,161

2,3U
865

1,321

2,196
994

195

13,667

3,656

658
3,090
2,454

636
1,236
2,318

908
214



COMI,IOT{WEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO

MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINUED}

FOR THE FISCAL YEAR EIIDED JUNE 30,2011

l{ormal lmpac{s

There are some impacts on revenues and expenses as reflected below.

Revenues:

Expenses:

Economic Condition - which can reflect a declining, stable or growing economic envimnment and has
substantial impact on property and volume tax revenues 6 well as public spending habib for building permits,
elective user fees and volumes of mnsumption.

Consltuction Permits - increased due to a collectjon of a prior year debt related to a construction project in
the Municipality.

Federal Grants and Contributions - decreased mainly due to the reduction of State and Federal
Govemments contributions to the Municipality.

lntroduction of New Programs - within the functional expenses categories indivirlual programs may be
added or deleted to meet changing community needs.

lncrease/Decrease in Authorized Personnel - changes in service demand may cause the Municipality to
incre$e/decrease authorized staffing..Stafing cosl (salary and related benefib) represent approximatlry OOV"
of the Municipality's operating cost in the General Fund.

Salary lncrease (cost of living, me.it and market adjustments) - tre ability to att-dct and retain human
and intellectual resources rcquires the Municipality to stive to approach a compettive salary range position in
the ma*etplace.

lnffation - while overall inflatbn appears to be reasonably modest, the Municipality is a maior consumer of
ceftain mmmodities such as chemical and supplies, fuels and parts. Some functions may expedence unusual
commodity specifi c irrreases.



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO

MANAGEMENT',S DTSCUSSTON AND AllALyStS (CONTIIIUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

FINANCIALANALYSIS OF THE MUilICIPALITY'S FUT{DS

The Municipality uses fund accounting lo ensure and demonstrate compliance with related legal and mntracfual requiremenb.

Table {
Balance Sheet (in thousands)

Assets:

Total asseh - Maior Funds
Total assels - Oher Funds

Combinea total asseb

Liabilities:
Total liabililies - Major Funds
Total liabilities - Ofier Funds

Combined total liabilities

Fund Balances (As Restated):
Restricled

Unassigned

Combined total fund balances

Total liabilitiss and fund balances

201',|

$ 2,168

2,48

4,656

3,524
.1,911

5,435

1,903
(2,6821

(779)

I 4,656

2010

$ 3,322
2,272

5,594

3,838
1,727

5,565

1,780
(1,7511

29

_,_ $_ffel

Table 5
Chano6 in Fund Balancss (in thousands)

Revenues:
Total revenues - Major Funds
Total revenues - Other Funds

Combined total revenues

Expenditures:

Total expenditures - Major Funds
Total expenditures - Other Funds

Combined total expenditures

Ofier financing sources (uses):

Proceed from issuance of bonds
Transfer - ln

Transfer - Out

Combined oher financing sources (uses), net

Net changes in fund balance

Fund Balance - beginning, as restated

Fund Balanco - ending

2011

$ 12,493

2,654

15,147

12,671

3,2U

15,955

1,118
(1,118)

2010

$ 9,158

13,667

11,997

5,657

17,654

.1,850

(323)

1,850

(2,137)

2,166

t29

(808)

29



COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF MAUNABO

MANAGEMENT'S DTSCUSSTON AND ANALYS|S (CONTTNUED)

FOR THE FISCAL YEAR ENDED JU}IE 30, 201.I

GOVER}'IMENT FUNDS

The Municipality's Govemmental Funds information is useful in assessing the Municipality's financial requirements. At the end
of the liscal year any resource available tor spending should be measured by the unassigned fund balance. ln the cunent fiscal
year, the Municipality's Govemmental Funds reported an ending defcit of $779,228.

The Restricted Fund Balance is commitied lo cover balances show as follows:

o $1,322,668 is to pay Debt Service Fund
o $580,2214 is restricted for the other Govemmental purposes.

The Municipality's Govemmental Funds include the General Fund, which is the Maior Operation Fund of the Municipality and as
of June 30, 2011, it showed an unassigned deficit of $2,682,140. This deficit was caused by the excess of expenditures over
rcvenues during the past years.

General Fund Budgetary Highlights:

The Budgetary Comparison Schedule for budgeted and actual amounts from General Fund is presented in the Municipality's
Basic Financial Statement. These schedules show the original adopted budget, the final revised budget, actual resutis, and
variances between final and actual budgeted amounts for the General Fund. An original budget is presented by ttre Mayor and
approved by the Municipality's Legislative Body in an ordinary session, but it may be revised for various reasons and
circumstances, or due to unanticipated budgeted issues that arise during the normal course of lhe fscal year.

Economic Fac{or and Next Yea/s Budgets

The Municipality relies primarily on lntergovemmental Revenues as well as Federal Financial Assistance to cany out the
Govemmental Activities. Historically, lhese amounts have been predictable for every fiscal year, providing the Municiiality with
yearly increases. Federal Financial Assistance may vary if new grants are available, but revenue is also predictable.

Local, national and intemational economics factors may influence the Municipality's revenues, positively or negatively. positive
economic grow is conelated with increased revenues from property taxes, volume of business tax, charges for services, as well
as State and Federal Grants. ln a local economy, tre growth may be rnonitoed by a variety of indicators such as employment
growth, unemployment, new constructions, assessed valuation, and other revenues.

All these factors will be considered when preparing the budgel for the year ending on June 30, 2011, as well as the incrcases in
pmperty and volume of business lax rates that will be in effect for that fiscal year.

FINAL COMMENTS

On August 11, 20Jl he Municipality issued a Special Note in he amount of $2SS,000, for the payment of a debt with the
lntemal Revenue Service. This bond is payable with resources collected through the Municipal Redemption Fund.

10



COTTONTVEALTH OF PUERTO RICO

MUiIICIPA|.IrYOF IIAUMBO

MAi'IAGEMEilTS DtSCUSStOil AND AMLYSIS (Coi{TFUED)

FOR THE FISCAT YEAR ENDED JUNE 3}, 2(lI1

CONTACTTNG THE MUT{ICIPAUTY'S OFFICE OF FI}IA}{AChL MAT{AGEI{EI{T

This report is designed to provide a general overview of the Municipalit/s finances and lo demonstate the accountability for tre
money it rcceives. lf you have any questions about his repd or need additbnal informatinn, contact he Munbipality's Finances
Deparfrent at (787) 861-0825.

11



COiIIOI{WEALTH OF PUENTO RICO

MUIICIPALITY OF iIAUIIABO

STATE ENT OF IIEI ASSETS

Junc 30,20ll

Govemmqrtsl

Ac{viti€.
ASSETS:

Cash

Cash wih Fiscal Agent

Receivables (net):

Propsty Ta(

Sdes Ta(

lntergovemmental

Federd Granh

Others

Red Estate Hdd for Sale

Capild Assels:

Land, Wo.k o, Arts, and Construclion in Progress

Other Cadtal Assels, Net of oepreciation

Totd Capitd Assets

TOTAL ASSETS

LIABILTIIES:

Bank Overdraft

Accounts Payable and Accrued Expeoses

Acdued lnterest

Due to Govemrn€ntal Units

0epo6ils ad Retainages

D€fercd Revenue:

Vdu[E of Business Fax

Federal Grants

LoflgT€fln Liatilities:

Due within One Year

Due in More thar One Year

TOTAL LIABILTES

IET ASSETS

lnvesled in Capilal Assets, Net of Related oebt

Resticled for:

Debl Service

Others Purposes

Unresticled

TOTAL IET ASSETS

71,242

1,712,14$

?2sfr
63,037

241,W
762,651

15,941

2,888,689

370,584

13,863,263

12,817,48

26,680.751

29,9,O,1I24

n6,764

1,581,'t73

327,439

u.,914
'163,578

1't6,508

795,066

1,N,325

13,447,2fi

'tE,i89,0t7

16,887,751

1ln,W
1,114,039

(7,573,451)

$ 1i,751,007

S€e accompanying Notes to Basic Financial Statements.
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FunctiomrPrograms

CO I{ONWEALTH OF PUERTO RICO

MUNICIPALTY OF IiAUi{ABO

STATE ET{T OF ACTMTIES

FOR THE FISCAL YEAR ENDED JUNE 30, 2(}1I

Erpenses

Charges

for Services

operating C.pital

Grant! and GEntr and iht (Erponse)

Contribuiions ConiribulioB Rsvenue

Gov8nm€ntal Acilvities:

Mayor and Municipal Legislature

Geneml Govemrnent

Public Safety

Public Works

Culfure and Recreation

Health and Sanitation

Human Services and Welfae

Urban Developrnent

Education

lnterest on Long-Term Debt

Total Govemnrental Activities

292,07s $

3,931,800

571,994

3,160,831

864,889

2,394,013

1,321,4U

2,196,60s

993,767

194,798

758,266

49,s08

855,359

65'1,569

488,350

811,973

n0,87

'l,722,777

l.292,075]'

(3,931,800)

(s22,4861

(3,160,831)

(644,302)

(780,388)

(669,835)

14,522

(181,794)

l--11"'?:11!- l--]I199- l--1!!!I9-

General Rewnues:

Taxes:

Pmperly, levied for General Purposes

Property, levied lor oebt Services

Volume of Business

Sales, levied for Sp€cial Purposes

Sales, levied fu Debt Services

lntergovemmental

Rent

Liceflces and Permits

Miscellaneous

Total General Revenues

CHANGE IN NET ASSETS

Net Assets - Beginning of Year - Restated

NET ASSETS. END OF YEAR

I r,943,354

(194,798)

(10,363,787)

u2,216
352,358

230,654

422,252

348,160

5,711,72',1

62,072

1,150,948

485,746

9,606,127

r57,660)
12,508,667

t 1r,751,fi'7

See accompanying Notes to Basic Financial Staternents.
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COMI'ONIT'EALTH OF PUERTO RICO

uuifl ctPALrY oF itAut{A8o

BALANCE SHEET . GOVERNITEIITAL FU}IDS

Juns 30,2011

G€neral

Fund

Debt

S€IYic€

Fund

t[unicipal

Hospihl

Fund

Cormunity Oh€r Total

Developmnt Govemme hl GovemrEntal
ElockcrantFun& Fun& Fund3

ASSEIS:

Cash

Cash wih Fiscal &e0t
Receivables:

Property Tax

Sales Tax

lntergovernmentd

Federal Grants

Due from Other Funds

Others

TotalAssets

LIABIL]TIES AND FUilD BAI.AI{CES:

Liabililies:

Eank Overdrafl

Accounb Payable and A61ued Apense Liabililies

Bonds and Notes Payable

Accrued lntaest

Due to Govemmental Units

Due to Oher Funds

Deposib and Retainages

Dele(ed Revenue:

Volume of Business Tax

Federal Granls

Property Taxes

Total Liabilities

Fund Ealances:

Resfided

Unassigned

Total Fund Balances

TOTAL LNAL.]TES AI{D FUI{D BAI.AiICES

3,789

17,475

15,941

$ 37,205

1,596,883

4,851

26,645

71,242 $ -$
111,471

36.392

61,939

531,69S

1,746,101

71,242

1,712,146

22326

63,037

241,U6

762,651

1,767,371

15,941

179,407

230,952

2't,270

1,62E,379 179,407 I 323,461 $ 2,{87,505 4,656,060

209,123 $
w,492

zn.iu
1,309,044

116,508

17.475

210,000

95,711

6,127 $

140,385

u,895

-$
n2,7U

111,442

't7,113

22.175

61,514

217,fiz
167,0m

2 ,7n

3'r3.990

146,465

n2.891

276,764

't,371,173

377,0@

327,439

u2,914
1,767,371

163,578

't16,508

795,066

17,475

2,715,556

3,789

12,ffi2.140)

(2,678,351)

305,711 179.407

1,322,668

323.@ 1,9't1.150 5,435,288

576,455 1,902,912

(2,@2,140!

1.779,228)1,322,668 576,455

I 37,20s t r,628,379 179,107 | 323,164 t 2,187,60s 4,656,060

S€e acmmpanying Noles to Easic Financjal Strtemenb.
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CO UO}IWE,ALTH OF PUERTO RICO

UUiIICIPAI.ITY OF AUiIABO

STAIE E}{I OF REVENUES, EXPENDITURES, AIiD CHAIIGES II{ FUND BAI..AIICE . GOVERT{IEI{IAL FU'{DS

FOR ]I{E FISCAT YEAR Ei{OED JUIIE 30, AIl

General

Fund

Total

Govemltlrntal

Funda

Deh uniciprl

S€rvice 8olpitrl
Fud Fund

Community Otller

Der/slopopd Goyemmallbl

Block Grallt Fund! Fundt

REVEI{UES

Property Taxes

Sales Tax

VolurYE of Business Tarcs

Federal Assbtaoces

lnteeo\€mmental

ChaEes for SeNbes

LiceNes and Permils

Rent

Miscellaneous

Total Revenues

EXPEilOMJRES

Curent:

lrayor and Municipal Legblature

General Govemmeol

Public Safety

Public Wo*s

Culturc and Rec{Ertixl

Health and Sanitatbn

Hurnan Seryices and WelfaG

Urban Developmenl

EducaUon

Debt Seryire:

Pdncipal

lnlercst and other Charges

Total Expenditures

Exces6 (defciencr) of revenues over (under)

expendilures

orrER FnAlrcrr{G souRcEs (usEs)

Transfers - ln

TransleE - Out

TotalOtEr Financing Sources a0d Uses

Net Chanqe in Fund Eahnces

821,711

230,654

5,711.721

1,150,948

62,072

477,739

352,358 t
318,160

700.518 1,61 1,882

I 1,12,099

770,112

230,654

3,588,184

6,923,660

758,265

1,150,918

62,072

8,007 ,185,716

2,653,989 'ts,147,011

$

42,,252

1,865,407

358,323

1,7n,m
853,616

758,266

8,457,875 1,722.,m

132,N7

3,886,829

112,793

2,lfi,455
568,735

598,066

536,175

171,506

1,725,235

132,W7

3,921,009

4g9,240

2,738,465

808,219

2,323,N1

1,252,ffi
2,567,189

993,767

377,000

342,355

15.955,278

{8m,237)

- 34,180

- 3li6,rl17

- 239,511

_ 716,131

1 ,795,720 rn ,469
- 822,261

167,000

117.557

8,744,966 404,798 1,725,235 1795,7m 3,284,559

210,000

191,798

(287.091)

159,586

(799,868)

(640,282)

'927,373)

(1,750,978)

5 (2,678,35r)

(113,3s3)

113,353

295,720 (72,943) (630,570)

295,720

1,026,918

232,5N 612,319 1,117,817

{159,586) (158,363) 
11,117 .817ll

113,353 72,943 153,986

(176,584) (808,237)

753,039 23.009

l$5r6,4fr1|rn,ml
f unO aaance - eeginnirp as Reslaled \\il
Fund Bllancet. Ending tr\\

,d
s 'r,322,66E

See ac.ompanying Noles lo B6ac Financial Statements.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF ftIAUNABO

RECOT{CILIATION OF THE BALANCE SHEET- GOVERNI'ENTAL FUNDS TO STATEMENT OF NET ASSETS

FOR THE FISCAL YEAR ENDED JUNE 30,2OI1

Toial Fund Balances - Govemmental Funds

Amounts reported for Govemmental Activities in the Statement of Net Asseb are different because:

Capital Assets used in govemmental activities are 0ot financial resources and therefore ae
not reported in he funds. ln the cunent period, these amounts are:

Non Depreciable Capital Assets............. $ 13,S63,263- Depreciable Capital Assets.................,,....... j2,gO2,U6

lnfrastructure Asseb 8,238,091
Accumulated Depreciation .................... {8.323.449)

Total Capital Assets

Real Estate Held for Sale is not a cunent financial resource and
Therefore, is not reported in the funds.

The Municipal Revenue Collection Cenler revenues will be collected
Year end, but are not available soon enough to pay for the cunent period's
Expenditure and therefore, are defened in the funds............

Notes Payable are reported in the funds when principal payments are
due, but are reported in the govemmental activities when debt is incuned......................

Some liabilities are not due and payable in the cunent period and therefore are not reported
in the funds. Those liabilities consist of:

General Bonds and Notes Payable........ 7,740,000
Compensated Absences....................,.. 1,543,381
Property Tax Debt- Law 42.................... j,251,251

_ S€ction 108 Guaranteed Loan ....................... 2,833,000
LIMS Repayment Plan.......................... 5,043
CRIM Settlement... 33,762
State Department of Labor- debt a9reement.......................... 34,592
StateRetirementSystemAdministration-debtagreement..... 1.262.546

Total Long-Term liabilities.....................

Total Net Assets of Governmental Activities

$ (779,228)

26,680,751

370,584

17,475

167,000

(14.705.575)

sl1Jr!.002

See accompanying Notes to Basic Financial Statements.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO

RECONCILIATION OF STATEMENT OF REVENUES, EXPENDITURES AT{D CHANGES It{ FUND BAI.AI{CES TO
STATEI'ENT OF ACTIVITIES

FOR THE FISCAL YEAR ENDED JUNE 30, 2O1 I

t{et Change in Fund Balances - Total Govemmental Funds

Amounts reported for Govemmental Activities in the Statement of Aclivitjes
are different because:

Govemmental funds report capital outlays as expendifures. However, in the Statemenl of
Activities the cost of those assets is allocated over their estimated useful lives and reported

- as depreciation expense. ln the cunenl period, these arnounts are:

t (808,a7)

(979,480)

370,584

17,475

167,000

Urban Development and Capital Outay $
Depreciation Expense................. (979.480)

Excess of Capital Outlay over Depreciation Expense.......................

Govemmental Funds repods capital outlay of real property held for sale as expendifure.
However, in the Statement of Activities, the cosl of those asseb is capitalized

Revenues in the Statement of Activities that not provide cunent financial resources are nol
Reported as revenues in tp funds.......

Repayment of cunent portion of Notes Payables are reported as expendilures
ln he funds, but the repayments reduces long-term liabilities in tfre
Statement of Net Asseb

Repayment of debt proceeds principal is expenditure in the govemmental funds, but the repayment
reduces Long,-Term Liabilities in the Statement of Net Asseb. ln the cunent year the
repaymenls were. .

Some expenses reported in the Statement of Activities do not require he use of cunent
financial resources and lherefore are not reported as expendifuEs in govemmental funds.
These activities consist of:

210,000

Decrease in Compensated Absences... 39,097
Decrease in Property Tax Debt - Law 42 . 27,372
Decrease in LIMS Repayment P|an..................................:... 9,652
Decrease in State Department of Labor- Debt Agreement....................... 65,176
Decrease in Retirement System Administralion - Debt Agreement......... 123.701

TotalAdditional Expenditures .......... 264.998

Change in Net Assets of Govemmental Ac{ivities t__flI2.000)

See accompanying Notes to Basic Financial Statements.
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COMMONV{EALTH OF PUERTO RICO
MUNICIPALIW OF MAUMBO

NOTE TO THE BASIC FINANCIAL STATEMENTS

FOR THE FISCAL YEAR ENDED JUNE 30, 20,11

}IOTE 1 - SUUIIARY OF SIGNIFICANT ACCOUNTING POLICIES

The Municipality of Maunabo, Puerto Rico (Municipality) was founded in the year 1799, and operales as a local govemmental
unit of the Commonwealth of Puerto Rico, under the Law Number 81 of August 30, 1991, known as 'Aulonomy Municipalities
Law of the Commonweafth of Puerto Rico". The govemmental system of the Municipality is composed of the executive and
legislative bodies. The Mayor is the Chief Executive Officer and is elected every four yeans in the general eleclions of the
Commonwealth ol Puerto Rim. The legislative body consists of 12 Legislatoc also elected in the general elections of Puerto
Rico for a four-year period. The General Justice Courl System of the Commonwealh, which ha jurisdiction over the
Municipality, exercises the judiciary power.

The Municipality assumes responsibility for providing services to its citizens related to public housing, wetfare, public safety,
health, sanitation, education, culture, recreation, urban and economic development, and many other general and administrative
duties.

The accounting policies of the Municipality conform to accounting principles generally accepted in the United States of America
as applicable to govemmental units. the following is a summary of the more signifcant policies.

The accompanying basic financial statements of the Municipality have been prepared in conformity with accounting principhs
generally accepted in the United States of America (GAAP) as prescribed by the Govemmental Accounting Standards Board
(GASB). The GASB is the standard-setting body for govemmenlal accounting and financial reporling. The GASB periodically
updates ib codification of tn existing Govemrnenlal Accounling and Financial Reporting Standads which, along with
subsequent GASB pronouncements (Statemenb and lnterpretations) constitutes GMP for govemmental unib.

ln June 1999, GASB issued Statement No. 34, Basic Financial Statements - and Managemenf's Drbcussion and Analysis - for
State and Locd Govemments (GASB No. 3r4). lttis statement established new fnancial reporting requirements for itate and
local govemments. 0n July 1, 2002, the Municipality adopted the provisions of GASB No. 34 as well as other statements
refened to below.

The accompanying basic financial statemenb present the fnancial position and the results of operations of tre Municipality and
its various funds and fund types. The basic linancial statements are presented as of June 30, 201 1, and for tre fiscal year then
ended. The more significant of these accounting policies are described below and, where appropriate, subsequent
pronouncemenb will be referenced.

According to the financial reporting model established by GASB No. 34, the minimum required financial statement presentation
applicable to the Municipality is composed of the following elemenls: (l) govemmenfwide financial statemenb (GWFS), (2)
govemmental fund financial statements (GFFS), (3) notes to basic financial statements, and (4) required supplementary
information (RSl).

The required supplementary information, which consisb of a management discussion and analysis (MD&A), is information
presented along with, but separate kom, the Municipality's basic financial statemenb. The MD&A is a nanative report that
introduces the accompanying basic finarpial statemenls and provides an analytical overview of the Municipality's financial
activities for the year ended June 30, 2011, based on the Municipality's knowledge of the transaclions, events and conditions
refected in the basic financial stateme0b. The MD&A also highlights certain key fiscal plicies that control the Municipality's
operations.
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COMMONWEALTH OF PUERTO RICO
MUIIICIPALIW OF MAUNABO

NoTES TO THE BASiC FrNAr{CtAL STATEMENTS (C0NTtNUED)

FOR THE FISCAL YEAR ENDEO JUI{E 30,2011

NOTE 1 - SUMUARY OF SIGNIFICAI{T ACCOUI'ITING POLICIES (CO}ITINUED)

As previously mentioned, on July '1, 2002, oiher staternents aId interprctations were also adopled in mnjunclion and
simultaneously witt GASB No. 34. Those statements and interpretations are: (1) GASB Statement No.33 - Accounting and
Financial Repofting for Nonexchange Transactions, (2) GASB Statement No. 37 - Basic Financial Statemenb - and
Management's Discussion and Analysis - for State and L*al Govemments: Omnrbus, (3) GASB Statement No. 38 - Cerfai,h
Financial Statement Note Dtlsc/osures and (4) GASB lnterpretation No. 6 - Recognrton and Measurement of Ceilain Liabilities
md Expenditures in Govemmental Fund Financial Statements.

GASB No. 34 also required lhat the accounting for all govemmental activities reported in the GWFS be based on applicable
pronouncements issued by the Financial Accounting Standards Boad (FASB) and its predecessor bodies, such as the
Accounting Principles Board (APB), issued on or before November 30, 1989, provided those pronouncemenb do not conflict
with or conhadict GASB pronouncements. Accordingly, in conjunction and simultaneously with the adoption of GASB No. 34,
the Municipality also adopted the following pronouncements: (1) APB Opinion No. 20 - Accounting Chmges, (21ApB Opinion
No. 2l - /nterest on R*eivables and Payables, (3) FASB Statement No. 5 - Accourr,h g for Contingencbs and (4) FASB
Statement No. 16 - Pnbr Peiod Adjusbnents. The Municipality has elected to not apply all statements and interpretations
issued by FASB after November 30, 1989.

ln the cunent year, he Municipality adopted the provisions of GASB Statement No. 54, Fund Balmce Repofing and
Govemmental Fund Type Defnitions (GASB No. 54), which modifred the interpretations of certain terms within the definition of
the special revenue funds and the types of activities the Municipality may choose to reprl in ttrose funds. GASB No. 54 also
clarffied the capital prcjects fund type definition for befter alignment with tlre needs of preparers and users. Definitions of other
govemmental fund types urere also modified for clarity and mnsistency.

A, Financial Reporting Entity

The accompanying basic financial statements include all departments and organizations unib whose funds are under the
custody and conrol of the Municipality. ln evaluating the Municipality as a reporting entity, management has addressed all the
potential component units. The decision to include a potential component unit in lhe reporting entity was made by applying the
provisions of GASBS No. 14.

The basb criteria for including a potential component unit within the reporting entity is if potential component units are financially
accountable and other oqanizations for which ttre nature and significance of their elationship with tE entity are such that
exclusion would cause the Municipality's flnancial slatements to be misleading or incomplete. The GASB has set forth criteria to
be considered in determining financial accountability. These criteria include appointing a voting majodty of an oryanization's
goveming body and (1) ability of the Municipality to impose its will on that organization or (2) the potential for the organizalion lo
provide specifc financial benefits to, or impose specific financial burdens on the Municipality.

The relative imporbnce of each criteion must be evaluated in light of specifc circumstances in order to detemine which
mmponenb unib are to be included as part of the reporting entity. Our specifc evaluatjons of the criteria applicable to the
Municipality indicate no organizations meet the criteria to be included as component unib. Accodingly, ttrese basic financial
statements present only the Municipality as the reporting entity.

These financial statemenb present the respective financial position of te govemmental activities, each malor fund, and the
aggregate remaining fund information of the Municipality, as of June 30, 2011, and he respective changes in financial position,
where applicable, tereof for te fscal year then ended.
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COI'MONWEALTH OF PUERTO RICO

MUNICIPALIW OF MAUI{ABO

NoTES TO THE BAS|C FTNANCTAL STATEI{ENTS (COi{T|NUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

NoTE 1 - SUMMARY 0F S|GNTFTCAT{T ACCoUNTTNG PoLTCtES (COilTtNUED)

B. Measurement Focus and Basis of Accounting

Govemment-Wide Financial Slatements

The govemmenlwide financial statemenb (the Statement of Net Assets and the Statement of Activities) are reported using the
economic Esources measurement focus and the accrual basis o{ accounting. Revenue is recorded when eamed and expenses
are recorded when a liability is incuned, regardless of the timing of related cash flows. Grant and similar items are recognized
as revenue as soon as all eligibility requirements have been mel.

Govemmental Fund Financial Statements

The govemmental fund financial statements are reported using the curent financial resources measurement focus and the
modified accrual basis of accounting. Revenues are recorded when susceptible to accrual; as soon as it is both measurable and
available. 'Available' means colleclible within the cunent period or soon enough thereafter, normally wihin sixty (60) days, to be
used to pay liabilities of the cunent period. Expendilures are generally recognized when the related liability is incuned.

The exception to tttis general rule is the principal and intelest on general obligation long{erm debt and compensated absences,
if any, are recognized when due.

ln applying he 'susceptible to accrual' concept to intergovemmental revenues (federal granb) pursuant to GASBS No- 33,
Accounting md Financid Repofting for Nonexchmge Iransactrbns (the Municipality may et as either provider or recipient), the
provider should recognize liabilities and expenses and the recipient should recognize receivables and revenue when tlre
applicable eligibility requirements including time requiremenb, are mel. Resources transmitted before tre eligibility requiremenb
are met should, under most circumstances, be reported as advances by the provider and defened revenue by the rccipient.

There are essentially t',to types of revenue. For some granb, funds must be expended by ttle Municipality on the specific
purpose or poject before any amounts will be reimbursed. Revenue is, therefore, recognized as expenditures are incuned to
the extent available. For the other revenue, moneys are virtually unrestricted and are generally nrrocable only for failure to
comply with prescribed mmpliance rEuirements. These resources are reflected as revenue at the time of receipt or earlier if
the susceptible to accrual criteria is met.

Expendifures are generally recorded when a liability is incuned, as under accrual accounting. lr4odifcations to the accrual basis
of accounting include the following:

r.. Employee's vested annual vacation and sick leave is recorded as expenditure when utilized. The amount of accumulated
annual vacalion and sick leave unpaid at June 30, 2011, has been reported only in the govemment-wide financial
statements.

C. FinancialStatementPresentation

The b6ic financial statements include both govemment-wide (based on the Municipality as a whole) and fund financial
staterEnts. While the previous financial reporting model emphasized fund types (the total of all funds of a particular type), in the
new financial model the focus is on either the Municipality as a whole, or major individual funds (witrin the basic fnancial
statements). Both the govemmenlwide and fund fnancial statements (within the basic linancial statements) categorize primary
activities as either govemmental or business type.
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COMMONYI'EALTH OF PUERTO RICO

MUNICIPALITY OF MAUNABO

NOTES TO THE BASTC FtNANCIAL STATEMENTS (CONTTNUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

NoTE 1 - SUMT ARY 0F StGNtF|CANT ACCoUNTTNG pOLtCtES (CONTTNUED)

C. Financial Statement Presentation (Continued)

Government Wide Financial Statements

The govemment-wide fnancial statemenb (lhe Statement of Net Assets and the Statement of Activities) report information of all
the activities of the Municipality. For mosl part, the efiect of interfund activity has been removed from these govemmenfwide
financial statements. Govemmental activities, which normally are supported by taxes and intergovemmental revenues, arB
reported separately fiom business-type activities, which rely to a significant extent on fees and charges for support.

The focus of the Statement of Net Asseb is designed to be similar to bottom line resulb for fn Municipality and ib
govemmental activities. This statement, for the first time, combines and consolidates govemmental fund's cuneni financial
resources (short{erm expendable resources) with capital assets and long{erm obligations.

The Statement of Net Asseb presenb the repolting entities' assets and liabilities, with the difference reported as net assets. Net
asseb are reported in three catqories:

'!' lnvested in Caoital Assets. Net of Related Debt - These consists of capital assets, net of accumulated depreciation and
amottizalion, and reduced by outstaMing balances for bonds, noles, and other debt that are attributed to the acquisition,
construction, or improvement of those assets.

* Restricted Net Assets - These results when constraints are placed on net asseb use, which can be eittpr extemally
imposed by crcditors, grantors, contibutors, and the like, or imposed by law through constitutional provisions or enabling
legislation.

* Unrestdcted Net Assets - These consists of net assets which do not meet he definition of the two preceding categories.
Unrestricled net asseb often are designated, to indicate that management does not consider them to be available for
general operations. Unrestricted net assets ofren have mnstraints on rcsources that are imposed by management, but can
be removed or modified.

When both restricted and unrestricted resources are available for use, genenlly it is the Municipality's policy to use restricted
resources frst, then lhe unreskicted resources as they are needed.

The Statement of Activities is focused on both the gross and net costs per functional category. The statement reduces gross
expenses (including depreciation) by related program revenues, operating and capitalgranb. This is intended to summarize and
simplify the use/s analysis of cost of various govemmenlal services.

Govemmental Fund Financial Statements

The fund fnancial statemenb (the Balance Sheet and the Statement of Revenues, Expenditures, and Changes in Fund
Balances) are, in substance, very similar to the fnancial statements presented in the previous financial repo-rting model.
Emphasis hee is on the maior funds in the govemmental category. Non-majorfunds are summarized into a single column.
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF ['IAUNABO

NOTES TO THE BASTC FtNANC|AL STATEMENTS (CONTTNUED)

FOR THE FISCAL YEAR ENDED JUNE 30,2011

NOTE I - SUlrlilARY 0F S|GNlFlCAitT ACCOUiITING POLICIES (C0ilTINUED)

C. Financial Statement Presentation (Continued)

Traditional uses of govemmental financial slatements will fnd the Fund Financial Statements presentation more familiar. The
focus is on Major Funds, rather than lhe previous financial model's fund types. The Govemmental Major Fund Statements are
presented on cunent fnancial resources and modified accrual basis of accounting.

This is the manner in which these funds are normally budgeted. This presentation deemed most apprcpriate to (a) demonstate
legal and mvenant compliance, (b) demonstrate lhe source and use of liquid resources, and (c) demonstrate how the
Municipalit/s actualexperience confoms to the budgeted fiscal plan.

Since the govemmenlal fund statements are presenled in a different measurement focus and basis of accounting han the
govemment-wide statemenb, reconciliation is presented and a separate explanation for each difierences.

The Municipality reports its financial position (Balance Sheet) and resulb of operations (Statement of Revenues, Expenditures
and Changes in Fund Balance) in funds, which are considered separate accounting entities. The operdions of each fund arc
accounted for wihin a set of self-balancing accounts. Fund acmunting segrcgates funds according to thek intended purpose
and is used to aad managernent in demonstrating compliance with legal, financial, and confactual provisions.

The new model as defned in GASBS No. 34 established crileria (percentage of the aaseb, liabilities, rerrenues, or
expenditurcs/expenses of either fund category in the govemmental fund) for tre determination of major funds. The non-major
funds arc combined in a single column in the fund financial statements. The Municipality reports tn following major funds:

General Fund - This is the general operating fund of the Municipality. lt is used to account for all financial resources,
except lhose required to be accounted for in another fund.

Debt Service Fund - This is the fund used to account for the accumulation of resources for and he payment ol
general long{erm debt principal, interest, and related cosb.

Municipal Hospital Fund - This is he fund used to accounl for all the transactions of the Municipality's hospital. The
primarily objectives of these fund is to provide to the community medical services such as emergency doctors and
others.

Communitv Develooment Block Grants Funds - is used to accounl for revenues derived hom he Departrnent of
Housing and Urban Development granb, related to Community Development Block Grants. During the cunent fiscal
year the CDBG funds included in this major fund are CDBG State, Neighborhood Stabilization Program (NSP) and
Disaster Recovery.

GASBS No. 34 eliminates the presentation of Account Groups, but provides for these records to be maintained and incorporates
the information into lhe Govemmental column in the Govemmentwide Statement of Net Assets.
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D. Financial Reporting Presentation

The Municipality adopted the provisions of GASB Statement No. 54, Fund Balance Reponing and Govemmental Fund TWe
Dellnifibns (GASB No. 54), which modified the interpretatons of certain terms within the definition of the special revenue funds
and the types of activities the Municipality may choose to report in those funds. GASB No. 54 also clarified lhe capital proiecb
fund type definition for better alignment with the ne€ds of preparers and users. Fund types are as follorrs:

General Fund - is the Municipality main operating fund used to account for and report all financial and reported resources
and govemmental activities, except for those required to be acmunted for in another fund. lt is presumed that tre
Municipality's govemmental activities have been reported in the general fund except for transactions for which one of the
following compelling reasons has required the use of another fund: ('l) legal requirements, (2) USGMP requiremenb or (3)
the demands of sound financial administration rEuiring the use of a govemmental fund other than the genenal fund. its
revenues consist mainly of taxes, licenses and permits, intergovemmental, charges for services and other.

Special Revenue Fund - is a govemmental fund used to account for and report he proceeds of specifc revenue sources
that are legally restricted, committed or assigned to expenditure for specifed purposes other than debt service or capital
proiecb. Resources restdcted or committed to expenditure for purposes normally financed from the general fund are
generally accounted for in the general fund provided that all applicable legal requiremenb can be approprialely satisfed
and the use of special revenue funds is not required unless they are legally mandated.

Debt Service Fund - is a govemmental fund used to acmunt for and report for the mcumulation of financial resources hat
are restlicted for, and the payment of, principal and interest for: (1) bonds payable for which debt service payments are
legally mandated to be accounted for in a debt service fund and (2) certain special longlem obligations for which tre
Municipality is being accumulating financial resources in advance to pay principal and intercst paymenb mafuring in fufure
years.

Capital Proiects Fund - is a govemmental fund used to account for and report finarrcial rcsources that are restricted,
commitled or assigned to expenditure for capital outlays, including ttre acquisition or construction of major capital facilities,
including hose ouflays financed by the general obligation bond proceeds (other than those financed by proprietary funds or
in trust funds for individuals, private organizations, or other govemments). The use of the capital projecls funds has been
limited to only for major capital acquisitions, construction or improvement aclivities that would distorl financial resources
trend data if not reported separately from the other Municipality's operating activities. The rouline purchases of minor
capitalizable assets (such as fumiture, office equipment, vehicles and other minor capital asseb or improvemenb) have
been reported in the govemmentalfund from which financial resources were used for tre payment.

E. Fund Balanc*

ln the cunent year, he Municipality adopted the provisions of GASB Statement No. 54, Fund Batmce Repoiling and
Govemmentd Fund Type Detinitions (GASB 54). The fund balances are reported in five categories: 'l) Nonspendable, 2)
Restricted, 3) Committed, 4) Assigned and 5) Unassigned.

* Nonspendable - Amounts that cannot be spent because bey are: a) not in spendable form or b) legally or contractually
required to be maintained intact. Due to the nature or form of the resources, they generally cannoi be expected to be
converled into cash or a spendable form.
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E. Fund Balances (Continued)

a ResEicted - Amounb are restricted by extemal parties (creditors, grantors, contributors or laM regulations) of oher
govemments or reslricted by law through constifutional provisions or enabling legislation.

* Committed - Amounb hat can only be used for a specific purpose pursuant to constrainb imposed by formal action
(ordinances or resolutions) of fte Municipality's highest level of decision making auho@ (Municipal Legislature). The
formal action must occur prior to the end of he reporting period, however, the amount may be debrmined in the
subsequent period. These are self-imposed limitations on available resources. These committed amounb cannot be used
for any other purpose unless the govemment removes or changes the specified use by taking the same level of ation it
employed to previously commit those amounb. These committed amounts would be appmved and adopted by formal
action of the Municipal Legislature.

'!. Assiqned - Amounts that ate conslrained by he Municipality's intent to be used for specifrc purposes hat are neitrer
restricted nor mmmitted. The intent will be expressed by the Municipal Legislature, the Mayor or by an official to which the
Municipal Legislature delegates aufiority in conformity with he Autonomous Municipalities Law of Puerto Rioo.

'3 Unassiqned - Represent the residual classifcation for the Muoicipality's General Fund. Therefore, in oder to calculate
unassigned fund balance, total fund balance less nonspendable, resfiicted, commited and assigned equals unassigned
fund balance. The resulting amount will be available for any puryose.

At June 30, 201 1, the accompanying fund financial statements reported fund balances as resficbd and unasigned.

F. Budgetary Data

The Municipality annually adopts the Budget Resolution for all op€rating funds of the Municipality except for certain rcsgicted
accounts of Proprietary Funds and Special Revenue Funds. Budgetary control is legally maintained at the fund level. The
budget is preparcd using the modified accrual basis of accounling with encumbrance irrcluded as budgetary basis expenditures.
The Municipality's Budget Resolution provides kansfer auhority (1) to the Mayor and he Management and Budget Director,
within and betrfleen departments and funds, as long as the total budget of the Municipality (net ot interfund trans{eF) is not
increased; (2) to he Management and Budget Director to implement grant budgets as the grant applications are accepted by
the Municipality; and (3) to the Management and Budgel Director to amerd (reappropriate) each new yea/s budget, to ttre
extent of outstanding encumbrances, and/or unexpended projecugrant appropriations at year end. Municipality's [egislature
action is required for (1) use of fte budgeted Legislature mntingency, and (2) the appmval of supplemental appmpriations.
During the year, several supplemental appropriations were necessary.

The budget columns (original and final budgets) of the Budgetary Comparison - General Fund refect the original budget and
the amended budget (which have been adjusted for legally au$orized revisions of the annual budgeb during tre year).
Appropriations, except remaining p@ect appropriations, encumbrances, and unexpended grznt appmpriations, tapse a me enO
of each fiscal year.

Amendments to the budget, including transfers, require the approval of the Municipal Legislature. Unerrcumbered appropdatjons
lapse at the end of he next fiscal year. The Municipality follows these procedures, in accodance wih law, in order to establish
tn budgetary data reflected in the basic financial slatemenb:
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Budgetary Data (Continued)

Prior of May 31 of each fiscal year, the Mayor submits to he Municipal Legislature a prcposed budget for the fiscal year
commencing the following July 1 in addition of a budget message;

The budget document is available for public inspection prior to its approval by he Municipal Legislatue;

The Commissioner of Municipal Affain examines the budget to veriry if it complied wih the la#s standards and sends it to
the Mayor for any comments or recommendation before the limited date establishes by the Law;

Prior to June 13, the annual budget is legally enacted thmugh passage of the annual appropriation ordinance;

lf a budget is not adopted prior to the end of the end of the fiscal year, the annual budget for the preceding fiscal year, as
approved by the Municipal Legislafure and the Mayor, is automatically renewed for the ensuing fiscal year unfl a new
budget is apprcved. This permits the Municipality to contnue making payments for its operating and oher expenses until
the new budget is approved;

Subsequent to the enactrnent of the annual appropriation ordinance, the Municipal Legislature h6 he authority to make
necessary amendments made during the fiscal year and are reflected in the budget information included in the Budgetary
Comparison Schedule - General Fund;

Budgetary data for the Special Revenue Fund has not been presented in the accompanying basic finarrcial shtements as
such funds are budgeted over the life of the respective grant or poect and not on an annual basis.

Since the budgetary basis differs from accounting principles generally accepted in ttre United States of America (GMp), actual
amounb for the General Fund in the accompanying Budgetary Comparison Schedule, is presented on the budgetary'basis b
enhance comparability.

The principal differences between the budgetary and GMP bases are the following:

l. Encumbrances are rccorded as expenditures under the budgetary basis and as a reserve of fund balances under GAAp.

2. The nonexorerated portion of the property tax advances are presented as revenue in the budgetary basis and as other
financing sources under GMP.

3. lnterttnd transactions of the General and Special Revenue Funds are not included in the budgetary basis.

4. Certain rccrued liabilities and other debts are not included in the budgetary basis.

5. Certain revenues susceptible to accrual, i.e., both measurable and available, are not included in the budgetary data.

All encumbrance appropriations in the operating budget lapse at lhe end of the fiscal year. Property taxes collected during the
cunent year by the Municipal Revenue Collection Center (FiscalAgent) are presented as revenues in the accounting basis but
are nol considercd in the budgetary schedule.

The special funds of the Special Revenue Fund have not been included in the budgetary comparison because balances are not
budgeted. Also the budget preparcd for the Federal Finance Awards Programs included in the Major and Non Major Funds is
based on a program period which is not necessarily a year. Accordingly, ifs not practical to present an annual compadson of
budget for such programs.

2.

3.

1.

5.
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G. Cash, Cash Equivalent and lnvestment

The Director of Finance ol the Municipality is responsible for investing the available resources in cedificates of deposit and other
short{erm investrnents. lnvestrnents are made from the available combined funds of the Municipality and, accordingly, it is not
practical to disclose certificates of deposit and other short{erm investments individually by fund in the combined financial
statements. lnterest eamed on certificates of deposit and other short{erm investrnents are recognized as revenue in the
General Fund. Cash in the Special Revenue, Debt Service and Capital Project Funds are restricted; accordingly, resources
available were not used for pool invesfnents.

Under the laws and regulations of the Commonwealth, public funds deposited by the Municipality in commercial banks must be
fully collateralized br lhe amounts deposited in excess of the federal depository insurance generally provided by tre Federal
Deposit lnsurance Corporalion (FDIC). All securities pledged as collateral are held by agenb designated by the
Commonwealth's Secretary of the Treasury, but not in the Municipality's name.

Cash wittt fiscal agent represents prope0 tax collections retained by the Municipal Revenues Collection Center and
undisbursed proceeds of certain bonds, loans or grants which are maintained in a cash custodian account by te Govemmenl
Development Bank of he Commonwealth of Puerto Rim.

Cash balance recognized in the oebt Service Fund is restricted for te payment of the Municipality's obligations, and ofters are
resficted for specifc pro.lecb, such as the acquisition or construclion of permanent improvemenb. The sinking fund is
maintained by the Govemmental Development Bank of Puerto Rico, agency which acG as he insurer and payer of the
Municipanfs bonds and notes issued in accordance wilh law.

H, Receivables

Receivable are stated net of estimated allowances for uncollectible accounts, which are determined upon past collection
experience and curent economic conditions. Receivable from Federal Govemment represenb amounb owed to the
Municipality for reimbuGement of expenditures incured pursuant to federally funded prcgrams.

l, lnventories

The General, Special Revenue and Capital Project Funds, purchases offce and printing supplies, gasoline, oil and other
expendable supplies held for consumption- The cost of purchases is recorded as expenditure in the appropriate fund and the
inventory is not recoded in the basic financial statements.
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J. CapitalAssets

Pmperty, plant and equipment purchased or acquired is canied at historical cost or estimated historical cost. Contributed asseb
are recorded at fair markel value as of the date received. The Municipalit/s capitalization levels are $50 on peFonal property.
For imprcvemenb olher lhan buildings, the capital ouilay must be greater than $10,000, extend the estimated useful life for ten
years, and be greater than 100/o of the original mst of the asset. Olher costs incuned for repairs and maintenance is expensed
as irEuned.

Depreciation on all assets is provided on the straighl-line basis over the following estimated useful lives:

Capital Assets Years

Buildings and site improvements

lnfrastrucfure
Vehicles
Fumiture and fixtures

Machinery and equipment

K Long-TermObligations

The liabilities repolted in the govemment-wide financial statemenb included general and special obligation bonds and notes,
and other long-term liabilities, such as vacation, sick leave, litigation, long{erm liabilities to other govemmental entjties.

ln the fund financial statemenb, govemmental fund types recognize bond issuances cost, during the curent period. The face
amount of debt issued is reported as other financing sources, while bond issuance msls, whether or not withheld fiom the
actual debt poceeds received, are r€ported as expenditures.

L. CompensatedAbsences

The Municipality accrues accumulated unpaid vacation and sick leave and associated employeerelated costs when eamed (or
estimated to be eamed) by the employee. The Municipality's employees are granted 30 days of vacations and 18 days of shk
leave annually. Vacations may be accumulated up to a maximum of sixty (60) days and sick leave up to a maximum of ninety
(90) days. ln he event of employee resignation, the employee is paid for accumulated vacation days up to he maximum
allowed. Separation fom employmenl prior to use of all or part of the sick leave terminates all righb for mmpensation, except
for employees with ten years of service who are entitled lo sick leave pay up to the maximum allowed. The Municipality accrued
a liability for compensated absences, which meet he following criteria:

l. The Municipalitfs obligation relating to employee's rights to receive compensation for future absences is attributable to
employee's services already rendered.

2. The obligation relates to righb that vest or accumulate.

3. Payment of the compensation is probable.

4. The amounl can be reasonably estimated.

40
40
5
5
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L. Compensated Absences (Continued)

ln accordance with the above criteria and requircments as established by GASBS No. 16; tre Municipality has accrued a liability
for compensated absences, which has been eamed but not taken by Municipality's employees. For the govemment-widi
statements, the cunent portion is the amount estimated to be used in the following year. For the govemmental funds
statemenb, all of the compensated absences are mnsidercd long{erm and therefore, are not a fund liability and represents a
reconciling item between lhe fund level and govemmenlwide presentations.

The following is a summary of changes in the balance of Compensated Absences for the fiscal year ended June 30, 201i.

BALA}ICE
REIIRE ENTS
AilD CURRETT

JULY I. 2OI(, iIEW ISSUES ATUMTES

$__1182.428 L__19-0gz

CURREXT LONGTERI
PORTIOII PORTX'I{

t___lgl.846 s_L3621i5

BATAIICE
JUI{E 30. 2011

$___r-r8 381

M. lnsurance

The Municipality has insurance coverage for its public facilities, primarily to provide protection fiom catastrophic losses. Also,
principal officials of he Municipality are covercd under various surety bonds. The Secretary of the Treasury Oepartment of the
Commonweafth of Puerto Rico is the agenl commissioned to place all of the Municipality's insurance mverage. Conesponding
premiums payable are withheld by he Municipal Revenue Collection Cenler frcm quarterly advances of annuil property'tax and
subsidy send to the Municipality.

N. lnterfundTransactions

Interfund transactions are reflected as loans, reimbursements or transfers. Loans are reported as receivables and payables as
appropriate and are subject to elimination upon consolidation. Reimbursements occur when one fund incurs a cost, chirges the
appropriate benefiting fund and reduces its related cost as a rcimbursement. All other interfund transactions are trerted as
transfes. Transfes between govemmental or prcprietary funds are netted as part of the Bmnciliation to the govemment-wide
mlumnar pmentation. The Municipality has the following types of reciprocal and nonreciprocal interfurd activities:

* lnterfund loans - Represent amounts provided wih a requirement for repayment, which are recoded as 'due ftom, in fte
lender govemmental fund and 'due to" in the bonower govemmental fund. lnterfund receivables, which are not considered
cunently available financial resources, are reported as advances. For amounts not expected to be collected within a
reasonable peri:d, interfund receivables/payables are reduced to the estimated realizable value and the amount $at is not
expected to be repaid is reported as a transfer from the govemmental fund trat made the loan.

* I,nterfung fansfeF - Represent flows of assets (permanent reallocation of financial resources among govemmental
funds) without equivalent flolvs of assets in retum and without a requirement for repayment. Transfes are reported as ogrer
financing uses in lhe govemmental fund making transfers and as other financing sources in the govemmental fund
receiving tnansfers.

'l' lnterfund reimbursements - Represent repaymenb fiom the govemmental fund responsible for particular expendifurcs or
expenses to the govemmental fund that initially paid for them.
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O. Claims and Judgments

The estimated amount of the liability for claims and judgments, if any, which is due on demand, such as ftom adjudicated or
settled claims, is rccorded in he General Fund. The Long-Term Liabilities includes an amount estimated as a conlingent liability
or liabilities wih a fixed or expected due date, which will require future available fnancial resources for its payment.

P. Use of Estimates

The preparation of the basic fnancial statements in conformity with accounting principles generally accepted in ttre United
States of Amedca requim management to make estimates and assumptions hat affect the reported amounb of assets and
liabilities ard disclmum of contingent asseb and liabilities at the date of the basic financial statemenb and the reported
revenue and expenses during the reponing period. Actual result could differ from those estimates.

Q. Accounting for Pension Costs

For the purpose of applying the requiremenb of GASB StatemenlNo.2T, Acaunting for Penskms by State md Locat
Govemment Endoye$ (GASB No. 27), the state govemment of the Commonwealtr of Puerto Rim is considercd to be the
sponsor of the Employees' Retirement System of the Govemment of Puerto Rico and ib lnstrumentalilies (ERS) and System
2000, a multiemployer cost-sharing defined benefit pension plan and a hybrid defined contdbution plan, respectively , in which
the employees of the Municipality participate. The Municipality is considered a participant and not a sponsor, of ihese retirement
systems since the maiority of the patticipants in the aforementioned pension trust funds are employees of the Commonwealth of
Puerto Rico and the basic financial statements ol such retirement systems are part of the fnancial reporting entity of he
Commonwealth of Puerto Rim. Accordingly, no portion of he net pension obligation (NPO) related to ERS has been altocateU
to the Municipality in the accompanying basic financial slatemenb. The basic financial statemenb of tre Commonr,vealth of
Puerto Rico report the total amount of the net pension obligation of ERS, including any amount hat may conespond to the
Municipality.

The Municipality accounb for pension costs ftom the standpoint of a participant in a multipleemployer cost-shariflg plan.
Accordingly, pension cosls recognized in the accompanying basic financial statements are equal to the stafutorily required
contributions, wih a liability recorded for any unpaid required contributions.

R. Risk Financing

The Municipality canies commercial insurance to mver casualty, thefr, tort claims and other losses. lnsurance policies arc
negotiated by the Puelto Rico Treasury Department and cosb are allocated among all the Municipalities of puerto Rico.

Cost of insurance allocated to the Municipality and deducted from the gross property tax collections by the Municipal Revenue
Collection Center ('CR|M") for the year ended June 30, 2011 amounted to $141,731. The cunent insurance policies have not
been cancelled or terminated. The CRIM also deducted $128,390 for workers compensation insurance covering all municipal
employees.
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S. Future Adoption of Accounting Pronouncements

The GASB has issued he following accounting standads that have effective dates after June 30, 2011:

* GASB Statement No. 57 , OPEB Measurements by Agent Empbyers and Agent Multipl+Employer Plans. This Statement is
effective for periods beginning after June 30, 2012;

n GASB Statement No. 59, Financlal /nsttuments Onnibus. This statement is effective for periods beginning after June 30,
2011;

* GASB Statement No. 60, Accounthg and Finarnial Repofting for Seruice Concession Anangenents. This statement is
effective for periods beginning after December 31 , 2012;

a GASB Statement No. 61, Ihe Financial Reporting EnW: Omnibus- an anendmqt of GASB Statemenh l,lo. 14 and No.
34. This statement is effective for periods beginning after June 30, 2013;

* GASB Statement No. 62, Codification of Acwunting and Financial Reporting Guidance hntained in Pre- November 30,
1 989 FASB and AICPA Pronouncemenb . f his statement is effective for periods beginning after Decembe r 31 , 2012;

* GASB Statement No. 63, Financial Repo ing of Defened Outflor,rc of Resourceg Defeffed tntlows of Resources and Net
Posfibn. This statement is effective for periods beginning afrer December 31, 2012;

+ GASB Stalement No. 64, Derivative lnstrunents: Aflication of Hedge Acaunting Termination Proisions (at amendnent
of GISB Slalemenf No. 53). This statement is effective for pedods b€ginning after June 30, 2013;

The Aufnrity's management has concluded that ttre future adoption of lhese GASB Statemenb will not have a signifrcant
impac{ on the Autfrority's basic financial statements.

T. Real Estate Held for Sale

Real estate held for sale is a construction project, which consist of nine (9) apartmenb hat are for sale for qualified low and
very low income families. This proiect is subsidized by the federal funds Community Development Block Grant- Neighborhood
Stabilization Program. This real estate is carded at cost.

NOTE 2 - CASH AND CASH EQUIVALENTS

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

The Municipality adopted the provisions of GASB Statement N0.40 (GASB No. 40), Deposit an d tnvestmeil Risk D,Sc/osure, an
Amendment fo GASB Slatemen, No. 3. This statement requires that state and local govemments disclose essential risk
infomation about deposits and investnents. The disclosure requiremenb cover four main areas: (1) credit risk, (2) intecst rate
dsk, (3) custodial credit dsk, (4) foreign exchange exposure.
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NoTE 2 - CASH ANo CASH EQUwALENTS (CONTII{UED)

Credit risk - This is the risk that an issuer or other counterparty to an investrnent will not fulfill its obligations. ln compliance
with the laws and regulatbns of the Commonwealth, he Municipality has adopted, as it's custodial and credit risk policy,
the Slatement of lnvestment Guidelinx for the Govemment of tl:p Commonwealh of Puefto Rrco. Accordingly the
Municipality invests only in obligations of the Commonwealth, obligations of the United States of America, certificates of
deposits, commercial paper, bankers' acceptances, or in pools of obligations ofhe municipalities of Puerto Rico, which are
managed by GDB. Accoding lo the aforementioned investnent guidelines, the Municipality do€s not invest in marketable
securities or any types of inveslments for which credit risk exposurc may be significant. Therefore, the Municipality's
management concluded that he risk related to any possible loss related to defaults by mmmercial banks on fie
Municipalit/s deposits is considered low at June 30, 2011.

lnterest rate risk - This is the risk that changes in interest rates of debt investments will adveIsely affect the fair value of an
investment The Municipality manages its exposure to declines in fair values by: (1) not including debt investrnenb in ib
investment portfolio at June 30, 201 l, (2) limiting the weighted average maturity of ib investmenb to three months or less,
and (3) keeping most of its bank deposits in interests bearing accounts generating interests at prcvailing ma*et rates. At
June 30, 201 1, the Municipality's investmenb in certificates of deposits are recorded at cost, which approximates heir fair
value. TherefoE, the Municipality's management has concluded that at June 30,201'1, the interesi rate risk associated with
the Municipality's cah and cash equivalents is considered low.

Custodial credit risk - ln the case of deposits, this is the risk that in the event of a bank hilure, the Municipality's deposib
may not be recovered. Pursuant to lhe Statement of lnvesbnent Guidelines for tp Govemment of ttte Commonwedth ot
Puefto Rico lhe balances deposited in mmmercial banks by the Municipality are insured by the Federal Deposit lnsurance
Corporation (FDIC) generally up to a maximum of $250,000 per depositor. ln addition, public funds deposited in commercial
banks by the Municipality are fully securities pledged as collateral are held, in tre Municipality's name, by the agenb ofthe
Commonweallh's Secretary of Treasury. Deposits with GDB are uninsured and uncollateralized. However, no losses related
to defaults by GDB on deposit transactions have been incuned by the Municipalig through June 30, 2011. Therefore, the
Municipality's management has concluded that at June 30,201 1 the custodial credit risk associated with the Municipality's
cash and cash equivalents is consrdered low.

Foreiqn exchanqe risk - The risk that changes in exchange rates will adversely affect the value of an investment or a
deposit. According to the aforementioned investrneflt guidelines, the Municipality is prevented ftom investing in foreign
securities or any other types of invesbnents in which foreign exchange risk exposure may be signifcant. Acmrdingiy,
managemenl has concluded that the foreign exchange risk related to tre Munbipality's deposits is considered low at June
30,2011.

The Municipality's bank balances in commercial banks of $71,242 in the Community Development Block Grant Funds were
fully collateralized at June 30, 2011.

The deposits at GDB of $3,789 in the General Fund, the $'1,596,883 in the Debt Service Fund, and the $1 14,474 in Other
Govemmental Funds, are unsecured and uncollateralized, as no collateral is required to be canied by govemmental
banks.
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NOTE 3 - RECEIVABLES

A Other Receivables

Other receivable in the General Fund, forthe amount of $15,941, represents miscellarpous income due at June 30, 2011.

B. Sales Tax Receivables

As described below in Note 13, the Municipal Legislature approved tre imposition of the municipal sales and use tax during
fiscal year 2006-2007. lndividuals, organizations and entities subject to collect he municipal sales and use tax must file a
tax relum to the Municipality. Tax ! 9g each 20h day of each monh based on tax collected in the preceding month.
Therefore a sales tax receivable of $26,M5 and $36,392 in the Debt Service and Otpr Govemmental Funds, reipec6ety
at June 30, 2011.

C. Property Taxes Receivables

Property taxes receivable ol $17,475 and $4,851 in lhe General Fund and Debt Servlce Fund respectively, repesents
advances from fiscal year 2010-2011 , not collected by the Municipality at June 30, 20i 1 .

D. Federal Grants Receivable

Federal granb receivable amounting to $230,952 in the Community Development Block Grant Funds represents
expenditurcs incured not yet reimbursed by OCAM, the pass-through 4ency. Receivables in O$er Govemmental Funds
represent expenditures incuned not yet reimbursed by the federal agencies or the pass-trrough grantors. Following is a
detail of the federal granb receivable:

Homeland Security Departnent

21 st Century Community Leaming Centers

Pueno Rico Regional Eldedy ffice
Community Service Elock Grant

Puerto Rico Rural Developmenl Corporation

Emergency Shelter Grant

Total

$ 231,566

206,168

39,474

35,000

19,000

491

$_53L6S
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NOTE 3 - RECETVABLES (CONTTNUED)

E. lntergovemmenhlReceivables

lntergovemmental receivables amounting to $179,407 in the Municipal Hospital Fund represent a State contribution to fte
Municipality to mver operational costs of this fund. Receivables in the Other Govemmental Funds repEsent expendifurcs
incuned not yet reimbursed by the state agencies. Following is a detail of the state govemment receivables:

Description Amount

State Depaltment of Labor and Human

Resources - Law 52

Otlers

Total

$35,000

26.939

$_0ru39

F. Due From Oher Funds

lnterfund receivables and payables at June 30, 201'l are summarized 6 foltows:

Olher Govemmental General Fund

Funds
Cash pool in the same bank
account

lnterfund Loans

Cash pool in lhe same bank
account

Olher Govemmental
Funds

Other Govemmental
Funds

Other C,ovemmental

Funds

Community
Development Block

Grant

Total

Other Govemmental
Funds

Community Development

Block Grant Funds

$ 1,287 ,774

313,990

l1',I,442

32,895

21.270

l1z0z3z1

Municipal Hospital Fund lnterfund Loans

General Fund Payroll and reimbursable
expenditures
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NOTE4-CAPITALASSETS

Capital assets; those wih an estimated useful live of one year or more from the time of acquisition by tre Municipality and a
cost of $50 or more, are primarily funded through the issuance of long{erm bonds and loans and state ind federal assignments.
A summary of capital assets and changes occuning in 2011, including trose changes puEuant to the implementation;f GASB
Statement No. 34, follows (Land and construction in progress are not subiect to depEciation):

Govemmental Aclivities
Balanco

July 1, 20i0 Additions
Retiremen8, Balance

Reclassificatiom June30,201l

Capital asset, not being depreciated:
Land
Work of At
Construclion in progress

Total capital assets not being depreciated

Capital assets, being depreciated:
Buildings
lmprovemenls
lnfrastructure
Maciinery and equipment
Motor vehides

Total capital assots being depreciated

Less acoimulaled deprecialion for:
Buildings
lmprovements

lnfrastructure
Maciinery and equipment
Motor vehicles

Total accumulated depreciation

Total capital assets being depreciated, net

Govommental activities capital asseE, net

$ 952,313
90,000

'12.820.950

13.863.263

4,585,285
4,760,769

8,238,091

1,359,931

2.196.861

21j40.937

(2,075,052)
(1,283,618)
(1,084,239)
(1,188,427)
(1.712.63i))

(7,343,969)

13.796.968

122i00,231

(177,193)
(239,133)
(207,100)
(129,688)
(226.366)

(979.480)

(979,480)

r__1929J80)

$ 952,313
90,000

12.820.950

13,863.263

4,585,285
4,7ffi,769
8,238,091

1,359,931

2.196.861

21j40.937

12,252,245].
(1,522,751)

(1,291,339)
(1,318,115)
(1.938.999)

(8.323.449)

12.817.488

L_-_________- l_20i80J51

Deprecialion expenses were charged to govemmental functions/programs as follows:

Govemmental activities Amount

General govemment

Mayor and Municipal

Public Safety
Public Works
Culture and Recreation

Sanitation
Human services and lrrelfare

Total depreciation expenses

$ 128,232
159,978

72,754
422,366
56,640

70,712
68.798

ilz9.{!0
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ilOTES T0 THE BASIC FINANCIAL STATEMENTS (COI'ITINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2(t1I

NOTE 4 - CAPTTAL ASSETS (CONTTNUED)

The Municipality has not maintained complete and adequate recods in order to obtain suffcient and competent evidentjal
matter related to the capital assets reponed in the govemmental activities. ln addition, the infrastrucfure asseb recoded in the
accompanying statement of net assels do not include a substantial portion of the Municipality's infrastructure asseb constructed
or acquired by the Municipality from 1980 thrcugh June 30, 2011. GASB Statement No. 34 rcquires to relroactively applying the
requirements lo maior general infrastructure asseb within at least four (4) years of the adoption of this pronouncement, which is
not later than June 30, 2007. The Municipality has not complied with this rcquirement

NOTE 5- BANK OVERDRAFT

The bank overdrafi of $209,123, $6,127 and $61,514 in the ceneral Fund, the Municipat Hospital Fund and Other
Govemmental Funds, respectively, was the result of the adjusted cash balance at June 30, 2011, of the Municipality,s bank
accounts.

],IOTE 6 - ACCOUI{TS PAYABLE AND ACCRUED EXPENSES LIABILITIES

Accounb payable and accrued expenses liabilities in govemmental fund financial staternenb represent expendifures incuned
during fscal year 201G2011, and not paid by the Municipality at June 30, 2011. Following is a detail of these accounb payable
and accrued liabilities:

General Fund

Community Development Block Grant
Municipal Hospital Fund

Other Govemmental Funds

Total

Accounts

$ 267,756
172,7U
140,385

217.ffi2

s 798.42

$ 572,696 $ 840,492

172,7U
140,385

217.562

ll.lln$_122.090

NOTE 7- BONDS AND NOTES PAYABLE

AtJune 30, 2011, the govemment-wide.and fund financial statemenb presented :rccounb payable, regarding to he outstanding
balance of general bond obligations and Section '108 Guaranteed Loans of $210,000 and $167,000, reipectively.

iIOTE 7 - DUE TO OTHER

GOVERNMET{TAL UNITS

As of June 30, 2011, balance due to other govemmental uniB consisb of llre following:

Govemmental Agency Amount

State Aquedrct and Seryer Authodty
State Department of Labor
General Service Administratbn

Total

$ 209,987

11,771

1.156

t_rug!
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NOTE 8 - DEFERRED REVENUES

A. Volume of busin*s tax - The defened revenues of $116,508 in the General Fund relates to volume of business tax
collected in fiscal year 2010-2011that will be eamed in fiscal year 2011-2012.

B. Property Taxes

Property taxes defened revenues of $17,475 in the General Fund, relates to mntributions from tre Traditional and
Elechonic Lottery of the fiscal year 2010-2011, not collected by the Municipality at June 30, 2011. ln tre govemmental
funds, his receivable was classified as defened revenue, because was not available to pay liabilities of the cunent period.

C. Federal Grants - The defened revenues presenled in the Community Developmeni Block Granb Funds amounting to
$22,175 and the amounts presented in Other Govemmental Funds represent the portion of fedenal granb received- for
which qualifying expendifures have nol been incuned. Defened revenues from the fuderal govemment in the Other
Govemmental Funds are as follows:

Program Description Amount

Public and lndian Housing

Homeland Security Deparfrnent
Child Care Development Block Granb
Child and Adult Care Food Program
Homelessness Prevention and Rapid
Re-housing Program

Federal Transpodation Administration
Emergency Shelter Grant

Total

$ 310,874

290,723
123,569

31,170

8,259
8,001

n5

s__zz2.8gt

NOTE 9 - GENERAL LONG-TERM DEBTS

Long{erm liability activig for he year ended June 30, 2011, was as follows:

Beginning
Balance

Borrowings
or Additions

Payments or
Deductions

Ending
Balance

Due Within
One Year

Bonds and Notes Payable

Property Tax Debt - Law 42
Compensaled absences
LIMS Repayment Plan

Section '108 Guaranteed Loan

CRIM Settement 0&09
State Department of Labor debt
agreemenl
State Retirement System
Administration- debt agreement

Total

$ 7,9s0,000
1,280,623
1,582,478

14,695

2,833,000
33,762

99,768

1.386.247

315.'t80.573

1'14.668

tl1d068

$ 210,000
27,372
39,097

9,652

65,176

238.369

LIl9i66

$ 7,740,000

1,253,251
1,543,381

5,043
2,833,000

33,762

u,592

1.262.546

ll4J05tz5

$ 225,000
29,092

180,846

5,043
334,000

15,372

468.972

t_1250325
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NOTE 9 - GEr{ERAL L0NG-TERM DEBTS (CONTTNUED)

A. GEI{ERAL OBLIGATIONS BONDS AND I{OTES

The Municipality issues general and special obligation bonds and notes, principally, to provide funds for the acquisition and
construction of major capital facilities, to pay debt incuned in prior years, and to cover the expenditurcs of a special event.
Bonds and noles payables as of June 30, 2011, are mmprised of the following individual issues:

DESCRIPTION AMOUT{T

$4851000, Series 2008, for purchase ofequipment, payable in annual installmenb ranging from
$50,000 to $85,000, excluding variable interest from 1.53% to 7.50%, through July 1, 2014

$4,920,000, Series 2008, for construction of public recreatonal facilities, payable in annual
installments ranging from $70,000 to $420,000, excluding variable interest from i.S3%lo7.S}yo,
through July 1, 2032

$1,110,000, Series 2007, for mnstruction of public recrealional facilities, payable in annual
installments ranging from $15,000 to $95,000, excluding variable interest from 1.53% to 7.50o/o,
through July 1, 2032

$1,030,000, Series 2010, for construction of public recreational feilities, payable in annual
installments ranging from $15,000 to $90,000, excluding variable inlerest lrom 4.7s0/o lo 7.s00/o,
through July 1, 2034

$820,000, Series 2010, for operational purposes, payable in annual installments r:anging fiom $20,000
to $80,000, excluding variable interest from 6.00% to 7.50%, through Juty 1, 2029

Total General Obligations - Bonds

$ 240,000

4,685,000

1,035,000

1,000,000

780.000

l_L2o.000

These bonds and notes are payable with the following Municlpality's resources:

+ Special€d valorem pmperty tax, which is resldcted for debt service and retained by the Govemment Development Bank for
Puerto Rico for such purposes and;

.!. Municipalsales taxes resources restricted for debt service.
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NoTE I - GENERAL LONG-TERM DEBTS (COilnNUED)

B. BOI{DS AND NOTES AMORTIZATION

The annual requhements to amortize $e general obligations oubtanding as of June 30, 2011 are as follows:

Year Ending Principal lnterest
PavmentJune 30. Payment Total

2012

2013

2014

2015

2016

2017-2021

2022-2026

2027-2031

2032-20fi

Tohl

$ 225,000

245,000

260,000

205,000

225,000

1,360,000

1,900,000

2,570,000

750.000

$u40J0!

$ 397,087

488,474

534,650

516,225

501,100

2,233,950

1,661,100

851,250

72.450

t-z2t0280

$ 622,087

733,474

794,650

721,225

726,100

3,593,950

3,561,100

3,421,250

822.450

$4JA0r00

C. PROPERWTAX DEBT- LAW42

The Municipality ertered into a repayment agreement with the Govemment Development Bank for Puerto Rico (GDB) and the
CRIM, to pay off tte excess of properly tax advances hrough fscal year 2000 and 2001. The CRIM retains the payment from
the property tax advances of he Municipalily. The amounts retained by the CRIM are remifted to GDB on July i oi each year
thmugh July '1, 2032. The outstanding balance of ttre note payable to the CRIM at June 30, 201 1 amounted to $i ,253,251.

D, COMPET{SATEDABSENCES

The govemmen[wide statement of net asseb includes $1,543,381 of accrued sick leave benefits, and accrued vacation
benefib, representing the Municipality's mmmitment to fund such cosb from future operations.

E. LIMSREPAYUENTPLAN

The Municipality entered into a financing agreement with the CRIM for the payment of he Municipality's share of the cost of an
information managerEnt system, acquired by the CRIM on behalfof all municipalities, for the manage.ment of a digitaldatabase
of taxpaye/s properties located in Puerto Rico. The outstanding balance of tp note payable to he CRIM at J-une 30, 2011
amounted to $5,043.
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NOTE 9- GENEML LONG-TERM DEBTS (CONTINUED)

F. SECTION lOSGUARANTEEDLOAN

0n September 14, 2006, the Municip_ality entered into a loan guarantee commitrent of 93,000,0@ with tre U.S. Department of
Housing and Urban Development_ 

-(HUD) 
pursuant to an application under Section 108 of tre Housing and'Cormrnity

Development Act of 1974 (Section 108).

The proceeds of $3,000,000 of the loan guarantee commitnent are used by the Municipality to finance he construction of a
public recreational facility. The proceeds and uses of the loan guarantee commitnent are accounted for in tre Section 10g loan
guarantee, a fund in the Other Govemment Funds. The loan guarantee commitment is repaid with grant awards received fiom
th€ Community Development Block Grants- (CDBG), administered by the Puerto Rico pass- through,-fficeof the Commissioner
of Municpal Afiairs (OCAM). At June 30, 201 1, the outstanding principal balance of the ban guirantee commitment amounted
to $2,833,000.

G. CRIMSETTLEiIENT

For the liscal year ended on June 30, 2009 the CRIM notify to the Municipality that the final seftlement of property tax advances
versus actual collections through fiscal year 2009 result in an overpayment tothe Municipality of $33,762.'At Ju6 30, 20i 1, tle
outstanding balance amounted to 933,762.

H. STATE DEPARTMEI{T OF LABOR. DEBT AGREEMENT

The Municipality entered into a financing agreement with the State Depadment of Labor, for the payment of the Municipality,s
debt for unemployment benefib. The barance at June 30, 2011 of this agrcement was $34,592.

I, STATE RETIREMENT SYSTEM ADII{INISTMTIoN. DEBT AGREEMENT

ln February 25, 2011 the Municipality entered into financing agreemenb with the State Retirement System Administration, for
the. payment of the Municipality's debt for retirement 

-benefib 
of ib employees and other special laws. ihe balances at June 30,

2011 of these agreements were 9642,946 and $61g,600, respectively.

NOTE ,I(l - DEBT RETIREI'IENT

Revenues of the debt service fund consist of the ad-valorem property taxes which are recognized as revenue when collecled
from taxpayers and reported by the Municipal Revenue Collection center of the Comrionwealilr of puerto Rim to the
Municipality.

These property taxes are accumulated by the Municipal Revenue Collection Center in cosb of tfre general obligations bonds
tssued by the Municipality. Paymenb are made to the Govemment Development Eank of the Comrionwealth of puerto Rico
from such accumulated funds by the Municipal Revenue collection center of puerto Rico.

NOTE 11 - PROPERTY TAXES

The Municipality is- authorized by Law No. 81 to impose and collect personal and real property taxes. Under the laws and
regulations of the Commonwealth, personal property taxes can be imposed to any natural'or'legal ftrson that at January I of
each year is engaged in trade or business and is the owner of personai pmperty used in trade or[usiness.
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NOTE 14 - INTERGOVERNMET{TAL REVENUES

lnbrgovemmental revenues consist primarily of funds received fiom the Commonwealttr of Puerto Rico, "in lieu of tax"
paymenb from the Quasi'public Corporation, Puerto Rico Electric Pourer Auhority, and feder:al financial assishnce received
from federal govemment. Grants and subsidies received ftom the Commonwealtr of Puerto Rico and federal agencies include,
among others, a general subsidy for urban development and capital improvements.

lntergovemmenlal revenues are accounted for through the General Fund except for ftose dirccfly related to urtan devebpment
and capital impmverEnts, which are accounted for through tre state Assignment, Loans and CDBG Funds.

i{OTE 15 - INTERFUND TRANSFERS

lnterfund tmnsfers dudng the fiscal year ended at June 30, 20i 1, are summarized as follorrvs:

Community
Development Block
Grant Funds

General Fund

Olher Govemmental
Fund

General Fund

General Fund

General Fund

General Fund

Total

Municipal Hospital

Fund

Community
Development Block
Grant Fund

Community
Development Block

Grant Funds

Other Govemmental
Funds

Olher Govemmental
Fund

Other Govemrnental
Fund

To cover operating
expenditures

To mver operating
expend itures

To cover operating
expenditures

Debt retirement

To cover operating
expend itures

To cover operating
expnditures

113,353

158,363

74,166

408,832

68,017

135,500

UJILU]

General Fund Debt relhement $ 159,586
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NoTE fi - PROPERTY TAXES (COiIT|NUED)

Personal ptopefty taxes are self-assessed by taxpayers every year generally using the book value of personal pmperty assets
owned by he taxpayer at January 1 (assessment date) and reporting such taxable value 0rrough a personat pmperty tax retum
fled on May 15 subsequent lo the assessment date. The btal personal property tax rate in fdrce it June 30, 20li was 6.g3%
(of which 2.30% belong to the commonwealth of puerto Rico and 4.03o/o belongi to the Municipality).

Real pmperty taxes are assessed by CRIM. The assessment on real property is made every January 1 and is based on
estiqa!{ 9yrynt values of the propertydetated to 1957 market prioes. The total'reat property tai nate in force at June 30, 20il
was 8.83% (of which 2.30% belongs to the Commonwealth of Puerto Rico and 6.530/o belongi to tre Municipality).

Residential real ptoperty occupied by its owner is exempt by law from property taxes on the fint $15,000 of tre assessed value
(at 1957 markel prices). For such exempt amounb, the Department olTreasury assumes payment oithe basic tax (4o16 and 6o/o
for personal 1! real nrooery, respectively) to the Municipality, except for pioperty assesieo of less than Sf,sbo 1a tssz
market prices), for which no payment is made.

CRIM is responsible for the billing and collectjons of real and peEonal property taxes on behalf of the Municipality. prior to he
beginning of each fiscal year, CRIM informs he Municipality of the estimated-amount of pmperty tax expected to be collected
for the ensuing fiscal year. Throughout the year, CRIM advances funds to the Municpality 6.r"0 on fr" initial estimated
collections. cRlM is requircd by law to prepare a settlement statement on a liscal year basis, whereby a comparlon is made
between he amounls advanced to fre Municipality and amounts actually collected ftom taxpayen.

This setdement has to be mmpleted on a preliminary basis not later than each December 31. lf CRIM remib to tre Municipality
property tax advances, which are less than.he ptopejty tax acfually mllected, an additional property tax receivable is recorded
al June 30. However, if advances exceed the amount aclually collected by CRIM, an intergovemmdn6ipayaofe is recorded at
June 30.

Law No. 81 provides for the levy of an annual special tax of 1.0370 of the assessed value of all real and pe6onal property not
exonerated from taxgtion. Such special tax is levie{ and collected by CRIM. Collections ot ttris speciii t& arc remitted to the
Commonlvealth's debt seMce fund for payment of debt service on general obligations of the Comron"raftt.

ln addition, 1.5070 of the total personal and real property taxes collected by CRIM is restricted for the Munbipalit/s debt service
requirements and is retained by GDB for such purposes.

The Additbnal Lottery System of the Commonllealth (the "Additional Lottery) is an openational unit reported as an enterprise
fund of the Commonweal$, which cunenfly operates sevenl betting altematives to the citizens of pueho Rico. The Additional
Lottery is required every year to distibute a portion of its excess of rivenues over expenses as {ollows:

* Thirty five percent (35%) of ib net eamings (defined as the excess of revenues over expnses less an amount earmarked
for the Fund for Renl and Home lmprovement Subsidy Program for tfre Low-tncome Ouitrtying gderly) is earma*eo to ttre
municipalities of the Commonwealth, of which a maximum of $26 million, on an annua nasis, is Oisfi6irted to the Municlpal
Equalization Fund held by CRIM to cover operating expenses and permanent improvemenb of the municipati6es.

n An additional amount not exceeding $16 million, on an annual basis, is distributed to fre Municipal Equalization
Fund, provided it is wihin fie 350/0 coresponding to the municipalities of the Commonr,veait. wr'.n $e accumulated
municipal appropriations from the municipalities' Fuerto Rico Healtr Reform ,n .or.nO ,p to' 

j'u-* 
SO, tggZ, fhr."

resources will be assigned to he Health lnsurance Administration, a component unit of he Commonwealfr.
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}IOTE 16 - EMPLOYEE'S RETIREI'ENT PLAI{

The Ernployee's Retirement System of tlre Govemment of Puerto Rico and ib insbumenlality (ERS) is the administrator of a
cost-sharing mlltipl+employer retirement system established by the Commonweatth of puerto Rico. The ERS was crcated
under the Act 447, approved on May 15, 1951, as amended, and became effective on January 1, i952. ERS covers all reguhi
employees of the Commonwealth of Puerto Rico and its instrumentality and of certain municipalities and mmponents units nol
covered by teir own retirement systems.

Participation is mandatory except for members of the Legislature, Govemment Secretaries, Head of Agencies and public
lnstrurnentality, Assishnb of he Govemor, the Comptroller of the Puerto Rico, Gubematorial Board and Coirmittee appointees
and ExPrimental Service Station employees. ERS provides retjremenl, death and disability benefits- OisaOitity refiremeni
benefits are available to members for 

-occupational 
and non{ccupational disabilites. Retirement benefib depenrt upon age at

rethement and number of years of credited service. Benefits vest afler ten yeas of plan participation.

The Municipality adopted the requirements of GASBS No. 25 for
Commonwealth of Puerto Rico Employee's Retirement System, a
established by State Lalns.

all the career employees that are covercd under the
multiple€mployer public employee retirement system,

Under the plan, the employees and employer portions arc contdbuted, for which, the employee amount is withheld ftom
salariggrcgvgred employees are required by Commonwealth statute to contribute s.zzS"Z" toi ttri trsr GSO ot monttrty satary
plus 8.2750lo for the excess of this amount, or on lhe aftemative, 8.275% of all salary. The Municipality mntribules to the system
9.275% of the pailicipating employee's salaries.

Law Number 305 of Seplember 24, 'lgg9, amendmenb the Act Numbell4T hat establish a savings program. All employees
active in the syslem as of December 31, 1999 may elect to transfer from define mntributjon prijriri to the new lavings
program (a defned cortribution plan). Employees in the savings program may now mntribute from iminimum of g .215o/o up-to
a maxlmum of 1070 of their monthly salary, and will invested in an account wirich will eitrer: (a) eam a fixed rate based on the
twGyear Constant Maturity Treasury Note or, (b) eam a rate equal to 750lo of the retum of fre bystem's investment portfolio (net
9f In3nagement fees), or (c) eam a combination of both aftematives. lf at time of retirement iccumutateo Oenents amouni to
$10,000 or less may elect to receive-a- lump sum distribution up to the accumulated benefts. Under the new program the
retirement age is reduced from 65 to 60 for those employees who joined the cunent ptan on or aner Rprii t, t ggO.

The pension benefit for participants who retire with less than 30 yean of service is computed alte rtte oi 1i/f/o of their average
compensaton for each year of credit service for the remaining years. The System also provides for deatr ard disability benefi-ts
and the assets of he System pertaining to he participanl emtbyees.

A variety of significant actuarial assumptions are used to determine lhe standard measure of he pension benefit obligalion and
these assumptions are summadzed below:

{' The present value of the futue pension payments was computed by using a discount of 9yo.

* Future pension paymenb reflect an assumption of a 6% salary increase.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO

NoTES TO THE BASTC F|NANC|AL STATEMENTS (CONTtr{uED}

FOR THE FISCAL YEAR ENDED JUNE 30, 2(l1I

NOTE 16 - EMPLOYEE S RETTREMENT pLAil (coNTtNUED)

All employees that do not elect to transfer for ttle new program and who at the time of employment are s5 years old or less are
eligible to parlicipate in he System. Pension benefts for participants witr 30 years of servirre are as follorlsl

YEARS OF
SERVICE

30 or morc

30 or more

PARTICIPANT'S
AGE

55 or less

58 or more

PENSIOT{ BENEFITS

65%.of the average of the three years of highest salary during ttre
employee's service period.

750lo of the average of the lhree years of highest salary during he
employee's service pedod.

75%. of the average of the three years of highest salary during the
employee's service period (employees started working after April ,1,

1990).30 or more 65 or more

The amourt of the total pension benefit obligation is based on a standardized measurement established by GASBS No. 27,
Financial Reponing for Definel funefit Pensiut Plans and Notes Disdosure for Defind C.antibutims plans. The standadized
measurement is he actuarial present value of estimated defined pension benefrb, adjuste<t for tfre efbcb of prolecled salary
increases and sleFrate benefits, estimated to b€ payable in the ftrture as a result of employee services firformeo to date. The
measue is intended to help users assess-he System's funding status on a going+oncem basis, assess prcgress made in
accumulaling suffcient assets to pay benefib when due, and make comparisons airong other pubiic retiremenisystems. The
measurc is independent of the actuarial funding mettrod used to determine contibutions ti the plan.

The membership of retirees and beneliciaries cunently receiving benefts and terminated employees entrued to benefrb, but not
yet receiving benefib, and active employees and the distribution of active employees oedeei ,.rt O ,no non-vested is not
readily available.

Contributions in 2006 and prior years trvere made based on percentages established by the law. Such percentage has not been
based on etuarial studies, as required by acounting principles generally accepted in the Uniterj States ot Amedca. An
actuarhl compilation of the annual contribution applicable to the Municipality'has not been preparcd. Accordingty, tre accounts
by which he actual contributions differ from the required actuarial contriiutions are not known.

The total pension expenditures recorded in the category of administration for the fiscal year ended June 30, 2011 was
approximately $300,265. All employees who at he time of employment are 55 years old or less are etigiute to participate in the
system. No benefit is payable ifthe pafticipant receives a refund of his accumulited contributions.

The hisbrical trend information regarding ttre accumulation of asseb and pension beneft obligation in the ERS is not available.
For the ten-year fend information, refer to the separately issued fnanciai statemenb ot tne 

-gnS 
,r ot inO for the fiscal year

ended June 30, 2011. The P.R. Retirement Plan Administration povides additonal information of the enS. fney issue a puOlt
available fnancial report that includes financial statements and required supplernentary inrormamn roi Ens, as a component
unit of the Commonwealh of Puerto^ Rico. That repod may be obtained by writing t6 rc Aoministrafion at pO Box 42003,
Minillas Sbtion, San Juan, P.R. 00940.



COMMONWEALTH OF PUERTO RICO
MUNICIPAI-ITY OF MAUI{ABO

NOTES T0 THE BASTC FtMr.lCtAL STATEMEilTS (COilTtNUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2(tII

iloTE 17 - Co|tTtNGENCtES

A CLAIiISAT{DJUDGMEilTS

The Municipali$ is, at pEsent, a defendant in a number of legal matters that arise from alleged impmper application of policies
and negligence in the ordinary course of the Municipality,s activities.

It is management's opinion, based on tre advice of the lEal counsel, that the potential claims against the Municipality not
covered by insurance will not materially afiect the financial rciources for ib payment.

ln addition, the Municipality is a defendant or cGdefendant in sevenal legal proceedings, wtrich are in discovery stage. Certain of
these claims are covered by insurance. Legal counsels with the informition cunenty available can not oltenilne ttre tnii
outcome of hese pmceeding. However, it has been the Municipality's experience that such actions are setded tor amounG
substantially less than the claim amounts.

B. FEDERAL GMilTS

ln the normal clu]se of ooerations, the Municipality receives grants from various Federal and State agencies. The grant
programs are subject to audit by agenb of the granting authority, the purpose of which is to ensure complia-nce wittr mnOtons
precedent to the granting of funds.

C. OTHER COM]i{ITMEilTS

At June 30, 2011 the General Fund had commitnents of approximately $412,506 for purchase orders or conhacts that will be
honored during he subsEuent year.

NOTE t8 - FUND BALANCE (DEFICIT)

As of June 30, 201 1, tre fund balance (deficit) classifications are as follows:

oebt Oher
Fund Balance General Service Govemmental

E!!d Fund Fund Totat

R8tricted for:

General Govemmeflt $ 3,7S9 $ $ 7,067 $ 10,856
Public Safety 

1 55,034 1 55:ffi4
Human Services and

- 11,994 11,994
396,525 396,525
5,835 5,835

- 1,322,668

Weffare
Urban Development
Healli and Sanitation
Debt Service

Una$ignod

- 1,322,668

Q.682.140\ t2.682.140\

TotalFund Balance LI2.6Z8J!X f_lJlzzjoS l___lztuSli f__lzzg.Zo)
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COIIMO}IWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUI.IABO

NOTES TO THE BASTC FIIIANCtAL STATETIENTS (CONT|I{UED)

FOR THE FISCAL YEAR ENDED JUNE 30,2OII

NOTE ,I9 - ACCOUNTING CHANGES AND RESTATEMEI.ITS

A GOVERNMENTAT FUND FINAT{CIAL STATEMENTS

The following restatemenls have been made in the govemmental fund fnancial stalemenb, which are rcported as an
adiustment to he beginning fund balances:

General Fund

Oher
Govemmental

Fund

Fund balance, beginnirg

Adjustment to fie State
Retirement System
Adminishation debt

Reclassification of the State
Retirement System
Administraiion- debt
agreement

Special Revenue Funds
Deficiency

Ma,or Furd reclassification

Fund balance, beglnning as
restated

$ (2,653,170) $ 389,916 $ (2,263,254)

55,8s3 55,853

- 1,001,698

$11J50820)

1,001,698

(155,359) 155,359

207.764

l_JsL039

207.7il

Ll99ZX39t

B, GOVERiIMENTAI. WDE FINAI.ICIAL STATET'ENTS

The following restatemenb have been made in the govemmental wide financial statemenb,
adiustnent to the beginning net assets:

which are reponed as an

Net asseb, beginning

Adiustrnent to he State Retirement System
AdminisFation debt

Net assets, beginning as restated

Total

$ 12,420,211

88.456

Ifl5oESoZ
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COMIIONWEALTH OF PUERTO RICO
MUNICIPALITY OF i'AUI{ABO

NOTES TO THE BASTC FtMltctAL STATEME}{TS (COilTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

NOTE 20 - SUBSEQUEilT EVEI{TS

On June 16, 201 1 he Legislaturc of the Commonnealth of Puerto Rico approved Act No. 94, to establish an ircentive plan br
the payment of real and personal property tax dues. This Act provides an amnesty to all property tax payeE forgiving all
penalties, chaqes and fercsts.of the unpairl principal of pass{ue property tax liability. The pinoi mat tai paye" nari io
enjoy for such benefit is for exacfly ninety (90) days, beginning during fiscal year 2011-20i2.

On August 11, 2011 he Municipality issued a Special Note in tre amount of $255,000, for the payment of a debt witr the
- lntemal Revenue Service. This bond is payable wih resources collected $rcugh tre Municipal Redemption Fund.
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COMMONWEALTH OF PUERTO RICO
MUT{ICIPALITY OF MAUNABO

BUDGETARY COMPARISOiI SCHEDULE. GENERAL FUND
(SEE NOTES TO BUDGETARY COMPARISOT{ SCHEDULE)

FOR THE FISCAL YEAR ET{DED JUNE 30, All

Actual Amounts
(Budgetary Ba3is)

(See t{ote Al

Variancs wilh
Final Budgd

PositiveBudqeted Amounts
Final

REVENUES:
Property taxes
Volume of Business Taxes
lntergovemmental Revenues
Licenses, permib and oher local taxes
Rent of Property
Miscellaneous

Total roYenues

EXPEND]TURES, El'ICUTIIBRANCES AND
OTHER FIT{AT{CIIIG USES:

Curent:
Mayor and Municipal Legislature
General govemment

Public safety
Public trcrks

Culfure and Recreation
Healh and Sanitation
Human Service and Welfare

Total erpenditures, encumbranc6 and other
financing uses

EXCESS (DEFrCtEltCy) OF REvEiluEs ovER
(UNDER} EXPET{DITURES, ENCU]IIBRANCES
AND OTHER Ftr{Al{Ctt{c SouRcEs (usEs}

$ 2,480,560
165,000

5,589,057
356,000
,10,000

2,446.800

'11.077.417

'143,849

5,90S,628

123,ffi3
3,096,494

655,016
371,193
778.174

f .0n.417

s-

$ 2,387,7U
165,000

5,589,057
356,000
40,000

246.800

8.7U.621

$ 824,741
230,654

5,711,721
1,150,948

62,072
3n.407

8,309.543

$ (1,563,023)

65,654
122,ffi4
794,948

u,072
82.ffi7

(475.078)

142,ffi4
4,462,008

115,763
3,028,919

515,826
373,143
146.158

8.7U.621

h-

141,337

3,608,039
112,793

2,804,510

568,735
598,066
707.981

8.541.461

$_a3L91tD

1A57
853,969

2,970
224,409
(52,909)

(224,9231
(561.823)

243.160

$_{231.9iln
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COMiIOilWEALTH OF PUERTO RICO
I'UNICIPALITY OF MAUNABO

NOTES TO REQUIRED SUPPLEIIENTARY INFORMATION

FOR THE FISCAL YEAR ENDEO JUNE 30, 2011

T{OTE A - EXPLANAT0N OF DIFFEREilCE BEIWEEN EUDGETARY II{FLOWS AI{D
OUTFLOWS AND GAAP REVET{UES AND EXPENDITURES

Explanation ol Differsnces:

Sources/infl ours of resourcos:
Actual amounts (budgetary basis)'available for appropriation" from he budgetary comparison schedule

Differences-budget to GMP:
Prior and cunent GAAP adjustnents to revenues

Total revenues and orter financing sources as reported on rle statement of reveoues, expendifuEs, and
changes in fund balances

UsosJoutllorrr of r6sourc6:
Actual amounb (budgetary basis)"total charges to appropriations' from he budgetary comparison sciedule

Differences-budget to GMP:
Prior Year expendifure are not outflows of budgetary resources but are expendifure for fnancial purposes
Encumbrances for supplies and equipment ordered but not received are reporled in he year
he order is placed for budgetary reporting purposes
GAAP adiustrnent to expenditures

Total expendifures and oher financing uses as reported on he statement of revenues, expendifures, and
changes in fund balances

$ 8,309,543

148.332

$_8.452825

$ 8,541,461

32,406

(330,299)

501.398

$-8-244106

T{OTE B - STEWARDSHIP, COIilPLIANCE AND ACCOU}ITABILITY

A BUDGETARYCONTROL

The Municipality's annual budget is prepared on the budgetary basis of accounting, which is not in accordance wih GAAP, and
replesenb d€partrnental appropriations remmmended by tre Mayor and approved by tre Municipal Legislaturc prior to the
beginning of the fscal year. Amendments to the budget require the approval of tie Municipai Legiilature. Transfes of
appropriations within the budget, known as Mayo/s Resolutons, do not require the approval of the'Municiial Legislature.

The Municipality preparcs its annual budget includirg tfre operations of the General Fund.

For budgetary purposes, encumbrance accounting is used. The encumbrances (i.e., purchase ordes, contracts) are considered
expendifurcs when incuned. For GMP reporting purposes, encumbrances outstanding at year-end are reporred as reservations
of fund balances and do not constitute expenditures or liabilities because the mmmitmenb will be honored during the
subsequent year

The unencumbered balance of any appropdation at tre end of the fiscal year will lapse at the end of such fiscal year. Other
appropriations, mainly capital proiect appropriations, are mntinuing accounls for which the Municipal Legislature has autrorized
that an unspent balance from the prior year be canied fon/vad aM made available for cunent spending. 

-

The annual budget as presented in he Budgetary Comparison Schedul+General Fund is lhe budget odinance at June 30,
2010 representing the original budget. There were no supplemental appropdations for the year endeojune io, zot t.
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COMITIOI{WEALTH OF PUERTO RICO
MUi{ICIPALITY OF MAUNABO

SCHEDULE OF EXPENDITURES OF FEDEML AWARDS

FOR THE FISCAL YEAR ENDED JUi{E 30, MI1

Federal
Federal Grantor/Pass-$rough CFDA pass.through Ent'ty

Grantor/Program or Cluster TiUe umberNumber ldeilifying l{umber Expenditureg

U.S. DEPARTTTIEI{T OF AGRICULTURE:

Direct Program:

Rural Housing Preservation Granb 10.433 $ 5,866
Passtrrcugh State - Department of Education:

Child and AdultCarc Food Program 10.5b9 N/AV 24,W
Total U.S. Depaftment of Agriculture

U.S. DEPARTIIENT OF HOUSING ANO URBAiI
DEVELOPMENT:

Pas+Through State - O,ffce of the Commissioner
of Municipal Affais:

Community Development Bhck Granb - Stab's
Program 14.228 10-FC

3t,175

0$A&FC
0&NsP1

()&DR-AB.FC

08-A&FC
07-A&FC
o&AB-FC 1,925,296

Community Development Bbck Granb - Stab's
Program(RecoyeryAclFunded) 14.ZSS 08-A&AR 2Z:lM
Total Community Development Block Granb -
Cluster

Community Development Block Granb -
Section 108 Loan Guarantees

Pass-Though State - State Departnent of Family:

Homelessness Prevention and Rapid R+
Housirg Program (RecoveryAct Funded) 14.2it 2009S080C720001 U,gzO
Emergencl Shelter Granb Pmgram 14.231 N/AV

Pass-Through State - Puerto Rico Housing
Administation:

Public and lndian Housing

Total U.S. Depa meflt of Housing and
Urban Development

14.248 N/AV

1,947,401

'137,081

272-122N0044F-

I 1,455

14.850 2008-000290-t/B 336,110
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO

SCHEDULE OF EXPENDTTURES 0F FEDERAL AWARDS (CONTTNUED)

FOR THE FISCAL YEAR ENDED JUNE 30,2011

Federal
Federal Grantor/Pass.through CFDA pass4hrough Entity

Grantor/Prognm or cluster Title t{umber ldentifying i{umbei Expenditures

U.S, DEPARTMENT OF TMT{SPORTATIOil:

Pass-lhrough State - State Department of
Transportation and Public Works:

Urbanized Area Formula Program

Total U.S. Department of Transportation

U.S. DEPART]IIENT OF ENERGY:

Pass{hrough State - Office oftire Eneryy Affairs
Adminisfation:

Eneryy Eftciency and Conservation Block Grant
Program

Total U.S. Department of Energy

U.S. DEPARTI'ENT OF EDUCATION:

Pass-through the Commonweallh of Pueno Rico -
Department of Education:

T,rventy-First Century Community Leaming
Centers

Total U.S. Department of Education

U.S, DEPARTMET{T OF HOMETAND SECURITY:

Pass-Throqh State - Office of the

20.507 PR-9GX266-00 220,587

n0,$7

21.135

21,135

s287C0900039c-
u.287 A000711{6F 236,540

236,510

241,3U

94.013 8,525

8,s25

81.128 0013A-006

Govemor:

Disaster Granb- Public Assistance 97.036 N/AV 241,j34
Total U.S. Department of Homeland
Security

CORPORATIOiI FOR NATIOi{AL &
COMMUNITY SERVICE:

Direct Program:

Volunteers in Service to Amerba
Americorps Vista

Total Corporation for National &
Community Service
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COI'MOI{WEALTH OF PUERTO RICO
MUI{ICIPALITY OF TTAUNABO

SCHEDULE 0F EXPEI{D|TURES OF FEDEML AWARDS (CONT|}IUED)

FOR THE FISCAL YEAR ENDED JUI{E 30,2(,1I

Federal Grantor/Pass.through

U.S. DEPARTI{EiIT OF HEALTH ANO HUMAN
SERVICE

Pass-lhrough State - Office of Govemol
Regional Elderly Offce:

Special Pmgram for Aging, Title lll, Part B

PassThroqh State - Administration of Children
and Families:

Child Cae and Development Block Grant

ARRA- Child Care and Development Block
Grant

Total Child Care and Development Block Grant -
Cluster

Total U.S. Department of Health and Human
SerYice:

TOTAL EXPENDIruRES OF FEDEML
AWARDS

Pass.through Entity
ldentifying Number Expenditures

93.045 N/AV 43,320

Federal
CFDA

Number

93.575

93.713

2010-11-035

241-2010fi0254

498,574

52,607

551.181

594,501

$ 3,86q664

See notes to the Schedule of Expendifures of Federal Awards

52



COMI'ONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO

NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

FOR THE FISCAL YEAR E},IDED JUNE 3II, 2OI1

NOTE I -GENEML

The accompanying Scheduh of Expenditures of Federal Awards includes the federal grant activity of tre Municipality of
Maunabo, Puerto Rico (Municipality) and is presented on tfre modified accrual basis. The informatjon in this sched'ule
is presented in accodance with the requirements of OMB Circular A-'t33, Audits of States, Local Govemments, and
Non-Profit Organizations. Therefore, some amounls presented in this schedule may differ ftom amounb presenled in,
or used in he preparation of, the general-purpose financial slatemenb. The reporting entity is defned in N;b (i) (A) to
the general-purpose combined fi nancial statements.

NOTE 2 - SUlrlrlARY 0F SIGNIFICANT ACCOUNTTNG POL|C|ES

1. The accompanying Schedule of Expenditures of Federal Awards is prepared fom Municipality's accounting
rccords and is not intended to present financial position or the resulb of operations.

2. The Municipality in accordance with the terms records the fnancial transacdons and conditions of he granb, which
are consistent with accounting principles generally acc€pted in the United states of America.

3. Expenditures are recognized in the accounting pedod in which the liability is incured, if measurable or when
actually paid, whichever occurs first.

NOTE 3 - FEDERAL CFDA NUMBER

The CFDA numbes included in this Schedule are determined based on tre progmm name, review of grant mnlract
information and the ffice of Management and Budgets catalogue of Federal Domestic Assistance.

NOTE 4- PASS.THROUGH GRANTOR'S I{UMBER

State or local govemment redistributjon of federal awards to he Municipality, treated 6 if they were received direcfly
from the federal govemment. OMB Circular A-133 requires tre schedule to include the name oi0re pass-through entity
and idenlifying number assigned by the pass{hrough entity for federal awards received as a sub recipient. Numbers
identified as N/AV are not available.

NOTE 5 - LOAN OUTSTANDIi{G

The Municpality had an outstanding loan balance under program Section i08 Loan Guarantee Assistance (CFDA No.
14.248), br which the grantor does not impose continuing compliance requirements. The oubbnding balance of the
loan at June 30, 2011 was $2,833,000.

I.IOTE 6- I'AJOR PROGRAT'S

Major programs are identified in the Summary of Audito/s Results Section of tre &hedule of Findings and euestioned
Costs.
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%"ggrb"9*,
Gerttfed Publtc Accounta,nt

INDEPET{OEI{T AUDITORS' REPORT Oi{ II{TERNAL COilTROL OVER FINANCIAT REPORTING AND ON
COIIIPLIANCE A}ID OTHER MATTERS BASED ON AI{ AUDIT OF FINANCL{L STATEMEilTS PERFORMED IN

ACCORDANCE WITH GOVERNIi{ET{T AUOITING STANDARDS

To the Honorable Mayor and
Memberc of the llunicipal Legislature
Municipality of Maunabo, Puerto Rico

We have audited ttte fnancial statements oflhe govemmental activities, each maiorfund, and the aggregale remaining
fuid information of Municipality of Maunabo, Puerto Rico (Municipality), as of and for the fiscal year enUeO .turB SOI
2011, which colbctively comprise the Municipality's basic financial statemenb and have issued our report thereon
dated March 19,2012. the report on lhe govemmental fund financial statements was qualified for the interli.rnd
balances. We did not express an opinion on the golremmental wide financial statemenb because we were unable to
obtain sufficient and competent evidential matter related to the capital assets. Except a discussed in he ppceding
sentence, u,e conducted our audit in accodance wi*r auditing standads generally accepted in tre United States o:f
America and the shndads applicable to financial audits contained in Govenment Auditing Slandards, issued by tre
Comptroller General of the United States.

lntemal Control Over Financial Reportinq

ln plannirg and performing our audit, r,rre considered tre Municipalit/s intemal control over fnancial reporting 23 a
basis for designing our auditing procedures for the purpose of expressing our opinion on he finarrcial staGmenb, but
not for tp purpose of expressing an opinion on the efiectiveness of the Municipality's intemal control over fnancial
reporting. Accodingly, we do not express an opinion on the effectiveness of tre Municipality's intemal control over
financial reporting.

Our consideration of intemal control over financial reporting was for the limited purpose described in the preceding
paragraph and was not design lo identiff all defrciencies in intemal control over financial reporting trat might b6
significant deficiencies or material weaknesses and herefore, there can be no assurance ha i[ deficiJncies,
signifcant deficiencies, or material weaknesses have been identified. However, as described in the accompanying
Schedule of Findings and Questioned Cosb, we identified certain deficiencies in intemal conhol over financial reportin!
that we consider to be material weaknesses and other deficiencies that we consider to be signifcant defcierries.

A defrciency in intemal oonlrcl exists when the design or operation of a control does not allow management or
employees, in the normal couEe of performing tnir assigned functions, to prevent or detect and corect misstatemenb
on a timely basis. A mateial weakness's a deficiency, or combination of deficiencies, in intemal control srrch frat trere
is a reasonable possibility that a material misstalement of frre entity's financial statements will not be prevented, or
detected and 

-conecfed 
on a timely basis. We consider the deficiencies described in the accompanying Schedule of

Findings and Questioned Cosb to be material ureaknesses. Findings 1l-ll{1, 11ll-02 and 11-ll-03.

A significdlt defrciency is a deficiency, or combination of deficiencies, in intemal contol hat is less sevee than a
material weakness, yet important eno4h to merii attention by those charged with govemarrce. We mnsider the
deficiencies described in fte accompany Schedule of Findings and Questioned Costs to be significant deficbncies.
Finding 11-ll-04.
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INDEPENDE}'IT AUDITORS' REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTIIIG AI{D ON
COiIPLAi{CE ANO OTHER MATTERS BASED ON AN AUDIT OF FII{ANCIAL STATEMENTS PERFORi'ED IN

ACCORDANCE WITH GOVERNMEI{T AUDITING STANDARDS (COIIT|NUED)

Compliance and Other Matters

As palt of obtaining reasonable assuft ue about whether he Municipality's fnancial statements are free of material
misstatement, we performed tests of its compliance with cenain provisions of laws, regulatbns, mntacb and grant
agleements, nonmmpliance with which could have a direct and material effect on the detemination of financial
staternent amounb. However, prcviding an opinion on compliance with hose provisions ws not an objective of our
audit, and accordingly, we do not exprcss such an opinion. Ihe results of our lests disclosed insbnces of
nonmmpliance or oher matters that are required to be reported undet Govemment Auditing Stmdads and which are
described in the accompanying schedule of fndings and questioned costs a Findings 11-ll-01, 1 1-ll{2 and 11-ll-03.

We noted cenain matters that rve reported to management of the Municipality in a separate letter dated March 1g,
2012.

The Municipality's responses to the findings identifed in our audit are described in tre accompanlng Schedule of
Findings and Questioned Costs. We did not audit the Municipality's response and, accordingly, we express no opinion
on it.

This rcport is intended solely for the information and use of the management, the Honorable Mayor and tr/embers of
the Municipal Legislature, Offce of the Commissioner of Municipal Affairs, and federal awading agencies and pas+
through enfities and is not inlended to be and should not be used by anyone oher lhan these specffied parties.

W<AX
CeOr.o C. Ortiz LeO6e)Pn
License Number 5200

Guayama, Puerto Rico

March 19,2012

ahl?1I3
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Cortilisd Publtc Accoultsrrt

INDEPENDETIT AUD]TORS' REPORT ON COMPLIANCE WTH REQUIREMEI{TS THAT COULD HAVE A DIRECT
A}ID I'ATERIAL EFFECT ON EACH MAJOR PROGRAM AND ON INTERilAL CONTROL OVER COI{PLIAT{CE IN

ACCORDAT{CE WITH OMB CIRCULAR A.133

To the Honorable Mayor and
Member of the Municipal Legislature
Municipality of Maunabo, Puerto Rico

Comoliance

We have audited Municipality of .ilaunabo, Puerto Rico (Municipality) compliance wih trg types of compliance
requirenents descriH in te OMB Circular A-133 hmplimce Supptemenl that could have a direci aM material etfect
on_ each of Municipality's major federal pmgrams for the fiscal year ended June 30, 201'1. The Municipality's major
federal ptograms are identified in the summary of auditor's resulb section of the accompanyirq Scneoue oifinOinls
and Questioned Costs. Compliance wi$ the requiremenb of la$s, regulations, contracb and granb applir:,able to e3th
of ib major federal programs ls the responsibility of ttre Municipality's management. Our responsibility is to express an
opinion on Municipality's compliance based on our audit.

We conducled our audit of mmpliance in accordance with auditing standards generally accepted in lhe United States of
America; the standards applicable to fnancial audits conbined ia Govemnent nudnng SmOaAs, issued by tre
Comptoller General of the United States; and OMB Circular A-133, Audls of Slateg Lical Govennents, and Non-
Profil Organiatkns. Those standards and OMB Circular A-133 requirc hat we plan and perform fre audit to obtain
reasonable assurance about whether norrcompliance wift fre types of compliance requiremenb refened to above that
could have a direct and material efiect on a malrr federal prqram occured. An adit includes examining, on a test
basis, evidence about he Municipality's compliarrce wittr lhose rcquircmenb and perbrming such oher procedrres a
we considered necessary in he circumslances. We believe that our audit prcvides a rcasonable basis for our opinbn.
Our audit does not povide a legal determination on the Municipality's compliance with hose requiremenb.

As described in items 11-lll{5, 11Jll-07 and 11lll-09 in the accompanying Schedule of Findings and euestjoned
Costs, the Municipality did rot co-mply wih requirements regarding Allow;ble Activities, Casli Management and
Reporting that arc applicable to its Cornmunity Development Block Grant Cluster. Compliance wittl such {uircment is
necessary, in our opinion, for the Municipality to comply wih the requiremenb applicable to that program.

As described in item 11-lll-10 and 11-lll12 in fte acmmpanying Schedule of Findings and euestjoned Cosb, ttp
Municipality did not comply with requirement regarding Allowable Activitbs and Reporting trat are applicable to its
Public and lndian Housing. Compliarrce with such requirement is necessary, in oui opinion, for the Municipality to
comply with he requirements applicable to thal pmgram.

ln our opinion, except for the noncompliance described in he preceding paragraphs, the Munhipality compliar, in all
material respecb, with the compliance requircmenb refered to above that could have a direct jnd material efiect on
each of its major federal programs for the fiscal year ended June 30, 201 1. The results of our auditing procedures also
disclosed other instances of nonmmpliarrce wih those rEuirements, which are required b be repor[d in accordance
witt OMB Circular A-133 and which are described in the accompanying Schedule oi Findings and'euestioned Cosls as
items 11-lll-06, 11-lll-08, l1-lll-11, 11ltt-'t3, 11-ilt-14 and ii-ilt-l5.
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INDEPENDENT AUDITORS' REPORT ON COI'PLIANCE WITH REQUIREMENTS THAT COULD HAVE A DIRECT
Al{D MATERIAL EFFECT O}l EACH MtuOR PROGMM AND 0l{ INTERNAL CO}ITROL OVER COlrlPLlANCE lt{

ACCORDANCE WITH 0l,lB CIRCULAR A.133 (C0NTINUED)

lntemal Control over Compliance

Management of Municipality is responsible for establishing and maintaining effective intemal control over compliance
with the requircmenb of laws, regulations, contmcts and grants applicable to bdenl programs. ln planning and
performing our audit, tle mnsideed Municipality's intemal control over compliance witfr the requirements hat could
have a direct and material effect on a major federal program to determine the auditing pmcedures for ttre purpose of
exprcssing our opinion on compliance and to test and report on intemal control over compliance in accordarrce witl
OMB Citcular A-133, but not for the purpose of expressing an opinion on he effecliveness of inbmal control over
compliance. Accordingly, v/e do not express an opinion on the effectiveness of Municipality's intemal control over
compliance.

Our mnsideration of intemal contol over compliance was for the limited purpose described in the preceding paragnaph
and was not designed to identify all deficiencies in intemal control over compliance hat might be signifcant defoiencies
or material weaknesses and therefore, there can be no assurance that all deficiencies, significant deficbncies or
material weaknesses have been identified. However, as discussed below, we identified certain deficiencies in intemal
control over compliance that we considered to be material weaknesses and other deficiencies hat we mnsider to be
signifcant def ciencies.

A deliciwcy in htemal contrd over cunpliance exists when the design or operalion of a confol over mmpliance does
not allow management or employees, in the normal course of performing their assigned funclions, to prevent or detect
and corcct noncompliance with a type of compliance requiremenl of a federal progftm on a timely basis. A mdeid
weakness in intemd control over cunpliance is a deficiency, or combinalion of deficiencies, in intemal confol over
compliance, such $at there is reasonable possibility that material noncompliance wih a type of compliance
requirement of a federal program will not be prevented, or detected and conected on a timely basis. We consider the
deficiencies in intemal control over compliance described in the accompanying Schedule of Findings and Questioned
Cosb as items 11lll-05, 1'l-lll-07, 1 l lll-09, 11-lll-10 and 1 llll-12 to be matedal weaknesses.

A significant deftcbncy in intemal conbd over compliance is a deficiency, or a combination of deficiencies, in intemal
control over compliance with a type of compliance requiremenl of a federal prcgram that is less severe han a material
weakness in intemal mntrol over compliance, yet important enough to merit aftenlion by those charged with
govemance. We mnsidered the deficiencies in intemal control over mmpliance descdbed in the accompanying
Schedule of Findings and Questioned cosb as items 11-lll-06, 11-lll-08, 11-lll-11, 11-lll-13, 11-lll-14 and 11-lll-1S to
be significant def ciencies.

The Municipality's responses to the findings identilied in our audit are described in the accompanying Schedule of
Findings and Questioned Costs. We did not audil the Municipality's responses and, accordingly, we express no opinion
on the rcsponses.

This report is intended solely for the information and use of he management, the Honorable Mayor and Members of
the Municipal Legislature, Office of the Commissionerof MunicipalAffairs, and federal awarding agencies and pass-
through entities and is not intended to be and should not be used by anyone oher than these specified parties.

Guayama, Puerto Rim
March 19,2012
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COMMO}IWEALTH OF PUERTO RICO
MUNICIPALIY OF I'AUNABO

SCHEDULE OF FIT.IDINGS AND QUESTIO}IED COSTS

FOR THE FISCAL YEAR ENDED JUNE 30,20,11

SECTION I- SUMMARY OF AUDITOR'S RESULTS

Financial Statements

Type of audito/s report issued:

lntemal control over financial reporting:

Material weakness identifi ed?
Signifcant deficiencies identified?

Noncompliance material to financial statements noted?

Federal awards

lntemal Confol over malor programs:

Material weakness identifi ed?
Significant deficiencies identified?

Type of auditois report issued on mmpliance for maior
pr0gl1lms:

Any audit fndings disclosed hat are Equired to be reported in
accordance with Circular A-133, Section .510(a)?

ldentification of maior oroqrams

Qualified for fund financial statement
and disclaimer of opinion for
govemmental-wide fi nancial
statements

XNo
X No reported

XNo

No
No reported

Qualified, except for Child Care
Development Block Grant

Yes X No

Yes

Yes

Yes

Yes X
Yes X

14.228t 14.255

14.850

93.575/ 93.713

Dollar threshold used to distinguish
A and Type B programs

CFDA l{umber ilame of Federal or Cluster

Community Development Block Granb/ State's Prwram Cluster

Public and lndian Housing

Child Care and Development Block Grant Cluster

between Type

$300,000

Yes No XAuditee qualffied a low-dsk auditee?
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COMMONWEATTH OF PUERTO RICO
MUNICIPALIW OF MAUNABO

SCHEDULE OF FritDrNGS AND QUESTTONED COSTS (C0NTtNUED)

FOR THE FISCAL YEAR ENDED JUNE 30,2(l1I

SECTION II- FIMNCIAL STATEME}ITS FINDINGS

Ftil0tNG

REQUIRETENT

CONDITION

cot{TExr

CRITERIA

11-[.01

ACCOUNTING RECORDS AND REPORTII{G SYSTEM

The Municipalig did not maintain an accounting system that generates accurate
accounting information for the preparation of ttre financial slatemenb in conformity
with generally accepted accounting principles (GMP).

Dudng our examination of the accountng cycle, we noted trat tre Munbipality's
accounting records arc maintained in he cash and budgetary basis and at the end
of year, perconnel of the Finance Departrent and extemal consultants
summarized in elecfonic worksheets the revenues, expendifures, capital assets
transactions, accounts receivables, accounb payable and long tenn-debb. These
uorksheeb are used for the prcparation of the financial statemenb.

Also, we noted he following conditions during our evaluation of ttre accounting
cycle for the fiscal ye ar 201C-2011:

a- Accounting lransactions are cunenlly accounted simultaneously firrough a
manual and a computedzed accounting system for which no reconciliation
procedures are made among them. These accounting systems does not
provide for a self balancing set of accounts for each fund operated by the
Municipality;

b. Both accounting systems does not help management to distinguish between
expenditures incuned and encumbrances and does not provide reliable
financial information of tBnsactions related with capital asseb, accounb
receivables, accounts payables and long{erm debb;

c. The accounting pensonnel does not maintained a lvlodel 4a (the manual
accounling system that summarized the cash transactions of he Municipality)
forthe monthly cash transactions of the General Fund and tre s@ial rcvenue
funds of the Municipality;

d. No adequate year€nd closing entries procedures were made.

Article 8.010 (b) of State Act Number 81 - Ley de Municipbs Autmomw del Estado
Libre y'60ciado de Pue o R6o of August 30, 199'1, states that the Municipality
must maintain its fund accounting in accordance with GMP. ln addition, Artjcle
8.010 (c) states that the system used must produce reliable reporb and financial
statements, prcvide complete information about the results of operations and
include the necessary intemal controls to account for all funds, capital assets and
other assets.



COMMONWEALTH OF PUERTO RICO
MUNICIPATITY OF MAUNABO

ScHEDULE 0F FTNDtNGS AND QUESTToNED COSTS (CONTTNUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2(l,I,t

SECTIOiI II- FINANCIAL STATEMENTS FINDINGS

F|NDTNG ll.ll.0'l

REoUtREilENT ACCOUI{T|NG RECoRDS AND REPoRTING SYSTEM (CONTTNUED}

cAUsE The Municipality has not established effective intemal control procedures over the
preparation of the financial statements and the transaclions recrrded on ib
accounting records.

EFFEGT The Municipality is nol in compliance with tuticles 8.010 (b) and (c) of the State
Law Number 8'l of August 30, 1991.

REcotltENoATloN We recommend management to establish the necessary intemal confols and
procedurcs in order to maintain a complete accounting system that provides for the
preparation of financial statements in accordance witr GMp.

MANAGEIIEi{T RESPONSE We will implement an accounting system in order to generate adequate financial
information for the fnancial statemenls.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF MAUT{ABO

ScHEDULE OF FtNDtllcs AND QUESTTONED COSTS (COilTtNUED)

FOR THE FISCAL YEAR EIIDED JUiIE 3{I,2(,II

SECTION II- FINAilCIAL SIATEMEilTS FII{DINGS

FINDIl{G

REQUIRETSEI{T

CONDITION

cot{TExr

CRTTERIA

CAUSE

EFFECT

RECO itEt{DATlOl{

IrlAl{AGEilEli[ RESPOiISE

,l1.il.02

ACCOUNTING RECORDS- CAPITAL ASSETS

The Municipality does not have an efiective system to account for capitd assets,
including he infrastrucfure assets.

During our examination of the property records, we noted that he Municipality does
not have adequate inlemal controls and prccedurcs to ensure tEt all capital ouflay
expenditures and dispositions are recorded in lhe capital asseb subsidiary ledgei.

!-n 
addlon, the Municipality did not have adequate procedures to reclassify the

finished aoumulated construclion in progress to buildings. Also, the Municipality
has not recorded the infrastructue asseb, accodingly, has not rccorded
depreciation expenses for those assets. These intrastrucfurc asseb should be
reported s part of the capital asseb of the Municipality according to Statement No.
34 of the covemmental Accounting Standards Boad (GASB 34;. ln addition, tre
Municipality did not performed periodi:al physical inventories of its capital 6seb.

Article 8.010 (c) (3) of the State Law Nunbr 81- Ley de Municipios Adc,,to,n6 det
Estdo Libre Asociad/o de Pueilo Rico de i99i of Ar.qust 30, i991, stated hat
Municipality should maintain updated property accounling records.

The Municipality did not maintain an adequate contol of he accountability of its
capital msets including he infrastucfure.

The Municipality is not in compliance witr Articte 8.010 (c) (3) of the State Law
Number 81 ofAugust 30, 1991.

We recommend management and the Property Division of the Municipality to make
an inventory of the capital assets and reconcile it with he capital asseb iubsidiary
ledger. ln addition, the Munbipality should imphment adequate intemal contol
procedures to imprcve the accountability of infrastrucfurc asseb.

We will gave inslructions to our employee assigned to tE poperty division to
continue updating he capital assets invenbry subsidiary, which ircludes the
buildings, equipment, machinery, vehicles, consfuction in progrcss, land and
inhastnrcture.
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COMMONWEAITH OF PUERTO RICO
MUNICIPALITY OF MAUNABO

ScHEDULE OF FtND|NGS AilD QUESTTONED COSTS (CONTTNUED)

FOR THE FISCAL YEAR EI{DED JUNE 30, 2(lI1

SECTION II- FII{ANCIAL STATEMET{TS FINDINGS

FINDING NUIIIBER

REQUIRETENT

cot{Dflo1{

GOI{TEXT

CRITERIA

CAUSE

EFFECT

RECOilTENDATION

MANAGEiIENT RESPONSE

't I -[-03

ACCOUNTING RECORD$ INTERFUT{D TRANSACTIO}IS

The Municipality does not maintain an accurate record over the special revenue
funds fansactions and lhe interfund transactions of all Municipality,s funds.

During our examinalion of the accountirE recods, we noted that he Municipality
does not maintain adequate confols over the interfurd transactions. This sifuation
caused that various special revenue funds, were used as loans, to paid opetdional
costs of the General Fund and other funds. ln addition, he Municipality did not
maintain proper records of the interirnd cash transactions and he conesponding
due from and due lo accounb balances presented in the Balance Sheet, for th6
fiscal Years 2010-2011 and previous balances.

Article 8.004 (c) of tte State Law Number 81 - Ley de MLnicip:ns Adlnomos dd
Estdo Libre Asocido de Puefto Rico de 1997 - August 30, 1991, stated trat the
resf.icted funds rcceived by the Municipality should be only used for fre purposes
established by these resources. ln addition, Article 8.010 (C) (2) and (3jolstate
Act Number 81- Ley de Municipios Autonomr del Estdo Ljbre Asuiado de
Puelo Ric, ol August 30, 1991, stated frat Municipality should maintain accurate
accounting records and funds controls.

The Municipality did not maintain an adequate confol of tre accountability of the
interfund transactiofls and the due from and due to account balances.

T-he Municpality is not in compliance with Articles 8.004 (c) and g.010 (c) (2) and
(3) of the State Law Number 81 - Ley de Municipios hnonomw det Estdo Libre
Asociado de Puefto Rico de 1991 - August 30, 199i.

We recommend management to implement procedures in order to obtain ard
maintain all the rcquircd documenhtbn regards lhe inbrftrnd bansactions.

We gave instructions to he Municipality's Finance Dircctor to minimize the
traflsfers between bank accounts. Also, the Municipality has to assure that all
approved transfeG of funds between bank accounb have to be acmmpanied by
adequate supporting documentation.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO

ScHEDULE OF FtNDtNGS AND QUESTToT{ED COSTS (C0t{TtNUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2(lI I

SECTION II- FIIIAT{CIAL STATETIENTS FINDINGS

FINDII{G NUiIBER

REQUIREIIIEI{T

CONDITION

CONTEXT

CRITERIA

CAUSE

EFFECT

RECOTIMENDATION

TAT{AGEIIEtiIT RESPONSE

I t.[.01

ACCOUIITING RECORDS. BANK RECONCILIATIONS

The Municipality does not have effective intemal control procedures to ensure that
the bank reconciliations were reconciled with tfie accounting records.

During our cash test, we noted that the reconciliation process of fie cunent cash
account and the oher accounts of the Municipality consisb only of irrluding the
ending bank balance, less the outstanding checks of tre month. There was not a
reconciliation process with the accounting records.

Chapler lV, Section 12 of tfre Municipal Administ?lion Regulatory Manual of the
Puerto Rico Commissione/s Ofice for Municipal Affair (OCAM), establishes hat
the accounting system of fie municipalities shall prcvide for tre timely and
accurate preparalion of bank reconciliations. ln addition, the Municipality shall
prepare a monthly report of revenues and disbursemenb, which has to be
reconciled with the bank econciliations.

The Municipality's intemal contml procedures failed to assure ttrat the bank
reconciliations were prepared in a complete manner and reconciled with tre
accounling rccords.

The Municipality is not in compliance wittr Chapter lV, Section 12 of the Municipal
Administration Regulatory Manualof the oCAM.

We recommend managemenl to continue improving the inbmal control procedures
over the preparation of the bank reconciliations and assure hal accounling recods
are reconciled with these bank reconciliations within a reasonable amount of time
in order to maintain proper control over cash.

Our extemal consultant, a certified public accountant is reviewing all bank
reconciliations and conecting $ose that were nol reconciling corccty.
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COMMO}IWEALTH OF PUERTO RICO' MUNICIPALITY OF MAUNABO

ScHEDULE OF FtNDTNGS AND QUESTTONED COSTS (CONTTNUED)

FOR THE FISCAL YEAR E}IOED JUNE 30, 2011

SECTION III- FEDERAL AWARD FINDINGS AI{D QUESTIONED COSTS

FINDING NU]IIBER

FEDERAL PROGRAI'

REOUIRE ENT

NO},ICOilIPLIANCE

coNDmoN

CONTEXT

CRITERIA

CAUSE

t1-il.05

COMMUNITY DEVELOPMENT BLOCK GRANTS / STATE'S PROGRAM; (CFDA
NO. 1L228) U.S. oEPARTMEi{T OF HOUSTNG At{D URBAN DEVELOPMENT
PASS THROUGH STATE - OFFICE OF COI,IiIISSIOilER oF MUNICIPAL
AFFAIRS. OCAi'

COMPLIANCE AND INTERNAL CONTROL

ALLOWABLE ACTMTIES

During the fscal year 2010-2011, the Program disbursed funds without the
appropriate supporting documentation established by the Federal Regulation.

During our grant disbursement test, lye examined ttrirty four (34) non payroll
paymenb vouchers and noted the following conditions:

a. In trvelve (12) vouche$ payments, the invoices were not mafted as paid;

b. ln nineteen (19) vouchers payments, ttre purchme orders $ere preparcd after
the services and the invoices u,ere received by the program.

c. During the liscal year 2010-2011 tlE Program received $159,586 for the
repayment of the principal ard interesb of the Section 108 Loan. From ttre
amount received, the Program paid $71,695 for he interesb due in February
2011 and the remaining 987,891 were transfened to other banks accounb.

24 CFR, Subtitle A, Section 85.20 (b) (6) has established hat accountirg records
must be supported by source documentation such as canceled checks, paid bills,
payrolls, time and attendance records, contracts, subgrant awards documenb,
and ohers. Also, CFR 24 Subtitle A, Section 85.20 (b) (3) states that effective
conbol and accountability must be maintained for all grant and subgrant c6h, real
and pesonal property and other asseb. Grantees and subgrantees must
adequately safeguard all such propefi and must assure trat il is used solely for
authorized purposes.

The Program failed to maintain an adequate control over the maintenance of the
documents hat iustify the disbursement.

The Program is not in mmpliance wih 24 CFR, Subtite A, Section S5.20 (b) (3)
and (6).

EFFECT
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COIIMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO

SCHEDULE OF FINDINGS AT{D QUESTIONED COSTS (CONTIilUED)

FOR THE FISCAL YEAR ENOED JU}IE 30,2(tI,|

SECTIO}I III- FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

Frr{Dtr{c NUUBER t0-lll-05 (coNTtNuED)

FEDERAL PROGRAT, COM]TIUNIW DEVELOPI,E}IT BLOCK GRANTS / sTATE,s PROGRAM; (CFDA
NO. 11.228) U.S. DEPARTiIENT OF HOUSING AND URBAI{ DEVELOPiTE},|T
PASS THROUGH STATE - OFFICE OF COMi'ISSIONER OF MUNICIPAL
AFFAIRS. OCAM

REQUIREI{E]{T COMPLIANCE AND INTERNAL COI{TROL

NOr{COrrpLlANCE ALLOWABLE ACTMTTES (CONT|I{UED)

REcoir[ENDATO We recommend management to continue strenghening the intemal confols and
procedures designed to appopriately review the paymenb vouchers and all the
supporting documentafon prbr to the issuance of a payment or the bansfer funds
and assure that the requisition requested to the passthrough agency arc used for
the activities allowed by he Program.

SUESfloNEDCOSTS $87,891

ilAt{AGEilEl{T REsPoltsE To conect this situation we gave instructions to tre Federal Program Director to
assure that all the disbuBements are properly documented. In addition, rve will
identi! non federal funds to pay the interests of the loan conesponding to the fscal
year 201G2011.
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COMITIONWEALTH OF PUERTO RICO
MUNICIPALITYOF MAUNABO

SCHEDULE OF FtNDtNGS AND QUESTTONED COSTS (CONTT{UED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

SECTION III- FEDEML AWARD FINDII{GS AND QUESTIONED COSTS

11.il-06

FEDERALPRoGRAT coMMUNtW DEVELoPMEI{I BLOCK GRAI{TS 
' 

STATE'S pRocRAM (CFDA
NO. 14.228) U.S. DEPARTT ENT OF HOUStt{c AND URBAI{ DB/ELOPiTENT
PASS THROUGH STATE - OFFICE OF CO]TIMISSIOI{ER OF t{UilIcIPAL
AFFAIRS. OCAM

COMPLIANCE AND Ii{TERNAL CONTROL

NO]iICOI{PLIAI{CE ALLOWABLE ACTMITIES

REQUIREIIIETiIT

coNDITtot{

COtiTTEXT

HOUSING REHABILITATION AND HOUSEKEEPING SERVICES

The Program failed to maintained appropriate supporting documentation regarding
he Housing Rehabilitation and Housekeeping Services participants files.

As part of our granl disbursement test, rte examined four (4) Housing
Rehabilitation Participanfs files and elerren (1'l) Housekeeping Servbes
participant's fles and noled that these files are not in accordance wiur the Federal
regulations and lhe operational guides, pmvided by tre pass-through agency.

Code of Federal Regulation 24, Section 570.506 (b) (9) established the
docurnentation that he Municipality shall maintain for residential rehabilitation. The
Operational Guide of Housing Rehabilitation (tre guide) pmvided by tre Office of
Commissioner of Municipal Affairs, he pass through entity, stated that fre
Municipality has to conduct an inilial unit inspection to detemine if tre un[ is
eligible to be rehabilitating under the criteria ot the program. Also, tre guide stated
that the Municipality has to conduct an intermediate and a final inspection to
delermine if the unit is being rehabilitated and that he rehabilitatbn has been
completed, respectively. ln addition, the Municipality has an operational guide
'Mmud Operacional- Prograrna Auxiliarcs del Hogaf t:Eil includes all procedures
and prcgram's requircments for housekeeping services.

The Program's intemal controls procedures failed to assure that all requircd
information regarding participants were obtained and that he required intervlews,
visits and inspections to monitor the services were realized in accordance to the
pass-hrcugh operalional guides.

The Program is not in compliance with Code of Federal Regulation 24, Sections
570.506 (b) (9) and with the operational guides of housing rehabititation and
housekeepers selices povided by the pass-trrough entity.

CRTTERIA

CAUSE

EFFECT
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUl{A8O

ScHEDULE OF FtNDtNGS ANo QUESTToNED CoSTS (CoNT|NUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2(lII

SECTION III- FEDERAL AWARD FINDINGS AND QUESTIOT{ED COSTS

F|ND|NG 11.fl-06 (COiITINUED)

FEDERAL PRoGRAil Cotrllilut{lTY DEVELOPITEiIT BLOCK GMNTS / STATE'S pROcRAtit (CFDA
N0. 14.228) U.S. DEPARTMENT 0F HoUS|NG AND URBAiI DEVELOPMENT
PASS THROUGH STATE - OFFICE OF COMMISSIONER OF ITUT{ICIPAL
AFFAIRS. OCAII

REQUIREiIEIIIT COMPLIANCE AND Ii'ITERNAL CONTROL

NONCOMPLIANCE ALLOWABLE ACTIVITIES
HOUSIiIG REHABILITATION AND HOUSEKEEPING SERVICES

RECOIIiIENDATION We recommend management to implement adequate intemal contols and
procedures in order to assure lhat he Pogram's staff completes all the requiEd
forms and to inspect and monitor the services in accordance wih ltre regulations
and he operational guides.

QUESTIONEDCOSTS None

ItlAMGElllEt{T RESPONSE We gave insfuctions to the Housekeepirg Services Coodinator that complete all
the requircd forms and update all the liles with lhe requircd informatjon.
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COilIrcNWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO

SCHEDULE OF FtNDtNcS AND QUESTTONED COSTS (CollTtNUED)

FOR THE FISCAL YEAR ENDED JUI{E 30, 2O1I

SECTION III- FEDERAL AWARD FI}IDINGS AND QUESTIOiIED COSTS

Frr{Dll{G tl-m-lt7

FEDERALPRoGRATS CoitMUlllTY DEVELoPMEIIT BLOCKGRATTTS/STATES pROGfl[t; (CFDA
i{o. 11.228) U.S. DEPARTI{EilT 0F HOUST}IG AND URBAT{ DEVELOiMEilT
PASS THROUGH STATE - oFFIcE oF COIIMISSIoNER oF ItIUilIcIPAL
AFFAIRS - OCAI{

REQUIRETENT COi'PLIANCE AilD IilTERi{AL COI{TROL

NOiICOTPLIAI'ICE CASH 
'{A}IAGEITENT

coNDlTloN The Program did not minimize fire tire betrveen tn receiving of frg request of
funds fiom he pass-trmugh entity and tre disbursement of fuIdi.

cot{TExI Durirg our Cash Management test, vle examined tuenty nine (2g) rcques6 of
funds made by the Pmgram b the pas+trrcugh ag,ency and found trat-burben
(14) requesb took between six (6) and trirty six (36) days lirm fte moment the
funds were deposited and the issuarrce of tle checks or transErs for he
disbursemenb. ln additim, we noted hat he program mainbined an average cash
balance of approxim ately 924 ,282.

cRIrERlia Code of Federal Regulations 24, Subpart l, Section 570.489 (c) (1) stated ftat units
of general local go\emmenb shall use pmcedures to minimize ihe time elaping
between fte FansGr of funds by tre state and disbuGement made by he grantee.

cAUsE The Federal Prcgrams and Finance Departnent of the Municipality dkt not mainhin
appropriate cash management prccedures in order to rcquest funds to the pas+
hrough agency only for imrEdiate needs.

EFFECT 
li._?trfl1[,Ti,in 

compliance with Code of Federal Resutations 24, Subpart t,

REco tlEI{DATlot{ We recommend management to strcngthen its disburcemenb procedures to
minimize the time betr,neen the transfer of funds by tre passhror4h and
disbuEement made by he Municipality.

QUESTIOI{ED COSTS None

MAMGE EI{T RESPONSE To avoid this situation we gave instuclions to fte Federal program Departnent
and.he Finance Department, that once tre funds fiom tre pas+trmgh are
received, the checks has to be issue in approximately frree (3) days.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF MAUNABO

ScHEDULE 0F FtNDTNGS AilD SUESTtOilED COSTS (CONTTNUED)

FOR THE FISCAL YEAR ENDED JUNE 3{I,20,11

SECTION III - FEDEML AWARD FINDINGS AND QUESTIOT{ED COSTS

FINDING

FEDERAL PROGRAT

REOUIRETIENT

T{ONCOTPLIANCE

CONDITION

CONTEXT

CRITERIA

t't.ilr-08

coMMUNtTy DEVELOPMENT BLoCK GRANTS / STATE S PROGRAM (CFDA
NO. 14.228) U.S. DEPARTMEi{T OF HoUS|NG AND URBAN DEVELOPMEilT
PASS THROUGH STATE - oFFIcE OF COIiIMISSIoNER oF MUNICIPAL
AFFAIRS. OCAttI

COMPLIANCE AND INTERNAL CONTROL

PROCUREI,lENT, SUSPENSION At{D DEBARMENT

The Program formalized conhacts and did not verify if the contractors were
suspended or debaned by tte Federal govemment. Also, tre program disbursed
funds during fiscal year 2010-2011 not in accordance with the adEuate
procurement process established by he Federal and State regulations.

During our Suspension aM Debarment test, we examined tno (2) construction
contracb and three (3) contracts for profesional services and noted that for hese
contracts there was no evilence that demonstrated that the program verify these
contretors in the Excluded Parties List System (EpLS) maintained by the General
Service Administration.

ln addition, during our grant disbursemenb test we noted that there was no
evidence of the adequate analysis of the acquisition process (procurcment) for four
(4) professional servbes contracts formalized during ttre fiscal year 201G2011 .

Code of Federal Regulations 24, Subpart C, Section 85.35 states trat grantees and
subgrantees must not make any award or permit any award (subgrani or contract)
at any tier to any party which is debaned or suspended or is otherwise excluded
from-or ineligible for participalion in Federal assishnce programs subiect to 2 CFR
pu|2424.

Code of Federal Regulation 24, Subpart 85, Section 85.36 (b) (9) states hat
grantees and subgrantees will maintain records sufficient to detail the significant
history of a procurement. These records will include, but are nol necessarit fmited
to the following: rationale for he method of procurement, selection of mntract typ€,
contmctor selection or Eiection and the basis for the mntract price.

The Program does not performed an appropdate procurement process because
failed to document adequately the acquisition process. Also, he program did not
maintain appropriate procurement standard procedures to assure that that tre
contracts formalized in excess of $25,000, awarded to the contractors, are not
suspended or debaned.
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COUMONWEALTH OF PUERTO RICO
MUNICIPALITY OF IIAUNABO

SCHEDULE OF FtNDtNGS AND QUESTTONED COSTS (CONTTNUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2(l1I

SECTIO}I III- FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

Fr{Dt]{G

FEDERAL PROGM

REQUIREMENT

NO]iICOTPLIANCE

EFFECT

RECOttEilDATIO|{

QUESTIONED COSTS

MAI'IAGEI{EITT RESPOiISE

1r.il.08 (coilTtNUED)

cot t ut{tTy DEVELoPMENT BLoCK GRANTS/ STATE'S pROGRAil (CFDA
ilo. 11.228) U.S. DEPARTMEI{T OF HOUSTNG AND URBAN DWELOPMENT
PASS THROUGH STATE - OFF|CE 0F COMiflSS|ONER OF tiiUNtCtpAL
AFFAIRS. OCAM

COMPLIANCE AND INTERNAL CONTROL

PROCUREMEilT, SUSPENSION AND DEBARi{ENT

The Prog-ramis not in compliance with Code of Federal Regulations 24, Subpart C,

Fction -85.36 
(b) (9) and witr Code of Federat Regulation 24, Subpart b, and

Section 85.35.

We recommend management to implement procedures in order to obtain and
maintain all the required documentatbn regards tre acquisition prccess
(procurement) to comply witr this requirement. Also, rrve rccommend management

lo obtain the EPLS in printed or electronic format, errery time tre MunLipality
foryaliied a contr*t with Prcgram's funds with conbacton or professionals and
veri! if they are debaned or excluded.

None

We start making his process afier the supplieE sign their conbacb. We insfucted
the Federal Program Director to make this process before ttre adjudlxtion of a birJ
or a quotalion.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAU}IABO

ScHEDULE OF FtND|NGS AND QUESTTONED COSTS (CoNTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2(lI I

SECTION III- FEDEML AWARD FIiIDINGS AND QUESTIONED COSTS

FINDII{G NUiIBER

FEDERAL PROGRAT

REQUIREiIENT

NONCOiIPLIAI{CE

CONDITION

CONTEXT

CRITERIA

CAUSE

EFFECT

QUESTIONED COSTS

MANAGETIENT RESPONSE

1't.ilt-09

coMMUNtW DEVELoPMENT BLOCK GRAIITS / STAIE'S PROGRAT' (CFDA
NO. 14.228) U.S. DEPARTMENT 0F HOUSTNG AilD URBAII DEVELOPMENT
PASS THROUGH STATE - OFFICE OF COMMISSIONER OF MUi.IICIPAL
AFFAIRS. OCAM

COMPLIANCE AND INTERNAL CONTROL

REPORTING

The Program did not maintain accurale accounting records of the financial
transactions and did not reconcile monthly, he cash account with the bank
reconciliations.

During our reporting test, we noted that the disbursemenb reported in he quarterly
reports for CDBG, submitted to the pass.through entity (OCAM), did not reconcile
with the accounting records. In addition, the cash balance at June 30, 201i,
reported in the quarterly reports, does not agree with the bank recorEiliation.

Code of Federal Regulations 24, Subpart C, Section 85.20(a) (l) rEuires that
fiscal control and €ccounting procedures must be sufficient to permii preparation of
reporb. Code of Federal Regutations 24, Subpart C, Section 85.20(b) (2) requires
that grantees and subgrantees must maintain records whictr adequaieiy'identiiy ttre
source and application of funds provided for financially- assisted activities. Tirese
records must conlain information pertaining to grant or subgrant awards and
authorizations, obligations, unobligated balances, asseb, liabilities, outays or
expenditures, and income.

The Program is not reconciling its accounting records with tre quarteriy reporb in
order to assure that there are no difurences. ln addition, the prcgram is not
reconciling on a monthly basis the differences in the accounting records and the
bank reconciliations.

The Program did not submit accurate quanedy reports to the pass-through entity in
order to mmply with he Federal regulation.

None

We gave instructions to the Program's Director to reconcile on a monthly basis, the
accounting records with the bank reconciliation and to assure that the quarterly
reports are submitted with accounting informalion obtained from the finarrcijl
records of the Program.
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COMII{ONWEALTH OF PUERTO RICO
MUNICIPALITY OF IIAUNABO

ScHEDULE OF FtNDINGS AND QUESTTONED COSTS (CONTIiIUED)

FOR THE FISCAL YEAR Ei{DED JUT{E 30, 2011

SECTION III- FEDERAL AWARD FIiIDINGS AND QUESTIONED COSTS

FII{DING NUMBER

FEDERAL PROGRAiI

REQUIRENENT

NONCOXIPLIA}ICE

COND]TION

CONTEXI

CRITERIA

CAUSE

EFFECT

RECOiITENDATION

't't.|il-i0

PUBLTC AND tr{DtAN HouStNG - (CFDA 14.850) U.S. DEpARTttE}lT oF
HOUSII{G AND URBAN DEVELOPi'EIIT PASS THROUGH STATE - PUBLIC
HOUSING ADMINISTRATION

COMPLIANCE AND INTERNAL CONTROL

ALLOWAELE ACTIVITIES

The Program transfer funds to other funds wihout adequate supporting
documentation.

During our examination, we noted that during fiscal year 2010-201.1, tre program
trans{er funds in excess of reimbursable expendifures to ofrer bank accounS.
Adequate supporting documentation that appoved tfrose bansfers of funds was
not available for our examinaton. Also, the program mainbins in ib books, excess
of funds, fom curent and prior years, that were not reimbursed to the pass-
firough entity.

24 CFR, Subtitle A, Section 85.20 (b) (6) has established hat accounting records
must be supported by source documentatjon such as canceled checks, paid bills,
payrolls, time and attendance records, confacts, sub-grant awards documenb,
and otheB. Also, CFR 24 Subtitle A, Section SS.20 (b) (3) states hat effective
control and accountability must be maintained for all grant and subgrant cash, rcal
and peBonal property and other asseb. Grantees and subgrantees must
adequately safeguard all such property and must assure hat it is used solely for
authorized purposes.

The Program failed to maintain an adequate mntrol over the maintenance of he
documents that justify lhe disbursement. The Munbipality failed b account
adequately the economies generate during tire fiscal year, in oder reimbuse any
excess to the pass hrough agency.

The Program is not in compliance with Code of Federal Regulation 24, Subtide A,
Section 85.20 (b) (6).

We recommend management to continue strenghening the intemal contols and
procedures designed to appropriately review the paymenb vouchen and all he
supporting documentation prior to the issuance of a payment or tre hansbr funds.
The Municipality should implement adequate intemal conlrols to 6sure that he
economies generated, if any, during the fiscal yeas arc reimbuse to he pass
through agency.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNABO

ScHEDULE OF F|ND|NGS AND QUESTTONED CoSTS (CoXTtilUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

SECTION III- FEDERAL AWARD FINDIIIGS AI{D QUESTIONED COSTS

FlNDtr{c NUTEER 11-It-,t0

FEDERALPRoGRAil PUBLIC AND lNolAil HOUSTNG - (CFDA 1L850) U.S. OEpARTtitENT OF
HOUSING AND URBAN DEVELOPMEilT PASS THROUGH STATE - PUBIIC
HOUSING ADMIT.IISTMTION

REQUIRETENT COMPLIANCE AND INTERNAL COi{TROL

NOI{COHPLIiAilCE ALLOTI'ABLE ACTIVITIES

QUESTIONEDCOSTS None

UAI{AGE EIIT RESP(,NSE To conect ttris situation, we gave instruc{ions to he r€sponsible employees to
assure hat all the disbuEements have to be supported wifir adequate supporting
documentation and are for expendifures incuned and activlties apprcved ani
permitted and by he program.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MAUNAEO

ScHEDULE OF Ftt{DtNGS AND QUESTTONED COSTS (CONTTNUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2OI I

SECTIOi{ lll- FEDERAL AWARD FlNDli'lcs AND QUESTTONED COSTS

FINDING I{UTBER

FEDERAL PROGRAI'

REQUIREIIIET{T

NOI{COTPLIANCE

cot{DITtotit

cor{TE)(t

CRITERIA

CAUSE

EFFECT

RECOtrl Et{DATtOtt

QUESTIOT{ED GOSIS

MANAGETENT RESPOI{SE

11-il-tI

puBLtc AND tNDtAN HOUSr{G - (CFDA 14.8e}) U.S. DEPARTME}IT OF
HOUSING AND URBA}I DEVELOPMENT PASS THROUGH STATE - PUBLIC
HOUSING ADMIilISTRATION

COMPLIANCE A}ID INTERNAL CONTROL

ELEGIBILITY

The Program failed to use accurately third party income verification to conoborate
the tenants empbyment and income verification.

During our Eligibility Test, we selected a sample of turenty five (25) participants
liles and noted that during the reexamination process, eleven (1 1) participant,i files
did not have evidence that tre Program use he Enterprise lncome Verifrcation
(ElV) System.

24 CFR, Subtite A, Section 5.233 (a) (2) states hat processing entities must use
HUD's EIV system in ib entirety as a third party source to verify ienant employment
and income information during mandatory reexaminations of families composition
and inmme, in accordance witlr 5.236 and administrative guidance issued by HUD
and to rcduce administrative and subsidy payment erom in accordance witt HUD
administntive guidance.

The Program has not established adequate inlemal contiols over the use of he
EIV System during the mandatory annual and interim reexamination as a hird
party income verifcation of tre hmily income.

The Program is not in compliance with Code of Federal Regulation 24, Subtite A,
Section 5.233 (a) (2).

We recommend management to strengthen Ure intemal contols and procedures
designed to verify the family income and composition using he EIV system in each
mandatory reexamination of the pa icipanb.

None

Actually we are using the EIV system as third party income verifrcation. ln additbn,
we will continue improving our intemal mnfob ard procedures designed to verify
the family income dudng he reexaminalions of the participanb.
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COMMOT{WEALTH OF PUERTO RICO
MUNICIPALIW OF MAUNABO

ScHEDULE 0F FTND|NGS AND QUESTTOilED COSTS (C0t{TtilUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

SECTION III- FEDERAL AWARD FINDINGS AND QUESTIOT{ED COSTS

FINDING I{UTBER

FEDERAL PROGRA

REQUIRE]IIEl{T

t{oitco PLtAt{cE

CONDITIOI{

cot{TExI

CRJTERIA

EFFECT

RECOMilENDATIOI'I

CAUSE

11.flt-i2

PUBLTC AND tNDtAt{ HoUSI{G - (CFDA 11.850) U.S. DEPARTMENT OF
HOUSING AND URBAN DEVELOPME}IT PASS THROUGH STATE - PUBLIC
HOUSIiIG ADMINISTRATIOil

COMPLIAIICE AT{D INTERNAL CONTROL

REPORTII{G

The Program did not maintain accurate accounling records of he financial
transactions.

During our Reporting test, we noted hat he program did not maintain adequate
accounting records and did not summarize the information of all tre financial
transactions related to asseb, liabilities, revenues and expendifures of he
Program, in a formal gereral ledger. Also, t/ve noted hat he disbursemenb
reported in fie quarterly reports for the Program, submited to tn pas+ttrrough
entity, did not reconcile with tre accounting records. ln addition, we noted trat ttre
Program did not maintain proper records and documentation for lhe inbrfund cash
transactiors and he conesponding due fom and due to rccount balances.

Code of Fedenal Regulations 24, Subpart C, Section S5.20 (a) (1) requires thd
fiscal control and accounting procedures must be suffcient b permit preparation of
Bports. Code of Federal Regulations 24, Subpad C, Section 85.20 (b) (2) requires
that grantees and subgrantees must maintain records which adequateiy identify 0c
source and application of funds provided for financially- assisted activities. These
records must conlain informalion pertaining to grant or subgrant awards and
authorizalions, obligatjons, unobligated balances, asseb, liabilities, outays or
expenditures, and income.

The Program failed to establish adequate inbmal controls over tre accounting
records and the ecurate submission of the monthly reporb to fie pas+trrcugh
agency.

The Program did not submit accurale montrly reporb lo tre pass-through entity in
order to comply with the Federal regulation.

The Program should implement adequate intemal control pmcedures to ensure
that the financial information submitted to he pass{hrough entity in ib monfrly
reports, agrces with the accounting records maintain by the program.
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COI'MONYT'EALTH OF PUERTO RICO
MUNICIPALITY OF MAUI{ABO

SCHEDULE 0F Ftt{Dtt{cs AND QUESTTONED COSTS (CONT|}{UED)

FOR THE FISCAL YEAR EilDED JUNE 3It, 201.I

SECTIOil III- FEDERAL AWARD FINDINGS AND QUESTIOI{ED COSTS

FhtDlitc NUilBER 11.ilt-12 (CONT|i{UED)

FEDERALPRoGRAITI PUBLIC AND INDIAN HOUSIIIG - (CFDA iL850) U.S. DEPARTMENT OF
HOUSIIIG ANO URBAI{ DEVELOPMENT PASS THROUGH STATE - PUBLIC
HOUSING ADMII.IISTRATIO}I

- REQUIREIIENT CO'{PLIANCE AND I}ITERNAL COilTROL

NoNcoitpLlANcE REpoRTr{G (coilTtNUED}

QUESTIONEDCOSTS None

IilANAGEIIEI{T RESPONSE We will gave instructions to the Finance Departnent to maintain on a monthly
basis, a general ledger tirat includes all the financial transactions related to asseB
liabilities, revenues and expenditures of the program. ln addition, we will assure
that the monlhly reporb submitted to the pas-trrough agency are accurately and
are recorriled with tre mcounting records of the program.
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COMIIONWEALTH OF PUERTO RICO
MUNICIPATIW OF IIAUMBO

SCHEDULE 0F Ftr{Dtr{cs AND QUESTTONED COSTS (CoNT|NUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2()I1

SECTION III - FEDERAL AWARD FINDINGS AT{D QUESTIONED COSTS

FII{DIilG NUfBER

FEDERAL PROGRAII

REQUIRETE]iIT

l{or{co[PLIANcE

coilom0N

coilTErr

CR]TERI,A

EFFECT

RECOttEItDATTOl{

QUEST|OI{ED COSTS

TA'{AGETEITI RESPONSE

CAUSE

.l1.il.13

PUBLTC Ar{D tilDtAil HoustNG - (CFDA 
'1.8flt) 

U.S. DEpARn E}IT OF
HOUSIilG AT{D URBAN DEVELOPMEI{T PASS T}IROUGH STATE - PUBLIC
HOUSING ADIilIIIISTRATIOiI

COMPLIAT{CE AND I}ITERI{AI CONTROL

SPECIAT TEST. DEPOSITORY AGREEMENTS

The Municipality failed to enter in a deposilory agreement wi[r ib finarrcial
institution.

During our evaluatnn, ure did not identify evidence of a depositary agEement in
te form required by HUD witr he depository instihrtion of te Uuniiipaty.

Code of Federal Regulation 24, Subpart D, Section 982.156 (a) shtes trat unless

?f'r*jt rcquired or permitted by HUD, all program receipb must be pmmp0y
deposibd with a financial institution selecbd as deposibry by tre pHA in
gry!?nce witr HUD requircments. ln addition, Code of Fedeial Regulations 24,
982.156 (c) stabs lhat tre PHA must enter into an agreement witr depositary in
the form rquired by HUD.

The Municipalig s management failed to enter into agrcemenb in tc form required
by HUD witr its financial institution.

Ihe Progqm 
Ls 

not in compliance with Code of Fedenal Regulation 24, Subpart D,
Section 982.156 (a) ard (c).

We recommend management to contact ib financial instMion and fomalize, as
soon as possible, tte depository agreement in the form established by HUD.

None

We will contrct our financial institution to establish the depository agreement
proposed by HUD.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF I'AUNABO

ScHEDULE OF FINDINGS AND QUEST|Oi,IED CoSTS (CoNTtilUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

SECTION III- FEDERAL AWARD FINDINGS AND QUESTIOi{EO COSTS

FIilDING NUTBER

FEDERAL PROGRAI'

REQUIRENEI{T

NONCOTPLIANCE

cotilDtTtoil

COI'ITEXI

CRITERIA

CAUSE

EFFECT

RECOIIIIiIEIiIDATION

QUESTIONED COSTS

MANAGEMEI{T RESPONSE

11.ilt-l1

cHrLD CARE DEVELOPMENT BLoCK GRANT _ (CFDA 93.575) U.S.
DEPARTMENT OF HEATTH AND HUMAN SERVICES PASS THROUGH STATE
- ADTTIINISTRATION OF CHILDREN AND FAI'ILIES

COIiIPLIANCE AND I}ITERNAL COilTROL

ALLOWABLE ACTMTIES

The Program advanced funds to the General Fund during the fiscal year 2010_
2011.

During our examination, we noted that the program's trial balance reported an
interfund balance, which represents advances of cash to the General Fund for
payroll and other expenditures not incuned at June 30, 201.1.

45 CFR, Part 92.20 b (3) established trat effective control and accountability must
be maintained for all grant and subgrant cash, real and personal property, and
other assets. GBntees and subgranbes must adEuately safeguard ali such
property and must assure that it is used solely for authorized puryoses.

The Program received advances of funds for operational and adminisHive cosb
for fiscal year 2010-2011 and did not maintained an adequate acounting of tre
expendifures incuned and the interfund transactions of the program.

The Program is not in compliance witr Code of Federal Regulatjon 45, p;/Il g2.20
(3)

We recommend management lo continue strenghening the intemal controls and
procedurcs designed to appropriately review all he paymenb vouchers and all the
supporting documentation lo assurc that are for eligible activities and for
expendifures incuned during he fiscal year. This process should be made prior to
lhe issuance of a payment or a transfer funds.

None

To corect this situation, we gave instructions to the responsible employees to
assure that all the disbursemenb have to be supported witr adequate supporting
docurnentalion and are for expenditurcs incuned, activitjes approveO anO plrmittei
by the Program.
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COMMONWEALTH OF PUERTO RICO
IIIUNICIPALITY OF MAUt{ABo

SCHEDULE OF FtNDINGS AND QUESnOilED CoSTS (COiITtNUED)

FOR THE FISCAL YEAR EI{DED JUNE 30, 2011

SECTION III- FEDERAL AWARD FINDII.IGS AND QUESTIOT{ED COSTS

FINDING

FEDERAL PROGRAil

REQUIREiIEI{T

iloNcoriPltAtitcE

col{DtTtoN

COiITEXT

CRlTERIA

CAUSE

EFFECT

RECOTIUET{DATIO

QUESIIOI'IEO COSTS

iIAI{AGETEI{I RESPOiISE

11.il-15

cHrLD oEVELOPilET{T BLOCK GRANT _ {CFDA 93.575) U.S. DEPARTTilENT
OF HEALTH AND HUMAI{ SERVICES PASS THROUGH STATE -
ADMINISTRATION 0F CHTLDREN Ai{D FAITilLTES

ARRA CHTLD DEVELOPIilET{T BLOCK GRAilT _ (CFDA 93,713) U.S.
DEPARTMENT OF HEALTH AND HUMAN SERVICES PASS THROUGH STATE
- ADMII{ISTRATION OF CHILDREN AND FAiIILIES

COMPLIiAilCE At{D INTERNAL CONTROL

PROCUREMEIIT, SUSPENSION AIID DEBARIIE}IT

The Program disbuBed funds during fscal year 2010-2011 not in accordance with
the adEuate procurement process established by the Fedenal and State
reg ulations.

Dudng our grant disbuEement test, we examined five (5) disbursemenl vouchers
for the purchases of goods and servir:es and noted trai he acquisition process
(procurement) was not well documented

Code oJ Federal Regulation 45, part 92, Section 92.36 (b) (9) states fiat grantees
and subgrantees will maintain records suftcient to detail fre significant hiJtory of a
procurement. Ttpse recods will include, but are nol necessarily limited 6 the
following: rationale for fre method of prccu]ernent, selection oi contact type,
conhactor selection or rejection and tre basis for the contracl price.

If9 |roS"rn does not performed an appropdate procurcment prccess because
failed to document the acquisition process.

]he Pro-Sg1 is nol in comptiance witr Code of Federal Regulatbns 45, parlg2,
Section 92.36 (b) (9).

We rccommend management to implement procedures in oder to obtain and
maintain all he requied documentation regards the prccurcment prccess to
mmply with tiis requirement.

None

To conect tris condition, we will give instructions to fle esponsible employees of
the acquisition pmcess that every procurement process has to be pmpeiy and
adequately documented.



COMM0I'|WEALTH OF PUERTO R|CO
MUNICIPALIY OF MAUT{ABO

SUMMARY SCHEDULE OF PRIOR YEAR AUDIT FINDIGS

FOR THE FISCAL YEAR EIIDEO JUNE 3I', 2011

FINDINGrtiruriii compumce n8[Bt* o'::tiJ',
AUDITEE COMIIEiTIS

10-lll-05 Allowable Activitjes 14.22g None No corective actbn has been taken.

Finding Refererrce 1 i-lll-0S.

10lll-06 Allowable Actjvities _ j4.ZZg None No corcctive action has been taken.Housing Rehabilitation
and Hous€keeper

Services Finding Reference l lJIl{6_

10-lll-07 Cash Management 14.22g None No coneclive action has been taken.

Finding Reference i IJll-07.

10-llf-08 procurement, 14.22g None No conective action has been taken.Suspension and
Debarment 

Flnding Refererre .11-lll48.

10-lll-09 
-procurement, 14.g50 None Fullconective action taken.Suspension and

Debarment We improved our system and procedures over lhe
procurement process.

10-lll-10 Reporting 14.22g None No conective action has been taken.

Finding Reference 1 1Jll{9.

10-lll-11 Reporting i4.g50 None No coneclive aclion has been taken.

Finding Reference 1 I Jll_l 0.

09-lll-05 Allowable Activities j4.22g None partia y conective action has been taken.

Finding Refemnce i lJll{S.

09-lll-06 Arowabre Activitr'es 14.g50 $19,50s No conecrive action has been taken.



COTI4MONWEALTH OF PUERTO RICO
MUI{tCtPALtTy OF |TIAUNABO

suMMARY SCHEDULE OF pRtOR YEAR AUDTT FtND|GS (CONT|I{UED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

FINDING
IIUiIBER COTIPLIANCE

CFDA
NUMBER

QUESTIOIIED
COSIS AUDITEE COTIITENTS

09-il-07 Allowable Activities 14.228 None No coneclive action has been taken.

Finding Reference 1 1-llt{6.

09-ilr-08 Cash Management 14.228 None No corective action has been taken.

Finding Reference I lJll{7.

09-m-10 Reporting 14.228t

14.248
None No conective action has been taken.

Finding Reference 1 1 Jll-09.

09-ilt-l1 Reporting 14.850 None No conective action has been taken.

Finding Reference 1 1-ltl- l 2.

08-ilt-01 Reporting-
Accounting System

All Federal

Programs
None No conective trtion has been taken.

Finding Returence 1'l-lll{9 and 11-lll-,12.

08-ilt-04 Reporting- Bank
Reconcilialions

All Federal

Programs
None No conective action has been taken.

Finding Reference 11lll{9 and lilll-j2.
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