
-



- • 
NIEVES VELAZQUEZ & CO., P.S.C. 
Certified Public Accountants and Financial Consultants 

c;o 



COMMONWEALTH OF PUERTO RICO 

MUNICIPALITY OF MAYAGUEZ 
SINGLE AUDIT REPORT 

With Independent Auditors' Report Thereon 
June 30, 2011 



-

-

COMMONWEALTH OF PUERTO RICO 

MUNICIPALITY OF MAYAGUEZ 
Single Audit Report 

June 30, 2011 

TABLE OF CONTENTS 

Independent Auditors' Report 

Required Supplementary Information: 
Management's Discussion and Analysis 

Basic Financial Statements: 
Government-wide Financial Statements: 

Statement of Net Assets 
Statement of Activities 

Governmental Fund Financial Statements: 
Balance Sheet - Governmental Funds 
Reconciliation of the Balance Sheet to the Statement 

of Net Assets - Governmental Funds 
Statement of Revenue, Expenditures and 

Changes in Fund Balances - Governmental Funds 
Reconciliation of the Statement of Revenues, 

Expenditures and Changes in Fund Balances 
to the Statement of Activities - Governmental Funds 

Statement of Revenue and Expenditures - Budget and 
Actual- Budget Basis -General Fund 

Notes to Basic Financial Statements 

Independent Auditor's Report on Internal Control Over Financial Reporting and 
On Compliance and Other Matters Based on an Audit of Financial Statements 
Performed in Accordance with Government Auditing Standards 

Independent Auditor's Report on Compliance with Requirements that 
Could Have a Direct and Material effect on Each Major Program and 
Internal Control Over Compliance in Accordance with OMB-Circular A-133 

Schedule of Expenditures of Federal Awards 

Notes to Schedule of Expenditures of Federal Awards 

Section I-Summary of Auditor's Results 

Section II-Financial Statement Findings 

Section III-Federal Award Findings and Questioned Costs 

Prior year findings and Questioned Costs 

1-2 

3-26 

27-28 
29 

30 

31 

32 

33 

34 
35-96 

97-98 

99-101 

102-103 

104 

105 

106 

107-1 14 

115-121 



, 

-

NIEVES VELAZQUEZ & CO., P.S.C. 
Certified Public Accountants and Financial Consultants 

.\ 

To the Honorable Major and 
Municipal Legislative Body 

Municipality of Mayagilez 
Mayagilez, Puerto Rico 

Independent Auditors' Report 

We have audited the accompanying financial statements of the governmental activities, each major fund, 
and the aggregate remaining fund information of Municipality of Mayagilez, as of and for the year ended 
June 30, 2011 , which collectively comprise the Municipality 's basic financial statements as listed in the 
table of contents. We also have audited the accompanying statement of revenues and expenditures -
budget and actual - budgetary basis - general fund of the Municipality for the fi scal year then ended, 
which is presented as part of the basic financial statements. These financial statements are the 
responsibility of Municipality of Mayagile'z management. Our responsibility is to express opinions on 
these financial statements based on our audit. 

We conducted our audit in accordance with auditing standards generally accepted in the United States of 
America and the standards applicable to financial audits contained in Government Auditing Standards , 
issued by the Comptroller General of the United States. Those standards require that we plan and perform 
the audit to obtain reasonable assurance about whether the financial statements are free of material 
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and 
disclosures in the financial statements. An audit also includes assessing the accounting principles used 
and the significant estimates made by management, as well as evaluating the overall financ ial statement 
presentation. We believe that our audit provides a reasonable basis for our opinions. 

In our opinion, the financial statements referred to above present fairly, in all material respects, the 
respective financial position of the governmental activities, each major fund, and the aggregate remaining 
fund information of the Municipality' s, as of June 30, 2011 , and the respective changes in financial 
position, thereof for the year then ended in conformity wi th accounting principles generally accepted in 
the United States of America. In addition, in our opinion, the financial statements referred to above 
present fairly, in all material respects, the budgetary comparison of the general fund for the fi scal year 
then ended in confonnity with the budgetary (statutory) basis of accounting, as described in Note 1. 
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Independent Auditors' Report 
(Continuation) 

In accordance with Government Auditing Standards, we have also issued our report dated 
December 19, 2011, on our consideration of the Municipality's internal control over financial reporting 
and on our tests of its compliance with certain provisions of laws, regulations, contracts, and grant 
agreements. The purpose of that report is to describe the scope of our testing of internal control over 
financial reporting and compliance and the results of that testing, and not to provide an opinion on 
internal control over financial reporting or on compliance. That report is an integral part of an audit 
performed in accordance with Government Auditing Standards and important for 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 Schedule of Funding Progress - Employees Retirement System by the 
Government of Puerto Rico and its instrumentalities be presented to supplement the basic financial 
statements. Such information, although not a part of the basic financial statements, is required by the 
Governmental Accounting Standards Board, who considers it to be an essential part of financial reporting 
for placing the basic financial statements in an appropriate operational, economic, or historical context. 
We have applied certain limited procedures to the required supplementary consisted of inquiries of 
management about the methods of preparing the information and comparing the information for 
consistency with management's responses to our inquiries, the basic financial statements, and other 
knowledge we obtained during our audit of the basic financial statements. We do not express an opinion 
or provide any assurance on the information because the limited procedures do not provide us with 
sufficient evidence to express an opinion or provide any assurance. 

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively 
comprise the Municipality's basic financial statements as a whole. The accompanying Schedule of 
Expenditures of Federal Awards is presented for purposes of additional analysis as required by 
U.S. Office of Management and Budget Circular A-133, Audits of States, Local Governments, and Non­
Profit Organizations, and is also not a required part of the financial statements. The Schedule of 
Expenditures of Federal Awards is the responsibility of management and as derived from and relates 
directly to the underlying accounting and other records used to prepare the financial statements. The 
information has been subjected to the auditing procedures applied in the audit of the financial statements 
and certain additional procedures, including comparing and reconciling such information directly to the 
underlying accounting and other records used to prepare the financial statements or to the financial 
statements themselves, and other additional procedures in accordance with auditing standards generally 
accepted in the United States of America. In our opinion, the information is fairly stated in all material 
respects in relation to the financial statements as a whole. 

San Juan, Puerto Rico 
December 19, 2011 

Stamp No. 2490939 of the Puerto Rico 
Society of Certified Public Accountants 
was affixed to the record copy of this report. 
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COMMONWEALTH OF P UERTO RICO 

MUNICIPALITY OF MAY AGUEZ 
Management's Discussion and Analysis 

Fiscal Year Ended June 30, 20 I I 

As management of the Municipality of Mayagilez (the Municipality), we offer readers the following 
discussion and analysis of the Municipality's financial activities reported in the accompanying bas ic 
financ ial statements for the fiscal year ended June 30, 2011. We encourage readers to consider the 
information presented here in conjunction with additional information that is furnished in the 
Municipality's financial statements, which follow this narrative. 

FINANCIAL HIGHLIGHTS 

Government-Wide Highlights: 

• The Municipality's assets exceeded its liabilities (net assets) by $54,505,365 at June 30, 2011. 
The Municipality's net assets decreased by $176,846 (excess of expenses over revenues) during 
the fi scal year ended June 30, 2011. 

• The Munic ipality's assets increase from $2 13,743,053 at June 30, 2010 to $2 16,809,273 at June 
30, 20 I I, for an increase of $3,066,220 ( 1.43 percent). 

• The liabilities of the Municipal ity increase from $ 159,061 ,842 at June 30, 201 0 to $162,304,908 
at June 30, 20 I I, for an increase of $3,243,066 (2.04 percent). 

• The revenues of the Munic ipality increase from $89,697,698 for the fi scal year ended June 30, 
2010 to $97,740,418 for the fiscal year ended June 30, 20 11 , for an increase of $8,042,720 (8.97 
percent). 

• The Municipality's expenses increased from $97,660,098 for the fiscal year ended June 30, 20 10 
to $97,917,264 for the fi scal year ended June 30 , 20 11 , for an increase of $257, 166 (.26 percent). 

Governmental Funds' Highlights: 

• The total fund balances of governmental funds amounted to $57.922,996 at June 30, 2011 , which 
decreases by $6,016,779 (excess of revenues and other financing sources over expenditures and 
other financing uses) during fiscal year ended June 30, 2011 . 

• The total assets of governmental funds decrease from $ 123,439,341 at June 30, 20 I 0 to 
$ 12 1,850, 141 at June 30, 20 I I, for a decrease of $ 1,589,200 ( 1.29 percent). 

• The governmental fund's total I iabil ities increased from $59,499,566 at June 30, 20 I 0 to 
$63,927, 145 at June 30, 2011, for an increase of $4,427,579 (7.44 percent). 

• T he total revenues of governmental funds increase from $88,960,694 for the fiscal year ended 
June 30, 20 I 0 to $98, 173,049 for the fi scal year ended June 30, 20 I I, for a increase of 
$9,2 12,355 ( I 0.36 percent). 
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COMMONWEALTH OF PUERTO R ICO 

MUNICIPALITY OF MA YAGUEZ 
Management's Discussion and Analysis 

Fiscal Year Ended June 30, 20 I I 

FINANCIAL HIGHLIGHTS (Continuation) 

Governmental Funds' Highlights: (Continuation) 

• The governmental fund's total expenditures decrease from $118,683,014 for the fiscal year ended 
June 30, 20 l 0 to $I 07 ,274,829 for the fiscal year ended June 30, 2011, for a decrease of 
$ 1 1,408, 185 (9.61 percent). 

• Other financing sources (uses), net, of governmental funds decreased from $24,931,524 for the 
fiscal year ended June 30, 20 I 0 to $3,085,000 for the fiscal year ended June 30, 20 I I . 

OVERVIEW OF THE BASIC FINANCIAL STATEMENTS 

The purpose of financial reporting is lo provide external users of basic financial statements with 
information that will help them to make decisions or draw conclusions about the Municipality. Many 
external parties use the basic financial statements of the Municipality; however, these parties do not 
always have the same speci fic objectives. Jn order to address the needs of as many parties as reasonably 
possible, the Municipality, in accordance with required financial reporting standards, presents this 
Management's Discussion and Analysis (MD&A) as an introduction to the accompanying basic financial 
statements. This narrative represents an overview and analysis of the financial activities of the 
Municipality for the fi scal year ended June 30, 2011. Because this MD&A is designed to focus on the 
current year activities, resulting c hanges and currently known facts, we encourage readers to consider the 
information presented in this MD&A in conjunction with the additional information furnished in the 
accompanying basic financial statements. 

The Municipality's basic financial statements include three components: (I) government-wide financial 
statements (GWFS), (2) governmental fund financial statements (GFFS) and (3) notes to the basic 
financia l statements (NBFS). This report also contains additional required and other supplementary 
information in addition to the basic financ ial statements themselves. These components are described 
below. 

The bas ic financial statements focus on: ( I) the Municipality as a whole (government-wide financial 
reporting) and, (2) the Municipality's major individual governmental funds. Both perspectives allow the 
users to address relevant questions, broaden a basis for comparison (year to year or government to 
government) and e nhance the Municipality's accountability. The components of the basic financial 
statements are described below. 

a) Government-wide Financial Statements 

The GWFS are composed of: ( I) the statements of net assets (SNA) and (2) the statement of activities 
(SA). These financial statements can be found immediately following this MD&A. GWFS are 
designed to provide readers with a broad overview of the Municipality's operations as a whole in a 
manner s imilar to private-sector bus iness. These statements provide short-term and long-term 
information about the Municipality's financial position, which assist the Municipality's management 
to determine the economic condition at June 30, 2011 . The GWFS are prepared using methods that 
are si milar to those used by most private businesses. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF MA YAGUEZ 

Management's Discussion and Analysis 
Fiscal Year Ended June 30, 20 I I 

OVERVIEW OF THE BASIC FINANCIAL STATEMENTS (Continuation) 

a) Government-wide Financial Statements (Continuation) 

1. Statement of Net Assets 

The purpose of SNA is to attempt to report a ll assets owned and all liabilities owed by the 
Munic ipality. The Munic ipality reports of all of its assets when it acquires ownership over the 
assets and reports all of its liabil ities whe n they are incurred. For example, the Munic ipality 
reports buildings and infrastructure as assets, eve n though they are not available to pay the 
obligations inc urred by the Munic ipality. On the other hand, the Munic ipa lity reports liabil ities, 
such as claims and judgments or municipal solid waste landfill closure and post-closure care 
costs, even though these liabilities might not be paid until several fiscal years into the future. 

T he difference between the Munic ipality' s total assets and tota l liabilities reported in SNA is 
presented as net assets, which is s imilar to the total owners' equity reported by a commercial 
enterprise in its financ ial statements. Although the purpose of the Munic ipality is not to 
accumulate net assets, as this amount increases or decreases over Lime, such amount represents a 
useful indicator of whether the financial position of the M unicipa lity is e ither improving or 
deteriorating, respectively. 

2. Statement of Activities 

The SA presents information showing how the Municipality's net assets changed during the fisca l 
year e nded June 30, 2011 , by presenting a ll of the Municipal ity's revenues and expenses. As 
previously discussed, the items reported in SA are measured in a manner s im ilar to the a pproach 
used by a commercial enterprise in that re venues are recognized whe n earned or establi shed 
criteria are satisfied and expenses are recorded when incurred by the Municipality. 
Co nseque ntly, reve nues are reported even when they may not be collected for several months 
a fter the e nd of the fiscal year and expenses are recorded even though they may not have used 
cash during the current year. 

Although SA looks different from a commercial enterprise's income statement, the difference is 
only in format, not substance. Whereas the bottom line in a commerc ia l enterprise represents its 
net income, the Municipality reports an amount described as net change in net assets, which is 
essentially the same concept. 

The foc us of SA is on the net cost o f various activit ies provided by the Municipality. T he 
statement begins with a column that identifies the cost of each of the Municipa~ity's major 
functions. Another column identifies the revenues that are spec ifically related to the classified 
gove rnmental functions. The difference between the expenses and revenues related to specific 
functions/programs identifies the e xte nt to which each function of the Munic ipality draws from 
general revenues or is self-financing through fees, intergovernmental a id and othe r sources of 
resources. 
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COMMONWEALTH OF PUERTO RICO 

MUNICIPALITY OF MA YAGUEZ 
Management's Discussion and Analysis 

Fi scal Year Ended June 30, 2011 

OVERVIEW OF THE BASIC FINANCIAL STATEMENTS (Continuation) 

a) Government-wide Financial Statements (Continuation) 

2. Statement of Activities (Continuation) 

This state ment also presents a comparison between direct expenses and program revenues for 
each function of the Municipality. 

GWFS and GFFS present all of the Municipality's governmental activities, which are supported 
mostly by taxes and intergovernmental revenues (such as federal and state grants and 
contributions). All services normally associated with the Municipality fall into this category, 
incl uding culture, recreation and education; general government; health and sanitation ; public 
safety; public hous ing and welfare; and economic and urban development. 

b) Governmental Fund Financial Statements 

The Municipality's GFFS cons ist of: ( I) the balance sheet - governmental funds and (2) the statement 
of revenues, expend itures and changes in fund balances - governmental funds. T hese financial 
statements report the financial position and results of operations of the Municipality's governmental 
funds, with an e mphasis on the Municipality's major governmental funds. 

A fund is a grouping of related accounts that is used to maintain control over resources that have been 
segregated for specific activities or objectives. The Munic ipality, like most other state and local 
governments, uses fund accounting to ensure and demonstrate compliance with finance-related legal 
requi rements. Each fund is considered an independent fiscal entity accounted for within a set of self­
balanc ing accounts that comprise its assets, liabilities, fund equity, revenue and expenditures. Fund 
accounting segregates funds according to their intended purpose and is used to aid management in 
demonstrating compliance with legal, financial and contractual provisions. 

Governme ntal funds are used to account for all of the services provided by the Munic ipality. These 
funds are used to account for essentially the same functions reported as governmental activities in the 
GWFS. Unlike GWFS, the focus of GFFS is directed to specific activities of the Municipality rather 
than the Munic ipality as a whole, therefore, GFFS report the Municipality' s operations in more detail 
than the GWFS. 

OFFS provide a detailed short-term view of the Munic ipality' s finances that ass ist in determining 
whether there will be adequate financ ial resources available to meet the current needs of the 
Municipality, that is to say, evaluating the Municipality's near-term financing requirements. For 
financial reporting purposes, the Municipality classifies its governmental funds within the following 
types: ( I) gene ral fund , (2) debt service fund, (3) spec ial revenue funds, (4) capital projects fund and 
(5) permanent funds . 
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COMMONWEAL TH OF PUERTO RICO 

MUNICIPALITY OF MA YAGUEZ 
Management's Discussion and Analysis 

Fiscal Year Ended June 30, 2011 

OVERVIEW OF THE BASIC FINANCIAL STATEMENTS (Continuation) 

b) Governmental Fund Financial Statements (Continuation) 

GFFS are prepared on an accounting basis that is significantly different from that used to prepare 
GWFS. In general, GFFS focus on near-term inflows and outflows of expendable financial resources, 
consequently, generally measure and account for cash and other assets that can easily be converted to 
cash. For example, amounts reported on the balance sheet include capital assets within a very short 
period, but do not include capital assets such as land and buildings. Governmental fund liabilities 
generally include amounts that normally are going to be paid within a very short period after the end 
of the fiscal year. The difference between a fund's total assets and total liabilities is reported as the 
fund balance and generally indicates the amount that can be used to finance the next fiscal year's 
activities. Likewise, the operating statement for governmental funds reports only those revenues and 
expenditures that were collected in cash or paid with cash, respectively, during the current fiscal year 
or very shortly after the end of the fiscal year. 

Because the focus of GFFS is narrower than that of the GWFS, it is useful to compare the fund 
information presented for governmental funds with similar information presented for governmental 
activities in the GWFS. By doing so, readers may better understand the long-term impact of the 
Municipality's near-term financial decisions. Both the governmental funds' balance sheet and the 
governmental funds' statement of revenues, expenditures and changes in fund balances provide a 
reconciliation to facilitate the comparison between governmental funds and the governmental 
activities reported in the government-wide financial statements. 

The Municipality has five major governmental funds. Each major fund is presented in a separate 
column in the governmental funds' balance sheet and the governmental funds' statement of revenues, 
expenditures and changes in fund balances. The five major governmental funds are: (I) general 
fund , (2) state legislative joint resolutions special revenue fund, (3) head start special revenue fund, 
(4) permanent improvements bonds fund and (5) debt service fund . 

c) Notes to Basic Financial Statements · 

The NBFS provide additional information that is essential for a full understanding of the data 
provided in the GWFS and GFFS. The NBFS can be found immediately following the basic financial 
statements. 

d) Required Supplementary Information 

The basic financial statements are followed by a section of required supplementary information (RSD 
which consists of the Schedule of Funding Progress of the Employees' Retirement System of the 
Government of Puerto Rico and Its Instrumentalities (ERS). ERS is the multi-employer cost-sharing 
retirement system in which the employees of the Municipality participate. 
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COMMONWEALTH OF PUERTO RICO 

MUNICIPALITY OF MAY AGUEZ 
Management's Discussion and Analysis 

Fiscal Year Ended June 30, 20 I I 

OVERVIEW OF THE BASIC FINANCIAL STATEMENTS (Continuation) 

e) Other Supplementary Information 

The RSI is followed by a section of other supplementary information (OST) which consists of: 
(I) combining balance sheet - non-major governmental funds, (2) combining statement of revenues, 
expenditures and changes in fund balances (deficits) - non-major governmental funds, (3) budgetary 
comparison schedule - debt service fund, (4) notes to budgetary comparison schedule - debt service 
fund and (5) schedules of capital assets used in the operation of governmental funds, as detailed in the 
accompanying table of contents. 

FINANCIAL ANALYSIS OF GOVERNMENT-WIDE FINANCIAL STATEMENTS 

The Munic ipality's overall financial position and operations for the last two fi scal years are summarized 
as follows, based on the information included in the accompanying GWFS: 

Comparative Condensed Statement of Net Assets 
Governmental Activities 

Fiscal Years Ended June 30, 2011 and 2010 

2011 
Assets: 

Current assets $ 114,727,938 

Noncurrent assets: 

Capital assets, net 100,991,644 

Other noncurrent assets 1,089,691 

Total assets 216,809,273 

liabilities: 
Current liabilities 42,480,852 

Long-term liabilities due within one year 11 ,272,687 

Noncurrent liabilities: 

Long-term liabilities due after one year I 08,551,369 

Total liabilities 162,304,908 

Net assets (liabilities): 
Invested in capital assets, net of related debt 52,008,854 

Restricted 18,712,380 

Unrestricted ( 16,2 16,869) 

Total net assets $ 54,504,365 

8 

2010 

$ 116,294,943 

96,699,487 

748,623 
213,743,053 

38,518,431 

10,715,838 

109,827,573 

159,061,842 

50,462,283 

12,480,999 

(8,262,071) 

$ 54,68 1,211 



COMMONWEALTH OF P UERTO RICO 
M UNICIPALITY OF MA YAGUEZ 

Management's Discussion and Analysis 
Fiscal Year E nded June 30, 20 11 

FINANCIAL ANALYSIS OF GOVERNMENT-WIDE FINANCIAL STATEMENTS 
(Continuation) 

At June 30, 2011 , the Munic ipality's current assets, amounting to $ 11 4,727,938 are ma inly composed of 
restricted ~ash ($73,380, 169), unrestricted cash and cash equivalents ($ 17,453,242). short-term 
investments in certificates of deposit ($3,016,332), property taxes receivable ($6,879,502), munic ipal 
license taxes receivable ($3,908,043) and inte rgovernmental receivables ($2,424,877). 

The restricted cash represents resources legally designated for: ( I) the payment of debt service, (2) the 
acquisition, construction and improvement of major capita l assets and (3) the operations of federal ly and 
state funded programs. Restric ted cash also consists of unspent proceeds of bonds issued to pay accounts 
payable and certain specific commitments. The short-term investments in certificates of de posit are 
unrestricted and avail able to meet operational needs and obligations with c itizens and creditors. 
Restricted property taxes receivable represents resources set as ide to redeem the bonds of the 
Munic ipa lity in minimum annua l or biannua l principal and interest payments. 

T he Munic ipality's non-current assets, amounting to $102,081 ,335 at June 30, 2011 , are substantiall y 
composed of capital assets , with a cost basis of $ 164,41 7,038, which are re ported net of accumulated 
deprec iation, and amorti zation of $63,425,394. 

At June 30, 2011 , the assets of the Munic ipa lity increased by $3,066,220 ( 1.43 percent) in comparison 
with prior fi scal year, princ ipally for the following facts: 

• Restricted cash and cash equi valents increased by $395,578 due to the net effect of a bonds 
issuance of 3,085 ,000 uses for payment of certain operating expenses. 

• Property taxes receivable increased by $472,761 due to the effect of the g lobal changes in the 
economy. 

• Jntergovernmental receivables increased by $73 1,072 due to expenses incurred in program before 
the end of fiscal year. 

• Capital assets increased by $4,759,824 due to the excess of current year additions ($7,753,828) 
over de preciation/amortization expense ($2,994,004) for the fiscal year ended June 30, 2011. 

At June 30 , 2011 , the M unicipal ity's current liabilities amounting to $53,753,539 are mainly composed of 
unearned revenues ($24,406,362), accounts payable and accrued liabilities ($8, 188,984), 
intergovernmenta l payables ($9,879,527) the portions due within one year of compensated absences 
($3, 180,267) and bonds payable ($7,375,000). Unearned revenues princ ipa lly consist of unearned 
revenues assoc iated with municipal license taxes and intergovernmental grants and contributions related 
to state and federally funded programs. As noted in the condensed statement of net assets, the 
Munic ipality's current assets exceeded current liabilities by $60,97 1,399, for a current ratio (current 
assets to current liabilities) of 2.13 to 1.00. 
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COMMONWEALTH OF PUERTO RICO 

M UNICIPALITY OF MAY AGUEZ 
Management's Discussion and Analysis 

Fiscal Year Ended June 30, 20 I I 

FINANCIAL ANALYSIS OF GOVERNMENT-WIDE FINANCIAL STATEMENTS 
(Continuation) 

The Municipality's non-current liabilities, amounting to $108,551,369 at June 30, 2011, are mainly 
composed of portions due after one year of bonds payable ($92,278,000), notes payable ($1,283, 152), 
compensated absences ($3,634,68 1) and claim and judgments (8,800,363). Non-current liabilities include 
also the estimated liability for the municipal solid waste landfill closure and post closure care costs 
($2,048,928). 

At June 30, 201 1, the liabilities of the Municipality increased by $3,243,066 (2.04 percent) in comparison 
with prior fiscal year-end, principally for the following facts: 

• Bonds payable decreased by $4,290,000 due to the net effect of relate debt service principal 
payments and bond issuance made during current fiscal year. 

• Notes payable decreased by $330,678 due to the net effect of the related debt service principal 
payments made during current fi scal year. 

• Unearned revenues increased by $3,745,775 due to: ( 1) the increase of $3,176,526 in municipal 
license taxes collected in advance (corresponding to fiscal year 2011-2012) and (2) the increase 
of $569,249 in grants and contributions for which not all eligibility requirements have been met at 
June 30, 2011. . 

• Intergovernmental payables, account payables and accrued liabilities increased by $216,646 due 
principally to: (I) the increase of $504,249 on restricted account payables, and (2) the decrease of 
$287,603 on account payables and accrued liabilities. 

As noted earlier, net assets may serve over time as a useful indicator of the Municipality's financial 
position. The assets of the Municipality exceeded liabilities by $54,504,365 at June 30, 20 1 L The most 
significant portion of net assets ($52,008,854) reflects the Municipality's investment in capital assets (e.g. 
land, buildings, machinery, equipment, infrastructure, etc.), net of all related debt still outstanding that 
was issued to acquire, construct or improve those assets. The Municipality uses these capital assets to 
provide services to its citizens; consequently, these assets are not available for future spending. Although 
the Municipality's investment in capital assets is reported net of the outstanding related debt, the 
resources needed to repay that debt must be provided by other sources, since capital assets cannot be used 
to liquidate these liabilities. 

Another significant portion of net assets ($ 18,7 12,380) at June 30, 201 1, represents resources that are 
subject to external restrictions on how they must be used, such as: (I) debt service ($10,3 18,458), (2) 
General governments' activities ($5,720, I 0 I) and (3) other governmental activities, principally to finance 
federally and state funded programs ($2,673,821 ). 
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COMMONWEAL TH OF PUERTO RICO 

MUNICIPALITY OF MA YAGUEZ 
Management's Discussion and Analysis 

Fiscal Year Ended June 30, 2011 

FINANCIAL ANALYSIS OF GOVERNMENT-WIDE FINANCIAL STATEMENTS 
(Continuation) 

The remaining component of total net assets consists of an unrestricted liabilities amounting to 
$16,216,869 at June 30, 20 I I . These unrestricted I iabi I ities are the consequence of previous budgets that 
not provide sufficient funding for incurred long-term obligations, such as solid waste landfill closure and 
post c losure care costs, bonds and notes payable, compensated absences, claims and judgments, certain 
obligations under capital leases, etc. Historically, a significant portion of such obligations has been 
budgeted on a pay-as-you-go basis. 

The total net assets of the Municipality decreased by $176,846 for the fiscal year ended June 30, 201 1 
Such decrease is due to the excess of total expenses ($97,917,264) over revenues ($97.740,418) for the 
fiscal year ended June 30, 20 11 and is principally composed as follows: 

• An increase of $1,546,571 in net assets invested in capital assets, net of related debt. The 
increase in this net asset category is due to the combination of: ( 1) the excess of current year 
additions ($7,753,828) over depreciation/amortization of capital assets ($2,994,004), (2) the net 
decrease of $2,200, I 09 in outstanding debt related to the acquisition, construction or 
improvement of capital assets and (3) and the net decrease of $4,9 15,981 in the unspent proceeds 
of debt assoc iated with the acquisition, construction or improvement of capital assets. 

• An increase of $6,231,38 1 in restricted net assets due principally to an increase of $1,546,571 in 
net assets restricted to the acquisition, construction and improvements of mayor capital assets, an 
increase in assets restricted to debt service of $1,059,475. 

• An increase of $7,954,798 in unrestricted net liabilities due principally to: (I) an increase of 
$869,5 14 in the estimated liability for solid waste landfill closure and post closure care costs, 
(2) a decrease of $460,653 in accrued vacation and sick pay expenses, (3) a decrease of $66,3 14 
in accounts rece ivables, (4) an increase of $3 ,066,067 in general governments activities. 
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MUNICIPALITY OF MAY AGUEZ 
Management's Discussion and Analysis 

Fisca l Year Ended June 30, 2011 

FINANCIAL ANALYSIS OF GOVERNMENT-WIDE FINANCIAL STATEMENTS 
(Continuation) 

The follow ing is a comparative condensed presentation of the Municipality's results of operations as 
reported in the GWFS: 

Statement of Activities 
Governmental Activities 

Fiscal Years Ended June 30, 2011and2010 

2011 
Program revenues: 

Program-specific operating grants and contributions $ 19,526,027 
Program-specific capital grants and contributions 4,537,135 
Charges for services 3,489,249 

Total programs revenues 27,552,41 1 
General revenues: 

Property taxes 33,212,379 
Municipal license taxes 10,527,599 

Sales Taxes 10,267,965 
Unrestricted grants and contributions I 0,(:IJ7 ,303 
Other general revenues (various sources) 5,572,76 1 

Total general revenues 70, 188,CX)7 
Total revenues 97,740,418 

Program expenses: 
General government 30,775,336 
Public safety 6,138,427 
Urban economic development 12,940,254 
Health and sanitation 12,626,587 
Cultw·e, recreation and education 19,778,308 
Public housing and welfare 11 ,69 1,559 
Interest on long-term obligations 3,966,793 

Total expenses 97,917,264 

Net (decrease) increase in assets ( 176,846) 

Net assets, at beginning of fiscal year 54,681,211 
Net assets, at end of fiscal year $ 54,504,365 

12 

2010 

$ 19,997,369 
2,123,104 
3,011,848 

25,132,321 

26,676,780 
13,120,550 

9,646,722 
11,097,898 
4,023,427 

64,565,377 
89,697,698 

28,978,693 
5,953,393 

13,484,5 16 
11 ,3 18,3 15 
19,726,137 
11,349,819 
6,849,225 

97,660,098 

(7,%2,400) 

62,643,608 
$ 54,681,211 
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COMMONWEALTH OF PUERTO RICO 

MUNICIPALITY OF MAY AGUEZ 
Management's Discussion and Analysis 

Fiscal Year Ended June 30, 20 I 1 

FINANCIAL ANALYSIS OF GOVERNMENT-WIDE FINANCIAL STATEMENTS 
(Continuation) 

As previously mentioned, the Municipality's net assets decreased by $176,846 or (0.33) percent during 
c urrent fiscal year. Approximately 58.07 percent ($56,755,370) of the Municipality's total revenues for 
the current fiscal year came from property, municipal license, sales taxes, and construction excise taxes 
while 24.62 percent ($24,063, 162) resulted from restricted and unrestricted capital and operating grants 
and contributions. Charges for services and other revenues, amounting lo $3,489,249, provided 3.57 
percent of the total revenues for the current fiscal year. 

There was a decrease of $7 ,785,551 (97 .78 percent) in the net change in net assets for the Municipality as 
a whole, when operations for the fiscal current year are compared to those of the prior fiscal year. This 
occurred because the increase of $8,042,720 in total revenues was sufficient to offset the increase in total 
expenses of $257, 166. The most significant fluctuations among the current fiscal year revenues and those 
of the prior fiscal year were as follows: 

• Other government general revenues increase by $5,622,627 during the fiscal year. The increase 
in other governments grant revenues is due to an increase in property tax revenues by an amnesty 
in collection of debts and increase in federal grant and contributions. 

• Charges for services increase by $477,401 principally due to: (I) increase in Health and 
Sanitation activities amounting to $363,868 (2) increase in Public Safety activities amounting to 
$364,032 (3) decrease in other activities amounting to $250,499, which were received during 
current fiscal year. 

• Program-specific capital and operating grants and contributions increased by $ 1,942,689 
principally due to: (I) an increase of $2,414,031 in capital grant revenues related to urban and 
economic development programs, (2) an increase in other grant revenues, for public safety, 
amounting to $68,746, (3) decrease in other grant revenues for culture, recreation and education 
programs amounting to $546,649 (4) increase in other capital grant revenue for public housing 
and welfare, amounting to $202,049. 
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MUNICIPALITY OF MAYAG"OEZ 
Management's Discussion and Analysis 

Fiscal Year Ended June 30, 2011 

FINANCIAL ANALYSIS OF GOVERNMENT-WIDE FINANCIAL STATEMENTS 
(Continuation) 

The following table presents the composition of revenues for the fiscal year ended June 30, 2011: 

Revenues - Governmental Activities ........................ ,.....••lf•Cllc 
Nit,..... .......... 

...... BMI CIE&llR ... IM 24% 

, ....... 11-x., 

T_..51% a...erww ... 4% 

The Municipality's expenses cover a wide range of services. The largest expenses of the Municipality for 
the fiscal year ended June 30, 2011 were related to: (1) general administrating and operating costs 
($30, 775,336), which were classified as "general government" and accounted for 31.43 percent of total 
expenses, (2) public safety ($6, 138,427), which accounted for 6 .27 percent of total expenses, (3) urban 
and economic development ($12,940,254), which accounted for 13.22 percent of total expenses, 
(4) health and sanitation ($12,626,587), which accounted for 12.90 percent of total expenses and 
(5) culture, recreation and education ($19,778,308), which accounted for 20.20 percent of total expenses 
and (6) public housing and welfare ($11 ,691 ,559), which accounted for 11.94 percent of total expenses. 

The most significant fluctuations between the current fiscal year's expenses and those of the prior fiscal 
year occurred in the following functions/activities: 

• Health and Sanitation expenses increase by $1,308,272 due to an increase in direct services to 
citiz.ens. 

• General Government expenses increased by $1,796,643 due to an increase in direct services to 
citizens 

• Interest on long-term obligations decreased by $2,882,432, in comparison with the prior fiscal 
year, principally due to the net increase in bonds cash balance associated with the sources of 
funds to finances capital projects during the current fiscal year. 

14 



-

-

COMMONWEALTH OF PlJERTO Rico 
MUNICIPALITY OF MAYAG'OEZ 

Management' s Discussion and Analysis 
Fiscal Year Ended June 30, 2011 

FINANCIAL ANALYSIS OF GOVERNMENT-WIDE FINANCIAL STATEMENTS 
(Continuation) 

The following table presents the composition of expenses for the fiscal years ended June 30, 2011 and 
2010: 

$35 ........ 

$)1 ...... 

$Z5 ........ 

s..-.... 

su ........ 

SU ........ 

Expenses by Functions/Program 
Fiscal Year Ended June 2011 and 2010 

6eMl'll ~- P'61ksalety ....... c.llln. ............ lnllsest• 
pveniment ealAORlk ......... ............ ........ .... ..... 

... ... ,.... etluallllR ....... 115 
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COMMONWEALTH OF PUERTO RICO 

MUNICIPALITY OF MA YAGUEZ 
Management's Discussion and Analysis 

Fiscal Year Ended June 30, 20 I I 

FINANCIAL ANALYSIS OF GOVERNMENTAL FUNDS 

Cmpirative OnleRied Balance~ -Gov~ FUnts 

June~' Wll am Wl.O 

Wll 
Assets: 

Tct:al a<;Sets - rmjcr goveimmal furrls $ 110,697,147 
Total assets - ctm- goverrnrental furrl5 11,152,<»i 

ilirbired tcxal assets 121,850,141 

liabiliJies: 
Total liabilities - rmjcr goveinrrental furrl5 55,0CXS,002 
Total liabilities - ctm- govennmJtal furrl5 8,S(i),343 

ilirbired total liabilities 63,9Z7,145 

Fwid balances: 

~niable 170,898 
Resllicted 7,5CJ7,046 
Omritted 49,351,Z78 
Unas.sigre:d '8/JJ,774 

ilirbired total furrl OO!arx:es 57,W2.,'»5 

Total liabilities 01id fimd balanc,es $ 121,850,141 

Analysis of Financial Position of Governmental Funds 

WlO 

$ 111,~l,529 

11,537,812 
123,439,341 

51,102,487 
8,3CJ7,ITT9 

59,499,566 

556,4CJ7 
4,CXi8,586 

57,340,364 
1,CJ74,328 

63,939,775 

$ 123,439,341 

As discussed earlier, the Municipality uses fund accounting to ensure and demonstrate compl iance with 
finance-related legal requirements. The focus of the Municipality's governmental funds is to provide 
information on near-term inflows, outflows and balances of expendable resources. Such information is 
useful in assessing the Municipality's compliance with finance-related legal requirements. Specifically, 
unreserved fund balance may serve as a useful measure of the Municipality's net resources avai lable for 
spending at the end of the fiscal year. 

At June 30, 20 I I, the total assets of governmental funds decreased by $1,589,200 ( 1.29 percent) in 
comparison with the prior fiscal year principally for: ( I) the decrease on investments in certificates of 
deposits of $2,295,801, (2) the increase in intergovernmental grants and contributions receivables of 
$408,177. 
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MUNICIPALITY OF MA YAGUEZ 
Manageme nt's Discussion and Analysis 

Fiscal Year Ended June 30, 2011 

FINANCIAL ANALYSIS OF GOVERNMENTAL FUNDS (Continuation) 

Analysis of Financial Position of Governmental Funds 
(Continuation) 

At June 30, 2011, the total liabilities of governmental funds increased by $4,427,579 (7.44 percent) in 
comparison with the prior fiscal year princ ipally for: ( I) a net increase of $2,743,896 in deferred 
revenues, (2) a net increase of $207,820 on intergovernmental and accounts payables, (3) a net decrease 
due to other funds of $392,987. 

For a detailed explanation of the individual fluctuations of total assets and total liabilities of governmental 
funds, please refer to the previous financial analysis of the government-wide financial statements inc luded 
in this management's discussion and analysis, where a detailed discussion of most of these fluctuations 
has been made. 

At the end of the current fiscal year, total unassigned fund balances of the governmental funds amounted 
to $803,774, while total fund balance reached $57,922,996. The total fund balances decreased by 
$6,016,779 during the current fiscal year. The most significant fluctuation in total fund balances occurred 
in (I) committed fund for encumbrances, which decrease by 29.39 percent ($2,338,955), and (2) the 
unassigned fund balance, which decrease by 59.28 percent ($1, 170,555). 

The following is a detailed financial analysis of the Municipality' s governmental funds : 

Major Governmental Funds 

General fund (GF) - The GF is the princ ipal operating fund of the Municipality. The GF's total assets 
amounted to $43,954,725 at June 30, 2011.Such assets cons ist mainly of: (I ) unrestricted and restricted 
cash and cash equ ivalents ($ 17,453,242), (2) investments in certificates of deposit ($3,016,332), 
(3) property, municipal license and sales tax receivables ($10,787,545), (4) short-te rm and long-term 
amounts due from other funds ($3,272,731) and (5) intergovernmental grants and contribution receivable 
(2,359, I 00). 

The GF's total liabilities amounted to $34,065,101 at June 30, 2011. Such liabi lities are composed of: 
(I) deferred reve nues ($23,980,210) and (2) accounts payable and accrued liabilities, including amounts 
due to other governments ($7, 162,416). 

At the end of the current fiscal year, unreserved fund balance of the GF amounted to $~03,774, while total 
fund balance reached $9,889,624. As a measure of the GF's liquidity, it may be useful to compare both 
unreserved fund balance and total fund balance to total fund expenditures. Unreserved fund balance 
represents 1.2 1 percent of the total GF' s expenditures, while total fund balance represents 14.93 percent 
of total GF' s expenditures. 

State legislative joint resolutions special revenue fund (SLJRSRF) - The SURSRF's total assets 
amounted to $7,359,907 at June 30, 2011, which consists of restricted cash in com merc ial banks. The 
SURSRF's total liabilities amounted to $7,293,773 at June 30, 2011, which are mainly composed of 
deferred revenues ($7,284,342). At the end of the current fiscal year, SLJRSRF's total and reserved fund 
balance reached $66, 134. 
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M UNICIPALITY OF MA YAGUEZ 
Management's Discussion and Analysis 

Fiscal Year Ended June 30, 201 i 

FINANCIAL ANALYSIS OF GOVERNMENTAL FUNDS (Continuation) 

Analysis of Financial Position of Governmental Funds 
(Continuation) 

Major Governmental Funds (Continuation) 

Head start special revenue fund (HSSRF) - The HSSRF' s total assets amounted to $126,439 at June 30, 
20 11 , wh ich consists mainly of intergovernmental grants and contributions ($84,679). The HSSRF' s total 
liabilities amounted to $ 120,240 at June 30, 2011, which are mainiy composed of account payables and 
accrued I iabi I ities ($ I 19,359). At the end of the current fiscal year, HSSRF' s total and reserved fund 
balance reached $6, 199. 

Permanent improvements bonds fund - The PIBF's total assets amounted to $36,496,830, wh ich 
consists mainly of restricted cash in fiscal agent and commercial banks ($36,397.629). The PIBF's total 
liabilities amounted to ($ 1, 146,900) at June 30, 2011 , which are mainly composed of account payables 
and accrued liabilities (1,009,922). At the end of the current fiscal year, PIBF's total and committed for 
fund balance reached $35,349,930. 

Debt service fund (DSF)- The DSF's total assets amounted to $22,759,246 at June 30, 20 11 , which 
consists mainly of restricted cash in fiscal agent ($ 16,549,338) and restricted property taxes receivable net 
of allowances ($3,723,329). The DSF's total liabilities amounted to $ 12,440,788 at June 30, 20 11 , which 
is mainly composed of: (I) matured bonds due and payable ($7,030,000), (2) matured interest due and 
payable ($1,890,923) and (3) deferred revenues ($3,5 19,865). At the end of the current fiscal year, DSF's 
total and restricted for fund balance reached $ I 0,318,458. 

Other Governmental Funds 

Other governmental funds (OGF)- The OGF' s total assets amounted to $ 11 , 152,994 at June 30, 20 11 , 
which consists mainly of restricted cash in commercial banks ($7,4 12,576) and restricted receivables 
from intergovernmental grants and contributions ($2, 161,392). The OGF's total liabilities amounted to 
$8,860,343 at June 30, 201 1, which are mainly composed of due to other funds ($3,442,250) and deferred 
revenues ($4,346,260). At the end of the current fiscal year, OGF's total and restricted for fund balance 
reached $ 1,905,755. 
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MUNICIPALITY OF MA YAGUEZ 

Management's Discussion and Analysis 
Fiscal Year Ended June 30, 20 I I 

FINANCIAL ANALYSIS OF GOVERNMENTAL FUNDS (Continuation) 

Condensed Statement of Revenues, Expenditures and Changes 
in Fund Balances - Governmental Funds 

Fiscal Year Ended June 30, 2011and2010 

2011 2010 
Revenues: 

Total revenues - major governmental funds $ 84,647,494 $ 77,629,652 

Total revenues - other governmental funds 13,525,555 11 ,331 ,043 

Combined total revenues 98,173,049 88,960,695 

Expenditures: 

Total expenditures - major governmental funds 93,982,053 I 06,49 1,203 

Total expenditures - other governmental funds 13,292,776 12,191,811 

Combined total expenditures 107,274,829 118,683,014 

Excess of revenues over (expenditures) (9,101,780) (29,722,3 19) 

Other financing sources (uses), net: 

Other financing sources, net - major 

governmental funds 3,085,000 24,931,524 

Other financing sources (uses), net - other 

governmental funds 

Combined other financing sources (uses), net 3,085,000 24,931,524 

Net change in fund balance (6,016,780) ( 4,790,795) 

Fund balance, at beginning of fiscal year 63,939,776 68,730,571 

Fund balance, at end of fiscal year $ 57,922,996 $ 63,939,776 
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FINANCIAL ANALYSIS OF GOVERNMENTAL FUNDS (Continuation) 

Analysis of Operating Results of Governmental Funds 

Major Governmental Funds 

General fund - The total fund balance of the GF decreased by $1,661,984 or 14.38 percent during current 
fiscal year. Total revenues, expenditures and other financing uses (net) amounted to $59,462, 192, 
$66,230,654 and $5, I 06,478, respectively, for the fi scal year ended June 30, 2011. 

Approximately 73.58 percent ($43,749,878) of the GF's total revenues for the current fiscal year came 
from property tax , municipal license tax, sales tax, construction excise taxes, and intergovernmental 
grants and contributions, while 5.47 percent ($3,252,946) resulted from charges for services and interest 
on deposits and investments. Miscellaneous revenues, amounting to $1,843,607, provided 3.10 percent of 
the total revenues for the current fiscal year. 

There was an increase of $4,315,804 (72.20 percent) in the GF's net change in fund balance when 
operations for the current fiscal year are compared to those of the prior fiscal year. This occurred because 
the increase of $2,4 18,958 in total revenues and the decrease in total expenditures of $5,200,999 were not 
sufficient to offset the increase in other financing uses (net) of $5, I 06,478. 

The GF most s ignificant fluctuations among the current fiscal year revenues and those of the prior fi scal 
year were as follows: 

• Sales taxes increased by $939,051 mainly due to changes made to the imposition of new tax by 
the central government to the citizens, including the recognition in the debt service fund of the 
percent designated to increase the debt margin. 

• Municipal license revenues decreased by $ 1,417,561 due to the overall economic conditions of 
the west region of Puerto Rico in comparison with the prior fiscal year. 

• Construction excise taxes increase by $ 1, 102,661 mainly due to significant reduce in construction 
investment driven by infrastructure. 

• Property taxes increase by $ 1,370,078 and charges for services increased by $547,225. 

The most s ignificant fluctuation between the current fiscal year expenditures and those of the prior fiscal 
year occurred in general governments, which decrease by $3,651,322, increase in urban and economics 
developments ($78, 147), and a decrease in Health and Sanitation ($571,231 ). Other financing uses (net) 
increased by $5, I 06,478 mainly due to the increase of interfund transaction in comparison with the prior 
fi scal year. 
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FINANCIAL ANALYSIS OF GOVERNMENTAL FUNDS (Continuation) 

Analysis of Operating Results of Governmental Funds (Continuation) 

Major Governmental Funds (Continuation) 

State legislative joint resolutions special revenue fund (SLJRSRF) - The total fund balance of the 
SLJRSRF decreased by $5,732 or 7.98 percent during current fiscal year. Total revenues and 
expenditures, amounted to $48,903 and $54,635, respectively, for the fiscal year ended June 30, 2011. 

Approximately 92.44 percent ($45,204) of SLJRSRF's total revenues for the current fi scal year came 
from intergovernmental grants. There was a decreased of $465,573 in the SLJRSRF's total revenues 
(mainly on intergovernmental grants), while total expenditures decreased by $455,918 (mai nly on direct 
benefits to citizens). 

Head start (HSSRF) - The total fund balance of the HSSRF increased by $151 or 2.49 percent during 
current fiscal year. Total revenues, expenditures and other financing sources (net) amounted to 
$9,201 ,082, $10,026,331 and $825,400, respectively, for the fiscal year ended June 30, 201 I . 

Approximately 99.99 percent ($9,200,931) of HSSRF' s total revenues for the current fiscal year came 
from intergovernmental grants. There was a decrease of $747, 182 in the HSSRF' s total revenues (mainly 
on intergovernmental grants), while total expenditures decreased by $847,330 (mainly on direct benefits 
to citizens). Other financing sources (net) decrease by $I 00,078. 

Permanent improvements bond fund (PIBF) - The total fund balance of the PIBF decrease by 
$4,560,607 or 11.43 percent during current fiscal year. Total revenues, expenditures, and other financial 
sources and uses net amounted to $2,046,950, $6,273, 182, and $334,375 respectively, for the fi scal year 
ended June 30, 2011. 

Approximately 79.75 percent($ 1 ,632,461) of PIBF's total revenues for the current fi scal year came from 
the Commonwealth of Puerto Rico Grants and Contributions. There was an increased of $659,672 in the 
PIBF's total revenues (Commonwealth of Puerto Rico Grants and Contributions), while total expenditures 
decrease by $17,748,982 (mainly on capital outlays). 

Debt service fund (DSF) - The total fund balance of the DSF increased by $1,059,475 or 11.44 percent 
during current fiscal year. Total revenues, expenditures and other financing sources (net) amounted to 
$ 13,888,367, $I 1 ,397 ,251 and $1,431,641, respectively, for the fi scal year ended June 30, 20 I I. 

Approximately 90.39 percent ($12,553,890) of DSF's total revenues for the current fiscal year came from 
restricted property taxes. There was an increase of $1,059,475 in the DSF's net change in fund balance 
when operations for the current fiscal year are compared to those of the prior fiscal year. This occurred 
because of: (I) the increase in total revenues ($5, 151,968), (2) the decrease in other net financing sources 
($213,573), and (3) the increase of $1,774,079 in total expenditures 

The increase in total DSF's revenues is mainly due to the increase of 77.17 percent ($5,468,031 ) in 
property tax revenues in this fund. Other financing sources decrease by $213,573 in comparison with the 
prior fiscal year. 
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FINANCIAL ANALYSIS OF GOVERNMENTAL FUNDS (Continuation) 

Analysis of Operating Results of Governmental Funds (Continuation) 

Other Governmental Funds 

Other governmental funds (OGF) - The total fund balance of the OGF decreased by $848,083 or 27.00 
percent during current fiscal year. Total revenues, expenditures and other financing uses (net) amounted 
to $13,525,555, $13,292,775 and $1,080,862, respectively, for the fiscal year ended June 30, 20 I I. 

Approximately 94.96 percent ($13, 184,566) of OGF' s total revenues for the current fiscal year came from 
intergovernmental grants. There was an increase of $2, 194,512 in the OGF's total revenues (mainly on 
intergovernmental grants revenues), while total expenditures increased by $1, I 00,965 (mainly on direct 
benefits to citizens). Other financing uses (net) decrease by $1,416,665. 

BUDGETARY HIGHLIGHTS 

a) General Fund 

The original budget of the general fund for the fiscal year ended June 30, 201 1 amounted to 
$70,425,094. Actual revenues decreased final budget revenues by $11,436,874. The total variance 
was primarily attributed to decrease on municipal license taxes of $5 ,221, 131 , decrease in sales taxes 
of $1 ,822,480, construction excise taxes decrease of $1,697,881 and interest on deposits and 
investments decrease of $728,315. 

The total actual revenues (budgetary basis) of the general fund for the fiscal year ended June 30, 
2011 were $58,988,220, which is 16.24 percent ($11,436,874) less than the budgeted revenues. In 
addition, the total actual expenditures (budgetary basis) of the general fund for the fiscal year ended 
June 30, 2011 were $52, 129,690, which is 21.64 percent ($ 14,397, 191) less than the budgeted 
expenditures. Furthermore, the total actual other financing uses (budgetary basis) of the general fund 
for the fiscal year ended June 30, 2011 were $3,898,213. 

The total variance in expenditures was principally due to a strong cost reduction initiative 
implemented by the Municipality during current fiscal year, which emphasized in reducing general 
and administrative costs while increasing direct services to citizens. 
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BUDGET ARY IDGHLIGHTS (Continuation) 

a) General Fund (Continuation) 

The following tables present the actual revenues and expenditures (budgetary basis) of the GF for the 
fiscal year ended June 30, 2011: 

50,000,000 

45,000,000 
40,000,000 
35,000,000 
30,000,000 
25,000,000 
20,000,000 
15,000,000 

10,000,000 
5,000,000 

0 

Comparison of Actual Revenues 
(Budgetary Basis) 

Fiscal Years Ended June 30, 2011 and 2010 

Taxes Intergovernmental Charges for services Other charges 
grants and 

contributions 

Comparison of Actual Disbursements 
(Budgetary Basis) 

Fiscal Years Ended June 30 2011 and 2010 
5,000,000.00 - --------------- - --- ---. 

0,000,000.00 1--------- ----------- ---- ----

15,000,000.00 

10,000,000.00 

5,000,000.00 
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General Urban and Public safety Health and Culture, Public housing 
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Management's Discussion and Analysis 
Fiscal Year Ended June 30, 2011 

CAPITAL ASSETS AND DEBT ADMINISTRATION 

a) Capital Assets 

The Municipality has invested $164, 417, 03 8 in capital assets used in governmental activities, which 
have an accumulated depreciation and amortization of $63,425,395 at June 30, 2011. The total 
capital assets increased by $5,394,529 during the current fiscal year mainly due to the current fiscal 
year's capital additions ($7,386,245), which were partially offset by the depreciation and 
amortization expense ($1,102,372). For detailed information, refer to Note 10. 

Approximately 98.82 percent of the total capital additions made to capital assets during the fiscal 
year ended June 30, 2011 were related to construction in progress ($7,299,110). The major capital 
additions for the fiscal year ended June 30, 2011 were the following: 

El Italiano Bridge 
Improvements to Recreational facilities - La Vega 
Improvements to Recreational facilities - Sabalos 
El Guallo Community Bridge 
Improvements to Recreational facilities- Las Mesas 
Improvements to Recreational facilities- Malezas 
Mayagiiez Trauma Care Center 
Construction of water tank in Rio Caiias Community 
Improvements Sport and Recreation Stadium 
Equestrian Park 

Total major capital additions for the fiscal 
year ended June 30, 2011 

capital Assets' Cost Basis 
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CAPITAL ASSETS AND DEBT ADMINISTRATION (Continuation) 

b) Debt Administration 

The Municipality finances a sign ificant portion of its construction activit ies through bond and note 
issuances and state and federal grants. The proceeds from bond issuances designated for construction 
activities are committed in its entirety for such purposes and cannot be used for any other purposes. 

At June 30, 2011, the Municipality 's total bonded debt amounted to $99,653,000. Such debt is 
backed by the full faith and credit of the Municipality. The following is a summary of the debt 
activity for the fi scal year ended June 30, 2011: 

• The Municipality has also certain outstanding notes payable due the Municipal Revenue 
Collection Center ($ 1,479,677). Such notes payable decreased by $330,678 during the current 
fiscal year mainly due to the principal payment made during the same period. 

• Bond payable increased by $3,085,000 due to the issuance of a new bond. The refinancing was 
made through the issuance of a special obligation bond. 

The total property assessed value the Municipality amounted to $4,537,158, 108 as of June 30. 201 1. 
T he Munic ipal ity's legal debt margin amounted to $394,742,906 al the current fi scal year-end. 

More information related to long-term obligations maybe obtained in Note 12. 

ECONOMIC FACTORS AND NEXT YEAR'S BUDGETS AND RATES 

The territory of Mayagiiez covers an area of approximately 77 square miles. Mayagiiez is the 
municipality with the highest population density in the Region, with a population density of 1,267.9 
habitants per square mile, which is equivalent to 20 percent of the total population of the Region. 

MayagUez is characterized by being the economic integration center of the Region since it is considered 
the princ ipa l source of jobs and services of commercial, educational and health nature in the Region. 
From the industrial perspective, Mayagiiez accounts for I 0 percent of the manufacturing jobs, 22 percent 
of the finance-related jobs and 25 percent of the serv ice-related jobs in the Region. 

Of the total population of the Municipality, 51 percent or approximately 51,000 persons are considered to 
li ve under the poverty level. This rate is lower than the overall rate for the region (54 percent) but higher 
than the overall rate for Puerto Rico (48 percent). Approximately 20 percent of the population of the 
Municipality receives public financial assistance as their principal source of income. 

The municipalities of Lajas, Cabo Rojo, Hormigueros, San German, Sabana Grande and MayagUez 
constitute the employment market area (EMA) of Mayagiiez, as defined by the Department of Labor and 
Human Resources of Puerto Rico. Of the total 87,500 jobs in this Region, MayagUez participates in 80 
percent of them. T his figure is lower than the corresponding EMA's of the Ponce region (85 percent) and 
of the San Juan region (24 percent). However, 82 percent of the workers of the Municipality are residents 
of MayagUez, while the corresponding percentage for Ponce and San Juan are 86 percent and 75 percent, 
respectively. 

25 



COMMONWEALTH OF P UERTO RICO 
MUNICIPALITY OF MA YAGUEZ 

Management's Discussion and Analysis 
Fiscal Year Ended June 30, 201 l 

ECONOMIC FACTORS AND NEXT YEAR'S BUDGETS AND RATES (Continuation) 

The Municipality relies primarily on property, municipal license, and sales taxes, as well as, federal and 
state grants to carry out its governmental activities. Historically, property and municipal license taxes 
have been very predictable with increases or decreases not generally exceeding ten percent. Federal grant 
revenues may vary if new grants are available but the revenue is also very predictable. 

Those factors were considered when preparing the Municipality's budget for the 2010-2011 fi scal year. 
There were no significant changes between the budgets for fi scal year 2009-20 I 0 and the budgets for 
fiscal year 2010-2011 . The budgets of the GF and the DSF for the fiscal year 20 I 0-20 I I amounted to 
$70,425,094 and $8,472,217, respectively. These amounts represent an increase of $3,592,419 (4.77 
percent) in the total budgeted revenues of the GF in comparison with the prior fiscal year. 

REQUEST FOR INFORMATION 

This financial report is designed to provide a general overview of the Municipality's finances for all of 
the Municipality's citizens, taxpayers, customers, investors and creditors. This financial report seeks co 
demonstrate the Municipality's accountability for the money it receives. Questions concerning any of the 
information provided in this report or requests for additional information should be addressed to 
Municipality of Mayagi.iez, Department of Finance and Budget, P. 0. Box 945, Mayagi.iez, Puerto Rico, 
00681. 

26 



..... 

COMMONWEAL TH OF P UERTO RICO 

MUNICIPALITY OF MAY AGUEZ 
Statement of Net Assets 

June 30, 20 I I 

Assets 

Current assets: 
Cash in commercial banks, including 

cash equivalents of $1,500,000 

Accounts receivable, net of allowance for doubtful 

accounts of $38,012,070 

Taxes: 

Property $ 

Municipal license 

Sales 

Accrued interest on deposits and investments 

Intergovernmental grants and contributions 

Others 

Total accounts receivable, net 

Investments in certificate of deposits 

Restricted assets: 

Cash in commercial banks 

Cash in fi scal agent 

Property taxes, net of al lowance for doubtful 

accounts of $19,093,708 

Current portion of mortgage loans and notes 

Accrued interest on deposits and investments 

Intergovernmental grants and contributions 

Total restricted assets 

Total current assets 

Noncurrent assets: 

Restricted assets- mortgage loans and notes, excluding current portion 

net of allowance for doubtful accounts of $2,085,059 

Capital assets, at cost: 

Depreciable capital assets, net of reserve for impairments 

Nondepreciable capital assets 

Total capital assets, at cost 

Less: accumulated depreciation and amortization 

Total capital assets, net of accumulated 

depreciation and amortization 

Deferred charges, net of accumulated amortization of $365,549 

Total noncurrent assets 
Total assets 

6,879,502 

3,908,043 

852,512 

7,039 

2,424,877 

587,265 

39,675,841 

33,704,328 

3,723,329 

150,356 

1,8 17 

2,343,455 

130,637 ,390 

33,779,648 

164,417,038 
(63,425,394) 

The accompanying notes to the basic financial statements are an integral part of this statement. 
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Governmental 
activities 

$ 17,453,242 

14,659,238 

3,016,332 

79,599, 126 

114,727,938 

646,522 

100,991,644 

443, 169 

I 02,081,335 

$ 2 16,809 ,273 



COMMONWEAL TH OF P UERTO RICO 

MUNICIPALITY OF MA YAGUEZ 
Statement of Net Assets (concluded) 

June 30, 20 I I 

Liab ili t ies an d net assets 

Current liabilities (d u e within one yea r ): 
Accounts payable and accrued liabilities, in c luding 

intergovernmental payables of $4,902,722 
Unearned revenue - Mun icipa l li cence tax 
Liabi litie s payables from restric ted asse ts: 

Accounts payable and accrued liabi lities, including 
acc ru ed interest of $4 ,976 ,805 

Intergovernmental payables 
Unearned revenue 

Current portion of long-term obligations: 
Bonds payable 
Notes payable 
Obligations under capi tal leases 
Compensated absences 
Estimated liability for municipal solid waste landfill 

c losure and postclosure care costs 
Claim and judgments 

Total liabilities payables from restri c ted assets: 
Total current liabilities 

R estric ted n o n cur re nt liabi li t ies, exclud in g c urren t portio n 
(d u e in m ore th a n o n e ye ar) : 

Bonds payab le 
Notes payable 
Obligations under capita l lease s 
Compensated absences 
Estimated liability for municipal so lid waste landfill 

closure and postclosure care costs 
Claim and judgments 

Total noncurrent liabilities 
Total liabilities 

Net asse t s ( l iab ilit ies): 
Invested in cap ital assets, net of related debt 
Restricted for: 

Debt service 
General government 
Urban and economic development 
Public hou s ing and we lfare 
Permanent Fund: 

Nonexpendable mortgage loans and notes 
Other governm ental activities 

Total rest ri c ted net asse ts 
Unres tricted net liabilities 

Total net assets 

Commitments a nd cont ingencies (No te 14) 

$ 7 ,76 1,635 
5,979 

11 ,657 ,505 

7,375,000 
196 ,525 
287 ,868 

3, 180,267 

64,027 
169,000 

10 ,3 18,45 8 
5,720.101 
1,449,657 

327,212 

796,876 
100,076 

The accompanying notes to the basic financial s tatemen ts are an integral part of th is s tatement. 
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$ 

$ 

Govern men ta l 
act ivities 

I 0,306,876 
12.748.857 

30,697 ,806 
53,753,53~ 

92,278,000 
1,283, 152 

506,245 
3,634,681 

2,048,928 
8,800,363 

I 08,551,369 
162,304,908 

52,008,854 

18,712,3 80 
( 16,216,869) 
54,504,365 



Function/programs 

Governmental activities: 

General government 

Public safety 

Urban and economic development 

Health and sanitation 

Culture, recreation and education 

Public housing and welfare 

Interest on long-term obligations 

Total governmental activities 

$ 

$ 

COMMONWEALTH OF PUERTO RICO 

MUNICIPALITY OF MA YAGUEZ 
Statement of Activities 

Fiscal Year Ended June 30, 20 I I 

Program revenues 
Program-
specific 

Charges operating 
for grants and 

Expenses services contributions 

30,775,336 190,187 

6, 138,427 626,895 632, 187 

12,940,254 388,265 3,397,219 

12,626,587 2, 168,617 

19,778,308 115,285 9,40 1,534 

11 ,69 1,559 6,095,087 

3,966,793 

97,917,264 3,489,249 19,526,027 

General revenues 

Taxes: 
Property 

Municipal license 

Sales 

Construction excise 

Total taxes 

Intergovernmental grants and contributions, 

not restricted to specified programs 

Interest on deposits and investments 

Miscellaneous 

Total general revenues 

Net change in net assets 

Net assets at beginning of fiscal year 

Net assets at end of year 

The accompanying notes to the basic financial statements are an integral part of this statement. 
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Program-
specific Net 
capital (expenses) 

grants and and changes 
contributions in net assets 

$ (30,585, 149) 

( 4,879,345) 

3,430,912 (5,723,858) 

88,680 ( I 0,369,290) 

(I 0,26 1,489) 

1,017,543 {4,578,929) 

{3,966,793) 

4,537,135 (70,364,853) 

33,212,379 

10,527,599 

10,267,965 

2 ,747,427 

56,755,370 

10,607,303 

846,955 

1,978,379 

70,188,007 

( 176,846) 

54,68 1,2 11 

$ 54,504,365 



COMMONWEAL TH OF PUERTO RICO 

MUNICIPALITY OF MAYAGUEZ 
Balance Sheet's- Governmental Fund 

Ended June 30, 2011 

Major governmental funds 
tate 

legislative 
joint Head 

resolutions start l'ennanent 
special special improvements Debt Other Total 

Gener.ii revenue revenue bonds sernce governmental governmental 
fund fund fund fond fund funds funds 

Assets 
Cash in comrercial banks, 

including cash equivalents 
of$1,500,000 $ 17,453,242 $ 17,453,242 

Acoount receivable, net of 
allowance tor doubtful 
accounts of ~'38,0 I 2,o70 
Taxes: ._ 

Property 6,879,502 6,879,502 
Municipal license 3,908,043 3,908,043 
Sales 852,512 852,51 2 

Accrued interest on deposits 
and invesl!rents 7,039 7,039 

I ntergovemn-ental grants 
and contributions 2,359,100 2,359,100 

Qher 587,265 65,777 653,042 
lnvestmenl in certiticates of deposits 3,016,332 3,016,332 
Restricted assets: 

Cash in C01m-ercial banks 7,359,907 41 ,760 24,861,598 7,412,576 39,675,841 
Cash in tiscal agent 5,618,959 11,536,03 1 16,549,338 33,704,328 
Property taxes receivable, 

net of al IOWdJlCe tbr doubtful 
accounts of$19,093,708 3,723,329 3,723,329 

Mortgage loans and notes, net of allowance 
tbr doubt!UI accow1ts of$2,085,059 796,878 796,878 

Accrued interest on deposits 
and investn-ents 1,817 1,817 

I ntergovemn-enlal grants 
and contributions 84,679 97,384 2,161,392 2,343,455 

Due from other timds 3,272,731 2,486,579 716,371 6,475,681 
T Olaf assets $ 43,954,725 7,359,907 126,439 36,496,830 22,759,246 11,152,994 $ 12 1,850,1 41 

Liabilities 
Accounts payable and accrued 

liabilities $ 5,324,830 $ 5,324,830 
I ntergovermrental payable and 

accrued liabil ities 1,837,586 1,837,586 
Det6red revenues 23,980,21U 3,519,865 27,500,075 
Liabilities pay.ible ltom restricted assets: 

Accounts payable and accrued 
liabili ties 9,43 1 119,359 t,009,922 1,065,854 2,204,566 

lntergovem~ntal payable and 
accrued liabilities 5,979 5,979 

Due to Olher tilnds 2,922,475 881 110,075 3,442,250 6,475,681 
Deterred revenues 7,284,342 26,903 4,346,260 11 ,657,505 
Matured bonds due and payable 7,030,000 7,030,000 
Matured interest due and pay.ible 1,890,923 1,890,923 

Tolal liabilities 34,065,IOI 7,293,773 120,240 1,146,900 12,440,788 8,860,343 63,927,145 

Fund balances 

Non-spendable 170,898 170,898 
Restrioted 5,618,958 66,134 6, 199 1,905,755 7,597,046 
ConlTitted 3,466,892 35,349,930 10,318,458 215,998 49,35 1,278 
Unassigned 803,774 803,774 
T Olaf fiind balances $ 9,889,624 66,134 6, 199 35,349,930 10,318,458 2,292,651 $ 57,922,996 

Total liabilities and fund balances $ 43,954,725 7,359,907 126,439 36,496,830 22,759,246 11,152,994 121,850, 141 
Coimiitn-ents and contingencies (Note 14) 

The acron1J<lllying notes to the basic linancial staten-ents are an integral part oflhis statem:nt. 
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COMMONWEALTH OF PUERTO RICO 

MUNICIPALITY OF MA YAGUEZ 
Reconciliation of the Balance Sheet -

Governmental Fund to the Statement of Net Assets 
Fiscal Year Ended June 30, 20 I I 

The amounts of governmental act1v1t1es reported in the statement of net assets and the balance sheet -
governmental funds, are different for the following reasons: 

Total fund balance reported in the balance sheet - governmental funds 
Add (Deduct): 

Capital assets used in governmental activities are not considered available financial 
resources at fiscal year-end, therefore, are not reported in the governmental funds. 
(See Note I 0). This is the carrying amount of capital assets, net of accumulated 
depreciation and amortization at June 30, 2011. 

Certain deferred revenues in the governmental funds are recognized as revenues in 
the statement of activities. This is the amount of revenues that are measurable but 
not available at June 30, 2011 (property taxes, municipal licenses, 
intergovernmental grants and contributions, rent and charges for services and 
certain miscellaneous revenues) (See Note 11). 

Debt issued by the Municipality has associated costs (debt issued costs) that are paid 
from current available financial resources in the governmental funds. However, 
these costs are deferred in the statement of net assets and reported net of 
accumulated amortization. 

The following liab ilities are not due (mature) in the current fiscal year, therefore are not 
reported in the governmental funds at June 30, 2011. (See Note 12): 

Bonds payable and bonds anticipation notes 
Notes payable 
Obligation under capital leases 
Compensated absences 
Claims and judgments 
Estimated liability for municipal solid waste landfill closure and post c losure care 
costs 
Accrued liabi lities, including amounts due to other governments 

Net assets - governmental activities, as reported in the statement of net assets 

The accompanying notes to the basic financial statements are an integral part of this statement. 
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$ 57,922,996 

100,991,644 

14,75 1,217 

443,170 

(92,623,000) 
( 1,479,677) 

(794, 113) 
(6,814,948) 
(8,969,363) 
(2, I 12,955) 

{6,810,606) 

$ 54.504.365 



COMMONWEALTH OF P UERTO RICO 

M UNICIPALITY OF MAY AGUEZ 
Statement of Revenue-;, Expenditures and 

Changes in Fund Balances - Governmental Funds 
Fiscal Year Ended June 30, 2011 
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COMMONWEAL TH OF P UERTO Rico 
MUNICIPALITY OF MA YACUEZ 

Reconciliation of the Statement of Revenues, Expenditures and 
Changes in Fund Balances - Governmental Funds 

Fiscal Year Ended June 30, 2011 

The amounts of governmental activities reported in the statement of activities and the statement of revenues, 
expenditures and changes in fund balances are different for the following reasons: 

Net change in fund balances reported in the statement of revenues, expenditures and changes in fund 
balances - governmental funds 

Add (Deduct): 

The following revenues recorded in the statement of activities do not provide current financial 
resources; therefore, they are deferred in the governmental funds. This is the net change in deferred 
revenues of the following revenues items, which are measurable but not available at fiscal year end: 

Property taxes 
Municipal license taxes 
Intergovernmental grants and contributions 
Charges for services 

Governmental funds report capital outlays as expenditures. However, in the statement of 
activities the cost of those assets is allocated over their estimated useful hves as depreciation 
and amortization expense. Capital outlay expenditures ($7,753,828) exceeded depreciation 
and amortization expense ($2,994,004) for the fiscal year ended June 30, 2011 by this amount. 

Repayment of principal of long-term obligations is reported as an expenditure in the 
governmental funds, however, the repayment reduces long-term liabilities in the statement of 
net assets. (See Note 12). 

Certain accrued interest expense reported in the statement of activities do not required the use of 
current financial resources, therefore, are not reported as expenditures in the governmental 
funds. 

Amortization of deferred charges reported in the statement of activities does not require the use 
of current financial resources, therefore, are not reported as expenditures in the governmental 
funds. 

Some expenses reported in the statement of activities require the use of current financial 
resources, therefore, are not reported as expenditures in the statement of governmental funds. 

Proceeds from issuance of bonds provide current financial resources of governmental funds, but 
issuing such debts increases long-term liabilities in the statements of net assets 

Net decrease in net assets, as reported in statement of activities 

The accompanying notes to the basic financial statements are an integral part of this statement. 
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($6,016, 780 
) 

488, 153 
(1,357,981) 

(8,458) 
445,656 

4,759,824 

7,839,879 

(3,085,882) 

(41,396) 

(114,861) 

(3,085,000) 

($176.846) 



COMMONWEAL TH OF P UERTO RICO 

MUNICIPALITY OF MA YAGUEZ 
Statements of Revenues, Expenditures - Budget and Actual -

Budgetary Basis - General Fund 
Fiscal Year Ended June 30, 20 I I 

Actual 
amounts Variance 

(budgetary with final 
Budgeted amounts basis) budget-

Original Final (see note 1) over (under) 
Revenues: 

Taxes: 
Property $ 19,713,119 19,713,119 20,408,374 $ 695,255 
Municipal license 16,f>OO,CXX> 16,f>OO,CXX> 11,378,869 (5,221,131) 
Sales 10,590,CXX> I 0,590,CXX> 8,767,520 ( 1,822,480) 
Construction excise 4,445,308 4,445,308 2,747,427 ( 1,697,881) 

Olarges for services 3,940,558 3,940,558 2,845,321 ( 1,095,237) 
Intergovernmental grants and contributions 11 ,643, 109 11 ,643,109 10,604,306 ( 1,038,803) 
Interest on deposits and investments 1,121, 110 1,121,110 392,796 (728,3 15) 
Miscellaneous 2,371 ,890 2,371,890 1,843,607 (528,283) 

Total revenues 70,425,094 70,425,()1)4 58,988,220 ( 11 ,436,874) 

Expenditures: 
Oment: 

General government 24,717,35 1 25,991,305 19,383,565 (6,607,740) 
Public Safety 6,784,572 5,973,162 5,006,255 (9fXJ, WT) - Urban and economic development 9,778,224 10,638,462 8,092,405 (2,546,057) 
Health and sanitation 11 ,394, 196 9,429,279 8,076,215 ( 1,353,065) 
Ollture, recreation and education 10,386,198 10,776,572 8,507, 100 (2,269,47 1) 
Public housing and welfare 2,941,599 .3, 193,361 2,539,410 (653,95 1) 

Debt service: 
Principal 330,678 330,678 330,678 
Interest 106,928 106,928 106,928 

Capital outlays 87,135 87,135 87,135 
Total expenditures 66,526,881 66,526,881 52, 129,690 (14,397, 191) 

Excess of revenues( expenditures) 
over expenditures(revenues) 3,898,213 3,898,213 6,858,529 2,960,3 16 

- Other financing sources (uses): 
Transfers-in from other funds 
Transfers-out to other funds (3,898,213) (3,898,213) (3,898,213) 
Budgetary surplus of previous fiscal year 

Total other financing sources (uses), net (3,898,213) (3,898,213) (3,898,213) 

Excess of revenues and other financing 
sources over expenditures and other 
ti nanci ng uses 2,%0,315 $ 2,960,315 

The accompanying notes to the basic financial statements are an integral part of this statement. 
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COMMONWEALTH OF P UERTO RJCO 

MUNICIPALITY OF MA YAGUEZ 
Notes To Basic Financial Statements 

Fiscal Year Ended June 30, 20 I I 

1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

The Municipality of Mayagtiez (the Municipality) is a local municipal government constituted on 
July 29, 1760 in the Commonwealth of Puerto Rico (the Commonwealth). The Municipality has full 
legislative, fiscal and all other governmental powers and respons ibilities expressly assigned by Public 
Act No. 8 1 of August 30, 1991, as amended, known as Autonomous Municipalities Act of the 
Commonwealth of Puerto Rico (Act No. 81 ). The Municipality is one of seventy-eight municipal ities 
legally separated from the Commonwealth's government. 

The Commonwealth's Constitution provides for the separation of powers of the executive, legislative 
and judic ial branches of the Commonwealth and the municipalities. However, the Municipality's 
governmental system consists of executive and legislative branches only. A Mayor, elected every 
four years by the c itizens, exercises the executive power of the Municipality. The legis lative power 
of the Municipality is exercised by the Municipal Legislature, whose members are also elected every 
four years. The General Justice Court System of the Commonwealth , whic h has jurisdiction over the 
Municipality, exercises the judiciary power in the Municipality. 

The Municipality assumes either partial or full responsibility for providing services to its c itizens 
related to public housing, welfare, public safety, health, sanitation, education, culture, recreation, 
urban development, economic development and many other fiscal , general and administrative 
services. 

a) Financial Reporting Model 

The accompanying basic financial statements present the financial position and the results of 
operations of the Municipality as a whole and its various governmental funds as of and for the 
fiscal year ended June 30, 2011, in conformity with accounting principles generally accepted in 
the U nited States of America (GAAP), as prescribed by the Governmental Accounting Standards 
Board (GASB). 

According to the financial reporting model established by GASB Statement No. 34, Basic 
Financial Statements - and Management 's Discussion and Analysis - for Seate and Local 
Governments (GASB No. 34), the required basic financial state ment presentation applicable to 
the Municipality is composed of the following e lements: (1) government-wide financial 
statements (GWFS), (2) governmental fund financial statements (GFFS), (3) notes to basic 
financial statements and (4) required supplementary information (RSI). 

RSI is information presented along with, but separate from, the Municipality' s basic financial 
statements. RSI is composed of the following elements: ( 1) Management' s Discussion and 
Analys is (MD&A) and (2) Schedule of Funding Progress - Employees' Retirement System of the 
Government of Puerto Rico and Its Instrumentalities (ERS). 

MD&A is a narrative report that introduces the accompany ing basic financial stateme nts and 
provides an analytical overview of the Municipality's financial activities for the fiscal year ended 
June 30, 2011, based on the Munic ipality's knowledge of the transactions, events and conditions 
reflected in the basic financial statements. The MD&A also highlights certain key fiscal policies 
that control the Municipality's operations. 
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1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation) 

a) Financial Reporting Model (Continuation) 

The Schedule of Funding Progress - Employees' Retirement System of the Government of Puerto 
Rico and Its Instrumentalities provides a three-year trend information (using latest published data 
available) of the funding status of ERS, which is a multi-employer cost-sharing retirement system 
in which the Municipality is a participating employer. (See Note 13). 

Other supplementary information presented in this report for purposes of additional analysis 
consist of: (I) combining and individual non-major governmental fund financial statements, 
(2) budgetary comparison schedule - debt service fund and (3) schedules of capital assets used in 
the operations of governmental funds, as listed in the accompanying table of contents. 

b) Financial Reporting Entity 

The accompanying basic financial statements include all departments, agencies and municipal 
operational units that are under the legal and administrative control of the Mayor and whose 
financial resources are under the legal custody and control of the Municipality's Director of 
Finance and Budget, as prescribed by Act No. 81. 

The Municipality's management has considered all potential component units (whether 
governmental, not-for-profit, or profit-oriented) for which it may be financially accountable and 
other legally separate organizations for which the nature and significance of the ir relationship 
with the Municipality may be such that exclusion of their bas ic financial statements from those of 
the Municipality would cause the Municipality's basic financial statements to be mis leading or 
incomplete. 

GASB Statement No. 14, The Financial Reporting Entity (GASB No. 14), as amended, has set 
forth criteria to be considered in determining financial accountability for financial reporting 
purposes. These criteria include appointing a voting majority of an organization's governing 
body and: ( I) the abi lity of the Municipality to impose its will on that organization or (2) the 
potential for the organization to provide specific financial benefits to, or impose spec ific 
financial burdens on, the Municipality. 

On July I, 2003, the Municipality adopted the prov1s1ons of GASB Statement No. 39, 
Determining Whether Certain Organizations are Component Units - an Amendment of GASB 
Statement No. 14 (GASB No. 39). GASB No. 39 states that certain organizations for which a 
primary government is not financially accountable nevertheless warrant inclusion as part of the 
financial reporting entity because of the nature and significance of their relationship with the 
primary government, including their ongoing financial support of the primary government and its 
other component units. 
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1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation) 

b) Financial Reporting Entity (Continuation) 

According to GASB No. 39, a legally separate, tax-exempt organization should be reported as a 
discretely presented component unit of a reporting entity if all of the following criteria are met: 

• The economic resources received or held by the separate organization are entirely or almost 
entirely for the direct benefit of the primary government, its component units, or its 
constituents. 

• The primary government, or its component units, is entitled to, or has the ability to otherwise 
access, a majority of the economic resources received or he ld by the separate organization. 

• The economic resources received or held by an individual organization that the spec ific 
primary government, or its component units, is entitled to, or has the ability to otherwise 
access, are significant to that primary government. 

In addition, GASB No. 39 states that other organizations shou ld be evaluated as potential 
component units if they are closely related to, or financially integrated with, the primary 
government. Such types of entities may be presented as either blended or discrete ly presented 
compone nt units, depending upon how they meet the criteria for each specified in GASB No. 14. 

The Municipality's management has concluded that, based on the aforementioned criteria, there 
are no legally separate entities or organizations that shou ld be reported as component units of the 
Municipality for the fiscal year ended June 30, 20 11 . 

c) Government-wide Financial Statements 

The accompanying GWFS are composed of: (I) the statement of net assets and (2) the statement 
of activities. These financial statements report information of all governmental activities of the 
Municipali ty as a whole. These statements are aimed at presenting a broad overview of the 
Municipality's finances by reporting its financial position and resu lts of operations using methods 
that are similar to those used by most private businesses. 

The foc us of GWFS is on the operational accountability of the Municipality as a s ingle economic 
unit and not on compliance with budgets, regulatory requirements or on the use of available or 
currently expendable financial resources (referred to as fi scal accountability). Operational 
accountability is the Municipality's responsibility to report to the extent to which it has met its 
operating objectives efficiently and effectively, using all resources available for that purpose. It 
focuses on the Municipality's principal operating objective, which is to provide services to its 
c itizens. 

T he accompany ing statement of net assets provides short-term and long-term information about 
the Municipality' s financial position by presenting all of the Municipality's assets and liabilities, 
with the difference between these two items reported as " net assets" (equity) and or net 
liabilities. This statement assists management in assessing the level of services that can be 
provided by the Municipality in the future and its ability to meet its obligations as they become 
due. In addition, this statement reports the extent to which the Municipality has invested in 
capital assets and discloses legal and contractual restrictions on resources. 
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1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation) 

c) Government-wide Financial Statements (Continuation) 

Net assets are classified in the accompanying statement of net assets within the following three 
categories: 

• Invested in capital assets, net of related debt - This net asset category consists of capital 
assets, net of accumulated depreciation and amortization, reduced by the outstanding 
balances of bonds payable, notes payable and other debts that are attributed to the 
acquisition, construction or improvement of those assets. For the purposes of determining 
the outstanding debt attributed to capital assets, the total long-term debt related to the 
acquisition, construction or improvement of capital assets has been reduced by any related 
unspent debt proceeds and any related unamortized debt issuance costs. 

• Restricted net assets - This net asset category consis~s of net resources restricted by 
external parties (such as creditors, grantors, contributors, laws or regulations of other 
governments, etc.), or net assets for which constraints are imposed by constitutional 
provisions or enabling legislation. Enabling legislation consists of legislation that authorizes 
the Municipality to assess, levy, charge or otherwise mandate payment of resources (from 
external resource providers). Enabling legislation establishes restrictions if it includes a 
legally enforceable requirement that those resources be used only for the specific purposes 
stipulated in the legislation. 

The classification of restricted net assets identifies resources that have been received or 
earned by the Municipality with an explicit understand ing between the Municipality and the 
resource providers that the resources would be used for specific purposes. Grants, 
contributions and donations are often given under those kinds of conditions. Bond 
indentures also often limit the use of bond proceeds to specific purposes. 

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

The Municipality has reported the following types of restricted net assets m the 
accompanying statement of net assets: 

(1) Debt service - Represent net resources avai lable to cover future debt service payments of 
bonds and notes payable. 

(2) General governments Activities - Represent net resources available from certain 
federal and state grant which have been set aside to cover different activities 
related to general government activities. Also, represent net resources available for 
the payment of certain accounts payable and commitments under general government 
activities. 
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1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation) 

c) Government-wide Financial Statements (Continuation) 

(3) Urban and economics developments activities - Represent net resources available from 
certain federal and state grant which have been set aside to cover different activities 
related to urban and economic developments. Generally, these are used to provide 
multipurpose services, construction or improvements of certain capital assets, other than 
accounted in permanent improvements bonds fund and partially subsidy qualified under 
urban and economic developments activities. 

(4) Public Housing and Welfare activities- Represent net resources available from certain 
federal and state grant which have been set aside to cover different activities related to 
public housing and welfare. Generally, these are used to provide multipurpose services 
and donation, lower income rents and services to elderly community and other services 
to the citizens under public housing and welfare activities. 

(5) Permanent improvement fund - Represent net resources available to finance the 
acquisition, construction or improvement of major capital assets under contracts and 
other commitments. 

(6) Mortgage loans and notes - Represent net resources available from grants provided by 
the U.S. Department of Housing and Urban Development (HUD), which have been set 
aside to provide construction mortgage loans to private business enterprises doing 
business in the Municipality. (See Note 7). 

(7) Other governmental activities - Represent net resources available from certain federal 
and state grants, which have been set aside to carry out several programs. Also, 
represent net resources available for the payment of certain accounts payable and 
commitments approved by the Government Development Bank for Puerto Rico (GDB), a 
component unit of the Commonwealth and fiscal agent of the Municipality. 

• Unrestricted net assets - these consist of net assets that are neither externally or legally 
restricted, nor invested in capital assets. However, unrestricted net assets often are designated 
to indicate that management does not consider them to be available for general operations. 
Unrestricted net assets often have constraints that are imposed by managements, but can be 
removed or modified. 

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

The accompanying statement of act1v1t1es presents the Municipality's results of operations 
by showing, how the Municipality's net assets or deficit changed during the fiscal year ended 
June 30, 201 1, using a net (expense) revenue format. This statement presents the cost of each 
function/program as well as the extent to which each of the Municipality's functions, programs 
or other services either contributes to or draws from the Municipality's general revenues (such as 
property taxes, municipal license taxes, construction excise taxes, etc.). 
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1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation) 

c) Government-wide Financial Statements (Continuation) 

A function/program describes a group of activities that are aimed at accomplishing a major 
service or regulatory responsibility. The functions/programs reported in the accompanying basic 
financial statements are: (I) general government, (2) public safety, (3) urban and economic 
development, (4) health and sanitation, (5) culture, recreation and education and (6) public 
hous ing and welfare. The governmental operations of the Municipality's de partments and 
operational units are classified within the following functions/programs in the accompanying 
basic financial statements: 

General Government 
Municipal Legislature 
Mayor's Office 
Department of Finance and Budget 
Department of Human Resources 
Department of Municipal Secretary 
Department of Legal Affairs 
Department of Internal Audit 
Department of Management of Information Systems 
Department of Administrative Services 
Department of Press and Communications 

Public Safety 
Department of Civil Defense 
Department of Municipal Police 
Department of Fire Control 

Urban and Economic Development 
Department of Planning and Development 
Department of Urban Development 
Department of Conservation and Ornate 

Health and Sanitation 
Department of Health 
Department of Sanitation 
Department of Environmental Control 

Culture, Recreation and Education 
Department of Culture and Tourism 
Department of Recreation and Sports 
Department of Education 

Public Housing and Welfare 
Department of Housing 
Office of Services to Citizens 
Department of Elderly Services and Day Care Center 
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1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation) 

c) Government-wide Financial Statements (Continuation) 

The statement of activities demonstrates the degree to which program revenues offset direct 
expenses of a given function/program or segments. Direct expenses are those that are clearly 
identifiable with a specific function, segment or operational unit. This statement reports 
revenues in two broad categories: (I) program revenues and (2) general revenues. 

Program revenues are generated directly from a program itself or may come from parties outside 
the Municipality's taxpayers or citizens. In the statement of activities, program revenues reduce 
the costs (expenses) of the function/program to arrive at the net cost of the function/program that 
must be financed from the Municipality's general revenues. The accompanying statement of 
activities separately reports the following categories of program revenues: 

• Charges for services - These revenues generally consist of exchange or exchange-like 
transactions involving charges to customers or applicants who purchase, use or directly from 
the goods, services or privileges provided, or are otherwise directly affected by the services. 
These revenues include fees charged for specific services, charges for licenses and permits 
and fines and forfeitures, among others. 

• Program-specific operating and capital grants and contributions - These revenues 
consist of transactions that are either mandatory or voluntary no exchange transactions with 
other governments, organizations, or individuals that restrict the resources for use in a 
particular program. Operating grants and contributions consist of resources that are required 
to be used to finance the coses of operating a specific program or can be used either for 
operating or capital purposes of a specific program. Capital grants and contributions consist 
of revenues or resources that are restricted for capital purposes - to purchase, construct or 
renovate capital assets associated with a specific program. Restricted operating and capital 
grants and contributions are program revenues because they are specifically attributable to a 
program and reduce the net expense of that program to the Municipality. They are re ported 
net of estimated uncollectible amounts. 

General revenues are the default category for revenues. It includes all revenues and gains that do 
not meet the definition of program revenues. Property taxes, municipal license taxes and 
construction excise taxes are reported as general revenues. All other nontax revenues (including 
unrestricted interest on deposits and investments, grants and contributions not restricted for 
specific programs and miscellaneous revenues) that do not meet the definition of program 
revenues are c lassified as general revenues. Resources that are dedicated internally by the 
Municipality are reported as general revenues rather than as program revenues. All general 
revenues are reported net of estimated uncollectible amounts, which are recorded as reduction of 
revenues rather than as expenses. 

The general government function/program reported in the accompanying statement of activities 
includes expenses that are, in essence, indirect or costs of other functions/programs of the 
Munic ipality. Even though some of these costs have been charged to certain funds in the GFFS 
as indirec t cost allocations permitted under some federal programs, the Municipality has reported 
these indirect costs as direct expenses of the general government function. Accordingly, the 
Municipality does not allocate general government (indirect) costs to other functions. 
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1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation) 

c) Government-wide Financial Statements (Continuation) 

The effects of all interfund governmental activities (revenues, expenditures and other financing 
sources/uses among governmental funds) have been removed from the accompanying statements 
of net assets and activities. 

The Municipality c lassifies all of its activities as governmental activities in the accompanying 
GWFS. These are activities generally financed through taxes, intergovernmenta l revenues and 
other non-exchange revenues that can be used to support the Municipality's programs or 
services. These governmental activities are also generally reported in the GFFS. 

The Municipality has no fiduciary activities, which are those in which the Municipality would be 
holding or managing net assets for specific individuals or other external parties in accordance 
with trust agreements or other custodial arrangements. In addition, the Municipality has no 
operations or activities that are financed and operated in a manner s imilar to private bus iness 
enterprises, where the costs of providing goods or services to the general public (expenses, 
including de prec iation) is financed primarily through user charges; or where the governing body 
has decided that periodic determination of revenues earned, expenses incurred and/or net income 
is appropriate for capital maintenance, public policy, management control, accountability, or 
other purposes. 

d) Governmental Fund Financial Statements 

A fund is a fiscal and accounting entity consisting of a self-balancing set of accounts used to 
record assets, liabilities and residual equities, defic its or balances and changes there in, which are 
segregated for the purpose of carrying on specific activities or attain ing certain objectives in 
accordance with GAAP and/or spec ial regulations, restrictions or limitations. 

The accompanying GFFS are composed of: (I) the balance sheet - governmental funds and 
(2) the statement of revenues, expenditures and changes in fund balances - governmental funds. 

These financial statements report the financial position and results operations of the 
Municipality' s governmental funds by presenting sources, uses and balances of current financial 
resources. Some of these financial statements have a budgetary orientation and foc us primarily 
on: ( 1) the Municipality' s major governme nta l funds, as defined below, (2) the fi scal 
accountability and (3) the individual parts of the Municipality's government. Fiscal 
accountability represents the Municipality' s responsibility to justify that its actions in the current 
fi scal year have complied with public decisions concern ing the raising and spending of public 
moneys in the short term (generall y one fi scal year). 

T he accompanying GFFS segregate governmental funds according to the ir inte nded purpose and 
are used in demonstrating compliance with legal, financial and contractual provis ions. The 
min imum number of governmental funds is maintained consistent with lega l and self-imposed 
manageria l requirements estab lished by the Municipality. For financial reporting purposes, the 
Municipality classifies its governmental funds within the following categories: 
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1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation) 

d) Governmental Fund Financial Statements (Continuation) 

• General fund - The general fund is the Municipality's main operating fund and a major 
governmental fund, as defined below, used to account for all financial resources and 
governmental activities, except for financial resources required to be accounted for in 
another fund. It is presumed that the Municipality's governmental activities have been 
reported in the general fund except for transactions for which one of the following 
compelling reasons has required the use of another fund: (I) legal requirements, (2) GAAP 
requirements or (3) the demands of sound financial administration requiring the use of a 
governmental fund other than the general fund. 

• Special revenue funds - The special revenue funds are major and no major governmental 
funds, as defined below, used by the Municipality to account for revenues derived from 
grants, contributions or other revenue sources that are either self-restricted by the 
Municipality or legally restricted by outside parties for use in specific purposes (except for 
revenues that are earmarked for expenditures in major capital projects which are accounted 
for in the capital project funds). The two major special revenue funds are (I) state legislative 
joint resolution which is used to account for certain operating grants awarded by the 
legis lative of the Commonwealth of Puerto Rico to subsidy certain operational and 
administrative activities by the Municipality and (2) head start fund which is used to account 
for grants received by the Municipality from health and human services to provide 
educational services to children in pre-school age. The non-major special revenue funds are 
described in the other supplementary information section of this statement. 

• Debt service fund - The debt service fund is a major governmental fund, as defined be low, 
used by the Municipality to account for the accumulation of resources for the payment of, 
principal and interest for: (I) bonds payable for which debt service payments are legally 
mandated to be accounted for in a debt service fund and/or (2) general long-term debt for 
which the Municipality is being accumulating financial resources in advance to pay princ ipal 
and interest payments maturing in future years. 

The outstanding balance of general long-term debts for which debt service payments do not 
involve the advance accumulation of resources (such as notes payable, obligations under 
capital leases, accrued compensated absences, accrued legal claims and judgments and the 
estimated liability for municipal solid waste landfill closure and post-closure care costs) are 
only accounted for in the accompanying statement of net assets. The debt service payments 
of such debts are accounted for in the general fund as debt service - principal and debt 
service - interest expenditures. 

• Permanent improvements bonds fund - Permanent improvements bonds fund is a major 
governmental fund, as defined below, used to account for the financial resources used for the 
acquisition, construction or improvement of major capital facilities and other assets. 
Significant capital outlays financed from proceeds of general obligation, public 
improvements or special obligation bonds are also accounted in the permanent improvements 
bonds funds. 
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1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation) 

d) Governmental Fund Financial Statements (Continuation) 

The use of the permanent improvements bonds fund has been reserved only for major capital 
acquisitions, construction or improvement activities that would distort financial resources 
trend data if not reported separately from the other Municipality's operating activities. The 
routine purchases of minor capitalizable assets (such as furniture, office equipment, vehicles 
and other minor capital assets or improvements) have been reported in the governmental 
fund from which financial resources were used for the payment. 

• Permanent funds - Permanent funds are non-major governmental funds used to report 
resources that are legally restricted to the extent that only earnings and not principal, may be 
used for purposes that support the Municipality' s operations, that is, for the benefit of the 
Municipality or its citizens. 

The focus of the GFFS is on major governmental funds, which general ly represent the 
Municipality's most important funds . Accordingly, the Municipality is required to segregate 
governmental funds between major and non-major categories within the GFFS. Major individual 
governmental funds are reported individually as separate columns in the GFFS, while data from 
all non-major governmental funds are aggregated into a single column, regardless of fund type. 

By definition, the Municipality's general fund is always considered a major governmental fund 
for financial reporting purposes. In addition, any other governmental fund is considered a major 
governmental fund if its total assets, liabilities, revenues or expenditures of that individual 
governmental fund are at least 10 percent of the corresponding element total (assets, liabilities, 
revenues or expenditures) for all governmental funds. For the purposes of applying the 
aforementioned major fund criteria, no eliminations of interfund balances have been made. Total 
revenues for these purposes means all revenues, including operating and non-operating revenues 
(net of allowances for uncollectible accounts), except for other financing sources. Total 
expenditures for these purposes, means all expenditures, including operating and non-operating 
expenditures, except for other financing uses. 

Based on the aforementioned criteria, the Municipality's major governmental funds reported in 
the accompanying GFFS are: (I) the general fu nd, (2) the state legislative joint resolutions 
special revenue fund, (3) the head start special revenue fund, (4) permanent improvements bonds 
fund and (5) the debt service fund. 

The state legislative joint resolutions special revenue fund is a major governmental fund used to 
account for financial resources derived from grants awarded each year by the Commonwealth's 
Senate and House of Representatives (the Commonwealth's Legislature). The purpose of the 
amounts awarded by the Commonwealth's Legislature vary from year to year, but are generally 
restricted to: (I) partially subsidy certain qualifying administrative and operational activities 
of the Municipality, (2) provide specific multipurpose serv ices and donations to citizens and 
(3) finance the acquisition, construction or improvement of certain capital assets (not accounted 
for in capital project funds) approved by the Commonwealth' s Legislature. 
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1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation) 

d) Governmental Fund Financial Statements (Continuation) 

The head start special revenue fund is a major governmental fund used to account for financial 
resources derived from grants awarded each year by the Administration for Children and Families 
of the U.S. Department of Health and Human Services (DHHS) for the operation of 
comprehensive child development programs which serve children from birth to age 5, pregnant 
women and their families. These programs are child-focused programs and have the overall goal 
of increasing the school readiness of young children in low-income families. Amounts awarded 
by DHHS are restricted to provide a wide range of individualized services in the areas of 
education and early childhood development; medical, dental and mental health; nutrition; and 
parent involvement. Services under these programs are provided through service centers 
approved by DHHS. 

The accompanying GFFS are accompanied by other statements and schedules required by 
GAAP: (I) the statement of revenues and expenditures - budget and actual - budgetary basis -
general fund, (2) the reconciliation of the balance sheet - governmental funds to the statement of 
net assets and (3) the reconciliation of the statement of revenues, expenditures and changes in 
fund balances - governmental funds to the statement of activities. :·-·· -· .... 

e) Measurement Focus and Basis of Accounting 

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

All revenues, expenses, gains, losses, assets and liabilities resulting from exchange and 
exchange-like transactions are generally recorded when the exchange takes place. In exchange 
transactions, each party to the transaction receives and gives up essentially equal values. An 
exchange-like transaction is one in which there is an identifiable exchange and the values 
exchanged, though related, may not be quite the same. Nevertheless, the exchange 
characteristics of the exchange-like transaction are strong enough to justify treating it as an 
exchange for accounting purposes (examples include fees for licenses and permits, charges for 
services and miscellaneous revenues, which are recorded as revenues when collected because 
they are generally not measurable until actually received). 

All revenues, expenses, gains, losses and assets resulting from non-exchange transactions are 
recorded using the criteria set forth by GASB Statement No. 33, Accounting and Financial 
Reporting for Non-exchange Transactions (GASB No. 33). GASB No. 33 established accounting 
and reporting standards for non-exchange transactions involving cash and financial or capital 
resources (for example, most taxes, grants and private donations). In a non-exchange transaction, 
the Municipality gives (or receives) value without directly receiving (or giving) equal value in 
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1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation) 

e) Measurement Focus and Basis of Accounting (Continuation) 

return. This is different from an exchange transaction , in which each party receives and gives 
up essentially equal values. According to GASB No. 33, the Municipality groups its non­
exchange transactions into the following four classes in the accompanying basic financial 
statements: (a) derived tax revenues, (b) imposed non-exchange revenues, (c) government 
mandated non-exchange transactions and (d) voluntary non-exchange transactions. 

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

In the case of imposed non-exchange revenue transactions (such as property taxes and municipal 
license taxes), which result from assessments made by the Municipality on nongovernmental 
entities, including individuals, other than assessments on exchange transactions, receivables are 
generally recorded in the period when an enforceable legal claim has arisen. Property taxes and 
municipal license are generally recorded as revenues (net of amounts considered not collectible) 
in the fiscal year when resources are required to be used or the first fiscal year that the use of the 
resources is permitted. 

Government-mandated non-exchange transactions (such as grants and contributions) result when 
a government at one level (such as the federal or state government) provides resources to the 
Municipality and the provider government requires the Municipality to use those resources for a 
specific purpose or purposes established in the provider's enabling legislation. In these type of 
transactions, receivables and revenues are generally recorded when all eligibility requirements 
imposed by the provider have been met. For the majority of grants, the Municipality must 
expend resources on the specific purpose or project before the provider reimburses any amounts. 
Therefore, revenue is generally recognized as qualifying reimbursable expenditures are incurred. 

Voluntary non-exchange transactions (such as donations and certain grants and entitlements) 
result from legislative or contractual agreements, other than exchanges, willingly entered into by 
two or more parties. As discussed above, in these types of transactions, receivables and revenues 
are ge_nerally accounted for in the same manner as government-mandated non-exchange 
transactions. Events that are neither exchange nor non-exchange transactions are recorded when 
it is probable that a loss has been incurred and the amount of loss is reasonably estimable. 

Receipts of any type of revenue sources collected in advance for use in the following fiscal year 
are recorded as deferred revenues. (See Note 11 ). 

According to GASB No. 34, all general capital assets and the un-matured long-term liabilities are 
recorded only in the accompanying statement of net assets. The measurement focus and the basis 
of accounting used in the accompanying GWFS differ significantly from the measurement focus 
and basis of accounting used in the preparation of the accompanying OFFS. Therefore, the 
accompanying OFFS include reconciliations, as detailed in the accompanying table of contents, 
to better identify the relationship between the GWFS and the OFFS. 
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MUNICIPALITY OF MAY AGUEZ 

Notes To Basic Financial Statements 
Fiscal Year Ended June 30, 20 I I 

1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation) 

e) Measurement Focus and Basis of Accounting (Continuation) 

Governmental fund financial statements - The accompanying GFFS are reported using the 
current financial resources measurement focus (flow of current financial resources) and the 
modified accrual basis of accounting. Accordingly, the accompanying statement of revenues, 
expenditures and changes in fund balances - governmental funds, reports changes in the amount 
of financial resources available in the near future as a result of transactions and events of the 
fiscal year reported. Therefore, revenues are generally recognized as soon as they are both 
measurable and available. Revenues are considered available when they are collectible within 
the current fiscal year or soon enough thereafter to pay liabilities of the current fiscal year. For 
this purpose, the Municipality considers most revenues available if collected within 90 days after 
June 30, 20 11 , except for property taxes for which the availability period is 60 days. Revenue 
sources not meeting thi s avai lability criterion or collected in advance are recorded as deferred 
revenues at June 30, 2011. (See Note 11 ). 

The principal revenue sources considered susceptible to accrual include property taxes, 
municipal license taxes, intergovernmental grants and contributions, interest on deposits and 
investments, charges for services and certain miscellaneous revenues. These principal revenue 
sources meet both measurability and availability criteria in the accompanying GFFS, except for 
amounts recorded as deferred revenues. (See Note I I ). 

In a manner similar to the GWFS, but subject to and limited by the availability criteria discussed 
above, all revenues, expenses, gains, losses, assets and liabilities resulting from exchange and 
exchange-like transactions are also generally recorded when the exchange takes place. 
Accordingly, fees for licenses and permits, charges for services and miscellaneous revenues are 
recorded as revenues when collected because they are generally not measurable until actually 
received. 

All revenues, expenses, gains, losses and assets resulting from non-exchange transactions are 
recorded in a similar manner to the GWFS, using the previously discussed criteria set forth by 
GASB No. 33 for non-exchange transactions, but subject to and limited by the availability 
criteria discussed above. Accordingly, property tax and municipal license tax receivables are 
also generally recorded in the fiscal year when an enforceable legal claim has arisen while 
property tax and municipal license tax revenues (net of amounts considered not collectible) are 
also generally recorded in the fiscal year when resources are required to be used or the first fiscal 
year that the use of the resources is permitted. Receivables and revenues from federal and state 
grants and contributions, donations and entitlements are also generally recorded when all 
eligibi lity requirements imposed by the provider have been met (generally, as qualifying 
reimbursable expenditures are incurred). 

Interest on deposits and investments are recorded when earned only if collected within 90 days 
after the fiscal year-end since these revenues would be considered both measurable and available. 

47 



COMMONWEALTH OF PUERTO RICO 
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Notes To Basic Financial Statements 

Fi scal Year Ended June 30, 2011 

I) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation) 

e) Measurement Focus and Basis of Accounting (Continuation) 

Pursuant to the provisions of GASB Interpretation No. 6, Recognition and Measurement of 
Certain Liabilities and Expenditures in Governmental Fund Financial Statements( GASB No. 6), 
in the absence of an explicit requirement (i.e., the absence of an applicable modification, 
discussed below) the Municipality generally accrues a governmental fund liability and 
expenditure (including salaries, professional services, supplies, utilities, etc.) in the period in 
which the government incurs the liability, to the extent that these liabilities are normally 
expected to be liquidated in a timely manner and in full with current available financial 
resources. GASBI No. 6 modified the recognition criteria for certain expenditures and liabilities 
reported under the modified accrual basis of accounting prior to GASB No. 34 and clarified a 
number of situations in which the Municipality should distinguish between governmental fund 
liabilities and general long-term liabilities. Therefore, the accompanying balance sheet -
governmental funds only reflects assets that will be converted into cash to satisfy current 
liabilities. Long-term assets and those assets that will not be converted into cash to satisfy 
current liabi li ties are not accounted for in the accompanying balance sheet - governmental funds . 
At the same time, long-term liabi lities (generally, those un-matured that will not require the use 
of current financial resources to pay them) are not accounted for in the accompanying balance 
sheet - governmental funds. 

Modifications to the accrual basis of accounting in accordance with GASBI No. 6 include: 

• Principal and interest on bonds and notes payable are recorded when they mature (when 
payment is due), except for principal and interest due on July 1 of the following fiscal 
year, which are recorded as governmental fund liabilities when resources are avai lable in 
the debt service funds (generally, June 30). 

• Obligations under capital leases, compensated absences, estimated liability for municipal 
solid waste landfill closure and post-closure care costs, amounts subject to accrued 
claims and judgments under litigation and other long-term obl igations are recorded only 
when they mature (when payment is due). 

• Other accrued liabilities not due and payable or not normally expected to be liquidated in 
full and in a timely manner with available and expendable financial resources are 
recorded in the accompanying statement of net assets. Such liabilities are recorded in the 
governmental funds when they mature. 

• Executory purchase orders and contracts are recorded as a reservation of fund balance in 
the GFFS. 

The measurement focus of the GFFS is on decreases of net financial resources (expenditures) 
rather than expenses. Most expenditures are measurable and are recorded when the related 
governmental fund liability is incurred. Allocation of costs, such as depreciation and 
amortization, are recorded in the accompanying statement of activities, but are not recorded in the 
accompanying GFFS. 
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Notes To Basic Financial Statements 

Fiscal Year Ended June 30, 2011 

1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation) 

f) Stewardship, Compliance and Accountability 

Budgetary Control 

According to Act No. 81 , the Mayor and its Administrative Cabinet prepare annual budgets each 
fiscal year for the Municipality's general fund and debt service fund. Such legally adopted 
budgets are based on expected expenditures by program and estimated resources by source. The 
annual budgets are developed using elements of performance-based program budgeting and zero­
based budgeting and include estimates of revenues and other resources for the ensuing fiscal year 
under laws and regulations existing at the time the budgets are prepared. 

The Mayor must submit, for the fiscal year commencing on the next July I, an annual budgetary 
reso lution project (the Project) to the Commissioner of Municipal Affairs of the Commonwealth 
(the Commissioner) and the Municipal Legislature no later than May 10 and May 15, 
respectively. The Commissioner preliminary verifies that the Project complies with all the 
applicable laws and regulations and may provide comments and suggestions lo the Mayor on or 
before June 13. 

The Municipal Legislature has I 0 business days, up to June 13, to discuss and approve the 
Project with modifications. The Municipal Legislature may amend the budgets submitted by the 
Mayor but may not increase any items so far to cause a deficit without impos ing taxes or 
identifying other sources of revenue lo cover such deficit. After the Municipal Legislature 
modifies and preliminarily approves the Project, the modified Project is sent back to the Mayor 
for his approval or rejection within 6 days. The Mayor may decrease or eliminate any line item 
but may not increase or insert any new line item in the budgets. The Mayor may a lso veto the 
budgets in their entirely and return it to the Municipal Legislature with his objections. If the 
Mayor rejects the Project, the Municipal Legislature will have up to 8 days to adopt or reject the 
recommendations or objections of the Mayor. The approved Project is sent again to the Mayor, 
which then would have 3 days to sign and approve it. 

If the budgets are not adopted prior to the end of the deadlines referred to above, the annual 
budgets for the preceding fiscal year, as approved by the Legislature and the Mayor, are 
automatically renewed for the ensuing fi scal year until the Municipal Legislature and the Mayor 
approve new budgets. This permits the Municipality to continue doing payments for its 
operations and other purposes until the new budgets are approved. 

The annual budgets may be updated for any estimate revisions as well as fiscal year-end 
encumbrances and may include any additional information requested by the Municipal 
Legislature. The Mayor may request subsequent amendments to the approved budgets, which are 
subject to the approval of the Municipal Legislature. 
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1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation) 

j) Stewardship, Compliance and .4ccountability (Continuation) 

Budgetary Control (Continuation) 

The Municipality's Department of Finance and Budget has the responsibi lity to ensure that 
budgetary spending control is maintained. For day-to-day management control purposes, 
expenditures plus encumbrances may not exceed budgeted amounts at the expenditure-type level 
of each cost center (activity within a program within a fund) . The Mayor may transfer 
unencumbered appropriations within programs within funds. The Municipal Legislature may 
transfer amounts among programs within and among funds. 

The legal level of budgetary control (i.e., the level at which expenditures may not legally exceed 
appropriation) is at the functions/program level (general government, urban and economic 
development, public safety, health and sanitation, culture, recreation and education and public 
housing and welfare) within a fund. 

Under the laws and regulations of the Commonwealth, the appropriations made for any fisca l 
year shall not exceed the total revenue, including available surplus, estimat_ed.for said fiscal year 
unless the imposition of taxes sufficient to cover said appropriations is provided. 

Budgetary Accounting 

The Municipality's annual budgets are prepared us mg the budgetary (statutory) basis of 
accounting, which is not in accordance with GAAP. 

According to the budgetary basis of accounting, revenue is generally recorded when cash is 
received. Short-term and long-term borrowings may be used to finance budgetary excess of 
expenditures over revenues. 

The Municipality uses e ncumbrance accounting to record the full amount of purchase orders, 
contracts and other commitments of appropriated resources as deductions from the appropriation 
prior to actual expenditure. In the governmental funds, encumbrance accounting is a sign ificant 
aspect of budgetary control. Accordingly, expenditures are generally recorded when the related 
expenditure is incurred or enc umbered. Available appropriations and encumbrances are 
established to lapse one fiscal year after the end of the fiscal year. Amounts required for settling 
claims and judgments against the Municipality and certain other liabilities, are not recognized 
until they are encumbered or otherwise processed for payment. Unencumbered appropriations 
and encumbrances lapse at fiscal year-end. Other appropriations, mainly capital projects 
appropriat ions, are continuing accounts for which the Municipal Legislature has authorized that 
an unspent balance from the prior year be carried forward and made available for c urrent 
spending. 
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Fiscal Year Ended June 30, 20 I I 

1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation) 

j) Stewardship, Compliance and Accountability (Continuation) 

Budgetary Accounting (Continuation) 

T he accompanying statement of revenues and expenditures - budget and actual - budgetary bas is 
- general fund, provides information about the general fund's original budget, its amendments 
and the actual results of operations of such governmental fund under the budgetary basis of 
accounting for the fiscal year ended June 30, 2011. Further details of the Municipality's 
budgetary control at the legal level may be obtained from the Budgetary Liquidation Report for 
the fi scal year ended June 30, 2011, which is prepared by the Municipality's Departme nt of 
Finance and Budget. Copies of that report may be obtained by writing to the Municipa lity's 
Director of Finance and Budget. 

Because accounting principles applied for the purposes of the developing data on a budgetary 
basis differ s ignificantly from those used to present the governmental fund financial statements in 
conformity with GAAP, a reconciliation of the differences between the general fund's budgetary 
basis and GAAP actual amounts is presented as follows: 

Excess of revenues and other financing solll'ces over expenditures 
and other financing uses - budgetary basis 
Timing differrences: 

Add: 
Cw-rent year encumbrances recorded as expenditures 

for budgetary purposes 
Deduct: 

Prior year encumbrances recorded as cw1·ent year 
expeditures for GAAP purposes 

Entity differences: 
Non-budgeted expenditures 

Basis of accounting differences: 
Net increase in property taxes receivable 
Net decrease in municipal license taxes receivable 
Net increase in sales taxes receivable 
Net increase in intergovernmental receivables 
Net decrease in accrued inrest receivable 
Net increase in other receivables 
Net decrease in due/advances from other funds 
Net increase in deferred revenue 
Net increase in accounts payable and accrued liabilities 
Net increase in due/advances to other funds 
Net decrease in intergovernmental payables and accrued liabilities 

Excess of revenues and other financing sow·ces over expenditures 
and other financing uses -general fund- GAAP basis 
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$ 2,960,316 

3,466,982 

(7,957,9 13) 

4,379,509 

310,702 
(865,722) 

179,015 

408,177 
{5,712) 

28,655 
( 1,340,984) 
(2,594,295) 

( 1,289,650) 
(927, 132) 

1,586,068 
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MUNICIPALITY OF MA YAGUEZ 

Notes To Basic Financial Statements 
Fiscal Year Ended June 30, 2011 

1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation) 

j) Stewardship, Compliance and Accountability (Continuation) 

The Municipality does not legally adopt budgets for its major special revenue funds: (I) the state 
legislative joint resolutions special revenue fund and (2) the head start special revenue fund. The 
financial resources received by the state legislative joint resolutions special revenue fund and the 
head start special revenue fund are not subject to budgeting by the Municipality s ince the grants 
awarded each year by the respective grantors vary from year to year, the respective amounts are 
granted at the discretion of grantors and the Munic ipal Legislature is not required by Act No. 81 
to approve budgets for those two major governmental funds. 

g) Unrestricted and Restricted Deposits 

The Municipality' s deposits are composed of: (I) cash on hand, (2) demand deposits in 
commercial banks and GDB and (3) cash and cash equivalents in commercial banks. Cash 
equivalents consist of certificates of deposit with original maturities of three months or less, 
which amounted to $1,500,000 at June 30, 2011 (see note 2). 

The Municipality follows the practice of pooling cash. The balance in the pooled cash account is 
avai lable to meet current operating requirements and any excess is invested in cert ificates of 
deposit with commercial banks. 

Under the laws and regulations of the Commonwealth, public funds deposited by the 
Municipality in commercial banks must be fully collateralized for the amounts deposited in 
excess of the federal depository insurance generally provided by the Federal Deposits Insurance 
Corporation (FDIC). All securities pledged as collateral are held by agents designated by the 
Commonwealth's Secretary of the Treasury, but not in the Municipality's name. 

Cash with fiscal agent in the general and debt service funds consists of property tax collections 
amounting to $5,618,959 and $ 16,549,338, respectively, which are restricted for the payment of 
the Municipality's debt service, as required by law. Cash in fiscal agent in the general fund also 
consists of proceeds of bonds, amounting to $3, 132,379, which are restricted for the payment 
certain accounts payable and specific commitments, previously agreed with and approved by 
GDB. Cash in fi scal agent recorded in the major and non-major governmental funds consists of 
unspent proceeds of bonds and notes and the balance of interest and non interest bearing accounts 
amounting to $ 11 ,536,03 1, which is restricted for the acquisition, construction or improvement of 
major capital assets. 

Restricted cash in commercial banks for the state legislative joint resolutions special revenue 
fund, head start special revenue fund and permanent improvement bond fund, amount ing to 
$7,359,907 , $4 1,760 and $24,861,595 respectively, represent the balance of interest and 
non interest-bearing accounts restricted to finance the operations of these state, federal and capital 
project funded programs. Restricted cash in commercial banks for other governmental funds, 
amounting to $7,4 12,576, represents the balance of interest and noninterest bearing accounts 
restricted to: (I) finance the operations of all other federal and state funded programs 
($7, 189,463) recorded in the non-major special revenue funds, (2) grant mortgage loans to private 
bus iness enterprises under the Program for the Economic Development of Mayagtiez ($ 19,544) 
(See Note 7) and (3) finance the acquisition , construction and improvement of major capital 
assets ($203,569). 
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Fiscal Year Ended June 30, 2011 

1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continual.ion) 

h) Unrestricted and Restricted Accounts and Notes Receivable 

Receivables consist of all revenues earned but not collected at June 30, 20 I I . These accounts 
receivables are stated net of estimated allowances for uncollectible accounts, which are 
determined based upon past collection experience, historical trends, current economic conditions 
and the periodic aging of accounts receivable. At June 30, 2011 accounts receivable in the GFFS 
is principally composed as follows: 

General Fund - Accounts receivable in the general fund consist principally of: 

• Property taxes amounting to $6,879,502, net of an allowance for uncollectible accounts 
of $36,773, 195. (See Note 4). 

• Municipal license taxes amounting to $3,908,043, net of an allowance for uncollectible 
accounts of $ 1,238,875. (See Note 3). 

• Sales taxes amounting to $852,5 12. (See Note 5). 

• Rent and utility charges, amounting to $19,961,484, due from Advance Cardiology 
Center Corporation (ACCC), a private corporation in charge of the administration of the 
Ramon Emeterio Betances Medical Center (REBMC), a municipal hospital. This 
receivable is reserved with an allowance for uncollectible accounts of $ 19,961,484 since 
its future collection is uncertain. (See Note 8). 

• Due/advances from other funds amounted to $3,272,73 1. 

• Grants and contributions pursuant to state funded programs amounting to $2,359, 160. 

Debt Service Fund - Accounts receivable in the debt service fund are composed principally of: 

• Property taxes amounting to $3,723,329, net of an allowance for uncollectible accounts 
of $19,093,708, as established by law. 

• Amounts due from the general fund amounting to $2,486,579, which is restricted for the 
payment of the Municipality's debt service. (See Notes 4 and 9). 

Other Governmental Funds - Accounts receivable in other governmental funds consist of: 

• Grants and contributions in the head start special revenue fund, permanent improvements 
bonds fund, and other non-major governmental funds amounting to $84,679, $97,384, 
and $2, 161,392 respectively, pursuant to federal and state funded programs. (See Note 6). 

• Due from other funds in other non-major governmental funds amounted to $716,371. 
(See Note 9). 
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1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation) 

h) Unrestricted and Restricted Accounts and Notes Receivable (Continuation) 

• Mortgage loans and notes receivable, amounted to $796,879, from private entities under 
the non-major program for the Economic Development of MayagUez, sponsored by the 
Municipality. (See Note 7). 

Activities among governmental funds that are representative of lending/borrowing arrangements 
outstanding at the end of the fiscal year are referred to as either "due to/from other funds" (i.e. the 
current portion of interfund loans) or "advances to/from other funds" (i.e., the non-current portion 
of interfund loans), as applicable. All other outstanding balances between funds are reported as 
"due to/from other funds." 

i) Other Current Assets 

Other current assets consist of prepaid rent and insurance costs. Generally, inventories are 
capitalized (consumption method) and stated at cost using the first-in, first-out method (FIFO) in 
the GWFS. Inventories and prepaid expenses in the GFFS are generally recorded as 
expenditures (purchase method) when purchased (paid) rather than capitalized as an asset. 

j) Investments 

Investments consist of certificates of deposit with original maturities exceeding three months, but 
not exceeding one year. Investments are held in commercial banks and are recorded at cost, 
which approximates fair value. 

k) Deferred Charges 

Deferred charges in the accompanying statement of net assets consist of bond issuance costs, net 
of accumulated amortization. Deferred charges are amortized over the term of the related debt 
using the straight-line method. In the GFFS, bond issuance costs are recorded in the current 
period as expenditures, whether or not withheld from the actual debt proceeds received. 

l) Capital Assets 

Capital assets used in governmental activities include land and land improvements, buildings, 
structures and building improvements, machinery and equipment, furniture and fixtures, licensed 
vehicles, construction in progress and infrastructure. These assets are capitalized and reported in 
the accompanying statement of net assets. Infrastructure assets are generally stationary in nature 
and include roads, bridges, streets and sidewalks, drainage systems and other similar assets . 

For financial repo1ting purposes, the Mun icipality defines capital assets as assets with an 
individual cost of $500 or more at the date of acquisition, construction or improvement and with 
useful lives extending beyond one year. All assets with individual costs under $500 or with 
useful lives not exceeding one year, are charged directly to expense in the government-wide 
statement of activities. In the governmental funds, all capital assets are recorded as capital 
outlays (expenditures). 
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1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation) 

l) Capital Assets (Continuation) 

In the statement of net assets, all capital assets are recorded at cost or estimated historical cost if 
actual cost was unavailable, except for donated capital assets, which are recorded at their 
estimated fair value at the date of donation. Estimated historical costs based on deflated current 
costs were used to value a significant portion of the infrastructure constructed or acquired prior 
to June 30, 2002 and certain lands, buildings, structures and building improvements. The method 
used to deflate the current costs with an approximate price index was used only in the case of 
certain items for which the historical cost documentation was not available. Actual historical 
costs were used to value the infrastructure acquired or constructed after June 30, 2002 as well as, 
construction in progress, machinery and equipment and licensed vehicles acquired prior or after 
such date. 

Major outlays for capital assets and improvements are capitalized in the statement of net assets as 
projects are constructed. T he costs of normal maintenance and repairs that do not add value to 
the asset or materially extend capital asset lives are not capitalized. 

As more fully described in note 14, during the prior fiscal, year, the Municipality implemented 
the new accounting standards issued by GASB No. 34 for which the Municipality partially made 
the retroactive application of the new capitalization requirements to its general infrastructure 
assets at June 30, 2003. The Municipality reported all networks of infrastructure assets for which 
information was available at the end of the prior fiscal year. 

Depreciation and amortization expense is recorded only in the government-wide statement of 
activities. However, there is no depreciation or amortization recorded for land and construction 
in progress. Depreciable capital assets are generally depreciated or amortized over their 
estimated useful lives under the straight-line method, except for machinery and equipment held 
under capital leases, which is depreciated over the shorter of its estimated useful life or the lease 
term. 

The estimated useful lives of major capital asset categories are: 

Land improvements 
Buildings, structures and building improvements 
Infrastructure 
Motor veh ides 
Furniture and fixtures 
Machinery and equipment, excluding those held 

under capital leases 
Machinery and equipment under capital leases 

20 
30 to 50 
20 to 50 

8 
5 to 20 

5 to 20 
3 to 5 

Depreciation and amortization expense of capital assets is recorded as a direct expense of the 
function/program specifically identified with the asset. Depreciation and amortization of 
infrastructure is not allocated to various functions/programs but reported as direct expenses of 
the urban and economic development function. 
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1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation) 

l) Capital Assets (Continuation) 

The Municipality has adopted GASB No. 42, Accounting for impairment of capital assets and for 
...... insurance recoveries. This statement establishes accounting and financial reporting standard for 

impairment of capital assets. 

m) Deferred Revenues 

In the GFFS, deferred revenue arises when one of the following situations occur: 

• Potential revenue does not meet both the "measurable" and "available" criteria for 
revenue recognition in the current period (unavailable revenue). As previously 
discussed, available is defined as due (or past due) at June 30 and collected within 90 
days (60 days for property taxes) thereafter to pay obligations due at June 30. Tn 
subsequent periods, when both criteria are met, the liability for deferred revenue is 
removed and revenue is recognized . 

• The Municipality receives resources before it has a legal claim to them (unearned 
revenue). In subsequent periods, when the revenue recognition criterion is met, the 
liability for deferred revenue is removed and revenue is recognized. 

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

n) Compensated Absences 

Compensated absences are accounted for under the provisions of Statement No. 16, Accounting 
for Compensated Absences, issued by GASB (GASB No. 16). Compensated absences include 
paid time off made available to employees in connection with vacation, sick leave and 
compensatory time. The liability for compensated absences recorded in the accompanying 
statement of net assets is limited to leave that: (I) is attributable to services already rendered on 
or before June 30, 2011 and (2) is not contingent on a specific event that is outside the control of 
the Municipality and the employee (such as illness). Compensated absences that relate to future 
services or are contingent on a specific event outside the control of the employer or the employee 
are accounted for in the period when those services are rendered or those events take place. 

The liability for compensated absences includes salary-related costs, which are directly and 
incrementally related to the amount of salary paid to the employee (such as employer's share of 
social security taxes and Medicare taxes). 

The vacation policy of the Municipality provides for the accumulation of regular vacations at a 
rate of 2.5 days per month (30 days per year) per employee. Employees accumulate regular sick 
leave at a rate of 1.5 days per month ( 18 days per year). Employees accumulate compensatory 
time at a rate of 1.5 times the overtime worked. All vacation and sick leave days accumulated by 
employees in excess of 60 days and 90 days, respectively, are paid to employees each year, if not 
consumed, as required by law. In the case of compensatory time, the excess of 240 hours is paid 
to employees each year, if not consumed. 
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1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation) 

n) Compensated Absences (Continuation) 

Upon termination of employment, an employee receives compensation for all accumulated 
unpaid regular vacation leave at the current rate. In the case of regular sick leave, if the 
employee terminates his or her employment before reaching I 0 years of services, such regular 
s ic k leave is not paid to the employee, if not consumed. In addition, upon termination of 
employment, an employee does not receive compensation for compensatory time, if not 
consumed previously. After I 0 years of services, any regular s ick leave balance is paid to the 
e mployee. Accumulated vacation time is fully vested to the employee at any time. 

The liability for compensated absences is reported in the statement of net assets. A liability for 
compensated absences is reported in the OFFS only when matured (when payment is due), for 
example, because of employee resignations or retirements. 

o) Long-term Debt 

The long-term liabilities reported in the accompanying statements of net assets include the 
Municipality's bonds payable, notes payable, bond anticipation notes, obligations under capital 
leases, accrued compensated absences, estimated liability for municipal solid waste landfill 
closure and post-closure care costs and accrued legal claims and judgments. 

All long-term debt to be repaid from governmental resources is reported as liabili ties in the 
accompanying stateme nt of net assets. Principal and interest payments on bonds due on July I of 
the following fiscal year are recorded as governmental fund liabilities in the OFFS when 
resources are available in the debt service fund (generally at June 30). In the OFFS, the face 
amount of debt issued is reported as other financing sources when issued. 

In the GWFS debt issuance costs are reported as deferred charges, which are amortized under the 
straight-line method over the life of the debt, while in the OFFS such costs are recognized as 
expenditures during the current period. 

Non-interest bearing notes payable are accounted for under the provisions of Opinion No. 21, 
Interest on Receivables and Payables, issued by the Accounting Principles Board (APB No. 21 ). 
According to APB No. 21, the Municipality has recorded such notes at present value with an 
imputed interest rate that approximates the rate that would have been used, using the same terms 
and conditions, if it had been negotiated by an independent lender. In the accompanying 
statement of net assets, such notes payable are reported net of the applicable unamortized 
discount, which is the difference between the present value and the face amount of the notes. 
The discount is amortized over the life of the notes using the effective interest method. 
Amortization of the notes discount is recorded as part of interest expense in the state ment of 
activities. In the OFFS, notes discount is recognized as other financing uses during the current 
period. 

p) Municipal Solid Waste Landfill Closure and Post-closure Care Costs 

Municipal solid waste landfill c losure and post-c losure care costs are accounted for under the 
provisions of Statement No. 18, Accounting for Municipal Solid Waste Landfill Closure and 
Post-closure Care Costs, issued by GASE (GASE No. 18). 
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1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation) 

p) Municipal Solid Waste Landfill Closure and Post-closure Care Costs (Continuation) 

The estimated liability for municipal solid waste landfill closure and post-closure care costs 
(including monitoring and maintenance) includes an estimate of all costs to be incurred near or 
after the close of the Municipality's solid waste landfill. In the government-wide statement of 
net assets, this liability is recognized under the accrual basis of accounting over the useful life of 
the landfill, even though such costs will only be incurred near of after the close of the landfill. 

The estimates of closing and post-closing costs include: (I) the cost of equipment and/or 
facilities that will be acquired near the time the landfill stops accepting waste or after for the 
purposes of post-closure care and monitoring, (2) the cost of applying the final cover and (3) the 
cost of post-closure maintenance and monitoring. These cost estimates are made using current 
costs (costs that would be incurred if these services had been obtained during the current period) 
allocated in the accompanying statement of net assets based on the landfill capacity used through 
June 30, 2011. The liability is adjusted annually to reflect the effects of inflation, advances in 
technology, changes in regulations or similar changes. 

Any changes in the estimated total current costs that occur before the landfill stops accepting 
solid waste are reported in the period of the changes and an adjustment is made to the 
calculation, which is accounted for prospectively as a change in accounting estimate. On the 
other hand, the accounting for a horizontal expansion of the landfill has no effect in the factors 
used to calculate the accrued liability for the closure and post-closure costs of the original 
landfi ll. In this case, a separate calculation of the closure and post-closure care costs for the 
expanded portion of the landfill is made for each financial reporting period. 

Changes in the estimated total current costs for landfill closure and post-closure care costs may 
also occur after the date that the landfill stops accepting solid waste. These changes may include 
changes due to inflation (or deflation), changes in technology, changes in closure and post­
closure care requirements, corrections of errors in estimation and changes in the extent of 
e nvironmental remediation that is required. Changes in these estimates would be reported in the 
period in which the change is probable and reasonably estimable. 

In the GFFS, mun icipal solid waste landfill closure and post-closure care costs are recorded in 
the accounting period in which they are due (when they mature) under the modified accrual basis 
of accounting. 

q) Leases 

The Municipality classifies its lease agreements either as operating or capital leases according to 
Statement No.13, Accounting for Leases, issued by FASB (FASB No. 13). Capital lease 
agreements are generally non-cancelable and involve substance over form, the transfer of 
substantially all benefits and risks inherent in the ownership of the leased property, while 
operating leases do not involve such transfer. Accordingly, a capital lease invol ves the recording 
of an asset and a related lease obligation at the inception of the lease. According to FASB No. 
13, the Municipality classifies a lease agreement as a capital lease if at its inception the lease 
meets one or more of the following four criteria: 
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1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation) 

q) Leases (Continuation) 

• By the end of the lease term, ownership of the leased property is transferred to the 
Municipality. 

• The lease agreement contains a bargain purc hase option. 

• The lease term is substantially equal (75 percent or more) to the estimated useful life of 
the leased property. 

• At the inception of the lease, the present value of the minimum lease payments, with 
certain adjustments, is 90 percent or more of the estimated fair va lue of the leased 
property. 

Although the Munic ipal ity is prevented legally from entering into obligations extending beyond 
one fi scal year, most capital lease agreements entered by the Munic ipal ity contai n fiscal funding 
clauses or cancellation clauses that make the continuation of the agreements subject to future 
appropriations. Leases that meet at least one of the aforementioned four c riteria and have a fiscal 
funding or a cancell ation clause have been recorded as capital leases in the accompanying 
GWFS, since the likel ihood of invoking the provision is considered remote. The Municipali ty's 
lease agreements do not include contingent rental payments or escalation clauses. 

In the GWFS, the obligation under capital leases is recorded at the lesser of the estimated fair 
value of the leased property or the present value of the minimum lease payments, excluding any 
portion representing executory costs and profit thereon to be paid by the lessor. A portion of 
each minimum lease payment is a llocated to interest expense and the balance is applied to reduce 
the lease obligation us ing the effective interest method. 

In the OFFS, the net present value of the minimum lease payments at the inception of the capital 
lease is recorded simultaneously as: ( 1) expenditures and (2) other financing sources. Minimum 
lease payments are recorded as expenditures in the GFFS 

r) Accounting for Pension Costs 

For the purpose of appl ying the requireme nts of GASB Statement No. 27, Accounting for 
Pensions by State and Local Government Employers (GASB No. 27), the Commonwealth is 
cons idered to be the sponsor of the Employees' Retirement System of the Government of Puerto 
Rico and Its Instrumentalities (ERS) and System 2000, a multi-employer cost-sharing defined 
be nefit pension plan and a hybrid defined contribution plan, respectively, in which the employees 
of the Munic ipality participate. The Munic ipality is considered a participant and not a sponsor, 
of these retirement systems since the majority of the participants in the aforementioned pension 
trust funds are employees of the Commonwealth and the basic financial statements of such 
retirement syste ms are part of the financial reporting entity of the Commonwealth. Accordingly, 
no portion of the net pension obligation (NPO) re lated to ERS has been allocated to the 
Munic ipality in the accompanying basic financi al statements. The basic financial statements of 
the Commonwealth report the total amount of the net pension obligation of ERS, inc luding any 
amount that may correspond to the Municipality. 
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1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation) 

r) Accounting for Pension Costs (Continuation) 

The Municipality accounts for pension costs from the standpoint of a participant in a multiple­
employer cost-sharing plan. Accordingly, pension costs recognized m the accompanying basic 
financial statements are equal to the statutorily required contributions, with a liability recorded 
for any unpaid required contributions. 

s) Risk Management 

The Municipality carries commercial insurance covering casualty, theft, tort claims and other 
losses. Insurance policies are negotiated by the Commonwealth's Department of Treasury (the 
Department of Treasury) on behalf of all municipalities of Puerto Rico. The Department of 
Treasury pays the insurance premiums on behalf of the Municipality and then is reimbursed each 
year through monthly equal payments deducted from the Municipality 's gross property tax 
collections made by the Municipal Revenue Collection Center ("CRIM", by its Spanish 
acronyms), a governmental entity responsible for billing and collecting property taxes on behalf 
of all municipalities of Puerto Rico (see note 4). 

The Municipality carries insurance coverage for death and bodily injuries caused by automobi le 
accidents. This insurance is obtained through the Automobile Accidents Compensation 
Administration (ACAA, by its Spanish acronyms), a component unit of the Commonwealth. 
This insurance is compulsory for all licensed vehicles used on public roads and highways in 
Puerto Rico. The minimum annual premium is $35 per licensed motor vehicle, which is paid 
directly to ACAA. 

The Municipality obtains workers' compensation insurance coverage through the State Insurance 
Fund Corporation (FSE, by its Spanish acronyms), a component unit of the Commonwealth. 
This insurance covers workers against injuries, disability or death because of work or 
employment-related accidents, or because of illness suffered because of their employment. 
Workers' compensation insurance premiums are also paid through monthly deductions made by 
CRIM from the Municipality's gross property· tax collections. 

The Municipality obtains unemployment compensation, non-occupational disability and drivers' 
insurance coverage for its employees through various insurance programs administered by the 
Commonwealth's Department of Labor and Human Resources (DTRH, by its Spanish 
acronyms). These insurance programs cover workers against unemployment and provide 
supplementary insurance coverage for temporary disability, or death because of work or 
employment-related accidents or because of illness suffered because of their employment. 
Unemployment compensation, non-occupational disability and drivers' insurance premiums are 
paid directly to DTRH on a cost reimbursement basis. 

The Municipality also obtains medical insurance coverage from several health insurance 
companies for its employees. Different health insurance coverage and premium options are 
negotiated each year by the Department of Treasury on behalf of the Municipality. The current 
insurance policies have not been canceled or terminated at June 30, 2011. Premiums are paid on 
a monthly basis directly to the insurance company. In the past three years, the Municipality has 
not settled claims that exceeded insurance coverage. 
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1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation) 

t) Fund Balances 

Jn the c urre nt year, the Municipality adopted the provisions of GASB Statement No. 54, Fund 
Balance Reporting and Governmental Fund Type Definitions (GASB 54), which enhanced the 
usefulness of fund balance information by providing clearer fund balance classifications that can 
be more consistently applied. This statement establishes fund balance classifications that 
comprise a hierarchy based primarily on the extent to which the Authority is bound to observe 
constraints imposed upon the use of resources reported in governmental funds. 

Pursuant to the provisions of GASB 54, the fund balances amounts are reported as nonspendable, 
restricted, committed, assigned and unassigned, based on the relative strength of the constraints 
that control how specific amounts can be spent, as described follows: 

• Nonspendable - The nonspendable fund balance category includes amounts that cannot 
be spent because they are not in spendable form, or legally or contractua ll y required to be 
maintained intact. The "not in spendable form" criterion includes items that are not 
expected to be converted to cash, included but not limited to inventories, prepaid items 
long-term balances of loans and notes receivable. 

• Restricted - Fund balance is reported as restricted when constraints placed on the use of 
resources are either externally imposed by creditors (such as through debt covenants), 
grantors, contributors, or laws or regulations of other governments or is imposed by law 
through constitutional provisions or enabling legislation (Municipality ordinances). 

• Enabling legislation authorizes the Municipality to assess, levy, charge, or otherwise 
mandate payment of resources (from external resource providers) and includes a legally 
enforceable requirement that those resources be used only for the spec ific purposes 
stipulated in the legislation. Legal enforceability means that the Munic ipality can be 
compelled by an external party-such as citizens, public interest groups, or the judiciary to 
use resources created by enabling legislation only for the purposes spec ified by the 
legis lation . 

• Committed - T he committed fund balance classification includes amounts that can be 
used only for the specific purposes imposed by formal action (ordinance or resolution) of 
the State or Municipal legislature. Those committed amounts cannot be used for any 
other purpose unless the State or Municipal legislature removes or changes the specified 
use by taking the same type of action (ordinance or resolution) it e mployed to previously 
commit those amounts. In contrast to fund balance that is restricted by enabling 
legislation, committed fund balance classification may be redeployed for other purposes 
with appropriate due process. 
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1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation) 

t) Fund Balances (Conti11uatio11) 

• Constraints imposed on the use of committed amounts are imposed by the State or 
Municipal legislature separate from the authorization to raise the underlying revenue; 
therefore, compliance with these constraints are not considered to be legally enforceable. 
Committed fund balance also incorporates contractual obligations to the extent that 
existing resources in the fund have been specifically committed for use in satisfying 
those contractual requirements. 

• Assigned - Amounts in the assigned fund balance classification are intended to be used 
by the Municipality for specific purposes but do not meet the criteria to be classified as 
restncted or committed. In governmental funds other than the General Fund, assigned 
fund balance represents the remaining amount that is not restricted or committed. In the 
General Fund, assigned amounts represent intended uses established by the State or 
Municipal legislature or a Municipality official delegated that authority by Municipality 
Charter or ordinance. 

• Unassigned - Unassigned fund balance is the residual classification for the General Fund 
and includes all spendable amounts not contained in the other classifications. In other 
governmental funds, the unassigned classification 1s used only to report a deficit balance 
resulting from overspending for specific purposes for which amounts had been restricted, 
committed, or assigned. 

The Municipality applies restricted resources first when expenditures are incurred for purposes 
for which either restricted or unrestricted (committed, assigned, and unassigned) amounts are 
available. Similarly, within unrestricted fund balance, committed amounts are reduced first 
followed by assigned, and then unassigned amounts when expenditures are incurred for purposes 
for which amounts in any of the unrestricted fund balance classifications could be used. 

At June 30, 2011, the accompanying fund financial statements reported fund balances as 
nonspendable, restricted, committed and unassigned. 

u) /nterfund Activities 

The Municipality has the following types of reciprocal and nonreciprocal interfund activities 
recorded among governmental funds in the accompanying GFFS: 

• Interfund loans - Represent amounts provided with a requirement for repayment, which 
are recorded as "due from" in the lender governmental fund and "due to" in the borrower 
governmental fund. Interfund receivables, which are not considered currently available 
financial resources, are reported as advances. For amounts not expected to be collected 
within a reasonable penod, interfund receivables/payables are reduced to the estimated 
realizable value and the amount that is not expected to be repaid is reported as a transfer 
from the governmental fund that made the loan. 
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1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation) 

u) Jnterfund Activities (Continuation) 

• Jnterfund transfers - Represent flows of assets (permanent reallocation of financ ial 
resources among governmental funds) without equivalent flows of assets in return and 
without a requirement for repayment. Transfers are reported as other financing sources 
in the governmental fund making transfers and as other financing sources in the 
governmental fund receiving transfers. 

• lnterfund reimbursements - Represent repayments from the governmental fund 
responsible for particular expenditures or expenses to the governmental fund that 
initially paid for them. 

In the GFFS, inte rfund activity has not been e li minated, as permitted by GAAP. 

v) Use of Estimates 

T he preparation of the accompanying basic financ ial statements in conformity with GAAP 
requires management to make significant estimates and assumptions that affect the reported 
amounts of assets and liabilities, the disclosure of contingent assets and liabi lities at the date of 
the bas ic financial statements and the reported amounts of revenue and expenses during the 
reporting period. Actual results could differ from those estimates. 

w) Future Adoption of Accounting Pronouncements 

The GASB has issued the following accounting standards that have effective dates after June 30, 
20 11 : 

• GASB Statement No. 57, OPEB Measurements by Agent Employers and Agent 
Multiple-Employer Plans. T his statement is effective for periods beginning after June 
30, 20 12; 

• GASB Statement No. 59, Financ ial Instruments Omnibus. This statement is effective for 
periods beginning after June 30, 2011; 

• GASB Statement No. 60, Accounting and Financial Reporting for Se rvice Concession 
Arrangements. This statement is effective for periods beginning after December 31, 
20 12; 

• GASB Statement No. 6 1, The F inancial Reporting Entity; Omnibus-an amendment of 
GASB Statement No. 14 and No. 34. T his statement is effective for periods beginning 
after June 30, 2013; 

• GASB Statement No. 62, Codification of Accounting and Financ ial Reporting Guidance 
Contained in Pre-November 30, 1989 FASB and AICPA Pronouncements. T his 
statement is effective for periods beginning after December 3 1, 20 12; 
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1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation) 

w) Future Adoption of Accounting Pronouncements (Continuation) 

• GASB Statement No. 63, Financial Reporting and Deferred Outflows of Resources, 
Deferred Inflows of Resources and Net Position. This statement is effective for periods 
beginning after December 3 I , 20 I 2; 

• GASB Statement No. 64, Derivative Instruments: Application of Hedge Accounting 
Termination Provisions (an amendment of GASB Statement No. 53). This statement is 
effective for periods beginning after June 30, 20 I 3; 

The Authority's management has concluded that the future adoption of these GASB Statements 
will not have a significant impact on the Authority's basic financial statements. 

2) DEPOSITS AND INVESTMENTS 

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

On July I , 2004, the Municipality adopted the provisions of GASB Statement No. 40 (GASB No. 
40), Deposit and Investment Risk Disclosure, an Amendment to GASB Statement No. 3. This 
statement requires that state and local governments disclose essential risk information about deposits 
and investments. The disclosure requirements cover four main areas: (1) credit risk, (2) interest rate 
risk, (3) custodial credit risk, (4) foreign exchange exposure. 

• Credit risk - This is the risk that an issuer or other counterparty to an investment will not 
fulfill its obligations. In compliance with the laws and regulations of the Commonwealth, 
the Municipality has adopted, as it's custodial and credit risk policy, the Statement of 
Investment Guidelines for the Government of the Commonwealth of Puerto Rico. 
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 of the municipalities of Puerto Rico, wh ich 
are managed by GDB. According to the aforementioned investment guidelines, the 
Municipality does not invest in marketable securities or any types of investments for which 
credit risk exposure may be significant. Therefore, the Municipality's management has 
concluded that the risk related to any possible loss related to defaults by commercial banks 
on the Municipality's deposits are considered low at June 30, 2011. 
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2) DEPOSITS AND INVESTMENT (Continuation) 

• Interest rate risk - This is the risk that changes in interest rates of debt investments will 
adversely affect the fair value of an investment. The Municipality manages its exposure to 
dec lines in fair values by: (I) not including debt investments in its investment portfolio at 
June 30, 2011, (2) limiting the weighted average maturity of its investments to three 
months or less and (3) keeping most of its bank deposits in interest bearing accounts 
generating interest at prevailing market rates. At June 30, 2011, the Municipality's 
investments in certificates of deposits are recorded at cost, which approximates their fair 
value. Therefore, the Municipality's management has concluded that at June 30, 2011, the 
interest rate risk associated with the Municipality' s cash and cash equivalents is considered 
low. 

• Custodial credit risk - In the case of deposits, this is the risk that in the event of a bank 
failure, the Municipality's deposits may not be recovered. Pursuant to the Statement of 
Investment Guidelines for the Government of the Commonwealth of Puerto Rico, the 
balances deposited in commercial banks by the Municipality are insured by the Federal 
Deposit Insurance Corporation (FDIC) generally up to a maximum of $250,000 per 
depositor. In addition, public funds deposited in commercial banks by the Municipality are 
fully securities pledged as collateral are held, in the Municipality's name, by the agents of 
the Commonwealth's Secretary of Treasury. Deposits with GDB are uninsured and 
uncollateralized. However, no losses related to defaults by GDB on deposit transactions 
have been incurred by the Municipality through June 30, 2011. Therefore, the 
Municipality's management has concluded that at June 30, 2011 the custodial credit risk 
assoc iated with the Municipality's cash and cash equivalents is considered low. 

• Foreign exchange risk - The risk that changes in exchange rates will adversely affect the 
value of an investment or a deposit. According to the aforementioned investment 
guidelines, the Municipality is prevented from investing in foreign securities or any other 
types of investments in which foreign exchange risk exposure may be significant. 
Accordingly, management has concluded that the foreign exchange risk related to the 
Municipality's deposits is considered low at June 30, 2011. 
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At June 30, 2011, the total deposits are as follows: 

Mtjor gowrnmental fund; 

Uirestricted: 
Cash in corrrnercial banks, 

including cash equivalents 
ors 1,500,CXXJ 
Total unrestricted deposits 

Restricted {note I): 
Cash in conmercial banks 

General 
fund 

$ 17,453,242 
17,453,242 

Cash in CDBG, as fiscal 5,618,959 
Total restricled deposils 5,618,959 

Total canying airount of deposits $ 21,072,201 

3) MUNICIPAL LICENSE TAXES 

State legislatiw 
joint resolution 
special rtwnue 

fund 

7,359,'M/ 

7,359,'M/ 

7,359,'M/ 

Head start imirow.ments 
special bonds 
rewnue special rewnue 

fund fund 

41,7(J() 24,861,598 
11,536,031 

41,7(J() '36, 3'11 ,619 

41,7(J() 36,397,629 

Other Total 
senict gowrnmental gowrnmental 

fund funds funds 

s 17,453,242 
17,453,242 

7,412,576 39,675,841 
16,549,338 33,704,328 
16,549,338 7,412,576 73,380,169 

16,549,338 7,412,576 $ 90,833,411 

The Municipality is authorized by Act No. 81 to impose and collect municipal license taxes to any 
natural or legal person having trade or business activities within the territory of MayagUez. This is a 
self-assessed tax generally based on the business volume of taxpayers, measured by gross revenues. 
The Municipality establishes the applicable tax rates. At June 30, 2011, the municipal license tax 
rates imposed by the Municipality were 1.50 percent for financial institutions and 0.50 percent for 
other types of taxpayers. Any taxpayers that have been granted with a partial tax exemption under 
any of the tax incentive acts of the Commonwealth ultimately pay municipal license taxes at reduced 
tax rates, generally between 60 percent and 90 percent under standard rates. 

Each taxpayer must assess the corresponding municipal license tax by declaring the volume of 
business through a tax return to be filed every April 15, based on the actual volume of business 
(revenues) generated in the preceding calendar year. Taxpayers with a sales volume of $3 million or 
more must include audited financial statements with their tax return filings. The tax can be paid by 
the taxpayer in two equal installments due on July 15 and January 15, subsequent to the filing of the 
declaration on April 15. The first installment of the tax covers the six-month period ended December 
31, subsequent to the filing date of the declaration, while the second installment of the tax covers the 
six-month period ended June 30 of the subsequent calendar year. If a taxpayer elects to pay the tax 
in full on the filing date of the declaration (generally April 15), a 5 percent discount is granted 
automatically on the total tax amount due. 

Any municipal license taxes collected in advance (that is, pertaining to a future fiscal year) are 
recorded as deferred revenues in the GWFS and the GFFS (see note 11 ). Total municipal license tax 
receivable, net of an allowance for uncollectible accounts of $1,238,875, amounted to $3,908,043 at 
June 30, 2011. Deferred municipal license tax revenues recorded in the accompanying GWFS and 
GFFS amounted to $12,748,858 at June 30, 2011. (See Note 11). 
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The Municipality is authorized by Act No. 81 to impose and collect property taxes from any natural 
or legal person that, at January 1 of each calendar year: (I) is engaged in trade or business and is the 
owner of personal or real property used in trade or business or (2) owns residential real property with 
a value in excess of $150,000 (at 1957 market prices). 

CRIM bills and collects property taxes on behalf of the Municipality. Prior to the beginning of each 
fiscal year, CRIM informs to the Municipality the estimated amount of property tax expected to be 
collected for the ensuing fiscal year. Throughout the fiscal year, CRIM advances funds to the 
Municipality based on the initial estimated collection amounts for the fiscal year. CRIM is required 
by law to prepare a settlement statement on a fiscal year basis, whereby a comparison is made 
between the amounts advanced to the Municipality and the property tax amounts actually collected 
from taxpayers during the fiscal year. This settlement has to be completed on a preliminary basis no 
later than December 31 following the fiscal year end. If in any given fiscal year, CRIM remits to the 
Munici pality property tax advances, which are less than the property tax actually collected, an 
intergovernmental receivable is recorded at June 30 in the Municipality' s basic financial statements. 
However, if advances exceed the amount actually collected by CRIM, an intergovernmental payable 
is recorded at June 30. For the fiscal year ended June 30, 201 I, the property tax collections not 
exceeded the advances remitted by CRIM by $147, 199, which are recorded within 
intergovernmental payables in the accompanying GWFS and GFFS. (See Note 6). 

Personal property taxes collected from tangible personal property are levied based on assessed values 
of personal property assets owned by the taxpayer at January 1 (the lien date), which are re ported 
through a personal property tax return filed on May 15. The total personal property tax rate in force 
at June 30, 2011 was .803 percent (of which taxpayers pay .783 percent and the remaining 0.20 
percent is paid by the Department of Treasury, as a subsidy). 

Real property taxes collected during fiscal year 20 I I were levied based on assessed value as of 
January I, 2007, the lien date. The assessed values was established by the CRIM based on estimated 
current values of the property, deflated to 1957 market prices. The total real property tax rate in 
force at June 30, 201 I was . I 003 percent (of which .983 percent is paid by taxpayers and the 
remaining 0.20 percent is paid by the Department of Treasury, as a subsidy). Real property taxes are 
payable annually or semi-annually. The first payment is due July 1 and the remainder payable by 
January 1. 

Res idential real property occupied by its owner (not engaged in trade or business) is exempt from 
property taxes only on the first $150,000 of the assessed value (at 1957 market prices). For exempt 
amounts, the Department of Treasury assumes the payment of the basic tax (4.00 percent and 6.00 
percent for personal and real property, respectively). 

According to Act No. 8 1, included within the total personal and real property tax rates of .803 
percent and . I 003 percent, respectively, there is a levy of an annual spec ial tax of 1.03 percent of the 
assessed value of all real and personal property not exonerated from taxation. This spec ial tax is 
lev ied by the Commonwealth but is collected by CRIM. Collections of this specia l tax are directly 
remitted by CRIM to the Commonwealth's debt service fund, for the payment of the general long­
term debt of the Commonwealth. 
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4) PROPERTY TAXES (Continuation) 

In addition, included within the total personal and real property tax rates of .803 percent and . I 003 
percent, respectively, there is a portion of the tax rate of 3.00 percent that is restricted for the 
Municipality's debt service requirements on bonds. Such amounts are recorded in the Municipality's 
debt service fund. 

Furthermore, included within the total personal and real property tax rates of .803 percent and . I 003 
percent, respectively, there is a portion of the tax rates that is recorded in the Municipality's general 
fund, of which a portion is restricted for the payment of: (1) the insurance premiums acquired 
through the Department of Treasury. (2) the princ ipa l and interest on the Munic ipa lity's 1996 serial 
bonds of $400,000, (3) the monthly contributions to CRlM, which are statutorily required as the 
Municipality's share of CRil'vt's operating expenses, (4) statutory contributions to the Puerto Rico 
Health Services Administration (PRHSA), as the Municipality's share of the cost of the public health 
insurance coverage provided to qualifying low-income citizens, (5) certain notes payable to CRlM 
(see note 12) and, (6) certain amounts due to certain agencies and component units of the 
Commonwealth, which are recorded within intergovernmental payables in the accompanying GWFS 
and GFFS. The 0.20 percent of unrestric ted personal and real property taxes paid by the Department 
of Treasury as a subsidy is recorded in the Municipality's general fund. 

T he Traditional Lottery System of the Commonwealth (the Traditional Lottery) is an operational unit 
reported as an enterprise fund in the Commonwealth's basic financial statements, which c urrently 
operates several betting alternatives to the c itizens of Puerto Rico. The Traditional Lottery is 
required every fiscal year to distribute a portion of its excess of revenues over expenses as follows: 

• Thirty five percent of its net earnings (defined as the excess of revenues over expenses 
less an amount earmarked for the Fund for Rent and Home Improvement Subsidy 
Program for the Low-Income Qualifying Elderly) is earmarked to the municipalities of 
the Commonwealth, of which a maximum of $26 million, on an annual basis, is 
distributed to the Municipal Equalization Fund held by CRIM to cover operating 
expenses and permanent improvements of the municipalities. 

• An additional amount not exceeding $ 16 mil lion, on an annual basis, is distributed to the 
Municipal Equalization Fund, provided it is within the thirty-five percent correspond ing 
to the municipalities of the Commonwealth. When the accumu lated municipal 
appropriations from the municipalities' Puerto Rico Health Reform are covered up to 
June 30, 1997, these resources will be assigned to PRHSA. 
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4) PROPERTY TAXES (Continuation) 

5) 

The composition of property taxes receivable and the related deferred revenue is as follows at 
June 30, 2011: 

Debt 
General service 

fund fund Total 
Gross property taxes receivable $ 43,652,697 22,817,037 $ 66,469,734 

Less: 

Allowance for uncollectible accounts (36,773, 195) ( 19,093,708) (55,866,903) 

Net property taxes receivable 6,879,502 3,723,329 10,602,831 

Deferred (unavailable) property 

tax revenues in GFFS (note 10) $ 6,692,559 3,519,865 $ I 0,212,424 

MUNICIPAL SALES TAXES 

On June 30, 2007, the Municipal Legislature of the Municipality of Mayagiiez approved the 
Ordinance No. 35 (2005-2006) establishing a c itizenship contribution of J % over all business or 
personal transactions related to sale of goods and/or services made on the Municipalities boundaries. 
This Ordinance was effective in July 1, 2006 and the resources collected due to this tax implantation 
would be use in local activities like improvements in health services, improvements in the control 
and management of solid waste disposal and recycling programs, public improvements, 
improvements of public safety, and maintenance of all public facilities of the Municipality. 

On July 4, 2006, the Governor of Puerto Rico signed into law the Taxpayer Justice Act 
(Act No.117, H.B. 2 193). The new law imposes a municipal sales tax at a rate of 1.5% (effective 
July I, 2006) and the Commonwealth sales tax at the rate of 5.5%, with an effective date of 
November 15, 2006. Due this day, the Commonwealth of Puerto Rico eliminated the excise tax of 
6.6% on some imports (taxes on cigarettes, liquor, and cars are still in effects) and implemented the 
sales and use tax ("sales tax") system. 

Immed iate ly the aforementioned Ordinance No. 35 was emended to change the rate from I% to 1.5% 
and comply with the law signed by the Governor. Accordingly with this law the municipal sales tax 
is administered at the local level, and the Commonwealth sales tax is administered through the Puerto 
Rico Treasury Department. As a consequence, separate. registration and filing forms are required to 
retailers. 

69 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF MA YAGUEZ 

Notes To Basic Financial Scatements 
Fiscal Year Ended June 30, 2011 

5) MUNICIPAL SALES TAXES (Continuation) 

Any person/corporation doing business or making retail sales are required to register with each 
municipality involved in commercial transactions and in the Puerto Rican Treasury to obtain a 
Retailer's Registration Certificate, exemption certificates, and tax returns forms. The retailers are 
required to file and send monthly sales tax returns by the 10th day following the month in which the 
tax was collected. 

Also, on July 29, 2007, the Governor of Puerto Rico signed into Law an amendment of Act No. 117, 
H.B. 2193 known as Act No. 80. The most significant two amendments were first, to uniform the tax 
rate at 7% of which the municipalities will collect I% and the Puerto Rico Treasury Department the 
other 6%. Of this 6%, .05% belongs to the municipality and it is distributed in three separate funds: 
Municipal Development Fund, Municipal Redemption Fund and Municipal Improvements Fund. The 
second s ignificant change was the establishment of Local Commercial Rule and the e limination of 
source and nexus rules to impose the sale and use tax . These funds are administered by the 
Government Development Bank for Puerto Rico. Finally, the Law restricts the use of this funds by 
the municipalities to certain specific activities. 

During fiscal year 20 10-20 11 the Municipality of Mayaguez earned the amount of $ 10,267,965 
related to this c itizenship contribution . 

This Space Has Been Left Blank Intentionally 
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6) INTERGOVERNMENTAL RECEIVABLES AND PAY ABLES 

Intergovernmental receivables and payables recorded in the accompanying GWFS and GFFS are as 
follows at June 30,20 I I : 

Other Totals Statement 
Major governmental governmental of net 

fmds fwxh fund<; ~ 

lntergovemmental receivables: 

Grants and contributions: 
U.S. Departrrent of Health arxl Hwmn Services: 

Special program for the elderly Furn $ 2 1,604 21,604 $ 21,604 
Head start special revenue fWld 84,679 84,679 84,679 
Healthy Marriage 22,049 22,049 22.049 

U.S. Departrrent of Justice: 
Traffic Enforcerrents 45,908 45,908 45,908 

U.S. Departrrent of Horrelarxl Security: 
Horrelard security 47,7"36 47,736 47,736 

U.S. Depaitrrent of Housing arxl Urban Developirent (HUD): 
HOME Program 594,449 594,449 594,449 
CDBG program Furn 788,831 788,831 788,83 1 

Office of the Goverror of Pueno Rico: 
Rio Caiias special comrunity ftu"rl 105,(XX) 105,(XX) 105,(XX) 
Queocada Grande special corrrrunity Furn 59,858 59,858 59,858 
Rio Hondo special COITTT1.10ity Furn 37,526 37,526 37,526 
Arrericorps (GOALS) 94,066 94,066 94,066 
Acuerdo lr11ag Com Especial La OlOITa 27,974 27,974 27,974 
El Seco Cormunily Older Age FW1d 7,822 7,822 7,822 
Ro.5lllio special corrrrunity Furn 352,113 352,113 352.1 13 

Pueito Rico Departrrent of Labor- Stale salary ircentive fund 53,840 53,840 53.840 
Pueito Rico Health Departrrent - general Furn l,W,397 1,727,397 1,727,397 
Pueno Rico Treasury Departrrea - general Furn 355,250 355,250 355,250 
Pueno Rico Vocational Rehabilitation Administration -

general fWld 276,453 276,453 276,453 
Total intergoverrurental receivables $ 2,541,163 2,161,392 4,702,555 $ 4,702,555 

lntergovemmental payables: 
Excess of propoty tax advarces over collections 

CRIM - general Furn 2010 $ 147,199 147,199 $ 147,199 - Payroll withho ldin~ (general fWld): 
Depanrrem of Health Public tvledical Plan 230,826 230,826 230,826 
Depaitrrent of Work arxJ Hwmn Resources 52 52 52 
Errployees Relirerrent System of the Goverrurent of 

Pueito Rico arxl Its ln.strumentalities 214,862 214,862 214,862 
Errployees Retirerrent System of the Goverrurent of 

Puelto Rico and Its lnslrulrentalities (COLI\ Acts) 1,004,677 1,004,677 1,004,677 
Pueno Rico State Ftu"rl Insurance Cotµii-ation 224,037 224,037 224,037 

Utilities (general Furn): 
Pueno Rico Electric Po\.\er Authority 11,613 11,613 11,613 

Miscellaneous: 
Pueito Rico General Services Administration 4,320 4,320 4,320 
U.S. Depaitrrent of Housing arxl Urban Developrrent (HUD): 

CDBG program fWld 5,979 5,979 5,979 
Total intergovemmerial payables $ 1,837,586 5,979 1,843,565 $ 1,843,565 
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7) MORTGAGE LOANS RECEIVABLE 

The Municipality administers the Program for the Economic Development of Mayagi.iez for purposes 
of granting loans to private business enterprises to promote and enhance the industrial development, 
commercial activity and the creation of new employment opportunities in low-income communities in 
Mayagilez (the Program). 

Under the Program, the Municipality has given mortgage loans to various real estate developers doing 
business in Mayagiiez. These loans are funded with grants received by the Municipality from ffiJD, 
which is accounted for in the Mayagilez economic development fund, a non-major permanent fund. 

The proceeds of these loans have been used by real estate developers to perform construction 
activities directed to enhance the economic activity in the Mayagi.iez area. These loans are repaid in 
installments of principal and interest through periods ranging from three to twenty years and are 
guaranteed with first liens on the related properties. 

These loans bear interest at rates that fluctuate between 2.00 percent and 8.00 percent. Interest 
income on the aforementioned mortgage loans may be used by the Municipality to grant additional 
loans and for purposes that support certain qualifying municipal programs or activities that are for the 
benefit of the Municipality and its citizens. Interest income on such loans amounted to $3,659 for the 
fiscal year ended June 30, 201 1. 

At June 30, 2011 , the total outstanding loan balances amounted to: 

Total loan mortgage receivable 

Less: 
Allowance for uncollectible accounts 

Net mortgage loans receivable 

Less: 

Current portion of mortgage loan receivable 

Net mortgage loans receivable excluding current portion 

Mayagiiez 
economic 

development 
fund 

$ 2,881,937 

(2,085,059) 
$ 796,878 

(150,356) 

$ 646,522 

The total outstanding loan balances are offset by a reservation of fund balance of $796,878 in the 
accompanying GFFS, to indicate the portion of the loans that does not constitute available financial 
resources at June 30, 2011. 
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8) MUNICIPAL HEALTH FACILITIES 

The Municipality has two municipal hospitals, San Antonio Hospital (SAH) and Ram6n Emeterio 
Betances Medical Center (REBMC). In August 1998, the Municipality entered into an 
administration agreement with Hospital San Antonio, Inc. (HSAI), a private corporation, for the 
administration of the operations of SAH. The agreement expired on August 28, 2003, however, on 
August 29, 2003, the Municipality renewed of the agreement with HSAJ for an additional period of 
25 years. 

Pursuant to the terms and conditions of the renewed agreement between HSAI and the Municipality, 
HSAI leased all land, buildings, equipment and all other personal and real property related to the 
operations of SAH, which are owned by the Municipality. The agreement provides that HSAI shall 
pay the following to the Municipality: 

• Annual rent charges of $250,000 for the use of the leased property. The rent is payable 
in monthly installments of $20,833 from September I , 2003 through August 31, 2028. 
The rent charges under this contract shall be increased by 10 percent every 5 years. 

• Past due rent charges carried over from the previous contract, amounted to $485,805. 
Such amount, which should be paid in 300 monthly installments of $1,619, commenced 
on September 1, 2003. 

At June 30, 20 I I, the rent receivable from HSAI amounted to $504,238, which is recorded in the 
statement of net assets and the general fund within other receivables. Deferred revenue amounting to 
$247,977 has been recorded in the general fund at June 30, 2011 since the rent receivable from 
HSAI is not considered a current available financial resource at fiscal year-end. 

Jn October 2000, The Municipality acquired the facilities of REBMC. As part of the acqu isition, on 
October I, 2000, the Municipality entered into an administration agreement of REBMC with 
Advance Cardiology Center Corporation (ACCC), a private corporation. The agreement provides for 
semiannual rental payments of $450,000 to be made to the Municipality on each April and October. 
Howeve r, although the Municipality has been performing strong and continuous collection efforts, no 
collections had been received, s ince the inception of the agreement through June 30, 2004. 

During 2002 the Municipality condoned $900,000 of past due rent charges related to the first year of 
operations of ACCC in REBMC and agreed to renegotiate the past due rent and other charges 
through a payment plan by which ACCC would pay the rent charges related to the period between 
October I, 2001 to date. At June 30, 20 11 , an accounts receivable from ACCC, amounting to 
$19,961,484 has been recorded in the accompanying basic fi nancial statements within other 
rece ivables. Such receivable includes a receivable of $15, 191,484 for utilities related to the 
Municipality REBMC's facilities, which were paid by the Municipality, however, ACCC and other 
subtenants of REBMC's facilities are contractually required to reimburse such amounts as incurred. 
Because of the uncertainty of its collection, the receivable from ACCC has been reserved with an 
allowance for uncollectible accounts of $ 19,961,484 at June 30, 201 1. 

During fiscal year 2009-2010, the Municipality terminated the lease it had with Advanced 
Cardiology Center Corporation (ACCC), for breach of contract in the payment of rent and utilities. 
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8) MUNICIPAL HEALTH FACILITIES (Continuation) 

During fi scal year 2009-2010, the Municipality entered into negotiations with a new company to 
manage and operate the Ram6n Emeterio Betances Medical Center on the same terms and conditions 
of the previous contract. 

The rental commitments included in the administration agreements with HSAI and ACCC have been 
accounted for as operating leases in the accompanying basic financial statements si nce such 
agreements: (I) allow the Municipality to terminate the leases at any time, (2) do not include bargain 
purchase options, (3) do not transfer the ownership of the leased assets at the end of the respective 
lease terms and (4) limit the use of the leased assets for the purposes indicated in the agreements and 
only within the facilities of SAH and REBMC. 

The assets subject to these agreements are accounted tor as capital assets and are depreciated in the 
accompanying GWFS. Such capital assets consist of the fol lowing: 

Land and land improvements 
Buildings, structures and improvements 
Machinery and equipment 
Licensed vehicles 

Total capital assets in municipal health facilities, at cost 
Less: accumulated de preciation and amortization 

Total capital assets in municipal health faci lities, net 

$ 760,294 
13,629,541 
4,973,783 

343,727 
9,707,345 

( I 0,562,625) 

$ 9,144,720 

Rental income related to the municipal health facilit ies referred to above amounted to $1, 108,334 for 
the fiscal year ended June 30, 20 11 . Rental income has been recorded withi n charges for services in 
the accompanying basic financial statements. 

This Space Has Been Left Blank Intentionally 
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9) INTERFUND TRANSACTIONS 

The composition of interfund balances and transfers at June 30, 20 11 and for the fiscal year then 
ended is as fol lows: 

lliefrmr 

Mtj<rfiuls 

l\~maet ~Intja-

rut i~ S(Bial T~ 

Ckmil SEnice txnls ~ gu't\TIIlDEll - llieto: ftnl fim fund finis ftuls 

Mtja· fi.ni;: 

Gen~:ral fi.nl $ 2,486,5;9 435,896 2,m.,475 

Gµtal ~ fi.ni 110,075 I IO,U75 

Nm'ajcr furl;: 

.F\nnret i~ turls fi.ni 810,00J iU,OOJ 880,00J 

~ial reven.e furl; 2,352,654 210,477 2,563, 131 

Troil $3,272,'TE 2,486,5]) 716,373 $ 6,475,681 

Transfers frmr - Mtj<rfiuls 

l\:t11enrt ~ 
llqrcMnDts nu S(Bial T~ 

Gtftrdl txnls sernre re\UU! bl(MftU8E!I 

Transfer to: ftnJ fim fim finis fiuls - Mlj<rfi.nls: 

Ge:mal fi.nl $ 15,374 W,475 7,348,016 l,ffi5,762 $ 8,778,«IJ 

1-raJ stat sprial r=u: fin! 825,400 825,«Xl 

fumn:rt inµmerrats l:orl; fi.ni 45,HD 45, 100 

llit sovice ful:! 2,831,375 2,831,375 - l'bvrej<r funs: 

Sprial fe\ene furl; 374,('ff} 374,('ff} 

Taal $ 3,672,149 W,475 7.348,016 !,454,921 $ 12,854,561 
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9) INTERFUND TRANSACTIONS (Continuation) 

The principal purposes of interfund receivables and payables are: 

• Recognize in the debt service fund the amounts due from the general fund to cover the principal 
and interest payments on certain bonds, amounting to $2,486,579. These payments are due on 
Julyl,2011. 

• Recognize in the general fund the outstanding balance of the short-term loans granted to the 
MayagUez economic development fund ($602,000) to provide mortgage loans to private entities 
under the Program for the Economic Development of Mayagiiez (see note 7). 

• Recognize in the general fund the outstanding balance of the loans granted to nonmajor special 
revenue funds ($2,352,654) to cover temporarily the payroll and other operating costs of several 
federally and state funded programs. 

The princ ipal purposes of interfund transfers are to : 

• Make routinely transfer of interest income, amounting to $ 10,274, from the debt service fund to 
the general fund, as permitted by law. This interest income is generated by the debt service 
fund' s deposits and is transferred on a quarterly basis to the general fund. 

• Make routinely transfer of resources, amounting to $2,831,375, from the general fund to the debt 
service fund to cover the principal and interest payments on certain bonds. These debt service 
payments are made in January and July. 

• Make routine ly transfer of matching contributions, amounting to $825,400, from the general fund 
to the head start special revenue fund. 

• Make routinely transfer of interest income amounting to $379,475, from the capital project funds 
to the general fund. This interest income is generated by certain capital project fund's deposits 
and is transferred on a monthly basis, as permitted by law. 

• Make transfer of fund from an operational loan to cover come expenses during the year. Those 
expenses were incurred in general fund, amounting $ 3,085,000. 

Interfund receivables and payables represent the pending settlements of the aforementioned transfers, 
which are considered by management to be fully realizable at June 30, 2011 . 
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10) CAPITAL ASSETS 

Capital assets activity for the fiscal year ended June 30, 2011. 

Bolanceat llohnEat 
~ci entci 
fi<Jcal~ llllftlSl!S fu:rea!iei RedassifiattioR ~ 

CkMlnrataJ ni vi ties 
QNra;is: 
~lal assets, RX l:eirgdµ-eci~armti2ed 

Uni $ 15,226,496 11,013 $ 15,237,:AJJ 
llil>lrulim in p~ 21,008,3% 7,753,828 (367,583) (9,cm..:m.~ 18,542,139 

TOOi! ~Lal assets, rn teirg 
clepaiated'anmizro 36,314,89'2 7,753,828 (367,583~ (9,921,489) 33,779,648 

Qqju~ assets, l~rgclfµeci~arrati:zfl'.l: 

uu"'Cl iflllU\OT'01S 6,334,958 1,875,623 8,210.581 
Builcir~ Sbtlttres, ard irrp'Q'.eTfrtS 54,6!1.l,Nl 5,175,CD4 59,005,831 
lrfra5tncttn : 32,250,000 713,495 32,%3,525 
Qh:r rm::hi rery ard eq.iiprert, ard 

flllitm:ard fiXltreS 15,510.tni (124,6@) 951,NJ 16,343,927 
Mdiirery ard eq.iip-rat 

lirl:r ~Lal leases 2,%8,571 ( I ,PfJ7,047) 1,101,524 
l...ianed \tiiicles 11 ,012,455 1,199,547 12,212,002 

Tu.11 ~Lal assets, teir~ 
dµ-ecialed'lrnJtizro 122,707,617 (1,991,716) 9,921,489 rn,637,:ro 

Taal ro;i OOsis of ~tal ~ 159,022,~ 7,753,828 (2.359m> 164,417,<DS 
Less: ocxurulated clepWatim ard <mJtiZllicn 
lardi~ 4,14().753 178,612 4,319,365 
&i !cir~ Sbu:llres, ard i rrp'Q'.eTfrtS 16,!m,352 1,147,871 17,951,ID 
I rf ra5tncttre 18,:ID,337 559,7~ 18, 7©,00 
Qrer rm:hirery ar"'Cl eq.iii:rrert. ard 

furitm: ai"'Cl lixtm:s 11 ,228,WJ 524,9ffi (1A.584) 11,728,579 
Mdiirery ru"'Cl eq.iip-rat 

trd:r~lal I= 2,00,353 220,J(Xj ( 1,PfJ7,047) 44().612 
Lia:roed \dlides 9,857,024 362,m 10,219,533 

TOOi! ocxurulaed cleplriacioo ard 

anutilllio1 62,323,022 2,994,004 (1,891,631) 63,425,395 
l'h ~!al a5SdS $ 96.~.4ITT 4,759,824 (467,«ia) $ I 00, W l ,614 

~:nx:ia.ioo ard arrotizatirn eJqDre fer ire fiscal )\'3" mW Ji.re~ 2011 Y.aS dwg:rl Lo fircti~ as follow. 
Qio.onu1al a:iivities 

Cereral gD\ffi1Tfl1 $ 368,440 
Flliic Safety 299,384 
Einuric ar"'Cl utm cbelq:mn 1,271, 147 
H::allh ard saritatioo 419,<ID 
Flliic IUJSi rg arll \\dfar-e 34$7 
Qil11.re, mnairn, ard ed.cairn (ffi,453 

TOOi! clfµecial.irn ard armtizaitrn CJqX1R $ 2,IJ).4,004 

At June 30, 2011, the estimated aggregate replacement cost of the Municipality's capital assets 
amounted to approximately $258.00 million. 
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11) DEFERRED REVENUES 

At June 30, 20 I I, deferred revenues recorded in the GWFS and the GFFS are as follows: 

MP°!J~lirdi 

~ 

~ 

Pt HKI Rnnmt 

nDmt mt inptMJm1s 

~ ~ lnrli W:t Ohr Turi ~ 

rel6U! rel6U! ~re\O'IE ~ ~ ~ <frlt - lltlldomiu ftnl ftnl tilrl ftnl lin:I; lirdi IHlti 

Mml'li:ie h t ra a.a/die 

108I6" 

Aqnty laXt'S $ 6{fJlS£, 3,519,lflS IQ212,423 $ 

Mi-iii:B Imm; l,lf)J,716 1,!ID,716 

Rnatlc:tlu-dugs 2,21f),828 2,2.S),828 

lrtog:J.Onuta !}atsai:I 

roniluicn; :li5,2i) 3S.5,2j) 

Tua rmruitie!Urn 

<Mila:ie 11'!\tnC 11,231,152 3,519,lf15 14,751,217 

Umirrf10B1l!!: 

Mricir:U lmte; 12,~ 12,~!ffi 12,~ 

lr1flg"6muta !JalSa'd 

ro11ihticn;: 

Grnnwdthcf - FW10Riw 7~ ~cm 7,311~ 7,311,?AS 

Oto· jpOmuta iyirie; ~ ~ ~ 

Tua Lrnlmlre.au:s 12,~ 7~ ~cm ~ ~<Qµi3 ~<Qµi3 

1lU dfunrl1e.au:s $ 23,<HUIO 7~ ~cm 3,519.lf15 4,)klXi) ~157.W $ ~<Qµi3 
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12) LONG-TERM OBLIGATIONS 

T he general long-term debt activity for the fiscal year ended June 30, 2011 is as follows: 
lbrolW-g; Payrnm 

IMinEa Ir Ir IH:n:c:il 

Jun:~~llO OOciticn; gndim; .bie:ll, 20U 

Bodi ply<llk $ 102.847,cro 3.<l!.5.cro (6;I19,fro) <JJ,653,00) 

N:tes ply<ll:k 

CRIM l,81Q,155 (lll.618) l,ffl,677 

O~i~i<J1tru:r~lal k:asfs 944,314 (150,all) 794,113 

Eilinlllal li<Dlily fmrmiciJlll ~id \\llSle 

lnlfill dail1e ;nt ~cae CXlilS 1,217,@ <m,lfll (64,ffll} 2, 112,<.Xli 

Cb1µ:.-&fal al:ro"Cfs 7,275,001 3,761,255 (4,221,<UJ) 6,814,')f] 

Claim; ;nJ jtc~n1S 6,448,681 3,754,36.1 (1.233,681) 8,<m,36.1 

Taal $ lal,.)43,41 1 11 ,5(/J,axJ (l 2,279,4%) 119,824,00i 

l\Uo! 

<lie \\itli.n 

lllC)'Clr 

$ 1;:m.cro 

1%52'i 

287.~ 

64,rrn 

3, lf!J,267 

i@.cm 

$ 11,272,687 

Historica ll y, the general fund has been used to liquidate certain notes payable, compensated absences, 
cla ims and judgments, obligations under capital leases and any other long-term liabilities other than 
bonds. 

a) Debt Limitation 

The Municipal Legislature is legally authorized to approve the contracting of debts of the 
Munic ipality. Nevertheless, the laws and regulations of the Commonwealth also provide that: 

• Direct obligations of the Municipality (evidenced principally by bonds and bond anticipation 
notes) are backed by the full faith , credit and taxing power of the Municipality; and 

• Direct obligations are not to be issued by the Municipality if the amount of the principal of 
a nd the interest on, such bonds and bond anticipation notes (and on all bonds and notes 
issued the reafter) which are payable in any fi scal year, together with any amount paid by the 
Munic ipality in the preceding fi scal year on account of bonds or bond anticipation notes 
guaranteed by the Municipality, exceed I 0 percent of the total assessed value of the property 
located within the Municipality plus the balance of the ad valorem taxes in the debt service 
fund, for bonds payable and bond anticipation notes to be repaid with the proceeds of 
property taxes restricted for debt service. 

In addition, before any new bonds or notes are issued, the revenues of the debt service fund should be 
sufficient to cover the projected debt service requireme nt. Total property assessed val ue at June 30, 2011 
amounted to $4,537, 158, I 08, as a factor of te mporary changes to the Municipal F inancing Law by Law 
Number?, of March 9, 2011, which multiplied by 10 the present assessed value. This will allow the 
Munic ipality to borrow from the Government Development Bank in order to take care of its fi scal needs. 
T he Munic ipa lity's avai lable legal debt margin amounted to $394,742,906. 
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12) LONG-TERM OBLIGATIONS 

b) Bonds Payable 

The Munic ipality issues general obligation, special obligation and public improvement bonds to 
finance the acquisition, construction and improvement of capital assets, as well as, to finance 
certain operating needs. including the payme nt to suppliers in certain circumstance~. 

T he laws and regulations of the Commonwealth provide that the Municipality's public debt will 
constitute a first claim on the available revenue of the Municipality. Public debt includes bonds 
and bond anticipation notes. The good faith, cred it and taxing power of the Municipality are 
irrevocably pledged for the prompt payment of the principal and interest of bonds and bond 
anticipation notes. 

As described in Note 4, the Municipality levies an annual additional special tax of 2.00 percent 
of the assessed value of personal and real property. The proceeds of this additional special tax 
are deposited in a s inking fund established at GDB whereby sufficient funds are set aside to 
redeem the bonds payable of the Municipality in minimum annual or semiannual principal and 
interest payments. The collections of this special tax are recorded in the Municipality's debt 
service fund. 

For financial reporting purposes, the outstanding balances of bonds re present the total principal to 
be repaid. Bonds payable is composed as follows at June 30, 20 I 1: 

General Obligation Bonds: 

1995 serial bonds, original issue amount of $229,000, used in major capita l 
improvements activities, due in annual principal installments ranging from 
$ 11,000 to $17,000 plus interest due in annual installments at 5. 12 percent 
through January 1, 2020 

1997 serial bonds, original issue amount of $675,000, used in major 
capital improvements activities, due in annual principal installments 
ranging from $25,000 to $60,000 plus interest due in semiannual 
installments at variable rates not to exceed 6.56 percent (5 .86 percent at 
June 30, 2011) through July 1, 2021 

1998 serial bonds, original issue amount of $ 1,645,000, used in major 
capital improvements activities, due in annual principal installments 
ranging from $ 110,000 to $ 160,000 plus interest due in semiannual 
installments at variable rates not to exceed 6.34 percent (5.94 percent at 
June 30, 2011) through July I, 2016 
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Outstanding 
balance 

$ 128,000 

450,000 

790,000 
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12) LONG-TERM OBLIGATIONS (Continuation) 

b) Bonds Payable (continuation) 

General Obligation Bonds: 

2001 serial bonds, original issue amount of $9,950,000, used for 
acquisition of REBMC and several capital improvements, due in annual 
principal installments ranging from $290,000 to $805,000 plus interest due 
in semiannual installments at variable rates not to exceed 6.69 percent 
(6.25 percent at June 30, 2011) through July 1, 2026 

1999 serial bonds, original issue amount of $4,055,000, used for major 
construction activities, due in annual principal installments $490,000 plus 
interest due in semiannual installments at variable rates not to exceed 4.40 
percent through July I, 2011 

1999 serial bonds, original issue amount of $930,000, used for the 
acquisition of certain land parcels, due in annual principal installments 
ranging from $30,000 to $80,000 plus interest due in semiannual 
installments at variable rates not to exceed 5.60 percent (4.40 percent at 
June 30, 2011) through July I, 2024 

1999 serial bonds, original issue amount of $205,000, used for acquisition 
of certain land parcels and certain construction activities, due in annual 
princ ipal installments ranging from $5,000 to $ 15,000 plus interest due in 
semiannual installments at variable rates not to exceed 5.60 percent (4 .40 
percent at June 30, 2011) through July I, 2024 

1995 serial bonds, original issue amount of $ 1,360,000, used for 
construction activities, due in annual principal installments ranging from 
$36,000 to $93,000 plus interest due in annual installments at fix rate of 
5.12 percent through January I, 2031 

1999 serial bonds, original issue amount of $4,060,000, used for major 
construction activities, due in annual principal installments ranging from 
$385,000 to $445,000 plus interest due in semiannual installments at 
variable rates not to exceed 4.61 percent ( 4.40 percent at June 30, 20 I I) 
through July I, 2013 
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Outstanding 
balance 

8,050,000 

490,000 

7 10,000 

150,000 

1,205,000 

1,245,000 
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12) LONG-TERM OBLIGATIONS (Continuation) 

b) Bonds Payable (continuation) 

General Obligation Bonds: 

1999 serial bonds, original issue amount of $1,3 I 0,000, used for 
acquisition of certain land parcels, due in annual principal installments 
ranging from $45,000 to $115,000 plus interest due in semiannual 
installments at variable rates not to exceed 5.60 percent (4.40 percent at 
June 30, 2011) through July I, 2024 

1998 serial bonds, original issue amount of $3,525,000, used for several 
capital improvements, due in annual principal installments ranging from 
$365,000 to $395,000 plus interest due in semiannual installments at 
variable rates not to exceed 6.04 percent (5.94 percent at June 30, 2011) 
through July I, 2012 

2004 serial bonds, original issue amount of $7,945,000, used for 
construction and major capital improvements activities and for the 
payment to various suppliers, due in annual principal installments ranging 
from $235,000 to $540,000 plus interest due in semiannually installments 
at variable rates not to exceed 5.02 percent (4.62 percent at June 30, 2011) 
through July I, 2028 

2004 serial bonds, original issue amount of $315,000, used for acquisition 
of certain land parcels, due in annual principal installments $70,000 plus 
interest due in semiannual installments at variable rates not to exceed 7.00 
percent ( 1.54 percent at June 30, 20 I I) through July I, 20 I I 

2006 serial bonds, original issue amount of $ 12,610,000, used for 
construction and major capital improvements activities due in annual 
principal installments ranging from $485,000 to $1,030,000 plus interest 
due in semiannually installments at variable rates not to exceed 7.00 
percent (5 .0 I percent at June 30, 2011) through July I, 2025 

2007 serial bonds, original issue amount of $2,345,000, used for 
acquisition of certain land parcels, due in annual principal installments 
ranging from $55,000 to $170,000 plus interest due in semiannual 
installments at variable rates not to exceed 7.50 percent (5.51 percent at 
June 30, 20 I I) through July 1, 2031 
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Outstanding 
balance 

1,000,000 

760,000 

6,590,000 

70,000 

10,900,000 

2,145,000 
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12) LONG-TERM OBLIGATIONS (Continuation) 

b) Bonds Payable (continuation) 

General Obligation Bonds: 

1995 serial bonds, original issue amount of $ 1,500,000, used for major 
capital improvements, due in annual princ ipal installments ranging from 
$8 1,000 to $ 136,000 plus interest due in semiannual installments at fix rate 
of 4.75 percent through January I, 2023 

2009 serial bonds, origi nal issue amount of $ 15,685,000, used for 
construction and major capital improvements activities due in annual 
principal installments ranging from $460,000 to $ 1,21 0,000 plus interest 
due in semiannuall y installments at variable rates not to exceed 7 .50 
percent (4.50 percent at June 30, 2011 ) through July 1, 2029 

20 10 serial bonds, original issue amount of $7 ,960,000 used for 
construction and major capital improvements activities due in annual 
principal installments ranging from $2 15,000 to $580,000 plus interest due 
in semiannually installments at variable rates not to exceed 7.50 pe rcent 
(3.55 percent at June 30, 2011) through Jul y I, 2031 

20 I 0 serial bonds, original issue amount of $5,830,000, used for 
construction and major capital improvements activities due in annual 
princ ipal installments ranging from $600,000 to $925,000 plus interest due 
in semiannually installments at variable rates not to exceed 7.50 percent 
(6.00 percent at June 30, 20 11 ) through July I, 2017 

Total General Obligation Bonds 

This Space Has Been Left Blank Intentionally 
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Outstanding 
balance 

1,278,000 

14,835,000 

7,755,000 

5.270,000 

63,82 1,000 
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12) LONG-TERM OBLIGATIONS (Continuation) 

b) Bonds Payable (continuation) 

Special Obligation Bonds: 

1996 serial bonds, original issue amount of $400,000, used for the payment 
of certain operating expenses, due in annual principal instal lments ranging 
from $25,000 to $40,000 plus interest due in semiannual installments at 
variable rates not to exceed 5.00 percent ( 1.55 percent at June 30, 2011) 
through July I, 2016 

1997 serial bonds, original issue amount of $7 ,5 10,000, used for the 
payment of certain operating expenses, due in annual principal installments 
ranging from $445,000 to $715,000 plus interest due in semiannual 
installments at variable rates not to exceed 7.50 percent (1.30 percent at 
June 30, 2011) through July I, 2017 

20 I 0 serial bonds, original issue amount of $10,040,000, used for the 
payment of certain operating expenses, due in annual principal installments 
ranging from $ 1,230,000 to $ 1,765,000 plus interest due in semiannual 
installments at variable rates not to exceed 7.50 pe rcent (6.00 percent at 
June 30, 2011) through July I, 2017 

2005 serial bonds, original issue amount of $3,965,000, used for the 
payment of certain operating expenses, due in annual principal installments 
ranging from $535,000 to $590,000 plus interest due in semiannual 
installments at variable rates not to exceed 6.00 percent ( 1.55 percent at 
June 30, 20 I I) through July I, 2013 

20 I 0 serial bonds, original issue amount of $3,085,000, used for capital 
improvements due in annual principal installments ranging from $120,000 
to $330,000 plus interest due in semiannual installments at variable rates 
not to exceed 7 .59 percent (6.00 percent at June 30, 2011) through July I, 
2025 

Total Special Obligation Bonds 
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Outstanding 
balance 

180,000 

3,980,000 

10,040,000 

1,685,000 

3,085,000 

18,970,000 
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12) LONG-TERM OBLIGATIONS (Continuation) 

b) Bonds Payable (continuation) 

Public Improvement Bonds: 

1994 serial bonds, original issue amount of $ 1, 170,000, used for major 
capital improvements, due in annual principal installments ranging from 
$55,000 to $1 10,000 plus interest due in semiannual installments at 
variable rates not to exceed 6.63 percent (6.23 percent at June 30, 2011) 
through July I, 2019 

2003 serial bonds, original issue amount of $3,5 10,000, used for major 
capital improvements due in annual principal installments ranging from 
$ 105,000 to $235,000 plus interest due in semiannually installments at 
variable rates not to exceed 5.02 percent (4.62 percent at June 30, 2011) 
through July 1, 2028 

1994 serial bonds, original issue amount of $3,300,000, used for major 
capital improvements, due in annual principal installments ranging from 
$2 16,000 to $298,000 plus interest due in semiannual installments at fix 
rate of 5.00 percent through January I , 20 19 

2009 serial bonds, original issue amount of $3,570,000, used for major 
capital improvements due in annual principal installments ranging from 
$355,000 to $475,000 plus interest due in semiannually installments at 
variable rates not to exceed 7 .50 percent (I .50 percent at June 30, 2011) 
through July I, 2017 

2009 serial bonds, original issue amount of $8,995,000, used for major 
capital improvements due in annual principal installments ranging from 
$385,000 to $850,000 plus interest due in semiannuall y installments at 
variable rates not to exceed 7 .50 percent ( 4 .50 percent at June 30, 2011) 
through July 1, 2024 

Total Public Improvements Bonds 

Total Bonds Payable 
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Outstanding 
balance 

720,000 

2,910,000 

2,042,000 

2,905,000 

8,285,000 

16,862,000 

$99.653.000 
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12) LONG-TERM OBLIGATIONS (Continuation) 

b) Bonds Payable (continuation) 

Variable interest rates on serial bonds are reviewed periodically by GDB and are based on the 
fluctuation of GDB's weighted average rate for its commercial paper program. Under this 
program, GDB issues commercial paper: (I) in the taxable and tax-exempt markets of the United 
States of America, (2) in the Eurodollar market and (3) to corporations having tax exemptions 
under the Commonwealth's Industrial Incentives Acts and, which qualify for benefits provided by 
the former Section 936 of the U.S. Internal Revenue Code. 

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

Fiscal year 
ending 

June 30, 
2012 
2013 
2014 
2015 
2016 

2017-202 1 
2022-2026 
2027-2031 
2032-2035 

Total 

Principal 
$ 7,375,000 

7,261,000 
7,309,000 
6,672,000 
7,096,000 

28,261,000 
23,813,000 
11 ,116,000 

750,000 
$ 99,653,000 

Interest 
4,976,805 
6,125,231 
5,635,6 11 
5,140,817 
4,643,700 

16,187,478 
8,235,062 
1,889, I 85 

29,129 
52,863,018 

Total 
$ 12,35 1,805 

13,386,231 
12,944,6 11 
11 ,8 12,817 
11,739,700 
44,448,478 
32,048,062 
13,005, 185 

779, 129 
$152,516,018 

At June 30, 2011, accrued interest payable on bonds amounted to $4,976,805. 

c) Notes Payable to CRIM 

The Municipality had the following notes payables to CRIM at June 30, 2011: 

• Public Act No. 42 -The Commonwealth's Pubic Act No. 42 of January 26, 2000 (Act No. 
42) was enacted to authorize CRIM to enter into a financing agreement of up to $200 
million, for a term not exceeding 30 years. The financing agreement authorized CRIM to 
finance a debt that the municipalities of Puerto Rico had with such entity, which arose from 
the difference between the yearly final settlements of property tax advances made by CRIM 
to the municipalities and the actual property tax collections received by CRIM from 
taxpayers through fiscal year 2000. The amounts that the municipalities will collect from 
the additional property taxes resulting from the increases in the subsidy from the 
Commonwealth are assigned through Act No. 42 to repay such note. The increase in this 
subsidy was the result of Public Act No. 238 of August 15, 1999. 
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12) LONG~TERM OBLIGATIONS (Continuation) 

c) Notes Payable to CRIM (Continuation) 

In addition, on December 16, 2002 the Municipality entered into a repayment agreement 
with GDB and CRIM to pay off the remaining $686,237 of excess of property tax advances 
from fiscal years 2000 and 2001. CRIM retains the principal and interest from the property 
tax advances of the Municipality. The amounts retained by CRIM are remitted to GDB on 
July I of each fiscal year through July 1, 2032. The repayment agreement bears interest at 
variable rates dete rmined by GDB (6.30 percent at June 30, 2010) but not exceeding 8.00 
percent. Principal and interest payments on this financing agreement are accounted for in 
the general fund. The outstanding principal and accrued interest balances of this note 
amounted to $596,660 and $18,482, respectively, at June 30, 2011. 

The principal and interest maturities are as follows : 

Fiscal year 
ending 

June 30, 
2012 
20 13 
2014 
2015 
2016 

2017-2021 
2022-2026 
2027-2031 
2032-2033 

Total 

Principal 
13,860 
14,731 
15,656 
16,640 
17,685 

106,559 
144,515 
195,992 
7 1,023 

$ 596,660 

Interest 
36,732 
35,861 
34,936 
33,952 
32,906 

146,400 
108,444 
56,968 
4,464 

490,663 

Total 
50,592 
50,592 
50,592 
50,592 
50,592 

252,959 
252,959 
252,959 

75,488 
$ 1,087,323 

• Public Act No. 146 - On September 24, 2002, CRIM, on behalf of the municipal ities of 
Puerto Rico, entered into a financing agreement with GDB pursuant to the provisions of 
Public Act No. 146 of October 11 , 2001, as amended (Act No. 146). The purpose of this 
financing agreement was to extingu ish in advance certain bonds payable issued by Public 
Finance Corporation (PFC), a subsidiary of GDB, which were originally issued to pay 
certain property tax receivables owned by the municipalities of Puerto Rico through 1996, 
which were acquired by PFC with recourse. 

The original face amount of the note allocated by CRIM to the Municipality was $875,441, 
for a term not exceeding 30 years. The note bears interest at 6.50 percent during its first five 
years. Subsequently, from years 6 through 30, the loan shall bear variable interest at a rate 
of 125 points over the 5-year LIBOR rate, which will be adjusted every five years. During 
the first five years of the note, commenced on July 1, 2003, the Munic ipality shall pay only 
interest. Accordingly, the municipality commenced paying princ ipal and interest at 6.22% 
in September 2007. Principal payments are made in March of each year and interest in 
March and September. Which last payment is due in March 2032. Interest .payments on this 
financing agreement are accounted for in the general fund. 
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12) LONG-TERM OBLIGATIONS (Continuation) 

c) Notes Payable to CRIM (Continuation) 

The outstanding principal of the note payable to CRIM amounted to $735,370 at June 30, 2011. 
The principal and interest maturities are as follows: 

Fiscal year 
ending 

June 30, Princieal Interest Total 
2012 35,018 45 ,740 80,758 
2013 35,018 43,562 78,580 
2014 35,018 41 ,384 76,401 
2015 35,018 39,206 74,224 
2016 35,018 37,028 72,046 

2017-2021 175,088 152,467 327,555 
2022-2026 175,088 98,014 273,102 
2027-2031 175,088 43,562 218,650 

2032 35,017 2,178 37,195 
Total $ 735,370 503,140 $ 1,238,5 11 

• LIMS - On October 17, 1996, CRIM entered into a financing agreement with Chicorp 
Financial Services, Inc. (CFSI) for the acquisition of a geographic information system 
known as Land Information Management System (LIMS) for the benefit of all of the 
municipalities of Puerto Rico. The total cost of LIMS was also allocated to all of the 
municipalities of Puerto Rico by CRIM. From fiscal year ended June 30, 1997 to fiscal year 
ended June 30, 2000, CRIM collected from the Municipality $1,151,215 as payments under 
the financing agreement with CFSI. 

On August 31, 2001, CRIM refinanced through GDB, the debt with CFSI for a term not 
exceeding 10 years, at no interest. The original face amount of the debt refinanced, which 
was allocated to the Municipality, was $3,040,783. This note is payable in monthly 
installments of $25 ,340 (accounted for in the general fund) through December 1, 2011. 

This note has an imputed interest rate of 5.00 percent. The outstanding balance of this note 
amounted to $147 ,646 at June 30, 2011. 

The principal maturities and schedule amortization discount are as follows: 

Fiscal year 
ending Principal Interest Total 

June 30, 
2012 $147,647 4,392 $152,039 

Total $147,647 4,392 $152,039 
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d) Lease Obligations 

• Operating leases - The Municipality leases building and office facilities under operating 
lease agreements with third parties. These lease agreements generally contain fiscal 
funding clauses and/or cancellation clauses that make the continuation of the agreements 
subject to future appropriations. Management has concluded that the like lihood of 
invoking the cancellation provisions is remote; therefore, the remaining terms of these 
leases will extend beyond one fiscal year. Total costs for such leases (minimum lease 
payments) were $1,037,749 forthe fiscal year ended June 30, 2011. 

• The future minimum lease payments for these leases are as follows: 

Fiscal year 
ending 

June 30, 
2012 
2013 
2014 
2015 
2016 

2017-2021 
2022-2026 
2027-2031 

2032 
Total 

Amount 
$ 1,037,749 

1,037,749 
1,037,749 
1,037,749 
1,037,749 
5,188,745 
5,188,745 
5,188,745 
1,037,749 

$ 21,792,729 

• Capitalized Leases - The Municipality is obligated under capital leases with thi rd 
parties that expire through 2011 for the acquisition of machinery and equipment. At 
June 30, 2011, the capitalized costs and the related accumulated amortization of the 
leased machinery and equipment amounted to $3,730,139 and $2,848,919, respectively, 
which are accounted for as capital assets in the accompanying statement of net assets. 
Amortization charges applicable to capital leases and included within depreciation 
expense amounted to $20,305 for the fiscal year ended June 30, 2011. The present value 
of the future minimum capital lease payments reported in the accompanying statement of 
net assets is as follows: 
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d) Lease Obligations (Continuation) 

Fiscal year ending 
Jooe 30, 

2012 
2013 
2014 
2015 

Total future mnirmm lease payments 
Less: amount representing future interest at 

7% rates 
Present value of mnirmm lease payments 
Less: 
Current portion of obligation under capital leases 
Obligation under capital leases, excluding current portion 

$ 

$ 

e) Municipal Solid Waste Landfill Closure and Post closure Care Costs 

Amount 
287,869 
233,779 
250,763 
21,702 

794,113 

83,478 
710,635 

287,868 
422,767 

According to the regulations set forth by the U.S. Environment Protection Agency (EPA) in its 
"Solid Waste Disposal Facility Criteria", issued on October 9, 1991, the Municipality is required 
to place a final cover on the Municipality's solid waste landfill site when it stops accepting waste 
and to perform certain maintenance and monitoring functions at the site for 30 years after 
closure. The Municipality has performed a study of the activities that need to be implemented at 
the Municipality's solid waste landfill to guarantee the maximum yield of available space and to 
comply with applicable state and federal regulations. Based on this study, the Municipality has 
recorded an estimated liability of $2, 112,905 in the accompanying GWFS, using current costs 
allocated, based on the actual landfill capacity used at June 30, 2011. The portion of the 
estimated current costs to be incurred in future years is approximately $320, 135, which has not 
been recorded yet in the accompanying GWFS. Actual costs may be different to the recorded 
estimated liability due to inflation, changes in technology, or changes in laws and regulations. At 
June 30, 2011, the Municipality's solid waste landfill is still operating and its remaining 
estimated useful life is approximately 5.5 years. Approximately 90 percent of the Municipality's 
total capacity has been used at June 30, 2011. 

j) Compensated Absences 

At June 30, 2011, the liability for compensated absences is composed as follows: 

Due within Due after 
one year one year Total 

Vacations $2,361,425 829,606 $ 3,191 ,031 
Sick leave 818,841 2,805,075 3,623,916 

Total $3,180,266 3,634,681 $6,8 14,947 
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The Municipality's employees participate in the Employees' Retirement System of the Government 
of Puerto Rico and its Instrumentalities (ERS), a cost-sharing multi-employer (as related to the 
Municipality's reporting entity) defined pension plan established by the Commonwealth. 
Substantially all full-time employees of the Commonwealth and substantially all municipalities are 
covered by ERS under the terms of Public Act No. 447 of May 15, 1951, as amended (Act No. 447). 
All regular and temporary employees of the Municipality become plan members of ERS at the date 
of employment, while it is optional for officers appointed. 

On September 24, 1999, Public Act No. 305, an amendment to Act No. 447, was enacted to establish 
a defined contribution plan, known as System 2000, to cover employees joining ERS on or after 
January I, 2000. 

Employees that participated in the original plan as of December 3 l, 1999, had the opportunity to 
e lect to either stay in the defined benefit plan or transfer to System 2000. Employees that joined the 
Municipality on or after January I, 2000, were only allowed to become members of System 2000. 

System 2000 is a hybrid defined contribution plan, also known as a cash balance plan. Under this 
new plan, there is a pool of plan assets, which is invested by the System, together with those of the 
cost-sharing multi-employer defined benefit plan. Neither the Commonwealth nor the Municipality 
guarantee benefits at retirement age. The annuity is based on a formula which assumes that each 
fi scal year the employee's contribution (with a minimum of 8.28 percent of the employee's salary up 
to a maximum of 10 percent) is invested as instructed by the employee in an account which either: 
(I) earns a fixed rate based on the two-year Constant Maturity Treasury Notes, (2) earns a rate equal 
to 75 percent of the return of the ERS' investment portfolio (net of management fees), or (3) earns a 
combination of both alternatives. Participants receive periodic account statements similar to those of 
defined contribution plans showing their accrued balances. Disability benefits are not granted under 
System 2000, rather are provided to those participants that voluntarily elect to participate in a private 
insurance long-term disability program. The employers' contributions (9.28 percent of the 
employee's salary) with respect to employees under System 2000 will continue and will be used to 
fund the cost-sharing multi-employer defined benefit plan. 

System 2000 reduced the retirement age from 65 years to 60 for those employees who joined the 
current plan on or after January I, 2000. 

Historically, the Commonwealth has reported ERS and System 2000 in its basic financial statements 
as pension trust funds. Accordingly, the Commonwealth is currently assuming any actuarial 
deficiency that may exist or arise related to the Municipality's participating employees because ERS 
does not allocate to the Municipality any actuarial deficiencies pertaining to participating municipal 
employees. 

The contribution requirement to ERS is established by law and is not actuarially determined . 
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These contributions are as follows: 

Municipality and other employers 9.275 percent of applicable payroll 

Employees: 
Coordination plan 

Supplementation plan 

5.775 percent of gross salary up to $6,600 per year, 
plus 8.275 percent grosses salary in excess of $6,600 
8.275 percent of gross salary. This is the only choice 
available to policemen, firemen and majors 

Effective January 27, 2000, participant contributions were increased to 9% of their compensation, as 
provided by Act No. 45 of 2000. The Commonwealth, as sponsor, matches the participants' 
contributions at a rate of 8.5% of the applicable payroll. 

In June and July 2003, the Governor of the Commonwealth signed three Public Acts that provided 
the following certain benefits to retirees: 

(a) Increase in minimum monthly pension payments to $300, effective January l , 2004. 
(b) Triennial 3 percent increase in all pensions, effective January I, 2004. 
(c) Increase in widow and/or beneficiaries to 50 percent of the benefit received by the 

deceased pens ioner, effective January 1, 2004. 

All the benefits granted will be funded through budgetary assignments in the Municipality's general 
fund with respect to its retired e mployees. 

The Board of Trustees of ERS approved, effective September 14, 2007, an increase in the amount 
granted on personal loans to participating employees from $5,000 to $15,000 and the term of 
payments from three years to seven years maximum. 

The required contribution(s) rate in accordance with the funding policy, in dollars or as a percentage 
of the current year (Fiscal Year 20I0-2011) covered payroll and any changes for or during the current 
year (describe): 

Employer Contribution: 

Required contribution in dollars: 

YEAR 

2010-2011 
2009-2010 
2008-2009 

9.275% of Gross Salary 

ERS and 
System 2000 

$ 998,981 
1,074,283 
1,074,809 

At June 30, 20 I I, the balance due to ERS amounted to $ 1,371, 198. 
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in dollars 
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COMMONWEAL TH OF P UERTO Rico 
MUNICfPALITY OFMAYAGUEZ 

Notes To Basic Financial Statements 
Fiscal Year Ended June 30, 2011 

13) EMPLOYEES' RETIREMENT SYSTEMS (Continuation) 

Under GASB Statement No. 50, Pension Disclosures, the note disclosures for pension plans of 
governmental entities have been expanded. However, the methods of measurement and recognition 
have not changed and remain defined by Statements No. 25 and No. 27. 

The changes required on pension disclosures have the intention of align the reporting requirements 
for pension plans with the requirements for other post employment benefiis (OPEB). As noted 
previously, the Municipality of Mayagilez does not offer its employees any other postemployment 
benefits plan, apart from the aforementioned Employee's Retirement System. 

14) FUND BALANCES (DEFICIT) 

15) 

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

Legislatii¥ Joint HtJUJ Pet111a 11t11t Debt Other 

Gt11eral ResolutiJms Start lmpro~iemeut Servict Gover11111e11u1/ 

F11111/ Buluuce (Deficit) Fuml S1au Fu1ul Fw1d liomls Fwul Funds Total 

No11spendable: 

Advance and Long-tem1 Receivables s 170,898 170,898 

Restricted for. 
General CJovemment 5,618,958 101,143 5,no,101 

Urban and Eco110111ics Development 1,449,657 1,449,657 

Public Housing Welfare 327,212 327,2 12 

Other Specified Purposes 66,134 6,199 27,743 100,076 

Conu11irted: 

Encu111br.111ces 3,466,892 3,466,892 

Debt Service 10,318,458 10,318,458 

Penna11e111 hnprovemcnt Bonds 35,349,930 2 15,998 35,565,928 

U1assi~1cd 803,774 803,774 

Total F1md Balances $ 9,889,624 66,134 6,199 35,349,930 10,3 18,458 2,292,651 57,922,996 

COMMITMENTS AND CONTINGENCIES 

a) Commitments 

The Municipality has several outstanding or planned non-cancelable construction projects 
amounting to $69,832,412 at June 30, 20 11, of which $21,088,396 has been incurred and 
$48,744,604 remains outstanding to incur through the end of each project. These projects are 
evidenced by contractual commitments with contractors and are generally accounted for in the 
pem1anent improvements bonds fund. 

The Municipality has reported, outstanding encumbrances amounting to $7,957,913 in the 
general fund at June 30, 2011. The Municipality intends to honor these encumbrances, which 
will continue to be liquidated under the current fiscal year' s budget during a lapse period that 
extends into the next fi scal year. 
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COMMONWEAL TH OF PUERTO RICO 

MUNICIPALITY OF MAYAGUEZ 
Notes To Basic Financial Statements 

Fiscal Year Ended June 30, 2011 

15) COMMITMENTS AND CONTINGENCIES (Continuation) 

b) Continge11cies 

1. Legal claims - The Municipality is defendant in various claims and legal proceedings 
pertaining to matters incidental to the performance of routine governmental operations 
amounting to approximately $43 .9 millions of which $7 millions are related to a Jaw suit 
filed by Advance Cardiology Center requesting compensation for the alleged loss of 
private investors that the plaintiff has experienced as a result of the municipality 's 
actions. The municipality filed a counterclaim seeking the eviction of Advanced 
Cardiology Center from the premises as well as the collection of $19,961,484 in unpaid 
rent and utilities. Under Public Act No. 104 of June 25, 1995, as amended, persons are 
allowed to sue the Municipality only for causes of actions set forth in said Act to a 
maximum amount of $75,000 or $150,000 if it involves actions for damages to more 
than one person or where a single injured party is entitled to several causes of action. 
Under certain circumstances, as provided in Public Act No. 9 of November 26, 1975, as 
amended, the Municipality may provide its officers and employees with legal 
representation as well as assume the payment for any judgment that may be entered 
against them. However, there is no limitation on the payment of such judgments. 

With respect to pending and threatened litigation, the Municipality has reported 
liabilities amounting to $8,969,363 for awarded and anticipated unfavorable judgments 
at June 30, 2011 of which $2,000,000 are related with the gross volume of business tax 
claim described in part 3 of this note and $4, 100,363 related with questionable costs of 
the HOME and CDBG federal programs described in the following paragraph. This 
amount was included within Jong-term obligations in the accompanying statement of net 
assets and represents the amount estimated as a probable liability or a liability with a 
fixed or expected due date, which will require future available financial resources for its 
payment. It is management's opinion, based on the advice of its legal counsel, that the 
potential claims against the Municipality not covered by insurance will not materially 
affect the financial condition nor the results of operations of the Municipality. In 
addition, management believes that the ultimate liability in excess of amounts recorded 
in the accompanying statement of net assets, if any, would not be material to the basic 
financial statements taken as a whole. 

The claim and judgments activity for the fiscal year ended June 30, 2011 is as follows: 

Payments Balance 

Balan ce al or Balance al due withi n 

June 30, 2010 Additions deductions June 30, 2011 one year 

Claims and judgments 6,448.681 3,754,363 ( 1,233,681 ) 8,969,363 169,000 

Total $ 6,448,681 3,754,363 ( 1,233,681 ) $ 8,969,363 169,000 
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COMMONWEALTH OF PUERTO RICO 

MUNICIPALITY OF MAYAGi.iEZ 
Notes To Basic Financial Statements 

Fiscal Year Ended June 30, 2011 

15) COMMITMENTS AND CONTINGENCIES (Continuation) 

b) Contingencies (Continuation) 

2. Federal grants -The Municipality receives financial assistance from the federal 
Government of the United States of America and the Commonwealth in the form of 
grants and entitlements. Receipt of grants is generally conditioned upon compliance 
with terms and conditions of the grant agreements and applicable federal laws and 
regulations , including the expenditure of resources for eligible purposes. Accordingly, 
expenditures financed by these programs are subject to financial and compliance audits 
by the appropriate grantor. Disallowance because of these audits may become liabilities 
of the Municipality. The "Reports on Compliance and Internal Control in Accordance 
with Government Auditing Standards and the Requirements of OMB Circular A-133" for 
the fiscal year ended June 30, 2011 , disclosed various instances of noncompliance with 
applicable laws and regulations and with internal accounting and administrative controls. 
Additionally, the municipality of MayagUez has unresolved monitoring findings from 
reviews conducted by the U.S. Department of Housing and Urban Development 
Program, the Community Development Block Grant (CDBG) and the Emergency Shelter 
Grant (ESG) programs. Management believes that the Municipality will be able to 
comply with the terms of corrective action plans that may be requested by the federal 
grantors, if any. Conversely, the accompanying basic financ ial statements include 
provisions for possible disallowed cost arising from the Single Audit and the review 
conducted by the U.S. Department of Housing and Urban Development. 

3. Municipal gross volume of business tax - During fiscal year 2004-2005, the 
Commonwealth Court System reviewed de Municipality of Hormigueros legal suit 
against the Municipality of MayagUez. The Municipality of Hormigueros is claiming the 
right to impose and collect the gross volume of business tax for certain business located 
at the MayagUez Mall, because it is alleged that is located in the boundaries of both 
municipalities: Mayagiiez and Hormigueros. Such legal suit also request for the 
reimbursement the year 1997 to present from the Municipality of Mayagiiez. 

On August 2005, the Court requested additional information before concluding the final 
sentence. Information is requested to the Municipal Property Tax Bureau, the 
Commonwealth Planning Board and evidence about collections performed e ither by the 
Property Tax Bureau regarding property taxes and the Municipality of MayagUez related 
to bus iness volume tax sale collected from year 1997 to the present. The legal claim 
amounts to $2.5 million, which is included. 

4. Treasury Department of Puerto Rico - During fi scal year 20I0-2011, the Treasury 
Department of Puerto Rico established a claim against the Municipality of Mayagiiez for 
income tax withheld to e mployees, amounting $1,021,000, which included principal, 
interest and surcharges. The Municipality presented evidence that the debt claimed is 
paid since the year 2000. To present, this claim is active and its currently in a process of 
revision and negotiation. 
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16) SUBSEQUENT EVENT 

COMMONWEALTH OF PUERTO RICO 

MUNICIPALITY OF MA YAGUEZ 
Notes To Basic Financial Statements 

Fiscal Year Ended June 30, 20 11 

On November 22, 2011, the Government Development Bank for Puerto Rico approved the issuance 
of a general obligation bond amounting to $10,050,000. The proceeds of this bond will be used for 
construction and major capital improvements. The serial bond princ ipal is due in annual installments 
and the related interest in biannual installments commencing in July I, 2012 through July I , 2029. 
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NIEVES VELAZQUEZ & CO .• P.S.C. 
Certified Public Accountants and Financial Consultants 

INDEPENDENT AUDITORS' REPORT ON L~TERNAL CONTROL 
OVER FINANCIAL REPORTING AND ON COMPLIANCE AND 

OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS 
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDAIIDS 

To the Honorable Mayor 
And the Municipal Legislature 
Municipality of Mayagiiez 
Mayagiiez, Puerto Rico 

We have audited the financial statements of the governmental acttv1hes, each major fund, and the 
aggregate remaining fund information of the Municipality of Mayagiiez (the M unicipality), as of and for 
the fiscal year ended June 30, 2011 , which collectively comprise Municipality of Mayagiiez basic 
financial statements and have issued our report thereon dated December 19, 2011. We conducted our audit 
in accordance with auditing standards generally · accepted in the United States of America and the 
standards applicable to financial audits contained in Government Auditing Standards, issued by the 
Comptroller General of the United States. 

/11ternal Colltrol Over Financial Reporting 

In planning and performing our audit, we considered the Municipality's internal control over financial 
reporting as a basis for designing our auditing procedures for the purpose of expressing our opinion on 
the financial statements, but not for the purpose of expressing an opinion on the effectiveness of the 
Municipality's internal control over financial reporting. Accordingly, we do express an opinion on the 
effectiveness of the Municipality internal control over financial reporting. 

A deficiency in internal control exists when the design or operation of a control does not allow 
management or employees, in the normal course of performing their assigned functions , to prevent or 
detect misstatements on a timely basis. A material weakness is a deficiency, or combination of 
deficiencies in internal control, such that there is a reasonable possibility that a material misstatement of the 
entity's financial statements will not be prevented, or detected and corrected on a timely basis. 

Our consideration of internal control over financial reporting was for the limited purpose described in the 
first paragraph of this section and was not designed to identify all deficiencies in internal control over 
financial reporting that might be deficiencies, significant deficiencies or material weaknesses. We did not 
identify any deficiencies, in internal control over financial reporting that we consider to be material 
weaknesses, as defined above. 

97 
421 Munoz Alvero Avenue. Suite 314. Son Juan. Puerto Alco 00919 •Telephone (787) 250-1712 • Tel/Fox:(787) 250-1 713 

http://www.nlevelaz.com • E-Mail : nlevelaz@coqul.net 



-

INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL 
OVER FINANCIAL REPORTING AND ON COMPLIANCE Ai~l) 

OTHER MATIERS BASED ON AN AUDIT OF FL~ANCIAL STATEMENTS 
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS 

(Continuation) 

Complia1tce and Other Matters 

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

We noted certain matters that we reported to management of the Municipality's in a separate letter dated 
December 19, 2011. 

This report is intended solely for the information and use of the management, municipal legislature, 
federal awarding agencies, state funding agencies and pass-through entities and is not intended to be and 
should not be used by anyone other than these specified parties. 

December 19, 20 l 1 
San Juan, Puerto Rico 

Stamp No. 2490940 of the Puerto Rico 
Society of Certified Public Accountants 
was affixed to the record copy of this report. 
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NIEVES VELAZQUEZ & CO .• P.S.C. 
Certified Public Accountants and Financial Consultants 

INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE WITH REQUIREMENTS 
THAT COULD HA VE A DIRECT AND MATERIAL EFFECT 

ON EACH MAJOR PROGRAM ~1'JD ON INTERNAL CONTROL 
OVER COMPLIANCE IN ACCORDANCE WITH OMB CffiCULAR A-133 

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

Compliance 

We have audited the compliance of the Municipality of Mayagiiez of the Commonwealth of Puerto 
Rico (The Municipality) with the types of compliance requirements described in the U. S. Office of 
Management and Budget (OMB) Circular A-133 Compliance Supplement that are applicable to each of 
its major federal programs for the year ended June 30, 2011. The Municipality' s major federal programs 
are identified in the Summary of Auditor's Results Section of the accompanying Schedule of Findings 
and Questioned Costs. Compliance with the requirements of laws, regulations, contracts and grants 
appl icable to each of its major federal programs is the responsibility of the Municipality's management. 
Our responsibi li ty is to express an opinion on the Municipality's compliance based on our audit. 

We conducted our audit of compliance in accordance with auditing standards generally accepted in the 
United States of America and the standards applicable to financial audits contained in Government 
Auditing Standards, issued by the Comptroller General of the United States: and OMB Circular A-133. 
Those standards and OMB Circular A-133 require that we plan and perform the audit to obtain 
reasonable assurance about whether noncompliance with the types of compliance requirements referred to 
above that could have a direct and material effect on a major federal program occurred. An audit includes 
examining, on a test basis, evidence about the Municipality's compliance with those requirements and 
performing such other procedures as we considered necessary in the circumstances. We believe that our 
audit provides a reasonable basis for our opinion. Our audit does not provide a legal determination on the 
Municipality's compliance with those requirements. 

In our opinion, the Municipality complied, m all material respects, with the compliance requirements 
referred to above that could have a direct and material effect on each of its major federal programs for 
the year ended June 30, 20 11. However, the results of our auditing procedures disclosed instances 
of noncompliance with those requirements, which are required to be reported in accordance with 
OMB Circular A-133 and which are described in the accompanying Schedule of Findings and 
Questioned Costs as items 11-IU-l , 11-III-2, 11 -III-3, and 11 -ill-4. 
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INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE WITH REQUIREMENTS 
THAT COULD HAVE A DIRECT AND MATERIALEFFECT 

ON EACH MAJOR PROGRAM AA'D ON INTER.~AL CONTROL 
OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133 

(Continuation) 

Internal Control Over Compliance 

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

Our consideration of internal control over compliance was for the limited purpose described in the 
preceding paragraph and was not designed to identify all deficiencies in internal control over compliance 
that might be significant deficiencies or material weaknesses and therefore, there can be no assurance that 
all deficiencies, significant deficiencies, or material weaknesses have been id~ntified: J-J.o".Vever, as 
discussed below, we identified certain deficiencies in internal control over compliance that we consider to 
be material weaknesses and other deficiencies that we consider to be significant deficiencies. 

A deficiency in internal control over compliance exists when the design or operation of a control over 
compliance does not allow management or employees, in the normal course of performing their assigned 
functions, to prevent or detect and correct, noncompliance with a type of compliance requirement of a 
federal program on a timely basis. A material weakness in internal control over compliance is a 
deficiency, or a combination of deficiencies, in internal control over compliance, such that there is a 
reasonable possibility that material noncompliance with a type of compliance requirement of a federal 
program will not be prevented, or detected and corrected, on a timely basis. We consider the deficiencies 
in internal control over compliance described in the accompanying schedule of findings and questioned 
costs as item 11-III-2 to be material weakness. 

A significant deficiency in internal control over compliance is a deficiency, or a combination of 
deficiencies, in internal control over compliance with a type of compliance requirement of a federal 
program that is less severe than a material weakness in internal control over compliance, yet important 
enough to merit attention by those charged with governance. We consider the significant deficiencies in 
internal control over compliance described in the accompanying schedule of findings and questioned costs 
as items 11-ffi-l , 11-ffi-3, and 11-III-4. 

Municipality of Mayagi.iez's responses to the findings identified in our audit are described in the 
accompanying Schedule of Findings and Questioned Costs. We did not audit Municipality ofMayagi.iez's 
responses and, accordingly, we express no opinion on the responses. 
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INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE WITH REQUIREMENTS 
THAT COULD HA VE A DIRECT AND M..4. TERIAL EFFECT 

ON EACH MAJOR PROGRAM AND ON INTERNAL CONTROL 
OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133 

(Continuation) 

This report is intended for the information of the management, municipal legislature, federal awarding 
agencies, state funding agencies and pass-through entities and it is not intended to be and should not 
be used by anyone other than these specified parties. 

December 19, 2011 
San Juan, Puerto Rico 

Stamp No. 2490941 of the Puerto Rico 
Society of Certified Public Accountants 
was affixed to the record copy of this report. 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF MA YAGUEZ 

SCHEDULE OF EXPENDITURES OF FEDERAL AW ARDS 
YEAR ENDED JUNE 30, 2011 

Federal Gra11tor/Pass-through 
Gra11tor/Program or Cluster Title 

U.S. Department of Housing & Urban Development 
(HUD) 

Direct Programs: 
Home Investment Partnership Program 
Community Development Block Grants - Entitlement 

Grants (CDBG) 
Commuruty Development Block Grants - Entitlement 

Grants (CDBG-R) (Recovery Act Funded) 
Section 8 - Housing Choice Voucher 
Housing Opportunities for Persons with AIDS 
Lower Income Housing Assistance Program: 

Emergency Shelter Grants Program 
Homelessness Prevention and Rapid Re-Housing 
·Program (HPRP) (Recovery Act Funded) 

Total U.S. Department of Housing & Urban 
Development 

U.S. Department of Health and Human Services (HHS) 

Direct Program: 
Head Start 
ARRA - Head Start 
Promoting Safe and Stable Families 

Passed-through the P.R. Governor Office: 
Special Programs for the Aging Title III-Part B & C 

Total U.S. Department of Health and Human Services 

U.S. Department of Transportation (DOT) 

Direct Programs: 
Federal Transit Capital Investment Grants 
State Traffic Safety Information System 

Improvement Grants - Cluster 
State and Community Highway Safety - Cluster 

Total U.S. Department of Transportation 

Sub-total 

Continued-

102 

Federal CFDA 
Number 
(Note 2) 

14.239 

14.218 

14.253 
14.871 
14.241 

14.231 

14.257 

93.600 
93.708 
93.556 

93.044 

20.500 

20.610 
20.600 

Pass-through E11tity 
lde11tifyillg Number 

(Note 3) 

NIA 

NIA 

NIA 
NIA 
NIA 

NIA 

NIA 

NIA 
NIA 
NIA 

NIA 

PR89-29-0616-526-F 

NIA 
NIA 

Federal 
Expenditures 

(Notes 1 and 4) 

$1,017,543 

3,743,407 

699,035 
4,235,470 

127,769 

147,543 

552,645 

10,523,412 

7,023,291 
191,974 
624,242 

338,001 
8,1 77,508 

13,705 

80,659 
1,087,987 
1,182,351 

19,883,271 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF MAYAGUEZ 

SCHEDULE OF EXPENDITURES OF FEDERAL AW ARDS 
YEAR ENDED JUNE 30, 2011 

(Continuation) 

Federal CFDA Pass-through Entity 
F edera/ Grantor!Pass-through Number Identifying Number 

Gnmtor/Program or Cluster Title (Note 2) (Note 3) 

Sub-total carried forward 

U.S. Department of Agriculture (USDA} 

Passed-through the Puerto Rico Department of 
Education: 

Child and Adult Care Food Program (CACFP) 10.558 CCC-051 
Total U.S. Department of Agriculture 

U.S. Department of Homeland Security {DHS) 

Direct Program: 
Homeland Security Grant Program 97.067 NIA 

Total U.S. Department of Homeland Security 

U.S. Department of Justice {DO:!) 

Passed - Through the Puerto Rico Justice Department: 
Edward Byrne Memorial Justice Assistance 

16.738 NIA Grants Program - ARRA 
Total U.S. Department of Justice 

U.S. Department of Energy {DOE) 

Direct Program: 
Energy Efficiency and Conservation 

81.125 NIA Block Grant Program (EECBG) - ARRA 
Total U.S. Department of Energy 

Total Expenditures of Federal Awards 

See notes to the Schedule of Federal Financial Awards. 
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Federal 
Expenditures 

(Notes 1 and 4) 

$19,883,271 

715 544 
715 544 

456 350 
456 350 

52,064 
52,064 

50 112 
50,112 

$21 11 S'.11341 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF MAYAGUEZ 

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AW ARDS 
YEAR ENDED JUNE 30, 2011 

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

The accompanying Schedule of Expenditures of Federal Awards includes the federal grant activity 
of the Municipality and is presented on the modified accrual basis of accounting. Expenditures are 
recognized when the related liability is incurred. The information in this schedule is presented in 
accordance with the requirements of OMB Circular A-133, Audits of States, Local Government 
and Nonprofit Organizations. 

2. FEDERAL CFDA NUMBER 

The Catalog of Federal Domestic Assistance (CFDA) Number is a program identification number. 
The first two digits identify the federal department or agency that administers the program and the 
last three numbers are assigned by numerical sequence. 

3. PASS-THROUGH ENTITY IDENTIFYING 

State or local government redistributions of federal awards to the Municipality, \mown as "pass­
through awards" , should be treated by the Municipality as though they were received directly from 
the federal government. OMB Circular A-133 requires the schedule to include the name of the 
pass-through entity and the identifying number assigned by the pass-through entity for federal 
awards received as a sub recipient. Numbers identified as NIA are not applicable or not available. 

4. RECONCILING OF EXPENDITURES PRESENTED IN THE SCHEDULE OF 
EXPENDITURES OF FEDERAL AW ARDS TO THE EXPENDITURES PRESENTED IN 
THE FUNDS STATEMENT 

Amounts included in the accompanying schedule agree with the amounts included in the basic 
financial statements as follows: 

Federal Other Financial 
Fund Assistance Assistance Statements 

Head Start $ 7,943,673 2,082,658 10,026,331 

Other Governmental Funds 
(including transfer out) 13,213,668 1,534,028 14,747,696 

Totals $21,l 51,341 3,616,686 24,114,021 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF MA YAGlfEZ 

SCHEDULE OF FLNDINGS AND QliESTIO!'"ED COSTS 
YEAR ENDED JL'NE 30, 2011 

Section I. Summary of Audit Results 

Part I. Financial Statements 

1. Type of audit reports issued: Unqualified 
2. Internal control over financial reporting: 

•!• Material weakness (es) identified? 
Significant deficiency (ies) identified? 

3. Noncompliance material to financial statement noted? 

Part II. Federal Awards 

1. Internal control over major programs: 

·:· Material weakness (es) identified? 
Significant deficiency (ies) identified? 

2. Type of auditors reports issued on compliance 
for major programs: Unqualified 

3. Any audit findings disclosed that are required to be 
reported in accordance with 510(a) ofOMB Circular A-133? 

4. Identification of major programs: 

Name o(Federal Program or Cluster 

Community Development Block Grants 
Home Investment Partnership Program 
Community Development Block Grant - ARRA 
Program (HPRP) (Recovery Act Funded) 
Section 8 - Housing Choice Voucher 
State and Community Highway Safety - Cluster 

5. Dollar threshold used to distinguish between Type A and 

Type B programs 

6. Auditee qualified as low-risk auditee? 
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_Yes 
_Yes 
_Yes 

...:L.Yes 

...:L. Yes 

_LYes 

_LYes 

__x_ No 
__x_ None reported 
__x_ No 

No 
_ None reported 

No 

CFDA Number (s) 

14.218 
14.239 
14.253 
14.257 
14.871 
20.600 

$634,720 

No 



Section II. 

Program 

-
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF MAY AGLTEZ 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
YEAR ENDED JUNE 30, 2011 

Financial Statement Findings 

Finding 
Number Findings/Non-Compliance 

There were no financial statement findings. 
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Section III. 

Major 
Programs 

CDBG& 
HPRP 

COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF MA YAGUEZ 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
YEAR ENDED JUNE 30, 2011 

Federal Award Findings and Questioned Costs 

Finding 
Number 

11-111-1 

Findings/Non-Compliance 

Cash Management 

Criteria and Condition 

The Cash Management General Requirement of 
Circular OMB 102 requires that funds should include 
procedures to minimize the time elapsed between the 
transfer of funds from the U.S. Treasury and the 
disbursement of funds by the grantee. During our audit 
of the cash received and disbursements of the CDBG 
and HPRP federal programs, we noted disbursements 
elapsing between 8 to 19 days for the CDBG program 
and between 20 to 24 days for the HPRP program. This 
finding is repeated from prior year. 

The Program officials indicated that all disbursement 
supporting documents were completed and submitted 
on time to the Finance Department but, due to the 
complexity and approvals of the transactions the 
payments were issued late. 

The Municipality is not in compliance with the Circular 
OMB-102 cash management requirement. 

Recommendations 

We recommend the Municipality officials to obtain all 
necessary documents approval on time in order to 
release the funds within the time requirement. 
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Section Ill 

Major 
Programs 

CDBG& 
HPRP 

HOME 

COMMONWEALIB OF PUERTO RICO 
MUNICIPALITY OF MAY AGUEZ 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
YEAR ENDED JUNE 30, 2011 

Federal Award Findings and Questioned Costs 

Finding 
Number 

11-III-1 

11-III-2 

Findings/Non-Compliance 

Cash Management (Continuation) 

Management Comments 

We agree with the finding, however; the federal 
program has assigned personnel to the Finance 
Department to follow up on the disbursement 
procedures and, consequently, to speed up the payments 
and comply with the requirements. This action caused 
an improvement in the current year to the CDBH 
program. In relation to the HPRP program one of the 
two payments was late due the new accounting system 
being installed by the Municipality. 

Allowable Costs/Cost Principles 

Criteria and Condition 

During the period from June through November 2010 
the Office of Inspector General for Audit of the U.S. 
Department of Housing and Urban Development 
performed an indeph audit of the Municipality's Home 
Investment Partnerships Program (HOME) and 
determined that the Municipality disbursed more than 
$4.7 million for two activities that did not meet HOME 
Program objectives, $2.6 million for an additional 
activity for which it could not support its compliance 
with HOME program objectives, and $908,000 for 
funds to be assigned to better use. As a result, HUD 
had no assurance that funds were used solely for 
eligible purposes and that HOME program objectives 
were met. The OIG report is dated April 8, 2011. An 
amount of $4. l million is questioned . 
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Questioned 
Costs 
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Section ID. 

Major 
Programs 

HOME 

COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF MAY AGUEZ 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
YEAR ENDED JUNE 30, 2011 

Federal Award Findings and Questioned Costs 

Finding 
Number 

11-ill-2 

Findings/Non-Compliance 

Allowable Costs/Cost Principles 
(Continuation) 

There were various causes that occurred during the 
construction and administration of the two projects but, 
particularly to the Estancias de! Rio Project on which 
121 units were to be constructed, but only 22 were 
completed over more than 10 years construction period. 
Auditors believe that the two main reasons were the 
selection of an un-experienced Community Housing 
Development Organization (CHDO), and that the 
Administration did not follow adequate internal control 
and other procedures including monitoring the project. 

There is a possibility that the Municipality may have to 
reimburse part or all funds from non federal monies. 

Recommendation 

We recommend the Municipality officials hire an 
experienced professional in federal funds to reply with 
sufficient evidence to support the program finding 
disagreements. We have made similar 
recommendations in prior years audit. 
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Programs 

HOME 

COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF MAYAGUEZ 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
YEAR ENDED JUNE 30, 2011 

Federal Award F indings and Questioned Costs 

Finding 
Number 

11-III-2 

Findings/Non-Compliance 

Allowable Costs/Cost Principles 
(Continuation) 

Management Comments 

We are not in agreement with the finding. The 
Municipality's officials has reached an agreement with 
the U.S. Department of Housing and Urban 
Development (HUD) officials to complete the project 
and once it is completed the finding is eliminated. 
Also, the Regional HUD office is working with the 
response submitted by the Municipality with the OIG 
audit with the objective of clearing their findings and 
design a mechanism to the possibility of clearing 
the finding with the substitution of projects. This will 
permit the Municipality not to reimburse any money 
to the federal program. Therefore, an original 
reserve of $3 .2 million proposed by the Auditor does 
not proceed. 

Auditor's Comments 

On letter dated December 5, 2011, the auditor requested 
supporting evidence of the agreement with HUD and 
mechanism indicated above and no reply was received. 
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Section III. 

Mayor 
Program 

HOME 

COMMONWEAL T OF PUERTO RICO 
MUNICIPALITY OF MAYAGUEZ 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
YEAR ENDED JUNE 30, 2011 

Federal Award Findings and Questioned Costs 

Finding 
Number 

11-ID-3 

Findings/Non-Compliance 

Period of Availability of Federal Funds 

Criteria and Condition 

The OMB Circular A-133 , establishes federal awards 
may specify a time period during which the non-federal 
entity may use the federal funds. Where a funding 
period is specified, a non-federal entity may charge to 
the award only costs resulting from obligations incurred 
during the funding period and any pre-award costs 
authorized by the federal awarding agency. The period 
to obligate the award is 24 months and the period to 
expense is S years. During our Test of Availability of 
Federal Funds we found the following exceptions: 

1. For several awards the amount was not 
obligated within 24 months period. 

Grant 
Year 

Fiscal 
Year 

M-08-MC-720206 2008-2009 
M-07-MC-7-20206 2007-2008 
M-06-MC-7-20206 2006-2007 
M-05-MC-7-20206 2005-2006 

Amount 
Granted 

$1,104,744.44 
1,139,937.00 

369,723.00 
1,22 1,414.00 

Total 

Amount 
Not 

Obligated 

$ 180,6 14.40 
85,943 99 
91,947.66 
21 596.53 

$380 I 02 58 

2. For the award M-05-MC-720206, fiscal year 
05-06, for amount granted of $1 ,21 1,414.00, 
the amount of $21,596.53 was not expensed 
within the 5 years period. 

The Municipality officials are not monitoring the 
funding period to ascertain that program fund are 
obligated and expensed within the 24 months and 5 
years periods, respectively. 
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Section III. 

Mayor 
Program 

HOME 

COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF MAYAGUEZ 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
YEAR ENDED JUNE 30, 2011 

Federal Award Findings and Questioned Costs 

Finding 
Number 

11-111-3 

Findings/Non-Compliance 

Period of Availability of Federal Funds 
(Continuation) 

The assigned funds are not used completely within the 
time frame requirement and therefore, could be lost. 

Recommendation 

We recomme nd that the Municipality officials should 
plan and evaluate the use of such funds on time and to 
strengths its procedures and internal control to avoid 
poss ible lost of suc h funds. We also recommend to 
request an approval from HUD to re program those 
funds. 

Management Comments 

We agree with the finding, those un-obligated funds 
will be utilized according to the program needs. 
However, the $21,596 cannot be utilized. The program 
has established additional procedures and internai 
control to ascertain compliance with the federal 
program requirement. 
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Section III. 

Mayor 
Program 

CDBG 

COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF MAY AGUEZ 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
YEAR ENDED JUNE 30, 2011 

Federal Award Findings and Questioned Costs 

Finding 
Number 

11-III-4 

Findings/Non-Compliance 

Program Income Funds 

Criteria and Condition 

Circular A-102, Common Rule Requires that the 
recording of program income is properly recorded in 
the accounting records and the use of the program 
income was in accordance with program requirement. 
Also it requires that federal cash transactions are 
recorded and reported quarterly in FS-272. Our overall 
Test of the Annual Income per the accounting records 
disclosed a difference of $38,759 over the amount 
reported in the FS-272. 

All the receipts are recorded as soon as they are 
received by the federal program but, sometimes the 
remittance to the program to prepare the FS-272 are not 
done on time. In all the four quarters the FS-272 report 
had less than the accounting records in the Finance 
Department. 

The financial information included in the FS-272 is not 
necessary correct. 

Recommendation 

In order to assure that the financial information 
included in the FS-272 is correct a quarterly 
reconciliation should be prepared between the FS-272 
reports and accounting records. 
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Section III. 

Mayor 
Program 

CDBG 

COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF MAYAGLT°EZ 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
YEAR ENDED JUNE 30, 2011 

Federal Award Findings and Questioned Costs 

Finding 
Number 

11-111-4 

Findings/Non-Compliance 

Program Income Funds (Continuation) 

Management Comments 

We do not agree with the finding. The income receipts 
are recorded in the federal program accounting records 
as they are received from the Finance Department. If a 
receipt is not sent by the Finance Department in the 
corresponding quarter it is recorded in the subsequent 
month due to the FS-272 has a time limit to be submitted 
to HUD. 

Auditor's Comments 

According to the auditor's evaluation there is no 
assurance that income receipts sent late by the Finance 
Department are recorded in the subsequent FS-272 
quarterly report. 

Total Questioned Costs 
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Single Audit 

COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF MAYAGUEZ 

PRIOR YEARS FINDINGS AND QUESTIONED COSTS 
For the year ended June 30, 2011 

Report Program Finding No. Finding 

0613012010 CDBG 10-111-1 

CDBH 10-111-2 

Cash Management 

The Cash Management General Requirement of 
Circular OMB I 02 requires that funds should 
include procedures to minimize the time elapsed 
between the transfer of funds from the U.S. 
Treasury and the disbursement of funds by the 
grantee. During our examination of the cash 
received and disbursements of the CDBG 
Federal Program, we noted that a disbursement 
elapsing between 9 to 83 days for the CDBG 
program. This finding is repeated from prior 
year. 

Earmarking 

On 24 CFR, Section 570.205 and 570.206 
(24 CFR, Section 570.200(g) state that 
grantee may not obligate more than 20 
percent of the total grant, plus 20 percent 
of program income received during a 
program year for (PA activities) General 
Administration and Planning Activities. 
During our Earmarking Test we noted the 
following exceptions: 

I . On C04PR26, Financial Summary 
Report for program year 2008, the 
program reported 20.19 percent of 
funds obligated for PA activities, 
representing .19 percent or 
$5,458.25 in excess. 

2. On C04PR26, Financial Summary 
Report for program year 2009, the 
program reported 21.26 percent of 
funds obligated for PA activities, 
representing 1.26 percent or 
$37,276.52 in excess. 
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Current Status 

Finding repeated in the 
current year. (See Finding 
1 1-11 1-1 ). 

There was no Earmarking 
finding in current year. 



Single Audit 

COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF MAY AGUEZ 

PRIOR YEARS FINDINGS AND QUESTIONED COSTS 
For the year ended June 30, 2011 

Report Program Finding No. Finding Current Status 

0613012010 HOME 10-111-3 Period o(Availability o(Federal Funds 

The OMB Circular A-133 . establishes Current year Finding 
federal awards may specify a time period repeated . (See Finding 11 -
during which the non-federal entity may use 111 -3). 
the federal funds. Where a funding period 
is specified, a non-federal entity may charge 
to the award only costs resulting from 
obligations incurred during the funding 
period and any pre-award costs authorized 
by the federal awarding agency. The period 
to obligate the award is 24 months and the 
period to expense is 5 years. During our 
Test of Availability of Federal Funds we 
found the following exceptions: 

1. For the award M-07-MC-720206 
(Fiscal Year 07-08) for $1,139,937.00 
approved, the amount of $162,825.57 
was not obligated within 24 months 
period. 

2. For the award M-06-Mc-720206 (Fiscal 
Year 06-07) for $369,723.00 approved, 
the amount of $91,947.66 was not 
obligated within 24 months period. 

3. For the award M-05-MC-720206 
(Fiscal Year 05-06) for $ 1,665,602.00 
approved, the amount of $21,740.53 
was not obligated within 24 months 
period. 
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Single Audit 
Report 

0613012009 

COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF MAY AGUEZ 

PRIOR YEARS FINDINGS AND QUESTIONED COSTS 
For the year ended June 30, 2011 

Program Finding No. 

HOME 09-111-1 

HOME 09-111-2 

Finding 

Cash Management 

The Cash Management General Requirement of 
Circular OMB 102 requires that funds should 
include procedures to minimize the time elapsed 
between the transfer of funds from the U.S. 
Treasury and the disbursement of funds by the 
grantee. During our examination of the cash 
received and disbursements of the HOME 
Federal Program, we noted that a disbursement 
of $400,000 was disbursement 30 days after the 
monies were received. 

Allowable Costs/Cost Principles 

The OMB Circular A-87, Attachment A, Part C-
2 requires the program expends the moneys in 
an allowable activities and the related costs. 
General principles for Determining Allowable 
Costs under Part C-2, basic guidelines for 
reasonable costs, states that the costs should be 
reasonable in its nature and amount and it does 
not exceed that which would be incurred by a 
prudent person under the circumstances 
prevailing at the time the decision was made. 
During our Test of Eligibility, we noted a case 
where the real property acquired by the 
participant amounted to $90,000 but, the 
available appraisal was for $70,000, which we 
believe is unreasonable and therefore the excess 
of $20,000 over the appraised amount is 
questioned. 
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Current Status 

Current and prior year cash 
management was in 
compl iance. 

Finding still prevails. 
See current year Finding 
II-III-2. 
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Single Audit 
Report 

0613012009 

COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF MAYAGUEZ 

PRIOR YEARS FINDINGS AND QUESTIONED COSTS 
For the year ended June 30, 2011 

Program Finding No. 

HOME 09-111-3 

Head Start 09-111-4 

Finding 

Period o{Availability o{Federal Funds 

The OMB Circular 133, establishes federal 
awards may specify a time period during which 
the non-federal entity may use the Federal 
Funds. Where a funding period is specified, a 
non-federal entity may charge to the award only 
costs resulting from obi igations incurred during 
the funding period and any pre-award costs 
authorized by the federal awarding agency. The 
period to obligate the award is 24 months and 
the period to expended is 5 years. During our 
Test of Availability of Funds we found that for 
the award M-06-Mc-720206 (Fiscal Year 06-
07) for $369,723 approved, the amount of 
$9 1,947.66 was not obligated within 24 months 
period . For the award M-03-MC-720206 
(Fiscal Year 03-04) for $ 1,28 1,958 approved, 
the amount of $15 ,234.98 was not expended 
within 5 years period. 

Special Test and Provisions 

The OMB Circular A-133 requires that Head 
Start Program must comply with applicable 
state and local requirements concerning 
licensing. In our examination, we found that the 
Municipality has not obtained the licenses for 3 
of 15 Head Start Centers Tested from the Puerto 
Rico Fire Department. 
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Current Status 

Finding still prevails. 
See current year finding 11-
111-3. 

Current and prior year 
tests revealed that all 
required licenses were 
updated .. 
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Single Audit 
Report 

0613012008 

COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF MAY AGUEZ 

PRIOR YEARS FINDINGS AND QUESTIONED COSTS 
For the year ended June 30, 2011 

Program Finding No. 

CDBG 
& 

HOME 

HOME 

08-/ll-l 

08-111-2 

Finding 

Cash Management 

The Cash Management General Requirement of 
Circular OMB I 02 requires that funds should 
include procedures to minimize the time elapsed 
between the transfer of funds from the U.S. 
Treasury and the disbursement of funds by the 
Treasury and the disbursement of funds by 
gramee. During our examination of the cash 
received and d isbursements of the CDBG and 
HOME federal programs, we noted 
disbursements elapsing between 7 to 49 days for 
the CDBG program and between 17 to 71 days 
for the HOME program. This finding is 
repeated from prior year. 

Sub-recipient Monitoring 

The OMB Circular A- 133, Part 4-lU, 
Compliance Requirement M requires that the 
audi tor determine if the local government 
(participant) is entering into written agreements 
with sub-recipients which contain the provisions 
in 24 CFR, Section 92.504. Also, the local 
government must conduct reviews and audits of 
the sub-recipients as may be necessary or proper 
to determine whether the sub-recipient has 
committed and expended the HOME funds as 
required by 24 CFR, Section 92.500 and has 
met HOME program requirements particularly 
as they relate to eligible activities, income 
targeting allow ability and matching 
contribution requirements 24 CFR, Section 
92.201 . 

The Municipali ty entered into a written 
agreement with the sub-recipient (developer) 
but is no t reviewing nor auditing the sub­
rec ipient' s performance and, consequently, 
granting the sub-recipient the opportunity to 
avoid compliance with program procedures and 
requirements. This finding is repeated from 
prior year audit. 
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Current Status 

Finding still prevails. See 
current year Finding 11-Ill­
I for the CDBG program. 
For the HOME program 
there was no cash 
management finding tn 

current year. 

Finding still prevai ls. See 
current year Finding 11 -
III-2. Municipality's 
Officials ind icated that 
another developer has 
been hired to complete the 
project within 18 months. 
The sub-recipient has been 
monitored in the ci,irrent 
year. 
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Single Audit 
Report 

0613012007 

COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF MAY AGUEZ 

PRIOR YEARS FINDINGS AND QUESTIONED COSTS 
For the year ended June 30, 2011 

Program 

CDBG 
& 

HOME 

HOME 

Finding No. 

07-111-1 

07-111-2 

Finding 

Cash Management 

The Cash Management General Requirement of 
Circular OMB I 02 requires that funds should 
include procedures to minimize the time elapsed 
between the transfer of funds from the U.S. 
Treasury and the disbursement of funds by the 
grantee. During our examination of the cash 
received and disbursements of the CDBG and 
HOME federal programs, we noted 
disbursements elapsing between I to 49 days for 
the CDBG program and I 03 days for the 
HOME program. 

Sub-recipient Monitoring 

Current Status 

Finding still prevai ls. See 
Current Year Finding 11 -
IIl- 1. 

The OMB Circular A- 133, Part 4-lll, Finding still prevails. See 
Compliance Requirement M requires that the Current Status comments 
auditor determine if the local government on Finding I l -III-2 
(participant) is entering into written agreements 
with sub-recipients which contain the provisions 
in 24 CFR, Section 92.504. Also, the local 
government must conduct reviews and audits of 
the sub-recipients as may be necessary or proper 
to determine whether the sub-recipient has 
committed and expended the HOME funds as 
required by 24 CFR, Section 92.500 and has 
met HOME program requirements particularly 
as they relate to eligible activities, income 
targeting allow ability and matching 
contribution requirements 24 CFR, Section 
92.201. 

The Municipality entered into a written 
agreement with the sub-recipient (developer) 
but is not reviewing nor auditing the sub­
recipient's performance and, consequently, 
granting the sub-recipient the opportunity to 
avoid compliance with program procedures and 
requirements. 

120 



-

-

Single Audit 

COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF MAY AGUEZ 

PRIOR YEARS FINDINGS AND QUESTIONED COSTS 
For the year ended June 30, 2011 

Report Program Finding No. Finding Current Status 

0613012007 HOME 07-111-3 Activities and Costs Allowed or Un-allowed 

The OMB Circular A-133, Part 3, Compliance Finding still prevails. The 
Request A & B, requires that program expend Corrective Action Plan was 
the moneys in allowable activities. However, submitted with letter dated 
we were informed that the sub grantee did not March 26, 2008 but, no 
have any construction during the fiscal year reply has been received. 
2006-2007, because the short financing of the Also see current year 
project has been suspended for approximately Finding 11-III-2 and I l-IJI-
18 months. Nonetheless, payments amounting 3. 
to $109,860 to a windows supplier were made 
which most of them have not been installed and 
are maintained in a warehouse. Also, payment 
amounting to $48,600 and $ 19,500 were made 
for professional and administrative services, 
respectively. 
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