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INDEPENOENT AUDITORS' REPOBT

To the Honorable l\,4ayor and
l\.4unicipal Legislature

lvlunicipality of lvlorovis
lvlorovis, Puerto Rico

We have audited the accompanying fjnancial statements of the governmental activities,
each major fund and the aggregate remaining lund information ol the iilunicipality of
l/orovis, as ol and for the year ended June 30, 2010, which co ectively comprise the
l\ilunicipality's basic financial statem ents, as listed in the table of contents. Thesefinancial
statements are the responsibility of the [/unicipality's management. Our responsibility is to
express opinions on these financial statements based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally
accepted in the United States of Americai the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General ot the
United States. Those slandards 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 pranciples used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides
a reasonable basis for our opinions.

ln our opinion, the financial statements referred to above present fairly, in all material
respects, the respective linancial position of the governmental activities, each major fund
and the aggregate remaining fund inlormation of the [.4unicipalaty of l\rorovisasof June 30,
2010, and the respective changes in financial position, thereof for the year then ended in
conformity with accounting principles generally accepted in the Unjted States of America.

ln accordance with Govenment Auditing Standards. we have also issued a report dated
December 21 , 2010 on our consideration of the Municipality,s internal control over financial
reporting and our tests of its compliance with certain provisions of laws, regulations,
contracts, grants, agreements and other matters. The purpose of that report js to describe
the scope of our testing of internal control over financial reporting and compliance and the
results of that testing, and not to provide an opinion on the internal control over financial
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results of that testinO, and not to provide an opinion on the internalcontrol over financial
reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Slandards and impoi.anl 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 on pages 3 through 9 be presented to supplement
the basic linancial 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 linancial reporting for placing the basic linancial statements
in an appropriate operational, economic, or historical context. We have applied certain
limited procedures to the required supplementary information in accordance with auditing
standards generally accepted in the United States of America, which consisted of inquiries
of management about the meihods 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 obtain during our audit of the basic financial
statements. We do not express an opinion or provide any assurance on the inlormation
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 o[ forming opinions on the financial statements
that collectively comprise the lvlunicipality ot Morovis's financial statements as a whole.
The accompanying schedule ol 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 ot States, LocalGovemments, and Non-Profit Organizations, and is also nol a
required part of the financial statements. Such information is the responsibility of
management and was derived from and relates directly to the underlying accounting and
other records used to prepare the financial statements. The intormation 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 financialstatements themselves. and other additional procedures in accordance with
auditing standards generally accepted in the United States of America. lnouropinion,the
information is fairly stated, in all material respects, in relation to the financial statements as
a whole.

San Juan. Puerto Bico
December 21. 2010
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.IIA N AG E IT E N T'S DISCLSSTON I.VD,t|r',{IT5IS

The luunicipality ol Uorovis (the -\lunicipalily") rliscussirn anrl analy\is has becn dcrignrd wilh the
lbllo!vings goals:

r) Assisl the rcader in fG-using on signiicanr financial ili\ues,
b) Provide an overview of the \lrnicipality s financial acti! iry,
c) Identify changes in the Municipality's financial position (its ibility ro address the nert and \ubsequcnt

)!'rr challengcs).
d) Id.ntify any rnarerial de!iirions liom rhe tlnancitl plan (rhe tpproled budget), and;
e) Identity individual fund is:\[es or conccm!.

S ince the l,lan rge m!'nt s D iscussion and Analysis ( lvr D& A ) is de\i-q ncd io focus on lhe cu rrcnt ) .ar Jct i! ir ic\.
rerultrng cha ges and cuncntly known frcts. please read it in conjuncrion with rhe i\Iunicipality'\ financial

FINANCIAL HIGHLICIITS

. Ihc Slunicipality ner xsscrr decreased by Sg.l9.-]0.1.

. Fund halunce ofgeneralfund drcreased by S901,397.

. Crpital outl:rys amounted to S3,93:.223.

US/NG IIrIS A,ViVUA L REPOR?

'l hir annual reporl conrists of a s('ries of ne$ financial statcments with a change in the f(rus from prevhus
fioancial stalements. The new fcrus is on both the Municipality as a whole (govemmcnl-$ ide) .rnd rhe major
indi,ridual lirnds. Both penipectives (govcmment-wide tnd major lund) nllow lhc user to address rele!irnr
qucstions, bmaden a basis for comparison (year to year or govemment to govemment) and.'nhancc the
Ilunicipality's accountability.

Covernment.\.de Financial Strtements

The Corcrnmeot-Widc Financial Stltcments irre designcd b provide u\crs ofthe linancial nalem!'n!s with a
hroado!en,icwoftheMunicipalily\financcsinamannersimilarloprivirte-\cctorcompirnre\.

The Slxtemenl of Net Assets prc\cnrs infrlrmation on all of the Iluniciprrliry \ .rssers and liabilities. $ ilh the
dilTercncc betueen both ruponetl lL\ net asrets- Ovcrtinle. incrcascs or decreases in netassctr may \erve as r
l\chrl indicrtor of $ herher the financial po\ition of the \lunicipality is impror ing or deterii,ruri|lg

fheSratementof\cti\itiespre\entrintonn.rionsho\ringhowrhcMun;cipalilysnetassetschang.dduring
rhc nrosl reccnt liscal )('a.. ,\ll ch;rnecs in nct is\cl\ ilrc reponed ir:r \u)n rs rhe underlying ercnt gi!ing rise ro
lhe change (rccurs. rc-qa.dle\s of the timing oflhe rclat.'d ca\h llo$\. Thrr. revcnuesand e\pensesilre reF)rled
in thc Statcm.rlt o[,\ctivitic\ lhat will only rcsuh incc\h flows in tirture filcal p(yiods. The Statemcnt of
.\.ti!iti.'s i\ t(^--u\('d on horh lhe gro\s rnd net cost of rariNs activitie's. $hich rre providcd by lhc
gor.'mml:nt'\ gcncral tax and othcr r. t.'no!',i. This ir intended to surnnrarize a,rd \irnplify the uscr's analysir of
eost of vnri()us 1:o\emmcrtal \crvices.
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[' nd Financi{l Slalemcrts

The Fund Financial statemenls pro!ide detailcd informarion tboul lhe ]vrunicipality s most \ignificant linds.

not lhe Municipalily iN a $hole. Ihe IUunicipalily hasonly onekindoffunduhich is lhe govcmment:rl fund'

co\.emmental funds ffe used to xccount foressentially the \ame tunctions reporlad as go!emmental actililies

in the covemment wide Finrncial stateorents. However. unlike the Govemmentwide Fininciil stslements.

Covemment Fund Finrncial Statements focus on ncar lerm inflows and oulllows of \pendxble resources' as

\re as on batances of \p€ndable resources avaihble 3t the end ofthe fiscal yetr. such infofmaiion is usefulin

evrluating the llunicipalily's netr lerm linancial rcquiremcnts.

Because ihe t'()cus of govemmen tal funds is narroucr than lhat oflhe govemment wide llnancial \laEmenls il

is useful to compare rhe in,ormation presented for go\emmental tunds with similar inibrmation presenled for

gov.'mmenra l rct i\ il ics in lhe govcmment $ide linancial\lrlenrents. By iloing so usersoflhe hasic llnancial

itatenrents may berrer undersla[d the long-term impacr of the itlrnicipality's near term financial decisions.

Both of the Golemme[tal Fund Balance Shect and lhe Golcmmental Fund Stltement of Revenucs'

E\pendilures rnd Changes in Fund Balmces provide a reconciliation Io facilitale this comp;rrison bet\r'een

!o!amrnerrlal fund\inJ go\amm(nlal rcll\llic\.

Infrastru(ture Assets

Hisrorically, ir govemment's largest gruup of assets (infraslructure - roads. bridges. tralfic signals,

underground pipes lunless associated with a utililyl, ctc) have not been rePo(ed nor depreciated in

govemment financial \talemcnts. GASB 3,1 requires that these assets be valued and reported within lhe

8(r\cmmental column of lhe Col('mment-Wide Stalements. Additionally. the govcmment must elect to eilher
(a) depreciate these asijets over their etlimated usefirl life or (b) develop a system of asset managemcnt

dcsigned to mainiain the \eNice delivery polential to near perpeluity. lf the govemment develoPs the asset

mrnagement \ystem (the modifi!'d aPproach) which Periodically (al leasl every third year)' by category'

measures ilnd dcnronstrirleli its maintenance of locally estiblished levels ofsenice rtandards' the Sovemmenl
may record its cost of maintenance in lieu of depreciation. The information about the condilion and

maintenance ofcondition of lhe Sorcmment inf-raslnrclure assets should assist tlnmcia, \tatement useIs in

eval xring a l(!-al govemment and its pcrtbrmance over lime. The Municipalhy has clected to depreciile

infm$ructure a!,sets in\tead of tl\iog lhe modified aPproach.

-4-



FINANCIAL ANALYSIS oF THE }IUNICIPALITY -{S A WTIOLE

As ltotcd aarlicr. ncl itsscN ma) sene o!er limc as a useful indicalor ofa go\ernmant's tinalcial position. I he

\tunicipalilv's nct assds ldalcd $ l9.E million a he end of:010. compared lo 5:0.7 million lt thc cnd ollhe
prc! ious tc3r.

lhc l.trgcst portion ofthe N,unicipaliry's net a-sscts consists oflhe in!eslmenl made throughout lhc )cars in

cipilal;ssers ruch &t land. buildings. equipment and iDfrastructure. Ihe !lunicipalit) uses I hlrse crpila I isscls

lo pro\ide scniccs l1r its citizensl consequcolly. these assets are nol available lor linure spending '\hhough'
rltc \lu|licipxlit] s i[\c\lment in ats capilal isscls is rcporlcd nel ofrclalcd debl. il shoL,l hc rroled lhitt lhe

rcsources necdcd lo repa:- lhis debt musl be pro\ided lion! lhe Dehl senice t-und. since lhc.apilsl aJsets

thern*hes cntlnot he Llscd to liquidale these liabilirics. Ihe amounls rcslricled lbr debt scr\ice represcrlls

nother poni( olthe nct as\cls. itnd these are rcsourccs \ubiccl to e\lernal reslrictions tirr the purposcs

e\plaioed abovc.

uunici Filitv of llororis

Cond€nscd Sla(emenl of\cl ,\srets

.lune Jll.l0l0 and 21109

Currcnt asscts

C-apilalassels

Tolalirssets

Cumenl liabililies

\oncunenl liabililics

Iotalliabilities

ln!csted in . pilalassels. el olltlated dcbl

Rcslriclcd

lirrerlricled

$.9{r.:86

1.()9t.7 ti
19.171.951 111.ffi2.519

11. r6.1.667 ll.er)8.871

20t0 2009

5.5:1.8,15

t8.lt9.{1t

$ 7.998.?t3

16,6i9.081

{.1.6t7.791

5.ti16.-51

11.580..121

1.:61.9t1

I t.700.061

J.r7i.7tl

(7.tu:r.716) (5.116.850)

s t9.71).619 S 10.7:8.ell
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( hrnges in Net Assets

lhc n.t assels dccr,rascd b! $949.10.1 in comparison rlilh prior )ear. i\ppro\imately 5_l percenl of the

\tunicipalit)'s tolal r.lcnue cane liom ta\cs \\hile:l percenl resuhed t-rom g.ants r d conlrihuti('ls.

including tcdcral aid. I he \lunicipalil!'s e\penses corer a range ofsenices. lhe largest cxpen5es \\crc lbr
gcDerrlgo\cmnrcnt. ecorromic de\.lopnrcnt. public s.fet} and health alld \rcll'are.

Coni.bnsed St t€menl of Aclirilies

.,une.10,2010 rl|d 2009

Charges lbrscrvices

Ope€ting grants and contributions

Caphal grants and contributions

l\.1un ic ipal licen se lax

Sales and use taEs
Crants and contributions nor resrricred to

rpecific pmglams

Interesr. fines and penahies

fotalre!tnues

Esenses

(ieneml govemntnl

I'ub lic sat-ely

Pub lic housing and lvclfare

C-u fture and recreation

F]Jonomic De!elopmefil

Inrcrcsr on long-termdeht

toinlevenses

Crange in nel rsscls

\ct rsiets, heghniflg olleir

Nel a\rcts. cnd ollear

:0t0 :009

l.08i.q2i

1.561.7i0

1.066.141

zl0r.5%

863.094

9',18.19',7

3.567.5')l

r5s.358

598.tql

.].041.717

6,q{.1J7

7l9.ll8

989.82.1

.1.5:6.10

ll0.5r4

791.017

I 6.7.19. I :.1 t7.825.078

q.fl}l,got

1.617,215

I,t50,78t

9.17.581

3.219,600

m2.907

Ii.517..167

r.i.16.719

1. H.1. t97

8t r..1li

.1.t8t.170

6U5..ltl

r7.698..l]8 18,50:.997

019.10.1)

:0.718.91i

(677.919)

I I ,.106.8,1:

s 19.77).619 5 :0.718.911
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FINANCIAL ANALYSIS OF THE NTUNICIPALITY'S INDIVIDUAL FUNDS

.As noted earlier,lhe Ntunicipality uses fund accounting toensure afld demonstmte complitnce wilh flnance_

related legal requiremeltts.

Govemmental Funds

The focus ofthe Municipality's govemmental funds is to provide informolion on near-term inflows. outflows.

ilnd balances of spendable resources. Such informalion is useful in as*ssing th€ Municipality's financing
requirements. In particulat, unreseoed fund balance may serve as a useful measure of a govemment's net

resources available for spending al the end of the fiscxl year.

As of the end ofthe cunent fiscalyear. the Municipalily's govemmenml funds reponed combined ending fund

bahnces of$l.7 lniltion, a decrease ofSl.5 million in comparison with the prior year. There ar€ reservations of
fund balance cmounting to S,1.8 million. This is the lirnd balance that is not avaihble for new spending

because it has already been committed:

I ) to liquidate conlmcts and purchase orders of the prior fiscal year $0.5 million, and

2) ro pay debt service $l.I million, and

3) io pay for capilal projecN $3.2 million.

The general fund is included within the govemmenlal funds; it is the chiefopernting fund of the Municipality.
As of June 30.2010, rhe general fund has a balance of$(4.1) million. The fund balance decreased by

Sml,897 durios fiscal year 2009-2010.

GENERAL fUND BUDCETARY HICHLIGHTS

over the cour.",e of rhe year. the Municipality council revised the Municipality's budget to reclassify certain

expendilures anrong the differEnt govemmental functions. Such reclassificalions were necessary to provide for
the developments that affected the Municipality's finances.

CAPITAL ASSETS AND DEBT ADNIINISTRATION

Capital Assets

The Municipality's investment in capilal arisets as of June J0, 2010. amounts to S,19.2 million, net of
accumulated deprccialion of $10.E nillion. leaving tr net book value of $38.4 million. This inveslment in
capilalas5tts includes land, buildings, improvements, equipment, inlangibles, infraslructurc and cottstruction

in progress, Infraslruclure assets are items lhal are normally immovable and ofvalueonly tothe stale, such as

ronds. bridges. streets and sidewalks. drainage ryslems, liShiing systems. and similai ilems.

The total increase in the Municipalily's inveslment in capilal assets for lhe cunent fiscal year was bout 5
percent in terms of nel book value. Aclual expenditures to Purchase or construct capital assets were $5.4

million forihe year. Depreciation charges forlhe yeartolaled Sl.3 million.

Ihe Municipaliry llnances a significant ponion of ils construclion activilies through bond issuances. The
prGceds from bond issuances desigmted for constnrction aclilities are committed in its entircty for such

purposris 3nd cannol be used lbr any olher purposes.

-7 -



Doht ..{dministralion

The PLreno Rico Legislature has cslablished a lirnitation for the issuance of gcneri I obligaiion municipalbonds
ind noles tbr ihe paymcnt of which the good fiilh. credit ilnd laxing power of ecch nlunicipality may be
plcdged.

The applicable law elso rrquires rhat in order lbra municipality to be rble (o issue idditional generxl obligation
bonds and notes snch municipality must hnve sufficient 'payment capccity." Act No. 6{ provides rhat a
rnullicipality his suificien( "pryment crpaciry ' to i cur additional general obligarion debt if the deposits in
\uch nrunicipaliiy's Redemplion Fnnd ind the rnnual amounts collected wilh respect lo ruch municipaliry's
Spccixl Additionrl Tax (rs detlned below), .rs projccted by GDB. will bc sulficient to \ervice to maturity the

municipality s oulsranding general obligrtion debt and the rdditionsl proposed general obligarion debt
( Pilment Cxp:rcily').

The Municiprlity i\ rcquircd underapplicable law to levythe Spccial Additional Tax in such amountsas shall
be requift'd for the paylllent of irs general obligation municipal bonds and nores- In addition. principal of and

intercston all gcneml obligatioll municipal bonds lrnd notesandon all municipal notes issued inanticiparion of
lhe issuance ofgeneral obligation bonds issued by the Municipality conslitute r first lien on the Municipality's
Brsic Tar reYenues. Accordingly, the Municipality's Basic Tax revenues would be available lo make debt
\crvice paymenls on geneml obligation municipalbonds and notes to the erlent that the Special AdditionrlTax
levicd by the Municipality, together with moncys on deposit in the Municipality's Redemption Fund, are not
sullicient tocover such debt service. h has never been necessary to rpply Basic Taxes to pay debt service on
geneml obligation debt of rhe Municipality.

ECONONTIC F'ACTORS AND NEXT YEAR'S AUDCETS AND RATES

The ivlunicipalily relies primarily on propeny rnd municipal laxes as well as federal grants to carry out the
govemnrnhl activilies. Hislorically. prope(y and municipal hres have been very prediclable $ith increases

of appror imate ly I 0 percent. Federal grant revc nues may vary if new grints are ovailable but lhe re\ enue also

is lery predictable.

Those fsctors were considered when preparing the Municipalily's budgel for Ihe fiscal yexr l0o9-2010. The

mosr significant change between lhe budget for fiscal ycar 2009-2010 nnd the prior yeff are the following:

. Incrcase in illunicipil Licenre Tix rerenue of SIJ3.g56.

. Dccrease in Grant and CoDtribution .evenuc of5958.619.

. Decrease in Ccncral Govemment.'\pcndilures of 51,057,5:1,1.

. Dee.ec\c in Public Sat'ely e)(pcndilures of 92,-]00,-176.

The increase in Ilunicipal Lic('nse Tax relenue is mainly due to lhc new husine\s e\tablish around lhe lo$n.

The decreasc in Ceneril Co!emment erpenditures is due to decrearie in \alaric\ e\penscs hy ihe reduction of
cnrpL)yment.
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_ FINANCIAL CONTACT

The Il unic ipal ity s financ ial statemenls arc desig ned to pesenl [sers (c ilizefl \, l x \ pa) er\. cu.tomeni, in\ e\ton

_ :tnd c reditors ) r! irh a general overv iew of the Mu n ic ipaliry's flninces and to demonstrate the ltlu n ic ipal ity's
accouotabiliry. If )ou have questions about the reporl or need addilional financial informilion, contacl the

_ 
Municipnlity's Chief Financial officer-

-9-



COMMONWEALTH OF PUERTO RICO

N[UNICIPALITY OF MOBOVIS

STATEMENT OF NET ASSETS
JUNE 30,2O1O

Governmental
Activities. Assets

Cash (Notes 2 and 5)

Cash with fiscal agent (Notes 2 and 5)

Accounts receivable:
Property laxes
Sales laxes and uses

Due from other agencies (Not€ 9)

Capitalassets, net (Not. 11)

Total assels

Liabilitles and N€t Assets

Liabililles
Bank overdrall

Accounts payable and accrued liabiliiies
Due to other agencies (Note 12)

General obligalions:
Bonds
lnterest

Delerred revenues:
irunicipal license tax (Noto '13)

Claims and judgemenis
Accrued inlerest
Noncurrent liabilities: (Noto l5)

Due within one year
Due in more Ihan one year
Iotal liabilities

Nei Ass€ts
lnvestmenl in capilalassets. net ol related debt
Bestricled lor:

Debt service
Capitalprojecls

Unreskicted
Tolal nel assels

Tolal liabililies and nel assels

s 240,730
4.269.098

8.403
32.606

974,008
38,419.44'l

s 43.S44.286

74.884
1.093,748
1 ,741 ,516

335.000
105,734

603,678
66,744

971,409

1,166.317
18.005 637
24.164,667

$ 22,s80.421

1.105.516
3,157.398

(7.063.7r6)
19,779,619

s 43.944.286

The accompanying noles are an integral part of lhese basic linancial slatements.
- 10 -
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COMMONWEALTH OF PUEBTO RICO
MUNICIPALITY OF MOROVIS

RECONCTLIATION OF THE GOVERNMENTAL FUNDS

BALANCE SHEET TO STATEMENT OF NET ASSETS
JUNE 30,2010

Total fund balances - governmenlal funds

- Amounts reported for governmental activilies in lhe stalement
ol net assets are different because:

Capilal assets, net used in governmental activities are
not current financial resources and therefore are not

_ (eporled in the governmental lunds balance sheet

. Some liabilities, including bonds payable, are not due

- and payable in the current period and therelore are not
reported in the funds. (Note 4)

- Net assets of govern mental activities

s 1,725.355

38.4r 9,441

\20.365.177)

$ 19,779.619

The accompanying notes are an integral part of these basic tinancial statements.
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COMMONWEALTH OF PUERTO RICO

MUNICIPALIIY OF MOROVIS

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENOITUHES, AND

CHANGES IN FUND SALANCES OF GOVERNMENTAL FUNDS TO THE STATEMENT

FOR THE FISCAL YEAR ENOED JUNE 30,201O

Net change in lund balances - total governmenlal lunds

Amounts reported for governmental activities in lhe statement ol
activities are dillerent because:

. Governmental funds report capilal oullays as expenditures.
However, in the statement of activities, the cost o, lhose
assets is allocated over their estimated uselul lives and
reported as depreciation expense.

. Depreciation expense on capttal assets is reported in the
statement ol aclivities, but they do not require the use of
current [inancial resources. Therefore, depreciation expense
is not reported as expenditure in governmental lunds.

. Governmental lunds report issuance ol long-term debt as
other financial sources because provides current financial
resources.

. Governmental lunds report principal paymenls on long-term
obligations as expenditures, whereas the principal payments
reduces the long-term obligations in the statement of

. Change in accrued inlerest expense which does not requlre
the use of current financial resources.

. Some expenditures reported in lhe governmental lunds do
not require the use of curent financial resources; therelore.
are not reporled as expense in statement ol activities.

Changes in net assets of governmental activities

s (1,549,068)

3,086,306

(1,305,946)

(1,500,000)

The accompanying notes are an integral part of lhese basic financial statements.
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1.

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOROVIS

NOTES TO THE FINANCIAL STATEMENTS
FOR THE FISCAL YEAH ENOED JUNE 30, 2O1O

OFGANIZATION

The lvlunicipality of Morovis, Puerto Rico (Municipality) was founded in '1818. The
Nlunicipality is a political legal entily with full legislative and administrative faculties in

every affair of the municipal character, with perpetual succession existence and legal
identity, separate and independent from the central government of the
Commonwealth ol Puerto Rico. The Municipality provides a full range of services
including health, public works, environmental control, education, public salety, public
housing and community development, culture, and recreation as well as many other
general and administrative services.

The [/unicipal Government comprises the executive and legislative branches. The
executive power is exercised by the MayoI and the legislative by the Municipal
Assembly, which has 14 members. The members of thes€ branches are elected
every four years in the Puerto Rico generai elections.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accompanying financial statements o, the Municipality have been prepared in
conformity with accounting principles generally accepted in the United States of
America (GAAP) as applicable to governmental entities. The Governmerilal
Accounting Standards Board (GASB) is the accepted standard-setting body for
establishing governmental accounting and financial reporting principles.

The financial inlormation of the Municipality is presented in this report as follows:

. l\,4anagement's Discussion and Analysis ' lntroduces the basic financial
statements and provides an analytical overview of the [,4unicipality's linancial
activities.

. Government - Wide Financial Stalements - The reporting model includes financial
statements prepared using full accrual of accounting for all of the government's
activities. This approach includes not jusl current assets and liabilities, but also
capital assets and long-lerm liabilities (such as buildings and infrastructure,
including bradges and roads, and general obligation debt).

- 18 -
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOROVIS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

. Statement of Net Assets - The statement of net assets is designed to display the
financial position of the Municipality, including capilal assets and infrastructure.
The net assets of the Municipality will be broken down into three categories;
invested in capital assets, net of related debt: restrictedi and unrestracted.

. Statement of Program Activities 'The government - wide statement of activities
report expenses and revenues in a format that focuses on the cost of each of the
government's functions. The expense of individual functions is compared to the
revenues generated directly by the function.

. Budgetary comparison schedules - Demonstrating compliance with the adopted
budgel is an important component of a government's accountability to the public.

Under the reporting model, the Municipality will continue to provide budgetary
comparison intormation in their financial statements. An important change,
however, is a requirement to add the government's original budget io the current
comparison of final budget and actual results.

The following is a summary of the more significant policies.

a. Reporting Entity

ln evaluating how to define the lilunicipality for financial reporting purposes,
management has considered all potential component units. The decision to
include a potential component unit in the reporting entity was made by applying
the provisions of Statement No. 14, "The Financial Reporting Entity", as amended
by GASB Statement No. 39, "Determining Whether Certain Organizations are
Component Unils - an amendment of GASB Statement No. 14" The basic, but
not the only criterion for including a potential component unil within the reporting
entity is if elected officials ol a primary government appoints a voting maiority of
the entity's governing body, and if either one of the following conditions exist: the
primary governmentcan impose its willon the other entityorthe potential exist for
lhe other entity to (1) provide specific linancial benefits to or (2) impose specific
financial burdens on the primary government. A second criterion used in

evaluating potential component units is if the nature and significance of the

relationship between the entity and a primary government are such that to exclude
the entity lrom the financial reporting entity would render the financial statements
misleading or incomPlete.

- 19 -
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOROVIS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOB THE FISCAL YEAR ENDED JUNE 30' 2O1O

GASB Stalement No. 39 provided additional guidance to determine whether

certain organization for which the primary government is not financially

accountable should be reported as components units, A legally separate, tax-

exempt organization should be discretely presented as a component unit il all of

the foilowing criteria are met: (a) the economic resources received or held by the

separate organization are entirely or almost entirely for the direct benelii of the
primary government, its component units, or its constituents; (b) the primary

governmenl, or its component units, is entilled to, or has the ability to otherwise

access, a maiority of the economic resources received or held by the separate

organization, and; (c) the economic resources received or held by an individual

organization that the specific primary government, or its component units, is
entitled to, or has the ability to otherwise access, are significant to the primary

governmenl. GAAP details two methods of presentation: blending the financial

Aata of the component units' balances and transactions in a manner similar to the
presentation of the lvlunicipality's balances and transactions or discrete
presentation of the component units'financial data in columns separate from the
[/tunicipality's balances and transactions. Based on the aforementioned criteria,

the Municipality has no component units

b. Government-Wide and Fund Financial Statements

The government-wide financial statements (i e , the stalement of net assets and

the siatement of changes in net assets) report inlormation on all the activities of
the N.4unicipality. For the most part, the effect of interfund activity has been

removed from these statements. Governmentalactivities are supported mainly by

laxes and intergovernmental revenues.

The statement of activities demonstrates the degree to which the direct expenses

ol a given funciion or segment is offset by program revenues Direct expenses

are those that are clearly identifiable with a specilic function or segment. Program

revenues include 1) charges to customers or applicants who purchase, use, or

directly benefit lrom goods, services, or privileges provided by a given function or

segment and 2) grants and contributions that are restricted to meeting the

op6rationalor capiial requirements ot a particular function or segment. Taxes and

oiher items not properly included among program revenues are reported instead

as general revenues.

The fund Iinancial statements segregate transactions related to certain functions

or activities in separate Iunds in order to aid financial management and to
demonstrate legal compliance. These statements present each major fund as a

-20-
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COMMONWEALTH OF PUERTO FICO
MUNICIPALITY OF MOROVIS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAF ENDED JUNE 30, 2O1O

separate column on the fund financial statements: all non-major funds are
aggregated and presented in a single column.

c. Measurement Focus, Basis ot Accounting and Financial Statement
Presentation

The government-wide financial statements are reported using the ecoromlc
resources measurement locus and the accrualbasis ol accourting. Flevenues are
recorded when earned and expenses are recorded when a liability is incu(ed,
regardless of the timing of related cash flows. Property taxes are recognized as
revenues in the year for which they are levied. Grants and similar items are
recognized as revenue as soon as all eligibility requirements imposed by the
provider have been met.

Governmenial fund financial statements are reported using the current financial
resources measuremenl locus and lhe modified accrual basis of accounting.
Revenues are recognized as soon as they are both measurable and available.
Revenues are considered to be available when they are collectible within the
current period or soon enough lhereafter to pay liabilities ol the current period.
For this purpose, the government considers revenues to be available if they are
collected within the current period or soon enough lhereafter. Expenditures
generally are recorded when a liability is incurred, as underan accrual accounting.
However, debt service expenditures, as well as expenditures related to

compensated absences and claims and judgments, are recorded only when
payment is due.

Property taxes, franchise laxes, licenses, and interest associated with the current
fiscal period are all considered to be susceptible to accrual and so have been
recognized as revenues of the current fiscal period. Only the portion of special
assessments receivable due within the current fiscal period is considered to be

susceptible to accrual as revenue of the current period. All other revenue items
are considered to be measurable and available only when cash is received by the
government.

The L4unicipality reports lhe following major governmental funds:

1) General Fund

This is the operating lund of lhe Municipality and accounts lor all financial
resources, except those required to be accounted for in another fund.
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COMMONWEALTH OF PUERTO FICO
MUNICIPALITY OF MOROVIS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

2) Soecial Fund

This fund is used to account for financial resources derived from capital and
operating 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 lrom year to
year, but are generally restricted to (1) partially subsidy certain qualifying

administrative and operational activities of the Nrunicipality, (2) provide specific
multipurpose services to citizens and (3) finance the acquisition or construction
of capital assets approved by the Commonwealth's Legislature.

3) Debt Service Fund

This fund is used to account for the
made for principal and interest on
governmental lunds.

4) Bonds lssuances Fund

resources accumulated and payments
long{erm general obligation debt of

This fund is used to account the bond issuance from the Government
Development Bank for Puerto Rico. The purpose is for construction ol capital
assets aPProved.

Private-section slandards of accounting and financial reporting issued prior to
December 1, 1989, generally are followed in the government-wide financial
statements to the extent that those standards do not conflict with or contradict
guidance of the Governmental Accounting Standards Board. As a general rule the
effect of interfund activity has been eliminated from the government-wide financial
statements.

Amounts reported as program revenues include 1) charges to customers or
applicants for goods, services, licenses, permits, or privileges provided, 2)

operating grants and contributions, and 3) capital grants and contributions,
including special assessments. lnternally dedicated resources are reported as
general revenuesather than as program revenues. Likewise, general revenues
include all taxes.

When both restricted and unrestricted resources are available for use, it is the
government's policy to use restricted resources first, than unrestricted resources
as they are needed.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOROVIS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAF ENDED JUNE 30' 2O1O

d. Cash and Cash with Fiscal Agent

The [,4unicipality's Finance Director is responsible for investing available

resources. The Municipality is restricled by law to invest only in savings accounts

with banks qualified as a depository of public funds by lhe Puerto Bico Treasury
Department (PRTD) or in instruments of the Government Development Bank for
Puerto Rico (GDB).

Cash with fiscal agent in the capiial projecls fund consists of unused proceeds

from appropriations from the Legislature of Puerto Rico' for lhe payment of current
liabilities, and bonds and notes issued for the acquisition and construction of
maior capital improvements. Cash with fiscal agent in the debt service fund
represents special additional property lax collections retained by the

Commonwealth of Puerto Flico and restricted for the payment of the lvlunicipality's

debt service, as established by law.

e. lntertund Heceivables and Payables

Activity between funds that are representaiive ol lending/borrowing arrangements
outstanding ai the end o, 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). All other outstanding balances

between funds are reported as due to/from other funds

l. Capital Assets

Capital assets, which include property, plant, equipment, and infrastructule (which

is normally immovable and of value only to the [ilunicipality, such as roads,

bridges, streets' sidewalks, and drainage system), are reported in the applicable
governmental or component units columns in the government'wide financial
statements.

Capital assets purchased or acquired are carried at historical cost or estimated

historical cost. Contributed assets are recorded at fair market value as of the date

donated. Additions, improvements and other capital outlays that significantly

extend the usefullife of an asset are capitalized. Othercosts incurred for repairs

and maintenance are expensed as incurred. Depreciation in capital assels is

calculated on the straight-line basis over the following estimated usefully lives:

-23-
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COMMONWEALTH OF PUEBTO RICO
MUNICIPALITY OF MOROVIS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

Building
Buildings and building improvements
Land improvement
Machinery and equiPment
Vehicles
lnfrastructure

Useful Lile

,10-60 years
20-40 years
15-40 years
5-10 years
5-20 years

40-60 years

q. Reservation of Fund Balance

Reservations ol fund balance represent portions of lund balance that are legally

segregated lor a specilic,uture use or are noi appropriated for expenditure' The

N,4unicipality has the following reservations of lund balance:

. Encumbrances

Represent luture expenditures under purchase orders, contracts and other

commrtments. These committed amounts generally will become liabilities in

future periods as the goods or services are received.

. Debt Service

Flepresents net assets available to finance future debt service payments'

. Capital Proiect

Bepresents the reservalion of amounts to be used for future expenditures for

capital proiects under contracts and other commitments. The committed

amounts generally will become liabililies in future periods as the projects are

compleled.

h. Risk Financing

The ,4unicipality carries insurance to cover casualty. theft, tort claims and

other losses. lnsurance policies are negotiated by the Puerto Rico Treasury

Department and costs are allocated among all the municipalities of Puerto

Rico. Cost o, insurance allocated to the Municipality and deducted Irom the
gross property tax collections by the Municipal Bevenue Collection Center (the
:CHlM"1 fo, ihe year ended June 30.2010 amounted to approximately

$2'10,145. The current insurance- policies have not been cancelled or

ORTIZ. RIVERA, RIYERA & CO,
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOROVIS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENOED JUNE 30, 2O.IO

terminated. The CBIM also deducted by S259,298 for workers' compensation
insurance covering all municipal employees.

Compensated Absences

Employees are entitled to 30 days vacations leave and 18 days sick teave per
year. Sick leave is recorded as expendjture in lhe year paid. Employees are
entitled to payment of unused sick leave upon retirement if have been employed
for at least 10 years in the municipal government. On July 1997, state Law 152
supra amended the Article 12.016, Section b (2) of the N/unicipal Law, authorizing
the i/unicipality to pay any excess of vacations and sick leave accumulated over
the maximum previously permitted by law. Calculations must be made until
December 31 of every year. Excess ol sick leave must be paid until lvlarch 31
next every natural year. Excess of vacalions can be paid alter July 'l of every
fiscal year.

Use ot Eslimates

The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make
estimates and assumptions that aflect the reported amounts of assets and
liabilities, and disclosure ol contingent assets and liabilities at the date of the
financial statements and the reported amounts of revenues and
expenditureVexpenses during the reporling period. The most signilicant
estimates consist of the contribution received from the Puerto Rico Electric Power
Authority caused by the delay of the notilication of the actual revenues and
expenditures to the presented in the financial statements of the agencies
mentaoned above.

Future Adoplion of Accounting Pronouncemenls

The Governmental Accounting Standards Board (GASB) has issued the following
statements that the iilunicipality has not yet adopted:

Statement
Number Staiemenl Name

Adoption
Required in
Fiscal Year

2010-1 1

54 Fund Balance Reporting Governmental
Fund Type Definitions
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COMMONWEALTH OF PUERTO BICO
MUNICIPALITY OF MOBOVIS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOB THE FISCAL YEAR ENDEO JUNE 30, 2O1O

Statement
Number Statement Name

Adoption
Required in
Fiscal Year

57 OPEB Measurements by Agent Employers and
Agent Multiple - Employer Ptans 2011-12

59 Financial lnstrument Omnibus 2010-1 1

60 Accounting and Financial Reporting for Service
Concession Arrangements 2O1Z-19

61 The Financial reporting entity: Omnibus - on
amendment of GASB Statements No. 14 and 34 ZO12_1O

The impact ol these statements on the lvlunicipality's financial statements has not
yet been determined.

C. STEWABDSHIP, COMPLIANCE,ANDACCOUNTABILITY

a. Budgetary Control

The Municipality's annual budget is prepared on the budgetary basis of
accounting, which is nol in accordance with GAAP, and represents departmental
appropriations recommended by the Mayor and approved by the Municipal
Legislature prior to the beginning of the fiscal year. Amendments to the budget
require the approval of the lvlunicipal Legislature. Translers of appropdations
within the budget, known as Mayols Besolutions, do not require the approval ol
the i/unicipal Legislature.

The Municipality prepares its annual budget including the operations of the
general and the debt service funds.

Revenues and Expenditures - Budget and Actual (Budgetary Basis), accordingly,
includes only the operations of the general and the debt service funds. The
amounts budgeted under the Special Flevenue Fund were excluded since they are
received and expended over a period of time which generally exceeds the current
yea(.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOROVIS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED}

FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

For budgetary purposes, encumbrance accounting is used. The encumbrances
(i.e.. purchase orders, contracts)are considered expenditures when incurred For

GAAP reportang purposes, encumbrances outstanding at year-end are reported as

reservations oi fund balances and do not constitute expenditures or liabilities

because the commitments will be honored during the subsequent year'

The unencumbered balance of any appropriation at the end of the fiscal year will

lapse at the end ot such fiscal year. Other appropriations, mainly capital proiect

appropriations, are continuing accounts for which the Municipal Legislature has

authorized lhat an unspenl baiance from the prior year is carried forward and

made avarlable for culrent spending.

The annual budget is presented in the Combined Statement of Revenues and

Expenditures - Budget and Actual (Budgetary Basis) is the budget ordinance to

June 30, 20'10 representing the original budget.

BudgeUGAAP Reconciliation

The following schedule presents comparisons of the legally adopted budget with

actual data on a budget basis. Because accounting principles applied for
purposes of developing data on a budget basis differ significantly from those used

to present financial slatements in conformity with GAAP, a reconciliation of entity
and timing differences in the excess of revenues and other financing sources

over expenditures and other financing uses for the year ended June 30, 2010 is
presented below for the general tund and debt service funds:

Excess of expenditures over revenues -

budgetary basis
Enlity dillerences:

Non-budgeted revenues
Non-budgeted exPenditures
Non-budgeted transfer

Timing diflerences:
Pnor year encumbrances recorded as
currenl year expenditures lor GAAP basis
Current year encumbrances recorded as
expenditures lor budgelary basis

Debt
Services

{$ 521,049)

854,607

Excess of revenues over (under) expenditures -

GAAP basis S333.559
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s341,289

1.791.670
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOROVIS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

c. Legal Compliance

The legal level of budgetary control is at the individual department level for
general fund expenditures, and principal and interest due for the debt service
fund.

4. RECONCILIATION OF GOVERNMENT.WIOE AND FUND FINANCIAL
STATEMENTS

The governmental fund balance sheet includes reconciliation between fund balance-
governmental funds and net assets of governmental activities as reported in the
government-wide statement of net assets. One elementof that reconcilialion explains
that some liabilities, including bonds payable, are not due and payable in the current
period and therefore are not reported in the funds. The details of the approximately
$20.4 million differences are as follows:

Bonds payable
Compensated absences
Note payable
Treasury Department
Accrued interest
Christmas bonus
cRll (LrMS)
ASES
Retirement System
General Services Adminiskation

Net adjustment to reduce fund balance governmental funds
to arrive at net assets of governmental activities

DEPOSITS - CUSTOOIAL CREDIT RISK

s15,839,020
1,475,393

695,067
98,631

971,409
221,814

24,308
147,7 54
291,720
600,061

$?0365-UZ

Custodial credit risk is the risk that in the event of a bank lailure, the government,s
deposits may not be returned to it. Under Puerto Rico statutes, public funds
deposited in commercial banks must be fully collateralized for the amount deposited
in excess of federal depository insurance. All securities pledged as collaterals are
held by lhe Secretary of the Treasury of puerto Ftico. ln addition, the Municipality
maintains deposits with the Government Development Bank for puerto Flico (GDBi.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOBOVIS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDEO JUNE 30, 2O1O

The deposits at GDB ol approximately $2,668,6'14 those are restricted principally for
capital projecls, and the $'1.505,241 in the debt service fund are unsecured and
uncollateralized, as no collateral is required to be carried by governmental banks.
The Municipality maintains its investments in two (2) banks located al puerto Rico.
All kind of deposit is guaranleed by the Federal Deposit lnsurance Corporataon
(FDIC). The standard insurance amount limit is $250,000, temporary through
December 31, 2013.

The excess is covered by collateral provided by banks and held by the Treasury
Department of the Commonwealth of Puerto Rico pursuant to applicable laws and
regulations.

PBOPERTY TAXES

The N4unicipal Fievenues Collection Center (CRllil) of the Commonwealth of puerto
Rico is responsible by law for the assessment, levy and collection of all real and
personal property taxes. The tax on personal property is selt assessed by the
taxpayer. The assessment is made in a return which must be filed with the CRIM by
[Iay '15 of each year. The tax on real property is assessed by the CBIM. The
assessment is made as of January 1 of each year and is based on estimated current
values of the property as of year 1957. The tax on personal property must be paid in
full together with the return on or before May 15. The tax on real property is due in
two equal installments in July 1 and January 1, following the assessment date.

The rates are 9.08% lor real property and 7.08o/o for personal property. The
composition is as follows:

Basic property
Additional special property - state
Addilional special property - municipal
Discounts made by state to tax payer

Real Personal

6.00% 4.00%
1 .03% 1 .030./"

2.250b 2.25"h
(0.20e'o) (0.20e,.)

9X8:! 7-A!%

The lilunicipality's basic property tax rate represents the portion which is appropriated
for general purposes and accounted for in the general fund.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOBOVIS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAH ENDED JUNE 30,2O1O

The "Additional special property tax - municipal" is restricted for debt service and
retained by GDB for such purposes and it is recorded as revenue in the Debt Service
Fund when collected by the CRIM and reported to the Municipality.

The "Additional special property tax - state" is collected by the CRIM for the payment
of principal and interest of general obligation bonds and certain other obligations
issued by the state government.

Flesidential real property occupied by its owner is exempt by law from the payment
of property taxes on the first S15,000 of the assessed value. Forsuch exempted
amounts, the Department of Treasury assumes payment of the basic tax to the
lilunicipality, except for property assessed at less than $3,500, for which no
payment is made. Revenue related to the basic tax on exempt property is
recorded in the General Fund when payments are received from the CRllil.

Complete exemption from personal property taxes up to an assessment of $5O,OOO
is granted to merchants with an annual volume of net sales less than S'150,000.

Prior to the beginning of each fiscal year, the CRI[/ informs the Nrunicipality of the
estimated amount of property tax expected to be collected forthe ensuring fiscalyear.
Throughout the year, the CBIM advances funds to the Municipality based on the initial
estimated collections. The 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 amounts actually collected from taxpayers. This
settlement has to be completed on a preliminary basis not Iater than three months
after fiscal year-end, and a final settlement made not later than six months after year
ends. lf the CRll\,4 remits to the Municipality property tax advances, which are less
than the tax actually collected, a receivable from the CRI[/ is recorded at June 30.
However, if advances exceed the amount actually collected by the CRIM, a payable to
the CBIM is recorded at June 30. During July 2002, the l/unicipality entered into a
repayment agreement with GDB and CRlN,l to repay the excess ol property taxes
advances from fiscal years up to 2001 for approximately 9723,333. This amount will
be repaid through advances lrom property taxes (refer to Note 15).

The Municipality has received the preliminary from CBIM related to fiscal year 20Og-
2010. The amount collected from taxpayers and charges by CBllvl of approximately
$6.995 million, more lhan the advances received by the Municipality for the same
period by $6.835 million. Such amount is presenied as intergovernmental receivable
in lhe general fund in the basic financial statements for g'160,470. (See Note 9)
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COMMONWEALTH OF PUEHTO BICO
MUNICIPALITY OF MOROVIS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAF ENDEO JUNE 30,2O1O

MUNICIPAL LICENSE TAX

[,4unicipal License Tax receivables are recorded in the fiscalyear in which payment is
due and, accordingly, represent taxes which are due and uncollected at June 30,
2010. The annual Municipal License Tax is determined based on the gross income of
all commerce and industrial organizations who have operations in the [.4unicipality of
Morovis, and are not totally or partially exempt under the lndustrial lncentive Law ol
Puerto Rico.

An annual return ol business volume should be filed on or before April 15 of each
year and payable in two equal installments due on July 1 and January 1. A discount
of 5% is allowed when full payment is made on or before April 15. The rates of
municipal license in the lvlunicipality of l\.4orovis, are as follows:

Savings and loans associations = 1.50o/"
Financing instilution = 1.50%
Other organizations = .50o/o

The amounts collected in advance are recorded as deferred revenues in the General
Fund. The N/unicipality invoiced and collected in advance during the current year
approximately $603,678, corresponding to the next fiscal year municipal license.

SALES AND USE TAXES

On July 29, 2007 the Commonwealth Legislature approved Act No. 80 ("Act 80,,)
which imposed to all the Municipalities of Puerto Rico a uniform municipal sales and
use tax ot 1 .5olo. Effective August 1, 2007 1ol. of the '1 .5% will be collected by the
lvlunicipalities and the remaining .5% of the 1.5./. will be collected by the Puerto Rico
Department of Treasury.

Act 80 also provides for restrictions on the use of the resources (including the .5 of
L5% collected by the Commonwealth Government) to be invested in sotid waste and
recycling programs, capital improvements and health and public safety costs. Amount
collected by the Commonwealth Government will be deposited in accounts or special
funds in the Governmental Development Bank of Puerto Rico ("GDB"), subject to
restrictions imposed and distributed as follows:

a. .29b ol lhe.5'l" wjll be deposjted in a "l\,4unicipal Development Fund" to finance
costs as restricted by the Act,
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COMMONWEALTH OF PUERTO HICO
MUNICIPALITY OF MOFOVIS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUEO)

FOR THE FISCAL YEAB ENDED JUNE 30, 2O1O

b. .2"b ol the .5'1" will be deposited in a 'Municipal Redemption Fund" to finance
loans to municipalities subject to restrictions imposed by the Act and'

c. .1o./" ot the .59'" will be deposited in a "Municipal lmprovemenl Fund" to finance

capital improvement proiects; these funds will be distributed based on

legislalion from the Commonwealth's Legislature.

9. DUE FROM OTHER AGENCIES

Represents grants and contributions due from local and federal agencies:

CFlllvl ( Preliminary Liquidation 2009-201 0)
CFIIM (Revision of Property Tax 2009-2010)
Labor Oepartment
OCAIVI . SBGP
Acuden - Child Care

Pavable Fund

$ 160,470
108,631
75,532

427 ,095
202.280

$rzr.00B

Amount

$ 75,532
188,850

1,258,453
494.174

$aojf.009

10. INTERFUNO TRANSACTIONS

a. Due From/To Other Funds

The due from and due to other fund balances as of June 30, 2010, are as follows:

Fleceivable Fund

General
Special Fund
Special Fund
Other Governmental

Other Governmental Funds
Other Governmental Funds
General
General
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOROVIS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUEO)

FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

b. lnterfund Transters

Interfund transfers lor the year ended June 30, 2010 consisted ol the lollowing;

Transfer ln Transler Out Amount

Debt Service
General Fund

General
Debt Service

July 1.2009 1nc.43..
aal.ncc

D*r6.se. Jun.30, 20t0

$855,172
565

$855J32

Transfers are used to move receipts restricted to debt service from the fund
collection the receipts to the debt service fund as debt service payments become
due.

11. CAPITAL ASSETS

Capital asset activity for the Municipality for the year ended June 30' 20'10 was as

follows:

Eds!!r-G9v!!!E!!l

Govdnm€nt l A.llvlil€t:

Caprtal asseB, not bernq depr&raled:

Construclion in progress
Tolat capfal sssers, nol berng deprecraled

capilar assers. bem9 deprsraled:
Bu !drnqs rnd buld'ng 

'mpovemehis

vehrcles rnd equ'pmenl

Ioral capnal assels. beLnq depr&raled

Lsss rccumulaled deprec'.non to.
a!rldmqs an.l t)u ld nq mprovemenis

v,arricres rnd equpmenl

Ioral accumllaled derr& anon

TDlal .ap lal assels. beinq deprecrated, nel

Gov.rfloenlal aolrvrlres capilal as.ers. nel

s 5.349.697

----iE:iiEE7

6 l{4,577

---lE6:E6-

963,043
272,O31

r 205 174
1205.174

160,243

------1G6743

----'i53E6ll-

22 AA1 s52

6,,120 60a

5,133 6r5

----nE;Eitr

21.2?2214

s 36639081

.JJ-

23.224

379 094

n 139 052

;t25.316

----'i67rtlF

25 361 296
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COMMONWEALTH OF PUEFTO RICO
MUNICIPALITY OF MOBOVIS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAB ENDEO JUNE 30, 2O1O

12. DUE TO OTHEF AGENCIES

Due to other agencies at June 30, 2010 are as follows:

Puerto Rico Water and Sewer Authority
Puerto Bico Fletirement System Administration
Puerto Rico Treasury DePartment
Puerto Rico Labor Department
General Services Administration
lnternal Revenue Service

Total

Bondg

$720,000 series of 1999, payable in annual installments of
S1O.O0O to $65,000 until January 1 , 2023, interest at 7%.

$2,125,000 series of 2003, payable in annual installments ol
$35,000 to $165,000 until January 1, 2027, interest at 6.5'1..

13.

14.

'15.

DEFERRED FEVENUES

Municipal License Tax

The deferred revenues of $603,678 in the general fund related to municipal license

tax collected in fiscal year 2OO9-10 that will be earned in fiscal year 2010-1 1 .

INTERGOVERNMENTAL REVENUES

lntergovernmental revenues consist mainly of collections lrom the Commonwealth of

Puerio Rico and the CRllvl, payments in lieu of taxes from the Puerto Flico Electric

Power Authority and federal financial assistance received from the federal
government.

LONG.TERM DEBTS

Bonds and other long-term liabilities outstanding at June 30, 2010 are as follows:

$ 32,4ss
222,064
967,065
137,659
264,774
1 17.499

$12!1110

$ 520,000

1,760,000
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COMMONWEALTH OF PUEBTO RICO
MUNICIPALITY OF MOROVIS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUEO)

FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

S2,485,000 series of 2003, payable in annual installments of

S3O,OOO to $19O,OOO until July 1 , 2027, interest at 6.55"/". $ 2'070'000

52,OO9,O2O series ol 2009, payable in annual installments of

$200,000 to $309,020 until July 1, 2018, interest from 4.75%

to 7.5o./o. 2'009,020

$2,305.000 series ol2OO3, payable in annual installments ol
$4O,OOO to $18O,OOO until July 1, 2022, interest at 6 5%. 1,915,000

$5O5,OOO series of 2004, payable in annual installments of

$1O,OOO to $4O,OOO until July 'l , 2029, interest al 6%. 445,000

$89O,OOO series of 2006, payable in annual installments of
$50,OOO to S1O5,OOO until July 1, 2018, interest at to 7%. 670,000

$31O,ooo series oI 2006, payable in annual installments ot
$35,000 to $55,000 until July 1 , 20'13, interest from 6.48%
to7y". 150,000

$155.000 series or 2006, payable in annual installments of
$2O.OOO to $25,000 until July 1 , 2013, interest from 6.48%
to77o. 75'000

$355.000 series ot 2008, payable in annual installments of
$4O,OOO to $60,000 until July 1 , 2014, inlerest from 3.93'/"
to 7.50./". 225,0OO

$195,000 series of 2008, payable in annual installments of
S1O,OO0 to $25,000 until July '1 

, 20'19, interest from 3.93%

lo7eb. 160,000

5995.ooo series of 2008, payable in annual installments of
$1O,O0O to $85,000 until July 1, 2032, interest from 3.93%
toz"/". 965,000

$2.750.000 series of 2009, payable in annual installments of
$45,000 to $235,000 until July 1 , 2032' inletest lrom 2.42"k
to 7.5'/". 2'660'000
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOROVIS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENOED JUNE 30,2O1O

5840.000 series of 2009, payable in annual installments oI
$30,000 to S95,000 until July 1, 2024, interest from 4.75!6
to 7.59/..

S750,000 series of 2009, payable in annual installments of
$10,000 to 570.000 until July 'l , 2029, interest lrom 6.0096
to 7.so,i,.

$750.000 series of 2009, payable in annual installments of
$85,000 to $130,000 until July 1 , 2016, interest from 4.75olo
to 6.5%.

Total bonds payable

Note Pavable

Note payable of $759,770 represenls a repayment agreement
with GDB and CBlN,1 to repay the excess of property taxes
advances from fiscal years up to 2001. The CRIM will retain the
principal and interest from the property taxes advances. The
amounts retained by CBli/ will be remitted to GDB on July I
of each year through 2032. The repayment agreement is
payable in annual aggregate principal installments of $58,250
including interest at 6.1875o/o.

Other Lono-term Debts

CFIM LIMS - payable in annual installments of $17,179
until 2012.

Treasury Department - payable in annual installments of
$49,296, until 2012.

Fletirement System Administration - payable in monthly
installments of $17,000, until 2012.

Due to ASES
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOROVIS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

General Services Adminislraiion - payable in monthly
installments of $10,000 until November 2015.

Total other long-lerm debts

The annual debt service requirements for the bonds
June 30, 2010, are as follows:

Bonds

$ 600.061

$ LL02-4Z|

payable and note Payable at

Noles Payable

2011

2012

2013

2014

2015

2016-2020

2021-2025

2026-2030

2031-2035

Princlpal

s 645,000

895,000

9s5.000

930,000

930.000

4,485,020

3,760.000

2,620.000

615,000

$ 928.638

894,391

a36,242

786,757

739,273

2,921,666

1,776,039

645,732

70,125

$ 15,479

16,451

17,485

18,583

19,751

119,008

161,399

218.889

lnterest Principal lnlerest

$ 42,771

41,799

40,765

39,666

38,586

172,244

129,853

72,363

8,484

s 695,067 $ 586.531s 15.839.020

Long.term liability activity lor the year ended June 30' 2010 was as follows:

s I598.863

orhr r6rxr-lm rrarrltl..:

rler'em..t sy:rem adnr.rsrab
Ger.r^r Satu'ces Aah 'shnon

Con'pe.sared nta€nce3

-l!J!94L
s r 5.a3r om s 6.5 000

372317 s 
'e.!7r.r51 

5I i66317
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOROVIS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

,I6. RETIREMENT PLAN

a. Plan Description

The Employee's Retirement System ol the Government ot Puerto Rico and its

lnstrument;lities (EFIS) is the administrator of a cost'sharing multiple-employer

reiirement syslem established by the Commonwealth of Puerto Flico The System

was created under the ACT 447, approved on lilay 15, 1951 , as amended, and

became effective on January 1, 1952.

EFiS covers all regular employees of the Commonwealth ol Puerto Bico and its
instrumentalities and of cerlain municipalities and components units not covered

by their own retirement's systems.

Participation is mandatory except for members of the Legislature, Government
Secretaries, Heads for Agencies and Public lnstrumentalities, Assistants to the

Governor, the Comptroller of Puerto Rico, Gubernatorial Board and Committee
appointees and Experimental Service Station employees.

ERS provides retirement, death and disability benefits Disability retirement

benefits are available to members for occupational and non-occupational

disabilities. Retirement benefits depend upon age at retiremeni and number of
years of credited service. Benelits vest after ten years of plan participation'

Members who have attained an age of at least fifty{ive (55) years and have

completed at least twentyjive (25) years of creditable service or members who
have attained an age of al least fifty-eight (58) years and have completed at least

fifty-eight (58) years and have completed at least ten (10) years of creditable
service, are entitled to an annual benefit, payable monthly for life

The amounts of the annuity will be one and one-half percent of the average

compensation muliiplied by the number of years of creditable service up to twenty
years, plus 29lo ot the average compensation multiplied by the number of years of
ireditable service in excess of twenty years. ln no case the annuity will be less

than $200 Per month
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOROVIS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

Participants who have completed at least thirty (30) years of creditable service are

entitled to receive the Merit Annuity. Participants who have not attained fiftyjive
(55) years ot age will receive 650,/0 of the average compensation or if they have

attained liftyjive (55) years of age will receive 75% of the average compensation.

Disability retirement benefits are available to members for occupational and non-

occupationai disability. However, for non-occupational disability a member must

have at least ten (10) years of service.

No benefit is payable il the participant receives a retund ol his accumulated

contributions.

On September 24, 1999, an amendment to Act No. 447 ot May '15, 1951,which

created ERS, was enacted with the purpose of establishing a new pension

program (System 2OOO). Employees participating in the current syste-m as of

bec!mber 5t, 1999, may elect to stay in the detined benefit plan or transferto the

new program. Persons joining the [iunicipality on or atter January 2000' will only

be aitowed to become members of System 2000. System 2000 will Ieduce the
retirement age from 65 years to 60 for those employees who joined the current
plan on or after April 1, 1990.

System 2ooo is a hybrid defined contribution plan, also known as a cash balance
plan. Under this new plan, there will be a pool of pension assels, which will be

invested by EFIS, together with those of the current defined benefit plan. Benefits

at retirement age will not be guaranteed by the Commonwealth of Puerto Rico'

The annuity will be based on a formula which assumes that each year the

employee'scontribution (with a minimum of 8 275% of the employee's salary upon

to a miximum of 1O%) will be invested in an account which will be either: (1) earn

a fixed rate based on the hvo-year Constant Maturity Treasury Note or, (2) earn

rate equal lo 75"/" ol the return of the ERS'S investment portfolio (net of
management fees), or (3) earn a combination of both altelnatives Participants

will reieive periodic account statements similar to those of defined contribution
plans showing their accrued balances Oisability pensions will not be granted

under System 2OOo. The employer's contribution 19.275ok ot the employee's
salary) will be used to fund the current plan.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOROVIS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENOED JUNE 30, 2O1O

b, Contribution Flequirements

Commonwealth legislation requires employees to contribute 5.77506 of gross
salary up to $6,600 plus 8.275'k ot gross salary in excess of $6,600. The
Municipality's contributions ate 9.275"L of gross salary. Contributions'
requirements are established by law. The actuarially determined conlribution
requirement and contributions actually made for the year ended June 30, 2010
was approximately $425,844. The Municipality's payrollfor employees covered by
ERS was approximately 54.6 million. The l/unicipality total payroll for all
employees was approximately $6.7 million.

Additional information on the ERS is provided in its financial statements for the
year ended June 30, 2010, a copy of which can be obtained from the ERS,
Minillas Station, PO Box 42003, San Juan, PR 00940.

17. RISK MANAGEMENT

The Flisk Management Division of the Municipality's Legal Department is responsible
ot assuring that the Municipality's property is properly insured. Annually, the Risk
lvlanagement Division compiles the information of all property owned and its
respective market value. After evaluating this information, the Risk Management
Division submits the data regarding the Municipality's properties to the Area of Public
lnsurance at the Oepartment of the Treasury of the Commonwealth ol Puerio Flico
who is responsible for purchasing all property and casualty insurance policies of all
municipalities,

18. LEASES

Operating Leases

Leasing Arrangement with the N4unicipality as Lessor:

a. The Municipality leases spaces in its Market Place and Transportation center
under operating lease agreements with terms ranging lrom one to five years.

b. Total income from leases during the year ended June 30,2010 was approximately
s13,390.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOROVIS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUEO)
FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

c. The Municipality retains title to its leased property. The lessee pays taxes,
licenses, insurance, and maintenance costs of the leased assets.

Leasang arrangements with the Municipality as lessee:

The Municipality is obligated under noncancellable operational leases, with periods
not longer than one year.

CONTINGENCIES

a. The i/unicipality receives Federal Grants for specific purposes that are subiect to
review and audit by the grantor agencies. Although such audits could generate
expenditure disallowances under the terms of the grants, management believes
that any required reimbursements would not be material.

b. The l/unicipality is a defendant and/or co-defendant in various lawsuits which
claims for actual damages. Some of these lawsuits are covered by insurance.
The [/unicipality's management and outside counsels believe that is probable that
any potential liability that might exist, if any, in excess of the insurance, will nol
affect significantly the financial position ot the lilunicipality.

COMMITMENTS

The lilunicipality of lvlorovis had several planned construction projects as of June 30,
2010. These projects are evidenced by contractual commitments with contractors.
The construction projects are commitments of the Other Governmental funds that
amounted to approximately $1,421,120.
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF MOROVIS

SCHEDULE OF EXPENOITURES OF FEDERAL AWARDS

FOR THE FISCAL YEAB ENOED JUNE 30, 2O1O

Federal Grantor/Program Title

Fede,al Federal
CFDA Oisbursementd
Number Expendiiures

U.S. Department ol Housing and Urban
Development (HUD)

- Section I Housing Choice Vouchers
Pass-through Commissioner Ollice of [runicipal
Aflairs - Community Development

- Community Development Block Grants/Stale's
Program (SBGP)

Community Development Block Grants/State's
- Program(CDBG-R) (Recovery Act Funded)

Pass-through the Office ol Administration for
Children and Families

- Homelessness Prevention and RaDid Re-Housino
Program (HPRP) (Hecovery Act Funded)

ublotal U.S. DePartment ot HUD

U.S. Department ot Agriculture
Pass-lhrough Governor's Oflice of Child Services

and Community DeveloPment
Child and Adull Care Food Program

_ Subtotal U.S. Department of Agriculture

U.S. Departmenl ol Health and Human Serviceg

_ (HHS)

Pass-lhrough the Oflice of Adminislration for
Children and Families

- Child Care and Development Block Grant

14.a71 $ 403,535

14.224

14.255

606,328

244,979

14.257

10.558

93.575

33,927
1.288,769

67.249
67,249

804,635
3.150ARBA - Child Care and Development Block Grant 93.715

Subtotal U.S. DePartmeni of HHS

TOTAL

807,785

s 2,163,803

See notes to Schedule oI Expenditures of Federal Awards.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOROVIS

NOTES TO SCHEDULE OF EXPENOITUFES OF FEDERAL AWARDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

.I. SIGNIFICANTACCOUNTINGPOLICIES

The accompanyinq Schedule of Expendilures of Federal Awards is a summary ol the

activity of the Municipality of Morovis'federal award programs presented on the

- modified accrual basis of accounting in accordance with accounting principles

generally accepted in the United States of America.

- 2. BASIS OF PRESENTATION

The expenditures ol the schedule are included in the Municipality's basic financial

- statements. The reconciliation of expenditures in the basic financial statements to the

Schedule of Expenditures ol Federal Awards is as follows;

Exoenditures

fotal federal expenditures per schedule $?'16!1803

Federal expenditures per basic financial statements included
within:

Federal expendilures included in other governmental funds $2l€3JlA3
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INDEPENDENT AUDITORS' REPORT ON INTEFNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE ANO OTHER MATTERS

BASEO ON AN AUOIT OF FINANCIAL STATEMENTS PERFORMED
IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the Honorable Mayor
and l\4unicipal Legislature

lvlunicipality of Morovis
lvlorovis, Puerto Flico

We have audited lhe linancial statements of the governmental activities, each major fund
and the aggregate remaining fund information ol the Municipality of Morovis as of and
tor the year ended June 30, 2010, which collectively comprise the lvlunicipality of l\.4orovis'
basic financial statements, and have issued our report thereon dated December 2'1,
2010. We conducted our audit in accordance wath 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 Generalof the United States.

lnternal Conlrol over Financial Beoortino

ln planning and performing our audit, w6 considered Municipality of i/orovis' internal
control over financial reporting a basis for designing our auditing procedures for th6
purpose of expressing our opinion on the financial statements, but not for the purpose of
expressing an opinion on the effectiveness of the lvlunicipality of Morovis' internal control
over financial reporting. Accordingly, we do not express an opinion on the effectiveness ol
the Municipality ol Morovis' internal control over linancial 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 ol performing their assigned
functions, to prevent or detect misstatements on a timely basis. A material weakness is a
control deficiency, or combination of deficiencies, in internal control, such that there is a
reasonable possibility that a material misstatements of lhe entity's financial statements will
not be prevented, or detected and corrected on a timely basis.

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

Comoliance and Other l/atters

As part ot obtaining reasonable assurance about whether lhe lvlunicipality ol Morovis s

linancial statements are free of material misstatement, we performed tests of its
compliance with certain provisions ol laws, regulations, contracts and grant agreements'
noncompliance with which could have a direct and material eflect on the determination ot
financiai 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 test disclosed no instances of noncompliance or other matters

that are required to be reported lndet Governmenl Auditing Slandards.

We noted certain matters that we have reported to management of the lvlunicipality of

Morovis in a separate letter dated December 21 , 20'10.

This report is intended solely for the inlormation and use of the audit committee'

Commissioner Office of Municipal Affairs, management and the federal awarding agencies

and passlhrough entities and is not intended to be and should not be used by anyone

other than these specified parties.

fA,,^oli,.u tr (-,San Juan. Puerto Rico
December 21 , 20'10

The stamp 2586320
lo lhe origrnal ot lh s r
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INDEPENDENT AUDITOBS' REPORT ON COMPLIANCE WITH
REOUIREMENTS THAT COULD HAVE A DIRECT AND MATERIAL

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

To the Honorable Mayor
and Municipal Legislature

Municipality of Morovis
Morovis, Puerto Fiico

Compliance

We have audited Municipality of l\.4orovis's compliance with the types of compliance
requirements described in the U. S. Ollice ol Management and Budget (OMB) Circular A'
133 Compliance Supplement that could have a direct and material effect on each
l,4unicipality of lvlorovis' maior federal programs for the year ended June 30, 2010.
Municipality of lvlorovis' major federal programs are identified in the summary ot auditor's
results section of the accompanying schedule of findings and questioned costs.
Compliance with the requirements of laws, regulations, contracts and grants applicable to
each of its major federal programs is the responsibility of lvlunicipality of l,4orovis
management. Our responsibility is to express and opinion on lvlunicipality of lvlorovis'

compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally
accepted in the United States of Americai the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of the
United States: and O[/B Circular A- 133. Those standardsand OMB CircularA-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 maior federal program occurred. An audit inciudes
examining, on a test basis, evidence about lvlunicipality of lvlorovis' compliance with those
requirements and performing such other procedures as we considered necessary in the
circumstances. We believe that our audii provides a reasonable basis for our opinion. Our
audit does not provide a legal determination on lvlunicipality of l\,lorovis compliance with
those requirements 
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As described in items 1O-1 to 10-5 in the accompanying Schedule of findings and
questioned cost, l\4unicipality of lMorovis did not comply with requirements regarding cash
management, reporting, allowable costs, period of availabalaty of lederal funds, equipment
and real property management, special test and provisions that are applicable to its SBGP
program. Compliance with such requirements is necessary, in our opinion, for l\y'unicipality
of l\.4orovis to comply with the requirements applicable to that program.

ln our opinion, except for the noncompliance described in the preceding paragraph, the
Municipality of l\.4orovis complied, in all material respects, with the compliance requirements
referred to above that could have a direct and malerial etlect on each of its major lederal
programs for lhe year ended June 30, 20'10.

lnternal Control over Compliance

The management of l\,4unicipality of Morovis is responsible for estabiishing and majntaining
effective internal control over compliance with the requirements of Iaws, regulations,
contracts and grants applicable to federal programs. In planning and perform ing our audit,
we considered lvlunicipality of l\4orovis intemal control over compliance wilh requiremenls
that could have a direct and material effect on a maior federal program to determine the
auditing procedures for the purpose of expressing our opinion on compliance and to test
and report on internal control over compliance in accordance with OIVIB Circular A'133, but
not for the purpose of expressing an opinion on lhe effectiveness of internal control over
compliance. Accordingly, we do not express an opinion on the effectiveness of the
lvlunicipality's internal control over compliance.

A deliciency 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
pertorming their assigned lunctions, to prevent or detect and co(ect noncompliance with a

type of compiiance requirement of a federal program on a timely basis A material
weakness in internal control over compliance is a deficiency, or combination of
deficiencies, in internal control over compliance, such that there is a reasonable possibility

that material noncompliance with a type ol compliance requirement of a federal program

will not tle prevented, or detected and corrected, on a timely basis. We consider the
deficiencies in internalcontrol over compliance described in the accompanying schedule of
findings and questioned cosls as item 10-1 to be material weakness.

A signilicant deficiency in intemalcontrolover compliance is a deliciency. or a combination
of deticiencies. in inlernal 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 deficiencies in internal control over compliance described in the
accompanying schedule ot lindings and questioned costs as itemsl l0-2 to 10-5 to be
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signif icant def iciencies.

Municipality's responses to the lindings identilied in our audit are described in the

accompanying schedule of findings and questioned costs. We did not audit Municipality's
response and, accordingly, we express no opinion on it.

This report is intended solely for the information of the management' Commissioner Office

of Municipal Affairs, others within the entity and the federal awarding agencies and pass-

through entities and is not intended to be and should not be used by anyone other than

these specified parties.

/\ r -i.,u,iiA:.-,r,0 \ L.San Juan. Puerto Bico
December 21 , 2010

The stamp 2586321 was
lo the originalol lhis

tuw
ffim
frr

-48-

ORTIZ. RIVERA. RIVERA & CO,

Suirelil.POBo\?0150.SinJuan.PR009lc7l5n.Phon.1787)ri68il.1.F 1787rli]l)561



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOROVIS

SCHEDULE OF FINOINGS AND QUESTIONED COSTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

1. SUMMARY OF AUDIT RESULTS

a, The auditors' report expresses an unqualified opinion on the basic financial

statements of the Municipality of Morovis.

b. There were no significant deficiencies on internal controls.

c, No instances of noncomptiance material to the financial statements of
Municipality of Morovis were disclosed during the audit.

d. There were no significant deliciencies on internal controls over major programs.

e. The auditors' report on compliance with requirements applicable to lederal
award programs for [,4unicipality of lvlorovis expresses a qualified opinion on
SBGP and CDBG-R and, an unqualilied opinion on Child Care and Development
Block Grant and Section 8-Housing Choice Vouchers.

L Audit findings' related to the maior federal award programs for N/unicipality ot
Morovis are reported in number 3 of this schedule.

g. The programs tested as major programs included:

. SBGP - CFDA No. 14.228

. CDBG-R (Flecovery Act Funded) - CFDA No. 14.255

. Child Care and Development Block Grant - CFDA No 93.575

. AHFA - Child Care and Development Block Grant - CFOA No. 93 715

. Section 8 Housing Choice Vouchers - CFDA No. 14.871

h. The threshold for distinguishing types A and B programs was $300,000

i. Municipality of Morovis was delermined to be a high-risk auditee.

2. FINDINGS. FINANCIAL STATEMENTS AUDIT

None
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOROVIS

SCHEDULE OF FINDINGS AND OUESTIONED COSTS (CONTINUED)
FOR THE FISCAL YEAR ENOED JUNE 30, 2O1O

3. FINDINGS ANO OUESTIONEO COSTS - MAJOB FEDERAL AWARD PROGRAM
AUDIT

a. SBGP CFDA No.14.228

. Condition l0-1

We observed thal the general fund of the Municipality due $155,970 as of
June 30, 2010 for Ioans made during the fiscal year.

Criteria

Based on 24 CFR Section 570.207, ineligible activities, expenses to carry out
the regular responsibilities ot the unil of general local government are not
eliqible for assistance under this part.

Cause

The Municipality need additional funds for it's immediate needs ol the general

fund and not aware with federal restrictions with federal lunds.

Effect

The Municipality is not in compliance with Agency regulations.

Recommendation

The l'rlunicipality should reimburse the amounl due and avoid this procedure
immediately.

Questioned Costs
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOROVIS

SGHEDULE OF FINOINGS AND OUESTIONED COSTS (CONTINUED}
FOF THE FISCAL YEAR ENDED JUNE 30, 2O1O

. Condition 10-2

The SBGP program does not maintain accounting books in order to verily
the financial information submitted in the quarterly reports were correct

Criteria

Based on the Memorandum 2002-15 of the pass-through agency
Commissioner Oflice of Municipal Affairs the SBGP program should submit
quarterly financial reports. Those reports should include the financial
information and should be documented in the accounting record ol the
lMunicipality.

Cause

The Municipality does not maintain accounting records as required by the
Agency.

Effect

The Municipality is not in compliance with Agency regulations and the
accounting intormation cannot be verilied.

Recommendation

The Nlunicipality should establish procedures in order to register the
accounting information daily and by each year proglam in order to have
actualized the f inancial information.

Ouestioned Costs

None
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOROVIS

SCHEDULE OF FINOINGS ANO QUESTIONEO COSTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

. Condition 10-3

The contracts made into lhe Office of Commissionerof lvlunicipalAffairs and
the [4unicipality, for the year program 2005 and 2006, ended during 2009.
The extensions were requested over 100 days overdue, resulting that the
program was operating without a valid contracts.

Cause

The federal program did not maintain a due date schedule for request the
extension for the contracts.

Eflect

The program is not in compliance with the OCAN,'| contract clauses. The
program operates without a valid contract.

Criteria

The federal funds of SBGP can be available through a signed contract into
the Municipality and OCAM for each program year. Based on one oI the
clauses o, the SBGP Program 2005 contract, the funds are available for 18
months alter the contract is signed. Then, based on fourth clause, the
Munacipality can request an extension that should be realized at least 45
days belore the contract ends.

Recommendation

The Federal Program Office should establish a due date schedule for
monitoring the due date of each program year contract in order to requesl
the extensions into the time required.

Ouestioned Cost

None
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOROVIS

SCHEDULE OF FINDINGS AND OUESTIONED COSTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

. Condition 10-4

The Proqram lncome Beport for 2009-2010 was not prepared and
submitted to the Agency on time.

Cause

The reporl was not prepared on time.

Effect

The program is not in compliance with the program income regulations.

Criteria

Based on OCAI,I Circular 2007-17, a program income report should be
submitted on or before July 31 of each fiscal year.

Recommendation

The Federal Proqram Offices should establish a schedule of the due date
of the required reports by the Agency in order to comply with all ol them.

Queslioned Cost

$q
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOROVIS

SCHEDULE OF FINDINGS AND OUESTIONED COSTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

b. CDBG-R - CFOA No. 14.255

. Condition '10-5

The N4unicipatity did not open a separate bank account for the CDBG-R
federal funds (Recovery Act Funded).

Criteria

Based on the Memorandum 2009-21 ot the pass-through agency
Commissioner Olfice of Municipal Affairs, is required a new bank account
diflerent to the regular SBGP funds.

Cause

The Municipality is not aware with the regulations.

Effect

The program is nol in complaints with federal regulation. ln addition, the
segregation of accountability was more difficult.

Flecommendation

The Federal Program Offices should aware that the lederal program must
be managed on bank account separately.

Questioned Cost

$q
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOROVIS

SCHEDULE OF STATUS OF PRIOR YEAR
AUDIT FINDINGS AND QUESTIONED COSTS

FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

During the current examination, follow-up was given to the findings informed to the

Municipality in prior years. lt was noted lhat corrective action has been taken, except for

certain conditions that still exist and require lurther action. These are included in the

accompanying Schedule of Prior Year Audits Findings and Questioned Costs.
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- Proqram

SBGP
CFOA No. 14.228

COMMONWEALTH OF PUERTO FICO
MUNICIPALITY OF MOFOVIS

SCHEDULE OF STATUS OF PRIOR YEAR
AUDIT FINDINGS AND OUESTIONED COSTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30,2O1O

Finding/Noncompliance

_ SSGP
CFDA No. '14.228

_ SBGP
CFDA No. 14.228

Status

Condition 09-l

The irunicipality's internal control over compliance Condition was
of cash managemeni is not eflective. corlected.

Condition 09-2

The SBGP program does not maintain accounting Condition still
books in order to verify the financial inlormation prevails.
submitted in the quarterly reports were correct.

Condition 09-3

The extensions ol contracts were not requested on Condition still
time. prevails.
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EXHIBIT I

CORRECTIVE ACTION PLAN
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CORRECTIVE ACTION PLAN

December 21, 2010

Cognizant or Oversight Agency for Audit:

Municipality of lvlorovis respectfully submits the following corrective action plan for the
year ended June 30, 2010.

Name and address of independent public accounting flrm: Ortiz, Rivera, Rivera & Co.,

Suite 152, PO Box 70250, San Juan, Puerto Rico 00936-7250.

Audit period: Fiscal year ended June 30, 2010.

The flndings from the June 30, 2010 schedule of findings and questioned costs are

discussed below. The findings are numbered consistently with the numbers assigned in

the schedule.



- FINDINGS - FEDERAL AWARD PROGRAM AUDITS, DEPARTMENT OF HOUSING

AND URBAN DEVELOPMENT

Finding 10-l: SBGP - CFDA 14.228

Reportable Condition: See Condition 10-1

Recommendation

The Municipality should reimburse the amount due and avoid this procedure

immediately.

Action Taken

The situation mentioned was ended. The amount due will be reimbursed to the federal

program bank account as soon as possible.

Finding l0-2: SBGP - CFDA 14.228

Reoortable Condition: See Condition 10-2

Recommendation

The Municipality should establish procedures in order to register the accounting

information daily and by each year program in order to have actualized the financial

information.

Action Taken

- The accounting books are in process to be updating. The Federal Program Office

consulled and was educated by the Agency in order to complete correctly the

_ accounting books.



Finding 10-3: SBGP - CFDA 14.228

Reportable Condition: See Condition 10_3

Recommendation

- The Federar program office shourd estabrish a due date schedure for monitoring the
due date of each program year contract in order to request the extensions into thetime

_ required.

- Action Taken

The Federal Program Offices establish procedures in order to request on time the
- extensions.

Finding 10-4: SBGP -CFDA 14.228

Reportable Condition: See Condition .l O-4

Recommendation

The Federal Program Offices should establish a schedule of the due date of the
required reports by the Agency in order to comply with all of them.

Action Taken

- The Federal program Office establishes procedures in order to make the required
reports and submit on time.



Finding 10-S: CDBG_R . CFOA ,4.255

Reportable Condition: See Condition 1O_5

Recommendation

Reportable Condition: See Conditjon .10_5

The Federal program Offices should aware that the federal program must be managedon bank account separately.

Action Taken

The Federal program Ofllces is clearabout the requlsites of a separate bank account
l"-rj:|:ri, ,:9: rhe funds assisned under CDBG_R wasre"ujui ln"o o,.orr""r"ntcompletely at this moment

lf-the Cognizant or Oversighl Agency for Audit has questions regarding this plan, pleasecall Luis Rivera. at (787) 862_0994.

G
uts Carrion

s Director

Cord

t.:


