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Independent Auditors' Report

The Honorable Mayot Membe$ of the
Municipal Legislature and People of
the Municipality of Naguabo
Naguabo, Puerto Rico

We have audited the accompanying fimncial statements of the govemmental activities, each
major fund, and the aggregate remaining irnd information ofthe Municipality ofNaguabo ofthe
Commonwealth of Pueto Rico (the "Municipality"), as ofand for the year ended Jwre 30, 2010,
which collectively comprise the Municipality's basic financial statements as listed in the table of
contents. These financial statements are the responsibility of the Municipality's management.
Our responsibility is to express opinions on these financial statements based on our audit.

We corducted our audit in accordance with auditing standards generally accepted in the United
States of America and the staadards applicable to financial audits contained in Govetnment
Attditing Standards issued by the Comptroller General of the Uniled States. Those standards

require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining on a test

basis, evidence supporting the amounts ard disclosures in the financial statements. An audit also

includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall fitrancial statements presentation. We believe that

our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,

the respective financial position of the govemmental activities, each major fimd, and the

aggregate remaining fimd information ofthe Municipalily of Naguabo ofthe Commonwealth of
Puerto fuco, as of June 30, 2010, for the year then ended in conformity with accounting
principles generally accepted in the United States of America,

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

27,2010 on our consideration of the Govemment's intemal contol over financial reporting and

our tests of its compliance with certain provisions of laws, regulations, contracts and glant
agreement and other mafters. The purpose ofthat report is to describe the scope ofow testing of
intemal contlol over a financial reporting and compliance and the results ofthat testing, and not
to provide and opinion on the intemal control over financial reporting compliance. That report is
an integal part of an audit performed in accordance with Govemment Audit Standards atrrd

should be considered in assessing the results of our audit.

M€iling Addr€s Box 757, Dolado, PR 0(la16



The Managemenl's Discussion and Analysis ar,d the Budgetqry Compqrison Schedule on page 3

through 16 and 63 though 63 are not required parts ofthe basic financial statements but are
supplementary information required by accounting p nciples generally accepted in the United
States of America. We have applied certain limited procedures, which consisted pdncipally of
inquiries of management regarding the methods of measurement and presentation of the required
supplementary irformation. However, we did not audit the information and express no opinion
on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the Municipality of Naguabo of the Commonwealth of Puerto tuco basic
financial statements. The intoductory section, combining and individual non-major fimd
financial stateme[ts, and statistical section are presented for purposes of additional analysis and
are not a required part of the basic financial statements. The accompanying schedule of
expenditures of federal awards is presented for purposes of additional analysis as required by
U.S. Office of Management and Budged CitculT A-133, Audits of States, Local Governments,
alld Non-Profit Organ zalior.r, and is also not a required pan ofthe basic financial statements of
Municipality of Naguabo of the Commonwealth of Puerto Rico, the combining and individual non-
major fund financial statements and the schedule of expenditures of fedeml awards have been
subjected to the auditing procedue applied in the audit of the basic hnancial statements and in
our opinion, are fairly stated in all material respects in relation to the basic financial statements
taken as a whole. The introductory and statistical sections ha\€ not been subjected to the auditing
procedues applied in the audit of the basic financial statements and accordingly we express no
opinion on them.

December 27, 2010
Toa Baja, Puerto fuco

StampNo 2579457 of$e Pueno Rico Sociery ofCertified Public AccounhB was a,Ilxed to the record cop) ofthis.epon.
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COMMOMVEALTH OT PUERTO fuCO
MUNICIPALITY OT NAGUABO

Management's Discussion and Analysis
June 30,2010

As management of the Municipality of Naguabo (the Municipality), we offer readers the
following discussion and analysis of the Municipality's financial activities reported in the
accompanying basic financial statements for the fiscal year ended June 30, 2010. We encourage

readers to consider th€ information presented here id conjunction with additional information that
is fumished in the accompanying financial statements, which follow this na.rative.

FINANCIAL HIGHLIGHTS

Gorernrrre -Wide Highlights:

. The Municipality's assets amounted to $50,544,348 at June 30, 2010, ofwhich MI,777,236
consist of capital assets (net of accumulated depreciation and amortization of $9,165,395),

$5,951,544 consist of cash (ofwhich $1,940,276 arc restricted for specific purposes), and

$2,81 5,568 consist of accounts rcceivable.

. The Mudcipalify's liabilities amounted to $14,334,598 at June 30, 2010, of which
$6,818,109 consist ofbonds and notes payable, $6,151,241 co.sist of accounts payable and

accrued liabilities, $600,565 consist of accrued compensated absenc€s.

. The Municipality's assets exceeded its liabilities (net assetvsurplus) by $36,209,751 at June

30,2010.

The Municipality's revenues amounted to $13,319,177 for the fiscal year ended June 30,

2010, of which $8,556,957 arose from taxes, $4,394,166 arose from intergovemmental
gmnts and cont ibutions, $17,949 arose from intercsts on deposits, $83,678 arose from
miscellaneous revenue streams and $266,427 arose from charges from se ices.

The Municipality's expenses amounted to $10,170,867 for the fiscal year ended June 30,

2010, of which S8,141,279 where incuned in providing direct sewices and benefits to
citizens in relation to uban and economic development, health and sanitation, public safety,

public housing and welfare, cultue, recreation and education. In addition, the Municipality
incurred $142,138 of its total expenses, in interests related to its long_term obligations, and

$1,887,454 in geneml govemment activities to support the Municipatity's functions and

programs. The Municipality's expenses include depreciation in the amount of $1,036,081

for the fiscal year ended June 30,2010.

The Municipality's net assets increased by $3,148,310 during the fiscal year ended June 30,

2010.

Gorer merrtat Fa$ds' High lighls:

. The total fund balance of govemmental funds amounted to $848,525 at June 30, 2010, of
which $7,473,065 is either rest cted, assigned or non-spendable, while $6,624,540

r€p.esents an unassigned deficit.

. The total fund balances ofgovemmental funds increased by $1,021,52i during the fiscal year

ended June 30, 2010.



CoMMoNwf,ALTH o[ PUERTo RICo
MUNICIPALITY oF NAGUABo

Management's Discussion and Analysis
June 30,2010

O!'ERVIEW OF THE BASIC FINANCIAL STATf,MENTS

The purpose offinancial reporting is to provide extemal users of basic financial statements with
information that will help them to make decisions or druw conclusions about the Municipality.
There are many extemal parties that use the basic finaflcial statements of the Municipalityj
howevet these parties do not always have the same specific objectives. [n order to address the
needs of as many parties as reasonably possible, the Municipality, in accordance with required
financial reporting standards, presents this Management's Discussion and Analysis (MD&A) as

an inhoduction to the accompanying basic financial statements. This narrative represents an
overview and analysis of the financial activities ofthe Municipality for the fiscal year ended June
30, 2010. Because this MD&A is designed to focus on the current year activities, resulting
changes and currently known facts, we encoumge rcaderc to consider the information presented in
this MD&A in conjunction with the additional information fumished in the accompanying basic
financial statements.

The Municipality's basic financial statements include three components: (l) govemment-wide
financial statements (GWFS), (2) govemmental fund financial statements (GFFS), and (3) notes

to the basic financial statements (NBFS). This report also contains additional required and other
supplementary inlormation in addition to the basic financial statements themselves. These

components are descdbed below.

The basic financial statements focus on: (1) the Municipality as a whole (govemment-wide
financial reporting) and, (2) the Municipality's major individual govemmental funds. Both
percpectives allow the users to address relevant questions, broaden a basis for comparison (year

to year or government to govemment) and enhance the Municipality's accountability. The

components ofthe basic financial statements are described below.

o) Goternmerrtwide Financial Sldeme s

The GWIS are composed of: (l) the statements ofnet assets (SNA) and (2) the statement of
activities (SA). These financial statements can be found immediately following this MD&A.
GWFS are designed to provide readers with a broad overview of the Municipality's
operations as a whole in a manner similar to p vate-sector business. These statements

provide short-term and long-term information about the MuniciPality's financial position,
which assist the Municipality's management to detemine the economic condition at June 30,

2010. The GWIS are prepared using methods that are similar to those used by most private

businesses.

1. Statemetrt ofNet Assets

The purpose of SNA is to attempt to report all asrts owned and all liabilities owed by the

Municipality. The Municipality rcports of all of its assets when it acquires ownership

over the assets and reports all of its liabilities when they arc incurred. For example, the

Municipality reports buildiflgs and infrasfucturc as assets, even though they arc not

available to pay the obligations incurred by the Municipality. On the other hand, the

Municipality reports liabilities, such as claims and judgments, bonds a.d notes payable,

obligations under capital leases, compensated absences and certain accounts payable and

1



b)

COMMONWf,ALTH OF PUf,RTO IICO
MUNICIPALITY OT NAGUABO

Management's Discussion and Analysis
June 30, 2010

accrued liabilities, even though these liabilities might not be paid until several fiscal years

into the future.

The difference between the Municipality's total assets and total liabilities reported in
SNA is presented as iy'er,4$ert which is similar to the total owners' equity repofted by a
commercial enterprise in its financial statements. Although the purpose of the

Municipality is not to accumulate net assetsi as this amount increases or decreases over
time, such amount represents a useful indicator of whether the financial position of the

Municipality is either improving or deteriorating, respectively.

2. Statemetrt of Activities

The SA prcsents information shovr'ing how the Municipality's net assets changed during
the fiscal year ended June 30, 2010, by presenting all of the Municipality's revenues and

expenses. As previously discussed, the items reported in SA are measured in a manner

similar to the approach used by a commercial enterprise in that revenues are recognized

when eamed or established criteria are satisfied, and expemes are recorded when
incuned by the Municipality. Consequently, revenues a.e repofted even when they may
not be collected for seveml months after the end of the fiscal year and expenses are

recorded even though they may not have used cash during the current year.

Although SA looks different fiom a commercial enterprise's income statement, the

difference is only in format, not substance. Whercas the bottom line ilr a commercial
enterprise represents its net income, the Municipality reports an amount described as -ly'er

Challge in Net Assets,which is essentially the same concept.

The focus ofSA is on the re, cort ofvarious activities provided by the MunicipaLify. The
statement begins with a column that identifies the cost of each of the Municipalify's
major functions. Another column identifies the revenues that are sp€cifically related to
the classified govemmental firnctions. The difference between the expenses and revenues

related to specific functions/progams identifies the extent to which each function of the

Municipality draws from general revenues or is self_financing through fees,

intergovemmental aid, and other sources ofresources.

This statement also presents a comparison b€tween direct expenses and program revenues

for each firnction of the Municipality.

GWFS and GFFS present all of the Municipalify's govemmental activities, which are

supported mostly by taxes and intergovernflental revenues (such as federal and state grants

and contributions). All services normally associated with the Municipality fall into this

category, including culture, recreation and education; general Sovemment; health afld

sanitation; public safety; public housing and welfare; and economic and urban development

Got'emme tol Fund Financial St.iernerrls

The Municipality's GFFS consist of: (1) the Balance Sheet - Govemmental Funds and (2) the

Statement ofRevenues, Expenditures and Changes in Fund Balances - Govemmental Funds.

These financial statements report the financial position and results of operations of the

5



CoMMoNVEALTH oT PUf,RTo RICo
MTNICIPALITY oF NAGUABo

Management's Discussion and Analysis
June 30,2010

Municipality's govemmental funds, with an emphasis on the Municipality's major
govemmental funds.

A fund is a gouping of related accounts that is used to maintain conffol over resources that
have been segregated for specific activities o. objectives. The Municipality, like most other
state and local govemments, uses fund accounting to ensure and demonstrate compliance
with finance-related legal requirements. Each fund is considered an independent fiscal entity
accounted for within a set of self-balancing accounts that comprise its asses, liabilities, fund
equity, revenue, and expenditures. Fund accounting segregates funds according to their
intended purpose and is used to aid management in demonstrating compliance with legal,
financial and conhactual provisions.

Govemmental funds are used to account for all ofthe services provided by the Municipality.
These funds are used to account for essentially the same firnctions reported as govemmental
activities in the GWIS. Unlike GWFS, the focus ofGFFS is directed to specific activities of
the Municipality rather than the Municipality as a wholej therefore, GFFS report the
Municipality's operations in more detailthan the GWFS.

GFFS provide a detailed sho.t-tem view of the Municipality's finances that assist in
detemining whether there will be adequate financial rcsouces available to meet the curent
needs of the Municipality, which is, evaluating the Municipality's near-term financing
requirements. For financial reporting purposes, the Municipality classifies its govemmental
funds within the following t$es: (1) Gene.al Fund, (2) Debt Sewice Fund, (3) Special
Revenue Funds, (4) Capital Projects Funds and (5) Pemanent Funds.

GFFS are prepa.ed on an accounting basis that is significantly different fiom that used to
prepare GWFS. In general, GFFS focus on near-term inflows and outflows of expendable
finalcial resources, consequently, genemlly measue and account foa cash and other assets

that can easily be converted to cash. For example, amounts reported on the balance sheet
include capital assets within a very short period oftime, but do not include capital assets such

as land and buildings. Govemmental fund liabilities generally include amounts that nomally
are Soing to be paid within a very short period after the end ofthe fiscal year. The difference
between a fund's total assets ard total liabilities is reported as the fund balance, and generally
indicates the amount that can be used to finance the next fiscal year's activities. Likewise,
the operating statement for govemmental funds reports only those revenues and expenditures
that were collected in cash or paid with cash, respectively, during the current fiscal year or
very shortly after the end ofthe fiscal year.

Because the focus of CFFS is narower than that of the GWIS, it is useful to compare th€

fund information presented for govemmental fuIIds with similar information presented for
govemmental activities in the GWFS. By doing so, readers may better undemtand the long-
term impact of the Municipality's near-term finarcial decisions. Both the govemmental

funds' balance sheet and the govemmental funds' statement of revenues, expenditures and

changes in fund balances provide a reconciliation to facilitate the comparison between

govemmental funds and the govemmental activities reported in the govemment-wide
financial statements.

6
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MUNICIPALITY OF NACUABO

Management's Discussion and Analysis
June 30,2010

The Municipality has four major govemmental funds. Each major fund is presented in a
separate column in the govemmental funds' balance sheet and the govemmental funds'
statement of reveflues, expenditures and changes in fu.d balances. The three major
govemmental funds are: (1) General Fund, (2) Debt Service Fund, and (3) Capital
Improvements Bonds Fund.

Notes to Basic Financial Staleirenlt

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

Ot h e r S u p p I e me nl ary I nlo ma, io

The basic financial statements are followed by a section of other supplementary infomation
consisting of: (1) Budgetary Comparison Schedule - Generai Fund and the Schedule of
Expenditures of Federal Awards.

This Space Has Been Intenlionall! Left Bla k
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CoMMONWEALTH oF PI,'ERTo fllco
MUNICIPALITY oF NAGUABo

Management's Discussion and Analysis
June 30,2010

FINANCIAL ANALYSIS OF GOVER}IMENI.WIDE FINAIICIAL STATEMENTS

The Municipality's overall finaflcial position and opemtions for the priff and the current fiscal
year are summarized as follows, based on the information included in the accompanfng GWFS:

Comparative Statement of Net Assets

Governmental Activities (Coddensed)

June 30,2010 and 2009

2010 2009Assels:

Current assets

Non-current assets:

Capital assets, net

Total assets

Liabilities:
Current Iiabilities
Long-term obligations due within one year

Long-term obligations due after one ) ear

Total liabilities

Net assels:

Invested in capital assets, net ofrelated debt

Restricted for debt service and others

Unrestricted
Total net assets

$ 8,167,1t2

4t,777,236

50,544,348

8,902,505

4t,523,269
50,425,774

5,78t,437
t,779,9t3
5,638,761

13,200,1 t 1

39,26t,452

5,189,753
(8,24t,454)

$ 36,209,751

8,611,897

1,885,412

7,022,901
17,526,2t0

37,788,379

4,841,562
(9,730,377)

$ 32,899,561

At June 30, 2010, the Municipality's cureDt assets, amounting to $7,144,522, are mainly
composed of cash and cash equivalents ($5,951,5114), and accounts receivable ($2,815,568), net

of.eserve for doubtful accounts.

The restricted cash represents resources legally designated for: (l) the payment of debt service,
(2) the acquisition, construction and improvement ofmajor capital assets, and (3) the operadons

of federally and state funded gmnt prcglams. Restricted cash also consists of unspent proceeds of
bonds issued for acquisition, construction and improvement ofmajor capital assets. Restricted

prcperty taxes receivable represent resources set aside to redeem the bonds ofthe Municipality in
minimum annual or biannual principal and interest payments.

The Municipality's non-curent assets, amounting to $41,717,236 at June 30, 2010, ar€

substantially composed ofcapital assets, with a cost basis of$50,942,631, which are reported net

of accumulated depreciation and amortization of $9,165,395.



coMMoNwTALTH of PUf,RTo RICo
MUNICIPALITY oF NAGUABo

Management, s Discussion and Analysis
June 30, 2010

At June 30,2010, the Municipality's current liabilities amounting to $g,695,g37 are
composed of accounts payable and accrued liabilities, and the portions due within one
bonds and notes payable, claims andjudgments and compensated absences.

The Municipality's non-current liabilities, amounting to $5,618,761 at June 30, 2010, are mainly
composed of portions due after one year of bonds and noted payable and compensated absences.

As noted earlier, net assets may serve over time as a useful indicator of the Municipality,s
financial position. The assets ofthe Municipality exc€eded liabilities by $36,209,751 at June 30.
2010. The most significant portion of net assets ($39,261,452) rehects the Municipaliry,s
investment in capital assets (e.g. land, buildings. machinery. equipment, fumiture, fixtuies,
inftastructure, etc.), net ofall related debt still outstanding that was issued to acquire, construct or
improve those assets. The Municipality uses these capital assets to providi services to its
citizens; consequently, these assets are not available for future spending. Although the
Municipality's investment in capital assets is reported net of the out;tandina related deb! the
resources needed to repay that debt must be provided by other sources, since capital assets cannot
be used to liquidate these liabilities.

Another significant portion of net assets ($2,723,941) at June 30, 2010, reprcsents resources that
are rcstricted for capital project.

The rcmaining component of total net assets consists of unrestricted net liabilities amounting to
$8,241,454 at June 30,2010. These unresficted net liabilities are the consequence of previous
budgets that did not govide sufficient funding fo. incufied long-teim obligations, such as bonds
and notes payable, compensated absences, claims and judgments, certain obligations under capital
leases, etc. Historically, a significant portion ofsuch obligations has been budgeted on a pay_as_
you-go basis.

The total net assets ofthe Municipality increased by $3,148,310 for the fiscal year ended June 30,
20t0.

mainly
year of

This Space Has Been Intentionslly Left Blank
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COMMON] f,AL'I-H OF PUERTO RICO
MU:{ICIPALITY OT NAGUABO

Management's Discussion and Analysis
June 30,2010

The following is a condensed presentation of the Municipality's results of operations as reported

in the CWFS:

Comparative Statement of Activities
Goyertrmental Activities (Condensed)

Fiscal Years foded June 30,2010 and 2009

2010 2009

Program revenu$:
Program-specific operating gants and contributions

Progam-specific capital grants and contributions

Charges for services

Total prcgmm revenues

Geoeral reYenues:

Property taxes

Municipal license taxes

Constuction excise taxes

Sales and use taxes

Unrestricted $ants and contributions

Other geneEl revenues, including interests on deposits

Total general revenues

Total revenues

Program erpenses:

General govemment

Urban and economic development

Public safety

Health and sanitation

Culture, recrcation and education

Public housing and welfare

Interest on long-tem obligations

Total expenses

Net increase (decrease) in net assets

Net assets, at beginning of fiscal ye.r
Prior-period adjustments
Net assets, at end of frscal year

$ 2,70s,085

360,000

266,421

826,453

1,514,168

303.029

6,s02.682

989,016

456,644

608,615

1,329,081

101,627

2,613,650

5.966,4s0
887,486

670,220

588,398

1,523,247

329,20'7

9,98',7,665

13,319,117

9,965,008

r2,608,658

1,887,454

1,861,951

1,t20,29t
2,588,752

1,020,254

1,550,031

t42,t34

1,148,085

3,362,t34
2.381,182

i.176.856

1,364.634

r,503,045
) l7 ,ol

---: 

,,o ',;o-
r 0,170,867

3,148,310

33,431,563
(313,t22)

$ 36,209,751

(570,571)

1i,237,183
,t) oi,-s----liIrEr

As previously mentioned the Municipality's net assets increased by $3,148,310 during the current
fiscal year. Approximately $8,556,957 of the Municipality's total revenues for the current fiscal
y€ar came from property, municipal license, construction excise taxes and sales and use taxes.

Grants, cont butions and charges for services (program revenues) amounting to ($4,660,593),

10



COMMONWEALTH OF PUERTO f{CO
MUNICIPALITY OF NAGUABO

Management's Discussion and Analysis
June 30,2010

provided 35% of the total rcvenues for the curent fiscal year. Interesls on deposits and

miscellaneous revenues provided the remaining 1o% oftotal revenues.

The Municipality's expenses cover a wide mnge of selvices. The largest expenses of the

Municipality for the fiscal year ended June 30, 2010 were related to: (l) urban and economic
development (S1,861,951), (2) health and sanitation ($2,588,752), (3) public housing and welfare
($1,550,031), (4) public safety ($1,120,291), (5) culture, recreation and education ($1,020,254),
(6) general administrating and operating costs ($1,887,454), which were classified as "general
govemment", and (7) interest on long-term obligations ($142,134). These expenses include
depreciation and amortization ofcapital assets and deferred charyes in the amounts of$9,165,395
for the fiscal year ended June 30,2010.

FINATICIAL ANAIYSIS OF GOI'ERNMENTAL r.T'NDS

Ana$sis of Finoncial Positiol of Govemmerrlal Furrds

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

compliance with finance-related legal requirements. The focus of the Municipality's
govemmental funds is to provide information on near-tern inflows, outflows, and balances of
expendable rcsoulces. Such information is usefirl in assessing the Municipality's compliance
with finance-related legal requirements. Specifically, unresened fund baladce may serve as a
useful measure ofthe Municipality's net.esources available for spending at the end ofthe fiscal
yeat.

At June 30, 2010, the total assets of govemmefltal funds arnounted to 510,144,786, which
consisted principally of: (l) cash of$5,951,544 (2) accounts receivable, $2,777,568 net of reserve

for doubtful accounts, and (3) inter-fund receivables of $1,360,674. Such assets are restricted for
debt service, capital projects, encumbrances and other specific purposes.

At June 30,2010, the total liabiliti€s of govemmental tunds amounted to $9,296,261, which
consisted principally of: (l) deferred revenues of $1,143,789 (2) accounts payable and accrued
liabilities ol $6,072,4,+2 (3) inter-fund payables $1,377,674 and (4) matured bonds and interests

due and payable of$702,356.

The fund balances of govemmental funds increased by $1,021,521 during the fiscal year ended

June 30,2010.

This Space Hat Been Intenlionall! Lelt Blank
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CoMMo\wxALTH OT PUERTo ITCO
MUNICIPALITY OF NAGUABo

Management s Discus5ion and Analysis
June 30,2010

Condeused Balance Sheet - Governmental Funds
June 30,2010 and 2009

2010 20t9
Astets:

Totaf assets - major govemmental funds $ 7,714,835 $ 8,066,922

Total assets - other govemmental funds 2,429,951 2,127.486

Combined total assets t0,144,186 10,194,408

Lit bilities:
Total liabilities - major govemmental funds 8,252,231 9,81 I,306

Total liabilities - other govemmental tunds 1,044,030 694,958

Combined total liabilities 9.296.261 10.506.264

Fund balances:

Reserved - major govemmental funds

Reserved - other govemmental funds

Unrese ed - all govemrnental ftrnds (q$4;!91 (5,408,512)

Combined total fund balances 848,525 (311,856)

Totdl tiabilities ondfut d balances $ 10,144,786 $ 10,194,408

Major Governmental Funds

General fund (GF) The GF is the principal operating fund ofthe Municipality. The GF's total
assets amounted to $2,692,253 at June 30, 2010. Such assets consist principally ol (l) cash

($39,818), (2) property, municipal license, construction excise tax, and sales and use tax
receivables ($919,047), and (3) short-term and long-term amounts due from other funds
(s566,441).

The GF's total liabilities amounted to $7,232,439 at June 30, 2010. Such liabilities are composed

mainly of: (1) account payable and accrued liabilities (5,616,029), (2) defened revenues

($988,088), and (3) short-tem and long{erm amounts due to other funds ($628,322).

At the end ofthe curent fiscal year, unassigned fund deficit ofthe GF amounted to $6,625,702,
while total fund deficit amounted to $4,540,186.

Debl service fund (DSFI - The DSF's total assets amounted to $1,803,718 at June 30,2010,
which consist mainly of restricted cash in fiscal agent ($1,549,783) and receivables from
intergovemmental grants contributions ($31,610). The DSF'S total liabilities amounted to

$702,384 at June 30, 2010, which is mainly composed of: (l) matured bonds due and payable

($645,000), and (2) matured interest due and payable ($57,356). At the end ofthe current fiscal
year, DSF'S total resened fund balance reached $1,101,334.

6,081,144 3,664,128

1 ,385 ,92t 1 ,432,528
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COMMOTWf,ALTH OT PUERTO RJCO
MUNICIPALITY oF NAGUABo

Management's Discussion and Analysis
June 30,2010

Caoital imorovements Iund (CIBFI - The CIBF'S total assets amounted to $3,218,864 at June

30, 2010, which consist mainly of cash ($2,436,181), and amounts due from other funds
($782,341). The CIBF'S total liabilities amounted to $317,408 at June 30, 2010, which is

composed of: (1) accounts payable and accrued liabilities ($18,156), and (2) amounts due to other
govemmental funds ($299,252). At the end of the current fiscal year, CIBF'S total and reserved

tund balance reached $2,901,456.

This Space Eas Been Intentionauy Lel Blah*
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MUNICIPALITY OF NAGUABO

Management's Discussion and Analysis
June 30,2010

Anallsis of Opetutiftg Results oJ Gotemnen al Furrdt

Cotrdensed Statemenl of Revenues, f,xpetrditures !trd
Changes in trund Balances - Govemmental Funds (Coldensed)

Fiscal Years Etrded June 30,2010 atrd 2009

2010

2009

as restated,

Revenues:

Total revenues - major govemmental Iunds

Total revenues - other govemmental funds

Combined total revenues

E\pefidilares:

Total expenditures - major govemmental funds

Total expenditues - other govemmental fimds

Combircd total expenditues

Eraess of expendilures over roelaes

Olher rtfiarcing sources, nel:

Other financing sources, net - major

govemmental funds

Other financing sources, net - other

govemfieftal funds

Combined other fiMncing sources, net

Excess of reverraes antl olher Jinoncing
sources ovet expenditufts anal othet firtohcing uses

Fund balahces, at beghrnitg offtscol leat
Pria r- per io d adj ust me nt s

Fund balarrces, at end offiscal leat

351,521 (360,r48)

$ 10,509,683

2,430,389

t2,940,072

8,972,83i

2,48t,231

r2,588,55 r

$ 12,657,224

2,864,958

15,522,t82

12,814,587

3,061,743

1,705,000

1,344,852

(r,612,603)

(44,105)

15,882,330

4,235 758,303

665,765 946,697

670,000

1,021,52t

(311,857)

r38.861

848,525 $ (311,856)

Maior Govemmental Funds

G!4gIglhgd - The total fund balance of the CF increase by $867,967 during current fiscal year.

Approximately $7,636,6285 of the GF's total revenues for tie current fiscal year came from
property, municipal license, constmction excise taxes and sales and use taxes, while ($1,329,081)

resulted from intergovemmental gmnts and confrbutions.

t4
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MUNICIPALITY OF NAGUABO

Management's Discussion and Analysis
June 30,2010

The largest expenses ofthe GF for the fiscal year ended June 30, 2010 were related to: (1) health

and sanitation ($2,444,691), (2) urban and economic development ($1,500,026), (3) public

housing and welfare ($590,064), (4) public safety ($1,071,854), (5) general expeflditu.es
($1,S43,644), which werc classified as "geneml govemment", (6) culture, recreation and

education ($632,717), and (7) p ncipal and interest obligations ($66,520).

Debt service fund (DSF) - The total fi.md balance of the DSF increased by $82,383

during culrent fiscal year. Approximately 6l% ($570,099) ofDSF'S total revenues for
the current fiscal year came from restricted property ta\es. DSF'S total expenditues for
the curent fiscal year came fiom principal and interests ($954,126). Other financing

sources amounted to $99,808, from transfers.

Caoital imDrovemetrls fund (CIBX The total fund balance of the CIBF increased by

$117,7?7 during current fiscal year. CIBF'S total.evenues for the cu[ent fiscal year came from
intergovemmental gmnt and contributions and miscellaneous revenues amounting to $366,392.

CIBF'S total expenditues for the current fiscal year carne principally from capital outlays

($892,373). Other financing sources amounted to $663,608 mainly f.om proce€ds fiom issuance

ofbonds and transfers.

CAPITAI ASSETS AND DEBT ADMINISTRATION

a) Capital Assets

The Mmicipality has invested $50,942,631 in capital assets used in govemmental activities,

which have an accumulated depreciation and amortization of $9,165,395 at June 30, 2010.

The net capital assets increased during the current fiscal year due to the current fiscal year's

capitat additions ($1,802,032), which were partially offset by the depreciation and

amortization expense.

b) Debt Admitristration

The Municipality finances a significant portion ofits construction actrvities through bond and

note issuances, and through state and federal gants The proceeds from bond issuances

designated for construction activities are committed in its entirety for such purposes and

cannot be used for any other purposes.

At June 30,2010, the Municipality's total bond debt amounted to $6,048,000 consisting of
bonds payable. Such debt is backed by the full faith and credit of the Municipality. The

Municipality has also certain outstanding notes payable. Such notes payable also decreas€d

du ng the curent fiscal year mainly due to the principal pa)T nents made during the same

period.

REQUEST FOR INFORMATION

This financial report is designed to provide a geneml ove iew ofthe Municipality's finances for
all ofthe Municipality's citizens, ta,xpayeN, customers, investors and creditors. This financial

report seek to demonstrate the Municipality's accountability for the money it receives'
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CoMMoN,\ EALTH oF PUf,RTo IIJCO
MUNICIPALITY OF NAGUABO

Management's Discussion and Analysis
June 30,2010

- Questions conceming any of the information Fovided in this report or requests for additional
information should be addressed to: Municipality ofNaguabo, Department ofFinance.

This Space Has Been htenlionally Lel Blanh
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CoMMoNtrEALTH oF PUERTO IUCO
MUNICIPALTTY OF NAGUABO

Statement of Net Assets
June 30,2010

Assets

Cufient assets:

Cash in commercial banks

Cash in fiscal agent

Accounts receivable

Taxes:

Property ta,\es

Municipal license taxes

Construction excise taxes

Sales and use taxes

Intergovernmental grants and contributions

Other receivables

Total accounts receivable

Total curent assets

Non-current ass€ts:

Capital assets, at cost:

Depreciable capital assets

Noniepreciable capital assets

Total capital assets, at cost

Less: accumulated depreciation and amortization

Total capital assets, net of accumulated

depreciation and amortiation
Total non-curent assets

Total assets

562,384

2t7,364
t59,312
54,268

|,641,124

GovemmeDtal

activities

4,011,268

1,940,276

2,815,568

E.767,r12

181, t 16

$ 29,247,918
2t,694,713
50,942,63t
(9,r6s,39s)

4t,'777,236

4t ,'t'17 ,236
50,544,348

t7
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COMMONWEALITI OF PUERTO I{CO
MUNICIPALITY oT NAGUABO

Statement of Net Assets (concluded)
June 30,2010

Liabilities and net assets

Current liabilities (due within ode year):

Accounts payable and accrued liabilities:
Trade payables and accrued liabilities
Intergovemmental payables

Defered revenues

Accrued interests on bonds and notes payable

Total accounts payable and accrued liabilities
Currenr ponion of Iong-rerm obligations:

Bonds payable

Notes payable

Compensated absences

Claims and judgments

Total cunent portion of long-term obligations

Total current liabilities

Nod-current liabilities, excluding curretrt portiotr
(due in more than one year) :

Bonds payable

Notes payable

Total non-current liabilities
Total liabilities

Net assets (liabilities)r
lnvested in capital assets, net ofrelated debt

Restricted for:
Debt service

Capital projects

Grants and cont butions

Total restricted net assets

Unrestricted
Total net assets

$ 4,068,165

2,004,277

764,683

78,799

$ 723,900

106,669

600,565

348,779

6,9t5,924

t.179.913

8,695,837

5,638,761

14,334,598

39,261,452

5,189,753
(8,24t,454)

$ 36,209,751

5,324,100

314,661

1,079,891

2,723,94t
1.385.921

The acconpanling notes to the basic lnancial statedents ea integrul pa4 ofthis statenent-
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CoMMoNVEALTH OF PUf,RTO IICO
MUh_ICIPALITYOFNAGUABO

Statement of Activities
Fiscal Year Ended June 30, 2010

includirg

s1,036,081)

Program -
specific Net

Charges

for

GovemBental activities:

Gmemlgovemment

Urban and economic development

Healrh and sanitatio.

Public safdy

Public housing and welfare

Culture. re.reation and educalion

Interests on long-tem obligations

Toral govemmeiial activities

t,887,454

1,861,95r

2,588.752

I,t20,291

t,550.031

1,020,254

142,134

$ 993,349

(1,50r,951)

(2.588,752)

(1.120,29r)

(1.459,322)

(1,020,254)

(142,134)

(6,839.355)

$ 6.502,682

989,016

456,641

608,615

8,556,957

175.7la 2.705.085

94,7A9

360,000

10,r70,867 266_1?7 2,70i,085 360,000

Cef,eral revenues:

Taxes:

Property tzxes

Municipal license tarcs

Construction excise taxes

Sales and us taxes

Total t a revenues

InterSovemm€nial glmtr and @ntributions,

not restricted to sP@ific Progmms

Miscell .ous

Total general revenues

Net inc.ease in net assets

Net asse6 arbegin ing offiscal Ye3r

Prior-Period adjustnentr

Nd assets at the begiming offiscal year. 6s reslated

Net assets at end ofliscal Y€d

Thz acconpaaiag notes to the bdic Jinarcial ttatenehts oe on iktegral P@t ofthit stalened-

r.329,08r

9,987,665

3.148,310

33,414,561

(313,t221

33,061,4.11

s 36,209,751
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CoMMoNWEALTH or PUERTo Rrco
MUNICIPALITY oF NAGUABo

Balance Sheet - Govemmental Funds
June 30,2010

i![ajor goYemmenlal tunds

Ceneaal

fund

Crpitrl
impruYements

fund

Debl

fudd

Olher Total

govemmentrl govemmentl

funds ,u ls

$ 4,011268

t,940.276

1,803.718 _-_____:r4l[ ___]!J44J!q

438,251 4,068, 165

- 2,004,271

155,701 1.143,789

450,0n-

742)84 1,044,030 9.296.261

17,000

5.370,549

2,085,516

(6,624,540)

848.525

-j-]gr41q

A$ets

Cash in mmrErcial bark

Cash in 6scil agent

Accounls receivable:

Taxes:

Pmpefiy axes

Municipal licsse taxes

Conslruclion excise laxes

Sales and use larcs

Inlergove nenlal grants and contdbulions

Dre from odter fiods

Adracas fiom odrr fxnds

Accrued interests oll deposits

Other receivables

Tot l assets

Liabilities

Accounh payable ard accrued liallities

InlergovemrEntal payables

Defemd rcvenues

Liabilities Elaled t0 restricted assets:

Due to other imdj

Malued bonds due and payable

Mahned interest due and payalle

Total liaiilities

Fund balaftes (defi.ils)

NonsFndable

Resricted

Assigned

Unas!igned

Tolal imd balancls (deficiis)

Tolal lialiliti€s and frmd balances (deficits)

34,008

5,8r0

488,103

217,3U

159,312

54268

t,t34,487

566,441

l

2,258,666

177,515

1,118,5%

201.16E1,549,783

1428t

182,341

342

31,610

8;
t47,957

- 562,3U

- 211,364

- t59,3t2
- 54,268

47s,41 \641)24
lr,8E2 1,360,6?4

17,000 17,000

- 432

270 180,684

2.692.2jj 3,218,864

3,6t1,152

2,$4211

988,088

a8)22

l8,li6

28

645,000

s1,356

t,311,614

645,000

57,356

7,232,4i9 317,108

2,901.456 1,101,334

17,000

1,361,159

2,08i,516

(6.625.r02) 1.t62

(4540.186) 2.90r,456 1,101,334 r,185,921

s 2.692,251 j,218,864 1,801,718 2,429,95t

TIE acconp tirg notes are an integral prr af this sraEnent.
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COMMONWEALTH OI' PUERTO ITCO
MUNTCTPALITY oF NAGUABo

Statement of Revenues, Expenditures and Changes in Fund Balances (Deficits) - Govemmental Funds
Fiscal Year Ended June 30.2010

Maio. govemmetrtal futrds
Crpital D€bt

inprovene s service
fund fund

Other Total
govemm.rtal governm€rtal

futrds funds

Municipal license taxes

Construciion excise ta,\es

Sales and use taxes
Total iax revenues

lntergovernmental gmrtsand contributions

Interestr on deposits

Charges for services

Miscellaneous
Total revenues

Curmt:
Gene.al govemment

Urban and economic development

Health and sanilation
Public safery

Public housing and welfare

Culture, recrealion and educalion

Principal

Capital oLrtlays
Total expenditures

Revenues ove. (under) expend;rures

oth€r limrcing sources (uset:
Proceeds from hsuance ofbonds
Tr"nsfers from orher tunds

Transfers to orher funds
Total ofier financing sources (uses), net

Net increase in tund
balances (deficils)

Fund brlancc (delicit), at beeinnitrg ofy.ar
Prior-pcriod adjustEerts
rud brlrnce (deficir) at beginning of fiscal

Frnd hlarce (delicit), at eld ofyetr

608,615
7,636,628

1,329,081

10,360

i 46.841

83.678

570,099

365.405

1,197-

s 6,502,682

798,098

297,332

608.615
8.206.721

4,394,165

17.9.19

237,552

83.678
12.940.072

1,84t,6M
1,818,141

2,544,9+2

1,076,481

1,506,221

976,444

896J15
124,231

5,932,583

798,098

291,332

1,843.644

r,500,026

2,444,691

t.07t,854
590,064

632,1t7

46,515

20,005

570,099

360,000

6,392-

2,339,680

90.709

9,206.s90 366,392 936.701 2.410.389

19,850 298,265

100,251

4,41
916,157

343.727

849,900

104,226

91.455 892.373

8,240.97t 9t2,223
- 818,20,1 1.802.032

954.t26 2,,18t.231 12.588,551

965.619 (5,+5,831) (17,425) (50.842) 35r.521

670,000 670,000

i41.9,14
(3.11.944)

670,000

t22.t46 100.35,+ u9,444
(2i9.798) (6.392) (5,r5) (r 1i.209)
(97,652) 663.608 99.809 ,+,2i5

867.967 1t7,777

(5.408.153) 2,783,679

82.38,1 146.607)

t,432.528

1,021.521

(3r 1.857)

138.86t

(t72,996)

_-t_______q!.!35

880,089

138.861

(5.,108.151) 2,783,679 1.018.950 I.432.528

_!___g!19$q-ryqrg6 ----.1!!Lll4 ----.]i!:l3r
The acconpanting notes arc r, 

"rrt 
r.r, 

#dffiAF,
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COMMONWEALTH OT PUf, RTO flICO
MUMCIPALITY OF NAGUABO

Reconciliation ofthe Balance Sheet - Govemmental Funds to Statement ofNet Assets
Fiscal Year Ended June 30, 2010

The amounts ofgovemmental activities reported in the statement ofnet assets and the balance sheet - govemmental

Total fund balances rcported in the balance sheet govemmental funds

Add (Deduct)i

Capital assets used in govemmental activities are not considered available financial resources

at fiscal year-end, thereforc, are not reported in the governmental funds. This is the carrying

amount of capital e6sets, net of accumulated depreciation and amortization of $9,165,395 at

June 30,2010.

Net change in defered revenues ofeamed but unavailable revenues at June 30, 2010.

The following liabilities are not due (mature) in the current fiscal year, therefore, a.e not

reported in the govemmental funds at June 30, 2010:

Bonds payable

Notes payable

Claims and judgments

Compensated absences

Accrued inter€sts and others

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

The acconpanyinc notes a an integral N ofthis statenent.

848,525

4t,711,236

379,t06

(5,403,000)

(421,330)

(348,779\
(600,56s)

(21,442)

$ 36,209,751
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COMMON\}TALTH OF PUERTO ITICO

MUNICIPALITY OF NACUABO

Reconciliation ofthe Statement ofRevenues, Expenditures and Changes in Fund Balances
(Deficits) - Governmental Funds to Statement of Activities

Fiscal Year Ended June 30,2010

The amormts of govemmental activities reported in the acmmpanying statenent of activities and the statement ol revenues, exp€nditues

and changes in fund balances - governmental funds, are different for the following reasons:

Total net inqease in fund balances reported in the accompanying statement of revenues,

expendihues and changes in fund balances - govemmental funds $ 1,021 ,521

Add (Deduct):
the loltoung rcvenues sreanB recoroeo m me shtemmt ot actl\1tles d0 nol necessaflly provloe

curent financial rcsources. therefore, sometimes are defened in the govemmental firnds. This h the

net change in defered revenues of the following revenue items, for measu.able but not available

- amounts at fiscal Year end:

Municipal licenses 190,918

Construction excise ta\es 159,312

Charges for service 28,816

Govemmental funds rcport capital outlays as expendiotes. However in the shtement of activities

- the cost ofthose assets is capitalized and allocated over their estimated useful lives as deprecidion

and amortization expense. This is fie anount by which capital outlay expenditures ($1,802,032)

exceeded depreciation and amortization expens€ ($1,036,080) for the fiscal year ended Jure 30,

2010. 765,952

Repayme ofpdncipal ofbonds payable is reported as an €xpmditure ifi the governnental funds,

however, the repayment reduces the bonds payable liability in the statemelt of net alsets. 896,4 I 5

- The issuance ol bonds payable is reported as other financiry sources in the govemmental funds,

however, such issuances ofbonds inoease th€ long-term liability in the statement ofnet assels. (670,000)

Certain accrued interest expense reported in the statement of activities do not .equire the use of
current financial resources, therefore, are not reported as expenditures in lhe govemmental funds. (17,907)

- 
a*,n o**n* expenses reported in the statement of activities do not requirc the use of cunmt

financial resources, therefore, are not reported as expenditures in the govemmental funds. This is

the net change ifl payables associated with those type

' Net ircrcasa i[ net assets, as reported in the accompanying statement ofactivities

The .k:comparying nates oe an integal pa to this staletuefi.

$ 3,148,310
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COMMONWf,ALTH oF PUERTO RICO
MUNICIPALITY OF NAGUABO
Notes to Financial Statements

June 30.2010

Summary of Signifi catrt Accouotitrg Policies

The Municipality ofNaguabo (the Municipality) is a local municipal govemment constituted

in the Commonwealth of Puerto Rico (the Commonwealth). The Municipalily has full
legislative, fiscal and all other govemmental powers and responsibilities exprcssly assigned

by Public Act No. 81 ofAugust 30, 1991, as amended, known as Autonomous Mtmicipalities
Act of the Commonweahh of Puefio Rico (ActNo.81). The Municipality is one of seventy-
eight municipalities legally separated fiom the Commonwealth's govemment.

The Commonwealth's Constitution provides for the sepamtion of powers of the executive,

legislative andjudicial hanches ofthe Commonwealth and the municipalities. However, the
Municipality's govemmental system consists of executive and legislative branches only. A
Mayor, elected every four years by the citizens, exercises the executive power of the

Municipality. The Municipal L€gislatu.e, whose members are also elected every fou. yea$,
exercises the legislative power ofthe Municipality. The General Justice Court System ofthe
Commonwealth, which hasjurisdiction over the Municipality, exercises the judiciary power.

The Municipality assumes either partial or fu1l responsibility for providing services to its
citizens related to public housing, welfare, public safety, health, sanitation, education, culture,

rccreation, education, urban development, economic development, and many other fiscal,
general and administrative services.

a) Financial Reporling Model

The accompanying basic financial statements present the financial position and the

results ol operations of the Municipality as a whole, and its various govemmental funds

as of and for the fiscal y€ar ended June 30, 2010, in conformity with Accounting
Principles Generally Accepted in the UDited States ofAmerica (GAAP), as prescribed by
the Govemmental Accounting Standards Board (GASB).

According to the financial rcporting model established by GASB Statement No. 34, Barr?
Financial Statements and Management s Disctasion and Analysis for Slcrte and Local
Goremments (OASB No. 34), the required basic financial statement presentation

applicable to the Municipality is composed of the following elements: (1) govemment-
wide financial statements (GWIS), (2) govemmental fund financial statements (GFFS),

(3) notes to basic financial statements, and (4) rcquired supplementary info.mation (RSI).

rtsl consist of: (l) a Managemencs Discussion and Analysis (MD&A) and (2) a

Budgetary Compa son Schedule - General Fund. RSI is information p.esented along
with, but separate from, the Municipality's basic financial statements.

MD&A is a naftative teport that introduces the accompanying basic financial statements

and provides an analltical ovewiew of the Municipality's Iinancial activities for the

fiscal year ended June 30, 2010, based on the Municipality's knowledge of the

transactions, events and conditions rcflected in the basic financial statements. The
MD&A also highlights certain key fiscal policies that control the Municipality's
operations.



coMMor{ EALTH or PUIRTo Iuco
MUN'ICIPALITY oF NAGUABo
Notes to Financial Statements

tune 30, 2010

Oth€r .supplementary information prcsented in this report for purposes of additional
analysis consists ofa Budgetary Compa son Schedule - Debt Servic; Fund.

On March 2009, the Municipality adopted the provisions ofGASB Statement No. 55, fl?e
Hierarchy oJGenerally Accepted Accomting principles Jot State dnd Local Goremments
(GASB 55), and GASB Statement No. 56, Codifrcation of Accomting and Financial
Reporting Guidance Contained in tfu AICPA Statenents on Auditing S;onda s (GASB
56).

GASB 55 incorporated the hierarchy of generally accepted accounting principles (GAAp)
for state and local govemments iDto the Govemmental Accounting 3tandards Board,s
(GASB) authoritative literature. The requirements in this Statement ;odify all GAAP for
state and local govemments so that they derive from a single source.

GASB 56 incorporared into the covemmental Accounting Standards Board,s (GASB)
authoritative literature certain accounting and financial reporting guidance presinted in
the American Institute of Certified public Accountants, Statements on Auditing
Standards. This Statement addressed three issues not included i, the authoritativ;
literature that est^blishes accounti g principles---{elated party hansactions, going
concem considemtions, and subsequent events.

The adoption of GASB 55 and GASB 56 did not have retroactive cumulative effects
affecting the accompanying financial statements as ofJuly l, 2008, and have dot affected
the financial positions and the results of opemtions rcported as ofand for the fiscal year
ended June 30,2010. Accordingly, the accompanying GFFS have not repofted any
rehoactive restatements or reclassifications offirnd equities as ofJuly 1,2008.

b) Financhl Reporiing E rtiq

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

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

GASB Statement No. 14, The Finmcial Reporriag E/r4, (GASB No. 14), as amended,
has set forth criteria to b€ considered in determining financial accountability for financial
reporting pueoses. These criteria include appointing a voting majority of an
organization's goveming body and: (1) the ability of the Municipality to impose its will
on that organization or (2) the potential for the organization to provide specific financial
benefits to, or impose specific financial burdens on, the Municipality.
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On July 1, 2004, the Municipality adopted the provisions of GASB Statement No. 39,
Detemining Whethet Certdin Otgahbations are Component Units - an Atnehdment of
GASB Statement No. -11(GASB No. 39). GASB No. 39 states that certain organizations
for which a pdmary govemment is not financially accountable nevertheless wanalt
inclusion as part ofthe financial reporting entity because ofthe natue erd significance of
their relationship with the primary government, including their ongoing financial suppoft
ofthe primary govemment and its other component units.

According to GASB No. 39, a legally separate, ta\-exempt orgaDization should be
reported as a dis$etely presented component unit of a reporting entity if all of the
following criteria are met:

The economic resources received or held by the separate organization are entirely or
almost entirely for the direct benefit ofthe primary govemment, its component units, o.
its constituents.

The primary govemment, or its component units, is entitled to, or has the ability to
otherwise access, a majority ofthe economic rcsources rcceived or held by the separate
orgadzation.

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

In addition, GASB No. 39 states that other organizations should be evaluated as potential
component units ifthey arc closely related to, or financially integrated with, the primary
govemment. Such tlpes of entities may be presented as either blended or discretely
presented component units, depending upon how they meet the criteria for each specified
in GASB No. 14.

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

criteri4 there are no legally separate entities or organizations that should be reported as

component units ofthe Municipality for the fiscal year ended June 30, 2010.

c) Gove mefil- tide Financilrl Stolehrents

The accompanying GWFS are composed of: (1) the statement of net assets and (2) the
statement ofactivities. These financial stat€ments report information ofall govemmental

activities of the Municipality as a whole. These statements are aimed at prcsenting a

brcad overview of the Municipality's finances by reporting its financial position and

results of operations using methods that are similar to those llsed by most private

businesses.

The focus of GWFS is on the operational accountability of th€ Municipality as a single

economic unit and not on compliance with budge6, regulatory requirements or on the use

of available or curently expendable financial rcsouces (referred to as fiscal
accountability). Operational accountability is the Municipality's responsibility to report
to the extent to which it has met its opemting objectives €fficiently and effectively. using
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all rcsources available. for that purpose. It focuses on the Municipality,s principal
operating objective, which is to provide services to its citizens.

The accompanying statement ofnet assets provides short-term and long_term information
about_the Municipality's financial position by presenring all ofthe Minicipality,s assets
and liabilities, with the difference between these two items reported as'.net assets,,
(equity) and/or accumulated deficit. Tllis statemenr assists management in assessing the
level ofservices thar can be provided by the Municipaliry in the lurure and its abili-ty to
meet its obligations as they become due. In addition, rhis sEtement reports rhe extent to
which the Municipality has invested in capital assets and discloses legal and contractual
restrictions on resources.

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

. Invested in capital asse8, net of related debt - This net asset category consists of
capital assets, net of accumulated depreciation and amortization. reduced bv the
outstanding balances of bonds payable. notes payable and other debrs thai are
attributed to the acquisition, construction or improvement of those assets. For the
purposes of determining the outstanding debt attributed to capital assets, the total
long-term debt related to the acquisition, construction or improvement of capital
assets has been reduced by any related unspent debt proceeds and aay related
unamortized debt issuance costs-

. Restricted net assets - This net asset category consists ofnet resources restricted by
extemal parties (such as crcditoN, grantors, contributors, laws or regulations of other
govemments, etc.), or net assets for which constraints are imposed by constitutional
provisions or enabliog legislation. Enabling legislation consists of legislation thar
authorizes the Municipality to assess, le!y, charge or otherwise mandate payment of
resources (liom extemal resource Foviders). Enabling legislation establishes
restrictions if it includes a legally enforceable requirement that those resources be
used only for the specific purposes stipulated in the legislation.

The classification of restricted net assets identifies resources that have been received
or eamed by the Municipality with an explicit understanding between the
Municipality and the resource provide$ that the resources would be used for specific
purposes. Crants, contdbutions and donations are often given under those kinds of
conditions. Bond indentures also often limit the use of bond proceeds to specific
purposes,

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

The Municipality has reported the following t,?es of resfiicted net assets in the
accompanying statement of net assets:
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(1) Debt service - Represent net resources available to cover fuh.re debt se ice
payments of bonds and notes payable.

(2) Grants and contributiotrs - Represent net resources available from certain
federal and state gants, which have been set aside to carry out several programs.

(3) Capital projects - Represent net resources available for the acquisition,
constuction or improvement of capital assets.

. Unrestricted net assets - This category consists of the excess of liabilities over
related assets (accumulated deficit) that are neither extemally nor legally rcstricted,
neither invested in capital assets. However, assets reported within unreshicted net
liabilities often are designated to indicate that management does not consider them to
be available for general operations. Assets rcported within this category oflen have
constraints that are imposed by managemeDt but can be removed or modified.

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

The accompanying statement of activities presents the Municipality,s results of
operalions by showing, how the Municipaliry's net assets or liabilities changed during the
fiscal year ended June 30, 2010, using a net (expense) rcvenue format. This state;ent
presents the cost of each ftnctiorl/program as well as the extent to which each of the
Municipality's functions, progmms or other services either cont butes to or draws liom
the Municipality's general rcvenues (such as property taxes, municipal license taxes,
consfuction excise taxes, etc,).

A function/progmm describes a group of activities that are aimed at accomplishing a
major service or regulatory responsibility. The functionyprogmms reported io the
accompanying basic financial statements arc: (l) general govemment, (2) urban and
economic development, (3) pubtic safery, (4) healrh and sanitation, (5) culrure, recreation
and education and (6) public housing and welfare. The govemmenral op€mtions of the
Municipality's departments and operational units are classified within the following
functions/programs in the accompanying basic financial statements:

Getreral government:
Municipal legislaturc
Mayo/s offic€
Department of Finance
Departnent of Planning and Budget
Department of Human Resources
Department of Municipal Secretary
Department of Intemal Audit
Department of Public Relations

Urbad atrd economic developmeat:
Department of Public Works
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Departmeff of Tenitorial Ordering
Department of Building Conservation

Public safety:
Department of Emergency Management - Civil Defense
Departmenr of Municipal Police

Eealth and sanitatioD:
Department of Health

Cullure, recreatiol and educatioD:
Department of Sports and Recreation
Department ofTourism
Department of Education

Public housitrg atrd welfarei
Depanment of Public Housing
Department of Fedeial Programs
Departrnenl of Cirizen Affairs

The statement of activities demonstrates the degree to which program revenues offset
direct expenses ofa given functior/progEm or segments. Direct e\penses are those that
are clearly identifiable with a specific function, segment or operational unit. This
statement reports.evenues in three broad categories: (l) program revenues, (2) general
revenues and (3) special items.

Program revenues ate generated directly fiom a program itself or may come from parties
outside the Municipality's taxpayers or citizens. ln thg statement of activities, pro$am
revenues reduce the costs (expenses) ofthe functior/program to anive at (1) the net cost
of the function/program that must be financed from the Municipality,s general revenues
or (2) the net prcgam revenue that contributes to the Municipality's geneml revenues.
The accompanying statement of activities separately reports the following categories of
prog(lm revenues:

Charges for serrices These revenues genemlly consist of exchange or exchange-
Iike fansactions involving charges to customerc or applicants who purchase, use or
directly benefit from the goods, services or privileges provided, or are otherwise
directly affected by the services. Ttese revenues include fees charged for specific
services, charges for licenses and pemits, and fines and forfeitures, among others.

Program-specific operating alld capital grants aad contributions - These
revenues consist of Eansactions that are either mandatory or voluntary non-exchange
transactions with other govemments, organiztions, or individuals that restrict the
tesources for use in a particular program. Operating grants and contributions consist
of rcsouces that arc required to be used to finance the costs of operating a specific
program or can be used either for operating or capital purposes ofa specific program.
Capital gants and contributions consist of revenues or resources that are restricted
for capital purposes - to purchase, construct or renovate capital assets associated with
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a specific program. Restricted operating and capital gants and contributions are
progam rcvenues because they are specifically attributable to a program and reduce
the net expense of that progam to the Municipality. They are reported net of
estimated uncollectible amounts.

General rcvenues are the default category for revenues. It includes all revenues and
gains that do not meet the definition of program revenues. property taxes, municipal
Iicense taxes and constructiofl excise ta\es are reported as general revenues. All other
non-tax revenues (including unrestricted intercst on deposits, g.ants and contributions not
rcstricted for specific programs and miscellaneous revenues) that do not meet the
definition of program revenues are classified as general revenues. Resources that are
dedicated intemally by the Municipality are reponed as geneml revenues rather than as
program revenues. All general revenu€s are reported net of estimated uncollectible
amounts, which arc recorded as aeduction ofrevenues rather tlun as expenses.

Special items consist of revenues arising from sigrificant transactions or other events
within the control of management that are either unusual in nahne or infrequent in
occurence.

The general govemmen functior/program reported in the accompanying statement of
activities includes expenses that are, in essence, indirect or costs of other
functions/Fograms of the Municipality. Even though some of these costs have been
charged to certain funds in the GFFS as indirect cost allocations permitted under some
federal progams, the Municipality has rcported these indirect costs as direct expenses of
the general govemment function. Accordingly, the Municipality genemlly does not
allocate geneml govemment (indirect) costs to other functiotrs.

The effects of all inter-fund govemmental activities (rcvenues, expenditures and other
financing sources/uses among govemmental funds) have been removed from the
accompanling slatements ofnet assels and activities.

The Municipality classifies all of its activities as govemmental activiries in the
accompanying GWFS. These are activities genemlly financed through ta\es,
intergovemmental r€venues and other non-exchange revenues that can be used to support
the Municipality's programs or se.vices. These govemrnental activities are also generally
reported in the GFFS.

The Municipality has no fiduciary activities, which are those in which the Municipality
would be holding o. managing net assets for specific individuals or other extemal parties
in accordance with hust agrcements or other custodial arangements. In addition, the
Municipality has no operations or activities that are financed and opemted in a manner
similar to pdvate business enterprises, where the costs ofproviding goods or services to
the general public (exp€nses, including depreciation) is financed primarily through user
charges; or where the goveming body has decided fiat periodic detemination of
revenues earned, expenses incurred, and/or net income is appropriate for capital
maintenance, public policy, management control, accountability, or other purposes.
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d) Govemmental Fund Firrancia! Statements

A fund is a fiscal and accounting entity consisting ofa self_balancing set of accounts used
to record assets, liabilities and residual equities, deficits or balances, and changes therein,
which a.e segegated for the purpose ofcarrying on specific activities or attaining certain
objectives in accordance with GAAP and,/or speciai regulations, restrict'ions or
limitations.

The accompanying CFFS are composed oi (l) the baiadce sheet _ govemmental funds,
and (2) the statement of revenues, expenditures and changes in fund balun"". _
govemmental funds.

These financial statements report the financial position and results op€rations of the
Municipaiity's govemmenral funds by prcsenting sources, uses and balinces of cunent
finarcial resources. Some ofthese financial statements have a budgetary orientation and
focus primarily on: (l) the Municipality's major govemmenral funds, as defined below,
(2) the fiscal accountability and (3) the individual parts of the Municipatity,s
govemment. Fiscal accountability represents the Municipality,s responsibiliry to jusrit,
that its aclions in the curent fiscal year have complied with public decisions conciming
the raising and spending of public moneys in the short tem (generally one fiscal year).

The accompanying GFFS segegate govemmental funds according to their intended
purpose and are used in demonstrating compliance with legal, financial and contractual
provisions. The minimum number of govemmental funds is maintained consistent with
legal and self-imposed managerial requirements established by the Municipality. On July
l, 2009, the Municipality adopted the provisions of GASB Statement No. 54, Flnd
Balance Repofiing and Govem ental Fund Type DeJinitions (GASB 54), which
modified the interpretations of certain terms within the definition of the special revenue
funds and the t ?es of activities the Municipality may choose to report in those funds.
GASB 54 also clarified the capital projects fund O?€ definition for better alignment with
the needs ofpreparers and users. Definitions ofother govedmental fund t ?es also were
also modified for clarity and consistency.

Pursuant to the provisions set forth by GASB 54, the Municipality reported the following
govemmental funds in the accompanying CFFS

GeMraI fund - The general fund is the Municipality's main opemting fund and a
major govemmental fund, as defined below, used to account for all financial
resources and govemmental activities, except for financial resources required to be
accounted for in another fund. It is pr€sumed that the Municipality's govemmental
activities have been reported in the general fund except for tansactions for which one
of the following compelling reasons has required the use of another firnd: (1) legal
requircments, (2) GAAP requirements or (3) rhe demands of sound financial
administration requiring the use ofa govemmental fund other than the general firnd.

Debt service fund -The debt sesice fund is a major govemmental fund, as defined
below, used by the Municipality to account for the accumulation of resouces for, and
the payment of, principal and interest for: (1) bonds payable for which debt service
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payments are legally mandated to be accounted for in a debt service fund and/or (2)
bonds payable or any g€neral long-term debr for which the Municipality is being
accumulating financial resources in advance to pay pdncipal and intiresi payments
maturing in future years. During the fiscal yea. ended June 30,2010, the financial
activity accounted for in the debt service fund was specifically related to bonds and
notes payable.

The outstanding balance ofgeneral long-term debts for which debt service payments
do not involve the advance accumulation of resources (such as notes payable,
obligations under capital leases, accrued compensated absences, accrued legil claims
and judgments and the federal cost disallowances) are only accounted for in the
accompanying statement of net assets. The debt service payments of sucb debts are
geflerally accounted for as debt service - principal and debt service interest
expendituies in the general fund.

. Special revenue luzdr - The special revenue funds are non-major govemmental
funds, as defined below, used by the Municipality !o account for revenues derived
from grants, contributions or other revenue souces that are either self-restricted by
the Municipality or legally restricted by outside parties for use in specific purposes
(except for revenues that are eamatked for expenditures in major capital projects
which are accoudted for in the capiral project ftnds). The uses and limitations of
each special revenue fund are specified by muflicipal ordinances or federal and state
statutes. However, resources rcstricted to expenditue for purposes normally
finaaced liom the general fund are repo(ed in the Municipality,s general fund
prcvided that all applicable legal requirements are appropriately satisfied. In this
case, a special revenue fund to account for such kind oftransactions will be used only
iflegally mandated.

. Capilal projecls farrdr - Capital projects funds are non-major govemmental funds, as
defined below, used to account for the financial resources used for the acquisition,
construction or improvement of major capital facilities and other assets. Significant
capital outlays financed from proceeds ofgeneml obligation, public improvement or
special obligation bonds ac.ounted for also in the capital projects funds. The use of
the capital Fojects funds has been rcseryed only for major capital acquisitions,
construction or improvement activities that would distort financial resources trend
data ifnol reported separately from the other Municipality's operating activities. The
routine purchases of mi or capitalize assets (such as fumiture, office equipment,
vehicles and other minor capital assets or improvements) have been reported in the
govemmental fund from which financial resouces were used for the palment.

The focus of the GFFS is on major govemmental funds, which generally represent the
Municipality's most important funds. Accordingly, the Municipality is required to
segregate governmental funds between major and non-major categories within the GFFS.
Major individual govemmental funds arc reported individually as separate columns in the
GFFS, while data from all non-major govemmental funds are aggregated into a single
column, regardless offund fype.
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By definition, the Municipality,s general fund is always considered a major govemmental
fund. for financial reporting purposes. In addition, any other govemmintal fund is
classified as a major govemmental fund in the GFFS if its total assets, Iiabiliries.
rerenues or expendirures ofthal indi!idual govemmenral fund are at leasl l0 percenr of
the corresponding element total (assets. liabilities, revenues or expendituresl tbr all
goverunental firnds. For the purposes of applying the aforementioncd maior fund
criteria, no eliminations of inter-fund balances have been made. Total revenues i.or these
purposes means all revenues, including operating and non_operating revenues (net of
allowances for uncollectible accounts), except for other financi;g sour;es. Total
Expenditures for these purposes mean all expenditures, including operating and non-
opemting expenditures, except for other financing uses.

Based on the aforementioned criteria, the Municipality,s major govemmental funds
reported in the accompanying GFFS are: (l) the general fund, (2) the debr service fund,
and (3) the capital improvements fund.

The capital improvement fund is a major capital projects fund used to account for the
receipts and disbursements of the proceeds arising frorn gBnts and issuance of general
obligation and permanent improvement serial bonds used in the acquisition, construction
or improvement ofmajor capital facilities and assets.

The accompanying CFFS are accompanied by other statements and schedules required by
GAAP: (1) the reconciliation ofthe balance sheet govemmental funds to the statement
of net assets, and (2) the reconciliation of the statement of revenues, expenditurcs and
changes in fund balances - govemmental funds to the statement of activities.

e) Measurcment Focus and Basis of Accounting

Goyerpment-rride financial statemepts - The accompanying GWFS arc prepared using
the economic resources measurement focus and the accrual basis of accounting. Subject
to the additional rules and limitations detailed below, revenues (including intercst on
deposic) are generally recorded when eamed and expenses are generally recorded when a
liability is incuned, regardless ofthe timing ofrelated cash flows.

AII revenues, expenseq gains, losses, assets and liabilities resulting from exchange and
exchangeJike transactions are genemlly recorded when the exchange takes place. In
exchange transactions, each party to tle transaction receives and gives up essentially
equal values. An exchangeJike transaction is one in which there is an identifiable
exchange arld the values exchanged, though related, may not be quite equal.
Nevertheless, the exchange characte.istics of the exchange-like transaction arc strong
enough to justiry treating it as an exchaoge for accounting purposes (examples include
certain charges for services and miscellaneous aevenues, which are recorded as revenu€s
when collected because they are geDerally not measurable until actually received).

All revenues, expenses, gains, losses and assets resulting fiom non-exchange ffansactions
are recorded using the criteria set forth by GASB Statement No.33, Accounting a d
Findncial Reporting for Non-exchailge Transactions (GASB No. 33). GASB No. 33
established accounting and reporting standards for non-exchange transactions involving
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cash and financial or capital resources (for example, most tales. gants and Drivate
doaations). In a non-exchange transaction. the Municipaliry gives 1-or receivesi value
without dircctly receiving (or giving) equal value in re!um.' ihi. i. diff.r.nr f.o- _
exchange transaction, in wiich each party receives and gives up essentially equal values.
According ro CASB No. 3J. rhe Municipaliry groups its non-erchange E;nsaclions inro
the following four classes in the accompanying basic financial statemirts: (a) derived ta\
revenues, (b) imposed non-exchange revenues, (c) govemment mandated non-€xchange
transactions, and (d) voluntary non-exchange tmnsactions.

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

In the case of imposed non-exchange revenue transactions (such as property taxes and
municipal license ta.\es), which result from assessments made by the Municipality on
nongovemmental entities, including individuals, other than assessments on exchaflge
transactions, receivables arc generally recorded in the period when an enforceable Iegal
claift has arisen. Property taxes and municipal Iicense are genemlly .ecorded as revenues
(net ofamounts considered not colleaible) in the fiscal yea. when resources are required
to be used or the first fiscal year that the use ofthe rcsources is p€rmitted.

Govemment-mandated non-exchange tansactions (such as grants and conftibutions)
result when a govemment at one level (such as the federal or state govemment) provides
resouces to the Municipality and the provider govemment requires the Municipality to
use those resources for a specific purpose or purposes established in the provider,s
enabling legislation. I[ these E?e oftransactions, receivables and revenues are generally
rccorded when all eligibility requirements imposed by the provider have been met. For
the majority of grants, the Municipality must expend resouces on tie specific purpose or
project before the providff reimburses any amounts. Revenue is, therefore, generally
recognized as qualirying reimbursable expenditures are incurred.

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

Receipts of any B?e of revenue sources collected in advance for use in the following
fiscal year are rccorded as deferred (uneamed) revenues.

According to GASB No. 34, all general capital assets and the un-matured longtern
liabilities arc recorded only in the accompanying statement of net assets. The
measurement focus and ihe basis ofaccounting used in the accompanying GWFS differ
significantly from the measurement focus and basis ofaccounting used in the preparation
of the accompanying CFFS. Thercforc, rhe accompanying GFFS include reconciliations,
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as detailed in the accompanying table of contents, to better
between the GWFS and the GFFS.

identii/ the relationship

Governmeplal fupd finatrci.l statemenls - The accompanying GFFS are reponed using
the current financial resources measurement focus (flow of cJnenr financiJl resourcesl
and the modified accrual basis ofaccounting. Accordingly, the accompanyine statement
of revenues,. expenditures and changes in firnd balancei _ gov.-.enalh,id., .epo.r,
changes in the amount of financial rcsourc€s available in thl near future as a result of
transactions and events of the fiscal year reported. Iherefore, revenues are generally
recognized as soon as they are both measurable and available. Revenues are consldered to
be available when they are collectible within the current fiscal year or soon enough
thereafter to pay liabilities ofthe current fiscal year. For rhis purpose, the Municipality
considers most revenues to be available if collected within 90 days after June 30, )010,
except for property taxes for which the availability period is 60 days. Revenue sources
not meeting this availability criterion or collected in advance are iecorded as deferred
(unavailable) revenues at June 30, 2010.

The principal revenue sources considered susceptible to accrual include property taxeq
municipal license ta-xes, conshuction excise taxes, inteagovemmental gunt. ana
contributions, interest on deposits and charges for services. These princip,-al revenue
sources meet both measurability and availability criteria in the accompanying GFFS,
except for amounts recorded as defered (unavailable) revenues.

h a manner similar to the CWFS, but subject to and limited by the availability criteria
discussed previously, all revenues, expenses, gains, losses, assei and liabiiities resulting
from exchange and exchange-like transactions are also genemlly recorded when the
exchange takes place. Accordingly, certain charges for services and miscellaneous
revenues are recorded as revenues when collected because they are genemlly not
measumble until actually received.

AJI revenues, expenses, gains, losses and assets resulting from non-exchange transactions
are recorded in a similar manner to the GWFS, using the previously discussed criteria set
forth by GASB No. 33 for non-exchange hansactions, but subject to and limited by the
availability criteria discussed above- Accordingly, property tax and municipal licensi tar
receivables arc also generally recorded in the fiscal year when an enforceable legal claim
has arisen while property tax and municipal license ta\ revenues (net of amounts
considered not collectible) are also generaliy recorded in the fiscal year when resources
are requircd to be used or the first fiscal year that the use of the resouces is permitted.
Receivables and revenues from federal and state grrants and contributions, donitions and
entitlements are also generally recorded when all eligibility requirements imposed by the
provider have been met (generally, as quali&ing reimbursable expenditures are incurred).

Interest on deposits is recorded when earned only if collected within 90 days after the
fiscal year-end since these rcvenues would b€ considered both measumble andavailable.

Pursuant to the provisions ofGASB Interpretation No. 6, Rpcognition and Measurernent
oJi Cefiain Liabilities and Expendirures in Goyemmental Fund Financial Statemen s
(GASBI No. 6), in the absence of an explicit requirement (i.e., the absence of an
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applicable modification, discussed below) the Municipality generally accrues a
govemmental fund liability and an expenditue (including salaries, lrofessional services,
supplies, utilities, etc.) in the period in which the govemment incurs the Iiability, ro the
extent that these liabilities are normally expected to be liquidated in a rimely manner and
in fuil with cunenr available financial resources. CASBI No. 6 modified the recognition
criteria for certain expenditures and liabilities reponed under the modified accrual basis
of accounting prior to GASB No. 34, and clarified a number of situations in which the
Municipality should distinguish berween govemmental fund liabilities and general long-
term liabilities. Therefore, the accompanying balance sheet _ govemiental funds
generally reflects assets that will be converted into cash to satist current liabilities.
Long-term assets and those assets that will not be converted into cash to satisFr' currenr
liabilities are generally not accounted for in the accompanying balance sheel
govemmental funds. At the same time, long-term liabilities (generally, those un_matured
that will not require the use of current financial resources ro pay them) are not accounted
for in ihe accompanying balance sheet govemmental funds.

Modifications to the accrual basis of accounting in accoadance with CASB No. 6 include:

. Principal and inte.est on bonds payable are recorded when they mature (when
payment is due), except for principal and interesr due on July I. 2-010, which have
been recorded as govemmental fund liabilities at June 30,2010, which is the date
when resources are available in the debt service funds (generally, June 30).

. Notes payable and compensated absences are recorded only when they mature (when
payment is due).

. Certain accounts payable, intergovemmental payables and other accrued liabilities
not due and payable or not nomally exF,ected ro be liquidated in fuil and in a timely
manner with available and expendable financial resources are recorded in the
accompanying statement of net assets. Such liabilities are recorded in the
govemmental funds when they mature.

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

The measurement focus of the GFFS is on decreases of flet financial resources
(expenditurcs) rather than expenses. Most expenditures are measurable and are recorded
when the related goverrurental fund liability is ircurred. Allocation of costs, such as
depreciation and ainortization, are recorded in the accompanying statement of activities,
but are not recorded in the accompanying GFFS.

J) Stewadship, Compliance and Accountdbility

Budsetarv Coltrol

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

The Mayor must submit, for each fiscal year commencing on July 1, an aanual budgetary
resolution project (the Prcject) to the Commissioner of Municipal Affairs of the
Commonwealth (the Commissioner) and the Municipal Legislature no larer than the
immediately preceding May l0 and May 15, resp€ctively. The Commissioner
preliminarily verifies that the Project complies with all the applicable laws and
regulations and may provide comments and suggestions to the Mayor on or before the
immediately preceding June 13.

The Municipal Legislature has 10 business days, up to the immediately preceding June
13, to discuss and apprcve the Project with modifications. The Municipal Legislarure
may amend the budgets submitted by the Mayol but may not increase any items so far to
cause a deficit without imposing taxes or identiS,ing other sources of revenu€ to cover
such deficit. After the Municipal Legislature modifies and preliminarily approves the
Projec! the modified Project is sent back to the Mayor for his approval or rejecrion
within 6 days. The Mayor may decrease or eliminate any line item but may not increase
or insert any new line item in the budgets. The Mayor may also veto the budgeL! in their
entirety and retum it to the Municipal Legislature with his objections. If the Mayor
rejects the Project, the Municipal Legislature will have up to 8 days to adopt or rejecr the
recommendations or objections of the Mayor. The approved Project is sent again to the
Mayor, which then would have 3 days to sign and approve it.

If the budgets are not adopted prior to the end of the deadlines referred to above, the
annual budgets for the preceding fiscal year, as apFoved by the f,egislature and the
Mayor, a.e automatically renewed for the ensuing fiscal year until the Municipal
Legislature aod the MayoI approve new budgets. This regulation permits the
Municipality to continue doing payments for its opemtions and other purposes until the
new budgets are approved.

The annual budgets may be updated for any estimate revisions as well as fiscal year-end
encumbmnces, and may include any additional information requested by the Municipal
Legislature. The Mayor may request subsequent amendments to the approved budgets,
which are subject to the approval ofthe Municipal Legislature.

The Municipalify's Department of Finance and Budget has the responsibiliry to ensure
that budgetary spending conEol is maintained. For day-to-day management control
purposes, expenditures plus encumbrances may not exceed budgeted amounts at the
expenditure-g?e level of each cost center (activity within a program within a fund). The
Mayor may transfer uneflcumbered appropdations within programs within funds. The
MuDicipal Legislature may transfer amounts among programs within and among funds.

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

Under the laws and regulations ofthe Commonwealth, the appropriations made for any
fiscal year shall not exceed the total revenue, including available surplus, estimated for
said Jiscal year unless the imposition of taxes sulficierit to cover said appropriations is
provided.

Budsetarv Accountins

The Municipaliry's annual budgets are p.epared using the budgetary (statutory) basis of
accounting, which is not in accordance with GAAP.

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

The Municipality uses encumbrance accounting to record the full amount of purchase
orders, contracts and other commitmetts of apgopriated resources as deductions from
the app.opriation pdor to actual expenditue. In the govemmental firnds, encumbmnce
accounting is a significant aspect of budgetary conhol. Accodingly, expenditures are
generally recorded when the related expenditure is incurred or encumbered. Available
appropriations and encumbrances are established to lapse one fiscal year after the end of
the fiscal year. Amounts required settling claims andjudgments against the Municipality,
and certain other liabilities, are not recognized until they are encumbered o. otherwise
processed for payment. Unencumbered appropriations and encumbmnces lapse at fiscal
year-end. Other appropriations, mainly capital Fojects appropriations, are continuing
accoudts for which the Municipal Legislature has authorized that an unspent balance
Iiom the prior year be caried forward and made available for cunent spending.

The accompanying Budgetary Comparison Schedule General Fund provides
information about the general fund's original budget, its amendments, and the actual
aesults of operations of such major govemmental fund under the budgetary basis of
accounting for the fiscal year ended June 30, 2010. Fwther details ofthe Municipality,s
budgetary control at the legal level may be obtained from the Budgetary Liquidation
Report for the fiscal year ended June 30, 2010, which is Fepared by the Municipality,s
Departrnent of Finance. Copies of that report may be obtained by writing to the
Municipality's Director of Finance.

Because accounting principles applied for the purposes of the developing data on a
budgetary basis differ significantly from those used to present the govemmental fund
financial statements in conformity with GAAP, a reconciliation of the differences
between the geneml and debt service funds' budgetary bases and GAAP actual amounts
are presented at the bottom ofthe respective budgetary comparison schedules.

38



CoMMoNTEALTH oF PUERTo RIco
MUNICIPALITY oF NAGUABo
Notes to Financial Statemeots

June 30.20t 0

9 Unrestricted aad Restricteil Deposils

The Municipality's deposirs are composed ol (1) cash on hand. (2) demand deoosits in
commercial banks. and (l) demand deposirs in $e Coremmeni Development Bank for
Puerto fuco (fiscal agent).

Uader the laws and regulations of the Commonwealrh, public funds deposired by the
Municipality in commercial banks musr be firlly collateralized for the amounrs deposited
in excess ofthe federal depository insurance generally provided by the FedeBl Deposits
Insfiance Corporation (FDIC). Agents designated by the Commonwealth,s Secretary of
the Treasury, but not ir the Municipality,s name hold ali securities pledged as collateral.
Cash in fiscal agent in the debt service fund consists of cash r;lad to properry rax
colleoions amounring to $1,549,783, which is rest cted for the paymeni of the
Municipality's 

-debt 
service, as required by law_ Cash in fiscal agent in the capital

improvements fund, amounting to $177,515 consists ofunspent proceeids ofbonds, ;hich
are restricted for the acquisition, construction or improvement ofcapital assets.

Restricted cash in commercial banks recorded in other govemmental firnals, amounting to
$1,718,594 represents mainly the balance of interest and non-intercst bearing accounts
restricted to finance the operations ofcertain federal and state funded programsl

The Municipality follows the practice ofpooling cash among govemmental funds. The
total balance ofpooled cash accounts amounted to $3,716,698 at June 30, 2010. Ofsuch
amount, $3,194,646 has been recorded in the general fund as an excess of checks over
bank balances (within accounts payable) at June 30, 2010, while the rcmaining positive
balances have been recorded as cash within the remaining major and non_major
govemmental funds.

h) Uirestricled and Restricted Accounts Receivable

Accounts receivable consist of all revenues eamed but not collected at June 30, 2010.
These accounts receivables are stated net of estimated reserved fo. doubtful accounls,
which are determined based upon past collection experience, historical tends. curren!
economic conditions and the periodic aging ol'accounls receivable.

Activities among govemmental funds that are representative of lending/borrowing
a.rangements outstanding at the end of the fiscal year are referred to as either ..due

tolfiom other funds" (i.e. the curent portion of inter-fund loans) or ..advances tolfrom
other funds" (i.e., the non-curent portion of inter-fund loans), as applicable. All other
outstanding balances between funds are reported as ..due tolfrom other funds.,,

, Capital Assets

Capital assets used in governmental aoivities include land and land improvemenE,
buildings, stouctxres and building improvements, machinery and equipment (including
equipment held under capital leases), fumiture and fixtures, liiensed vehicles,
construction in progress, and infrastructure. These assets are capitalized and reported in
the accompanying statement ofnet assets. Infrastructure assets are generally stationary in
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nature and include roads, b.idges, sheets and sidewalks, dminage systems and other
similarassets.

For financial reporting purposes, the Municipality defines capital assets as assets with an
individual cost basis of $500 or more at the date of icquisition, constmction or
improvement, and with useful lives extending beyond one year. 

- 
All assets with

individual costs under $500 or with usefxl livei noi exceeding one y"*, a." ch-g"a
directly to expense in the govemment-wide statement ofactivitils. In in" lore--ental
funds, all capital assets are recorded as capital outlays (expenditures), wh-ile all assets
with individual costs under 9500 are recorded as expenditures in the corresponding
function/program identified with the asset.

In the statement of net assets, all capital assets are recorded at cost or estimated historical
cost if actual cost was unavailable, except for donated capital assets, which are recorded
at their estimated fair value at the date of donation. Estimated historical costs based on
deflated curent costs were used to value a significant portion of the infiastucture
constucted or acquired prior to June 30, 2003 and certain lands, buildings, shuctures and
building improvements. The method used to deflate the cuneni costs with an
approximate price index was used only in the case of certain items for which the
historical cost documentation was not available. Actual historical costs werc used rc
value the inlrastluctule acquired oI conshucted after June 30, 2003 as well as,
construction in progess, machinery and equipment and licensed vehicles acquired prior
or after such date.

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

Depreciation and amortization expense is recorded only in the govemmentwide
statement of activities. However, there is no depreciation or amortization .ecorded for
land and construction in progress- Depreciable capital assets are generally depreciated or
amortized over their estimated useful lives under the straightline method, except for
machinery and equipment held under capital leases which is depreciated over the siorter
of its estimated useful Iife or the lease tem. The estimated useful lives of major capital
asset categories arc:

Years
20Land improvements

Buildings, stuctures and building improvements
Infrastructule
Motor vehicles
Fumiture, fixtures, machinery and equipment,

excluding those held under capital leases

Equipment held under capital leases

30 ro 50

20 to 50
5

5to20
3to5

Depreciation and amortization expense of capital assets is recorded as a direct expense of
the function/program specifically identified with the asset. Depreciation and
amortization of infrastucture is not allocated to va ous functionvprograms but reported
as direct expenses ofthe urban and economic development function.
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Delerreil Reverraes

In the GFFS, defened revenue arises when one ofthe following situations occur:

. Potential revenue does not meet both the ..measumble,, and ..available,, criteria for
revenue recognition in the current period (reported as .'eamed but unavailable
re7,enue". in the accompanying balance sheet_govemmental funds). As previously
discussed, available is defined as due (or past due) at June 30, 20i0 and'collected
within 90 days (60 days for property taxes) thereafter to pay obligarions due at June
30. In subsequent periods, wh€n both criteria (measurable ar}d available) are met, the
liability for defened revenue is removed and revenue is recognized.

. The Municipality receives resources before it has a legal claim to them (reported as
"tmeamed rerenue" in the accompanying balance sheet-govemmental funds). In
subsequent periods, when the revenue recognition crjterion is met. the liabilirv for
deferred revenue is remored and revenue is recognized,

Deferred revenues at the govemment-wide level arise only when the Municipality
receives resources before it has a legal claim to them (reported as ..uneomed reyenue" in
the accompanying statement of net assets). No 'earned but unayailable reyenue" is
accounted for in the accompanying statement of net assets.

Cotfipensaled Absences

Compensated absences are accounted for under the provisions of Statement No. 16,
Accot&tingJot Compewated Absmces, tssued by GASB (GASB No. I6). Compensated
absences include paid time offmade available ro employees in connection with ;acation,
sick leave and compensatory time. The liability for compensated absences recorded in the
accompanying statement of net assets is limited to leave that (l) is attributable to
services already rendercd on or before June 30, 2010 and (2) is not contingent on a
specific event that is outside the control of the Municipality and the employee (such as
illness). Compensated absences that relate to future services or are contingent on a
specific event outside the control of the employer or the employee are accounted for in
the period when those services are rendered or those events take place.

The liability for compensated absences includes salary-related costs, which are directly
and i0crementally related to the amount of salary paid to the employee (such as
employer's share ofsocial security taxes and Medicare taxes).

The vacation policy of the Municipality provides for the accumulation of regular
vacations at a mte of 2.5 days per month (30 days per fiscal year) per employee.
Employees accumulate regular sick Ieave at a rate of 1.5 days per month (16 diys per
fiscal year). Employees accumulate compensatory time at a mte of 1.5 timis the
overtime worked. AII vacation and sick leave days accumulated by employees in excess
of 30 days and 90 days, respectively, are paid to employees each fiscal year, if not
consumed, as required by law. In the case ofcompensatory time, th€ excess of240 hourc
is paid to employees each fiscal year, ifnot consumed.

k)

4l



COMMOIIVI.ALTH oF PUf,RTo IUCo
MUNICIPALITY oF NAGUABo
Notes to Financial Statements

June 30,2010

Upon termination of employment, an employee receives compensation for all
accumulated unpaid regular vacation leave at the current rate. In the case ofregular sick
leave, if rhe employee terminates his or her employrnent before reaching 10 years of
services, such regular sick leave is not paid to the employee, ifnot consumed. In addition
upon termination of emplolment, an employee does not receive compensation for
compensatory time, ifnot consumed previously.
After 10 years of services, any .egular sick leave balance is paid to the employee.
Accumulated vacation time is fully vested to the employee at any time.

The liabilify for compensated absences is reported in the statement of net assets. A
liability for compensated absences is reporled in the GFFS only when matured (when
payment is due), for example, as a result ofemployee resignations or retirements.

Long-lerm Debt

The long-term liabilities reported in the accompanying statements of net assets include
the Municipality's bonds payable; notes payable, obligations under capital leases, accrued
compensated absences and accrued legal claims and judgments.

All long-term debt to be repaid from govemmental resources is reported as liabilities in
the accompanying statement ofnet assets. P ncipal and interest payments on bonds due

on July t, 2010 have been recorded as govemmental fund liabilities in the GFFS when

resources were available in the debt service firnd (June 30, 2010). In the GFFS, the face

amount of debt issued (goss debt reported) is rcported as other financing sources when

issued.

In the GWFS debt issuance costs have been capitalized and reported as deferred charges,

which are being amortized under the straightline method over the life ofthe debt. In the

GFFS, such costs are recorded as expenditures as incured.

Non-interest bearing notes payable are accounted for under the provisions ofopinion No.
21, Interest on Receivables and Payables, issued by the Accounting Principles Board
(APB No. 21). According to APB No.21, the Municipality has recorded such notes at
present value with an imputed interest rate that approximates the mte that would have

been used, using the same terms and conditions, if it had been negotiated by an

independent Iender. In the accompanying statemelt ofnet ass€ts, such notes payable arc

reported net of the applicable unamortized discount, which is the difference between the

present value and the face amount ofthe notes. The discoum is amortized over the life of
the notes usiog the efiective interest method. Amortization of the notes discount is

rccorded as part of interest expense in the statement of activities. In the GFFS, notes

discount is recognized as other financing uses during the current period.

Accountingfor Pe sion Cosls

For the purpose ofapplying the requirements ofGASB Statement No. 27, Accountingfor
Pensions by State and Local Govemment Employe,'s (GASB No. 27), the Commonwealth
is considered to be the sponsor ofthe Employees' Retircment System ofthe Govemment

m)
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of the Commonwealth ol Puerto Rico (formerly Employees' Retirement System of the
Govemment of Puerto fuco and lts lnshummtalities) (ERS) and System 2000, a multi-
employer cost-sharing defined benefit pension plan and a hybrid defined contribution
plan, respectively, in which the employees of the Municipality participate. The
Municipality is considered a participant, and not a sponsor, of these retirement systems
since the majority of the participants in the aforementioned pension trust funds are

employees of the Commonwealth and the basic financial statements of such retirement
systems are part ofthe financial reporting entity ofthe Commonwealth. Accordingly, no
portion of the net pension obligation (NPO) related to ERS has been allocated to the
Municipality in the accompanying basic financial statements. The basic financial
statements of the Commonwealth report the total amount of the net pension obligation of
ERS, including any amount that may conespond to the Municipality.

The Municipality accounts for pension costs from the standpoint of a participant in a

multiple-employer cost-sharing plan. Accordingly, pension costs rccogflized in the
accompanying basic financial statements are equal to the statutorily required
conhibutions, with a liability recorded for any unpaid required contributions.

n) Risk Managern4fi

The Municipality carries commercial insurance covering casualty, thefl, tort claims and

other losses. lnsumnce policies are negotiated by the Commonwealth's Department of
Treasury (the Department of Treasury) on behalfofall municipalities of Puerto Rico. The
Department of Treasury pays the insu.ance premiums on behalf of the Municipality and
then is reimbursed each fiscal year through monthly equal payments deducted from the
Municipality's goss property tax collections made by the Municipal Revenue Collection
Center ("CRIM", by its Spanish acron,,rns), a govemmental entity responsible for billing
and collecting prcperty taxes on behalf of all municipalities of Pue.to fuco.

The Municipality carries insurance coverage for death and bodily injuries caused by
automobile accidents. This insurance is obtained through the Automobile Accidents
Compensation Administration (ACAA), a component unit ofthe Commonwealfi. This
insurance is compulsory for all licensed vehicles used on public roads and highways in

Puerto Rico. The annual premium applicable at June 30, 2010 is $35 per licensed motor
vehicle, which is paid directly to ACAA.

The Municipaiity obtains workers' compensation insurance coverage through the state

Insurance Fund Corpomtion (SIFC), a component unit of the Commonwealth. This
insurance covers workers against injuries, disability o. death because of work or
emplo),rnent-related accidents, or because of illness suffered as a consequence of their
emploFnent. Workers' compensation insuance prcmiums are also paid through monthly
deductions made by CRM from the Municipality's gross Foperty tax collections.

The Municipality obtains unemployment compensation, non-occupational disability, and

d vers' insurance coverage for its employees through various insurance progmms

administered by the Commonwealth's Department of Labor and Human Resources
(DOL). These insumnce programs cover workers against unemployment and prcvide
supplementary insurance coverage for temporary disability, or death because of work or
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emplo).rnent-related accidents or becaLlse of illness suffered as a consequence of their
employment. Unemplolment compensation, non-occupational disability and drivels,
insumnce premiums are paid directly to DOL on a cost reimbursement basis.

The Municipality also obtains medical insumnce coverage fiom seveml health insurance
companies for its employees. Different health insurance coverage and premium options
are negotiated each year by the Department of Treasury on behalf of the Municiiality.
The current insuance policies have not been canceled or teminated at June 30,2010.
Premiums are paid on a monthly basis directly to the insurance company. In the past
three years, the Municipality has not settled claims that exceeded insuranc;coverag€.

o) Fund Balances

On July 1, 2009, the Municipality adopted the provisions of GASB Starement No. 54,
Fund Balance Repolti g and Goyemment.rl Fund TWe Derrr'liozs (GASB 54), which
enhanced the usefirlness of fund balance informarion by providing clearer fund balance
classifications that can be more consistently applied. This staaement establishes fund
balance classifications that comprise a hierarchy based primarily on the extent to which
the Municipality is bound to observe constaints imposed upon the use ofthe resources
reported in govemmental funds.

Pursuant to the provisions of GASB 54, the accompanying GFFS report firnd balance
amounts that are considered nonspendable, such as fund balance associated with
inventories. Other fund balances have been repofted as restricted, committed, assigned,
and unassigned, based on the relative strength ofthe constaints that control how specific
amounts can be spent as desc bed as follows:

b.

Nonspendable - Represent resources that cannot be spent readily with
cash or are legally or contractually required not to be spent, including
but not limited to inventories, prepaid items, and long telm balances of
interfund loans and accounts receivable.

Rerricred - Represent resources that can be spent only for the specific
purposes stipulated by constitutional provisions, extemal resource
providers (extemally imposed by creditors or g"ntors), or through
eDabling Iegislation (that is, Iegislation that creates a new revenue
source and restricts its use). Effectively, restrictions may be changed or
lifted only with the consent of resource providels.

Committed - Represent resources used for specific purposes, imposed by
formal action of the Municipal's highest level of decision maling
authority (Municipat Legislature through resolutions and ordinances)
and can only be changed by a similar law, ordinance or resolution.

,-,J.s/gzed- Represent resources intended to be used by the Municipality
for specific purposes but do not meet the criteria to be classified as
restdcted or committed (generally executive orders apprcved by the
Mayor). Intent can be expressed by the Municipal Legislatue, the

d.
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Mayor or by an official oI body to which the Municipal Legislature

delegates authority in conformity rr'/ith the Autonomous Municipalities
Act of Puerto Rico, as amended ln govemmental funds other than the

general fund, assigned fund balance represents the remaining amount

that is not rest cted or committed.

e. lJnassigned - Represent the residual classification for the Municipality's
general fund and includes all spendable amounts not contained in the

other ciassifications. In other funds, the unassigned classification is

used only to report a deficit balance resulting from overspending for
specific puaposes for which amounts had been reshicted, committed, or

assigned.

Negative fund balance amounts are assigned amounts reduced to the

amount that will mise the fund balance to zero. Consequently, negative

rcsidual amounts in restricted, committed and assigned fund balance

classifications have been reclassified to unassigned fund balances

The Municipality reports resources constraifled to stabilization as a specified Purpose
(restricted or committed fund balance in the general fund) only if: (1) such resources meet

the other criteria for those classifications, as described above and (2) the circumstances or

conditions that signal the need for stabilization are identified in sufiicient detail and are

not expected to occur routinely. However, the Municipality has not entered into any

stabilizationlike arangements, no. has set aside material financial resouces for
emergencies and has not established formal minimum fund balance amounts as ofand for
the fiscal year ended June 30, 2010.

In situations when expenditure is made for a purpose for which amounts are available in

multiple fund balance classifications, the Municipality uses restricted rcsources first, and

then unrestricted resourc€s. Within unresticted resources, the Municipality generally

spends committed resources first, followed by assigned rcsources, and then unassigned

resources when expenditures.

The classification of the Municipality's individual govemmental funds arnong general,

debt service, special revenue and capital pmject fund types used in prior fiscal years for

financial reporting purposes was not affected by the implementation of GASB 54 In

addition, the financial positions and the results of operations reported in the

accompanying GFFS as of and for the fiscal year ended June 30, 2010 have- not heen

affected for this change in accounting principle. Accordingly, the accompanying GFFS

have not reported any-retroactive restatements or reclassifications of fund equities as of
July 1, 2009.

p) Inter-fu d Activiries

The Municipality has the following tlpes of reciprocal and non-reciprocal inter-tund

activities recorded among govemmental funds in the accompanying GFFS:
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. I ter-lund loans - Represent resouces (assets) provided by one govemmental flnd
to other govemmental fund with a requirement and commitment for repalment
(reimbursement), which are recorded as "d e fiom " in the lender govemmental fund

and due to" ir the borrower govemmental fund. Inter-fund receivables, which arc

not considered to be culrently available financial resources, are reported as

"adrances". For amounts not expected to be collected, inter_fund

receivables/payables are reduced to their estimated realizable (settlement) value, and

the portion of the inter-fund loan that is not expected to be repaid is reported as a

" transfer-in" frotfithe govemmental fund that provided the loan.

. Inter-fund trunslers (tansfers-irr./(oal) - Represent flows of assets (permanent

reallocation of financial resources among govemmental funds) without equivalent

flows of assets in retum and without a requirement for repayment. Transfers are

rcpofied ds 'other fnanci,g Jes " in the govemmental fund making transfers and as

"other fi ancing sources " in the govemmental fund receiving transfers.

c Inter-fund reimbursenerrts Represent repa)T nents (reimbu$ements) from the

govemmental fund responsible for particular expenditures or expenses to rhe

govemmental fund that initially paid for them.

In the GFFS, inter-fund activity has not been eliminated, as permitted by GAAP.

Use oJ Estimales

The p.eparation of the accompanying basic financial statements in confomity with

GAAP rcquires management to make significant estimates and assumptions that affect

the repoft;d amounts of assets and liabilities, the disclosure of contingent assets and

liabilities at the date of the basic financial statements, and the reported amounts of
revenue and expenses during the reporting period. Actual results could differ from those

estimates,

Future adoption of accourrting prcnoutemenls

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

2010:

11. OASB Statem€nt No. 49, Accomting .md Fin@cial Reportbtg for
Pollulion Remediation Obligations, which is effective for periods

beginning after June 15,2009.

D. GASB Statement No. 51, Accounting and Financial Repo ing for
Intangible Assets, which is effective for periods beginnilg after June 15,

2009.

e GASB Statement No. 53, Accounting and Fina cial Reporting for
De vatfue Instruments, which is effective for periods beginning after June

15,2009.

4
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The impact of these statements on the Municipality's basic financial statements has not

yet been derermined.

2. Deposits

The Municipality maintains its deposits in various commercial banks located in Puerto fuco

and the Covemment Development Bank for Puerto Rico (GDB). Proceeds from bonds and

funds related to certain grant awards are required by law to be held with GDB.

On July 1, 2005, the Municipality adopted the provisions ofGASB Statement No. 40 (GASB

No. 40), Deposil and Investment Rkk Disclos*e, an Amendment to GASB Statement No. 3.

This statement rcquires that state and local govemments disclose essential nsk informatioD

about deposits and investments. The disclosure requirements cover four main arcasi (1)

credit rislq (2) interest rate risk, (3) custodial credit risk, and (4) foreiSn exchange exposure.

r Credit risk - Thh is the risk that an issuer or other counterparty to an investmert

will not fulfill its obligations. In compliance with the laws and regulations of the

Commonwealth, the Municipality has adopted, as it's custodial and credit risk policy,

the Staternent ol lnvestlrlent Guidelines fot lhe Govemment ol lhe Commonweabh of
Puerto Rico. Accordingly, the Municipality invests only in obligations of the

Commonwealth, obligations of the United States of America, certificates of deposit,

commercial paper, bankers' acceptances, or in pools of obligations of the

municipalities of Puerto Rico, which are managed by GDB According to lhe

aforementioned investment guidelines, the Municipalify does not invest in

marketable securities oI any other qpes of investments for which credit risk exposure

may be significant. Thercfore, the Municipality's management has concluded that

the credit dsk related to any possible loss rclated to defaults by commercial banks on

the Municipality's deposits are considered low at June 30, 2010.

. Interest rate risk - This is the risk that changes in interest rates of debt investments

will adversely affect the fair value of an investment. The Municipality manages its

exposure to declin€s in fair values by: (l) not including debt investments in ils
investment portfolio at June 30, 2010, (2) limiting the weighted average maturity of
its investments to thrce months or less, and (3) keeping most of its bank deposits in

interests bearing accounts genenting interests at prevailing market mtes. At June 30,

2010, the Municipality's cash balances are recorded at cost, which approximates their

fair value. Therefore, the Municipality's management has concluded that at June 30,

2010, the interest rate dsk associated with the Municipality's cash and cash

equivalents is considered low.

. Custodial credit risk ln the case of deposits, this is the risk that in the event of a

b*k failu.", the Municipality's deposits may not be recovered. Pursuant to the

Statement of Inrestment Gaidelines for the Govemne t of the Commonwealth oJ

Puefio Rico the balances deposited in commercial banls by the Municipality ar€

insued by the Federal Deposit Insumnce Corpomtion (FDIC) generally up to a
maximum of $100,000 per depositor. In addition, Public funds deposited in

commercial bank by the Municipality are fully collateralized for the amounts

deposited in excess of the federal depository insurance. All securities pledged as
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collateral are held, in the Municipality's name, by the agents ofthe Commonwealth's
Secretary of Treasury. Deposits with GDB are uninsured and uncollatemlized.
However, no losses related to defaults by CDB on deposit transactions have been
incurred by the Municipality through June 30, 2010. Therefore, the Municipality's
management has concluded that at June 30, 2010, the custodial credit risk associated
with the Municipality's cash is considered low.

. Foreiqn exchanse risk Tle risl thal changes in exchange rates $ill adversely
affect the value of an investment or a deposit- According to the aforementioned
investment guidelines, the Municipality is prevented from investing in foreign
securities or any other ry?es of investments for which foreign exchange risk exposure
may be significant. Accordingly, management has concluded that the forcign
exchange dsk related to ihe Municipality's deposits is considercd low at June 30,
2010.

3. Municipal License Taxes

The Municipality is authorized by Act No. 8l to impose and collect municipal license taxes
to any natural or legal person having trade or business activities within the tenitory of
Naguabo. This is a self-assessed ta.\ generally based on the business volume of ta-\payers,
measured by gross revenues. The Municipality establishes the applicable tax rates. At June
30, 2010, the municipal license tax mtes imposed by the Municipality were 1.50 percent for
financial institutions and 0.50 percent for other g?es of taxpayers. Any taxpayers that have
been gmnted with a partial tax exemption under any of the ta\ incentive acts of the
Commonwealth ultimately pay municipal license tax€s at reduced tax mtes, generally
between 60 percent and 90 percent under standard rates.

Each taxpayer must assess the conesponding municipal )icense tax by declaring the volume
ofbusiness tkough a ta\ retum filed every April 15, based on the actual volume ofbusiness
(revenues) eamed in the preceding calendar year. Ta-{payers with a sales volume of $i
million or more must include audited financial statements with their tax retum filings. The ta{
can be paid by the taxpayer in nvo equal installments due on July 15 and JMuary 15,

subsequent to the filing ofthe declaration on April 15. The first installment ofthe ta-x covers
the six-month period ended December 31, subsequent to the filing date of the declaration,
while the second installment of the tax covers the six-month period ended June 30 of the
subsequent calendai yea.. If a ta.xpayer eiects to pay the tax in full on the filing date ofthe
declaration (generally April 15), a 5 percent discount is granted automatically on the total tax
amount due.

Any municipal license te\es collected in advance (that is, pertaining to a lirture fiscal year)
are recorded as uneamed revenues in the G\ aFS and the GFFS. Total municipal license tax
receivable amounted to $217,364 at June 30, 2010. Defered municipal license tax rcvenues
recorded in the accompanying GWFS and GFFS amounted to $799,900 and $7'73,454,
respectively, at June 30, 2010.
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Property Taxes

The Municipality is authorized by Act No. 8l to impose and collect property taxes from any
natural or legal person that, at Januar"y I of each calendar yeai (l) is engaged in trade or
business and is the owner of personal or real property used in trade or business or (2) owns
residential real property with a value in excess of $ I 5,000 (at I 95 7 estimated market prices).
CRIM is responsible for the billings and collections of real and personal property taxes on
behalfofthe Municipality. Prior to the beginning ofeach fiscal year, CRIM informs to the
Municipality the estimated amount of property tax expected to be collected for the ensuing
fiscal year. Throughout the fiscal year, CRM advances funds to the Municipality based on

the initial estimated collection amounts for the fiscal year. CRM is required by law to
prepare a settlement statement on a fiscal year basis, whereby a comparison is made between
the amounts advanced to the Municipality and the property ta.\ amounts actually collected
from taxpayers on behalfofthe Municipalitydu ng the fiscal year. This settlement has to b€

completed on a preliminary basis not Iater than December 31 followingthe fiscalyear€nd.

Personal property taxes are self-assessed by taxpayers every year using the book value of
personal prcpety assets owned by the ta\payer at January I (assessment date) and rcporting
such taxable value through a pe$onal plopffty tax retum filed on May i5 subsequent to the
assessment date. The total personal property tax rate in force at June 30, 2008 was 7.03
percent (of which taxpayers pay 6.83 percent and the remaining 0.20 percent is paid by the
Deparhnent ofTreasury, as a subsidy).

Real property taxes arc assessed by CRIM. The assessment on real property is made every
January I and is based on estimated current values ofthe property, deflated to 1957 market
prices. The total real prcp€rty tax rate in force at June 30, 2008 was 9.03 percent (ofwhich
8.83 percent is paid by taxpayers and the remaining 0.20 percent is also paid by the
Department ofTreasury, as a subsidy).

Residential real property occupied by its owner (not engaged in tmde or business) is €xempt

from property taxes only on the first $15,000 of the assessed value (at 1957 market prices).

For exempt amounts, the Department ofTreasury assumes the payment ofthe basic tax (,+.00

percent and 6.00 percert for personal and real property, respectively), except for property
assessed for less than $3,500 (at 1957 market prices), for which no payment is made by the

Department of Treasury.

According to Act No. 81, included within the total personal and real property tax rates of6.83
percent and 8.83 percent, respectively, there is a lelry ofan annual specialtax of 1.03 percent

ofthe assessed value ofall real and personal propefiy not exonerated from ta-xation. This
special tax is levied by the Commonwealth but is collected by CRIM. collections of this
special tax are directly remitted by CRIM to the Commonwealth's debt service fund, for the
payment ofthe gen€ral long-term debt ofthe Commonwealth.

Io addition, included within the total personal and real property ta.x rates of6.83 percent and

8.83 percent, respectively, there is a portion ofthe ta-x rate in the arnount of2 00 Percent that
is restricted for the Municipality's debt service requircments on bonds. Such amounts are

recorded in the Municipality's debt service fund.
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Futhermore, included within the total pe$onat and real property tax rates of6.83 percent and

8.83 percent, respectively, there is a portion of the tax mtes that is recorded in the

Municipality's general fund, of which a portion is restricted for the payment of: (1) the

insurance premiums acquired through the Departnent of Treasury, (2) the monthly

contributions to CRM, which are statutorily required as the MuniciPality's share of CRIM

operating expenses, (4) statutory contributions to the Puerto Rico Health Services

Administration (PRHSA), as the Municipality's share of the cost of the public health

insuEnce coverage provided to qualifing low-income citizens, (5) certain notes payable to

CRIM and, (6) certain amounts due to certain agencies and component units of the

Commonwealth, which are recorded within intergovemmeDtal payables in the accompanling

GWFS and GFFS. The 0.20 percent of unrestricted pe$onal and real property taxes paid by

the Department of Treasury as a subsidy is recorded in the Municipality's geneml fund.

The Additional Lottery System of the Commonrvealth (the Additional Loftery) is an

opentional unit reported as an enterprise fund in the Commonwealth's basic financial

statements, which cumently opemtes several befting altematives to the citizens of Puerto

Rico. The Additional Lottery is required every fiscal year to distribute a portion of its excess

ofrevenues over expenses as follows:

. Thity five percent of its net eamings (defined as the excess of revenues over expenses

less an amount earmarked for the Fund for Rent and Home Lnprovement Subsidy

Prograrn for the Low-Income Qualirying Elderly) is earmarked to the municipalities of
the Commonwealth, of which a maximum of $26 million, on an annual basis, is

distributed to the Municipal Equalization Fund held by CRIM to cover oPerating

expenses and permanent improvements of the municipalities.

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

Municipal Equalization Furd, provided it is within the thify-five percent corresponding

to the municipalities of the Commonwealth When the accumulated municipal

appropriations from the municipalities' Puerto Rico Health Reform are covered up to

June 30, 1997, these resources will be assigned to PRHSA.

At June 30, 2010, property ta,\es receivable recorded in the gefleml firnd and the debt service

fund amounted to $488,103 and $?4,281, respectively, net ofa reserve for doubtful accounts.

Thk Space Has Been Intenlionall! LeIt Blank
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5. Inter-FundTmnsactions

The composition of inter-fund balances at June 30, 2010 and for the fiscal year then end€d is

as follows:

Due/rdvances to:

Major governmeotal [uIds

Debt Capital Other Total

Ge[errl service improvement goYernmental governnental

D[e/rdvances from: tuDd Iudd futrd funds funds

Maioa govemmental fundsi

General fund

Capital improvements bond fund 599,430

$- 28 299.252 267,161 $ 566,441

- r82,9r I 782,341

28,89228,892otlrer govemmental funds

Total $ 628,322 28 299,252 450,072 $ 1,377,674

Transferg outi

Transfers in:

Major governmental funds

Debt Other Total

Generel service goveanmentrl govemmedtrl

fund fund funds funds

Maior govemmenial funds:

General tund $

Debt service lund

Capital improvements bond fund 6,392

100,354 119,444 $ 219,798

545 - 545

- 6392

- 115.209Other govemmental funds

Total

Il5.209

s l22.l4b l00.li+ lls,414 ! lll.q44

This Space Has Been Inlenrionally Lert Nank
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C.p al ,st nor b.ing d.p@ialed:

Cmstution in posr6
ToEl @piial ass,

nor beiry deDEial€d@ni2ed

capii.l ass. being depBialed:

Buildings, snutuEs, md iEDmr.Imls

vehictes, mhin ry md equipmnet ard

tuni@ ud 6xt&s

Toral €piEl els.
not bemg depEciaEd/mrtized

ToEl ei b6is of apir.l as6

lerl rar

2.261,t53

233,100 s
I8l,t30

2r,280333

2t,556,805

- r l878ol :9j4,.9.8
. r,302,032 50,94:.631

666.945 22.223,750

24.147 3.666,35t

?00,710 1,356,317

27,860.116

_e4!e-

ll2t7,s54)

A(umular.d
DepEiatio D.pNhridn/

rtrd ,mnl4iiotr
,mniation r..d of

-----gEE!- ---9I@!:3r-
Accmlatd depeiarion and omdiz*i@:

Buildi.gst sturu.s" ed inpDvetutu

vehicl6. Mhirery dd eqnipme! and

6rmituE sd 6tu6

Toal &cumulded depr6iatio. dld

Nd @Pilll Ns

cultuE, rBion and edr.non

Urte dd .coMmic d*eloptu.r
Tohl dep@iarion old

maiztion .xp€ns

(663)

1742,691_l

(2$,234)

(4?96,791)

(2,357,660)

(2.5]lJ51)
513

t&.129_ll4l
$ 41,011:35

Dep@iari@ a.d .IMaeiiion expoe lor lne fisl yd e.d.d Jw 30, 2010, @ charsen to ftctioEbogi,m a fouos

$ (172,530)

(r72.630)

(172,630)

(r72,630)

(172,630)

------l]Jl!!!1]- 765J5r

(9,165,195)

$ 41.7172)6
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7. Long-TermObligations

The general long-term debt activity for the fiscal year ended June 30, 2010 is as follo$'s:

Balance at

beginningof

fiscalyerr,

as restated

Bormwiogg

additions

Palm€nts Brhnce at Balance

or endof due rvithin

deductiom fiscalvear one vea.

Bonds payabl€

Notes payable:

Public Acts No. 42 ,nd 146

LIMS Repayment Plan

Puerto fuco Treasuy Depa.tnent

Compensaled abs€nces

Claims andjudgmsrb

Total

6?0,000 (739,900) 6,048,000 $ 723,900

- Q2,676) 256,555 24,630

- (23,839) 42,247 23,839

122,5t1 58,200

600,i65 I,173,789 ()0.565

$ 6,117,900

219,242

66,086

122,5t7

1,313,189

148.779 348.119 348.179

-!___!,1!qlti ilg{L ___}!_;11 _J!$14 -q-!Lz!18

Historically, the general fund has b€en used to liquidate cefiain notes payable, compensated

absences, federal cosr disallowances, obligations unde. capital leases and any other long-term

liabilities other than bonds.

a) Debl Limildion

The Municipal Legislature is legally autho zed to approve the contmcting ofdebts ofthe
Municipality. Nevertheless, the laws and regulations ofthe Commonwealth also provide

that:

. Direct obligations of the Municipality (evidenced principally by bonds and bond

anticipation notes) are backed by the full faith, cr€dit and taxing power of the

Municipality and

. Direct obligations are not to be issued by the Municipality if the amount of the

principal of, and the interest on, such bonds and bond anticipation notes (and on all

bonds and notes issued thercafter) which are payable in any fiscal year, together with

any amount paid by the Muflicipality in the preceding fiscal year on account of bonds

or bond anticipation notes gua.anteed by the Municipality, exceed 10 P€rcent ofth€

total assessed value ofthe property located within the Municipalify plus the balance

of the ad valorem taxes in the debt service fund, for bonds payable and bond

anticipation notes to be repaid with the proceeds of Property ta.xes restricted for debt

service.
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b) Bonds Payable

The Municipality issues geneml obligation, special obligation and public improvement
bonds to finance the acquisition, conshuction and improvement of capital assets, as well
as, to finance certain operating needs, including the payment to suppliers in cenain
circumstances-
The laws and regulations of the Commonwealth provide that the Municipality's public
debt will constitute a first claim on the available revenue ofthe Municipality. Public debt

is composed of bonds payable. The good faith, credit and taxing power of the
Municipality are irrevocably pledged for the prompt palment ofthe principal and interest

ofbonds.

As described in Note 4, the Municipality levies al annual additional special tax of2.00
percent of the assessed value of perconal and real property. The proceeds of this
additional special ta-'( are deposited in a sinking fund established at GDB whereby
sumcient funds are set aside to rcdeem the bonds payable of the Municipality in

minimum annual or semiannual principal and intercst parments. The collections ofthis
special ta-x are rccorded in the Municipality's debt sewice fund.

For financial reporting puryoses, the outstanding balances of bonds rcpresent the total
principalto be repaid. Bonds payable is composed as follows at June 30,2010:

Outstanding
Amount

2001 serial bonds (face amount of $590,000) due in annual principal

installments ranging from $40,000 to $80,000; plus interests due in

semiannually installments at variable rates (8.00% at June 30, 2010)

through July, 1,2010

2002 serial bonds (face arnount of $370,000) due in annual principal

installments ranging from $15,000 to $45,000; plus interests due in

semiannually installments at variable lates (1.28% at June 30, 2010)

through July, 1,2017

2003 serial bonds (face amount of $285,000) due in annual principal

installments ranging fiom $5,000 to $258,000; plus interests due in

semiannually installments at variable mtes (4.50% at June 30, 2010)

through July 1,2028

2005 serial bonds (face amount $475,000) due in annual principal

installments ranging liom $35,000 to $60,000; plus interests due in

semiannually installments at variable rates (1.53% at June 30,2010)
through July 1,2015

2005 serial bonds (face amount of $1,140,000) due in annual principal

installments ranging from $50,000 to $105,000: plus interests due in

semiannually installments at variable rates (1.53% at June 30, 2010)

$ 80,000

225,000

250,000

270,000
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through July 1,2020

1998 serial bonds (face amount of $576,000) due in annual principal

installments ranging fiom $14,000 to $39,000; plus interests due in
semiannually installments at variable rates (4.50% at June 30, 2010)
th.ough January 1,2023

1996 serial bonds (face amount of $514,000) due in annual principal
installments ranging from $16,000 to $39,000; plus interests due in
semiannually installments at variable rates (4.50% at June 30, 2010)
through January 1,2020

2000 serial bonds (face amount of $239,000) due in annual principal
installments ranging from $6,000 to $17,000; plus interests due in
semiannually installments at variable mtes (4.50% at June 30, 2010)
through January 1, 2025

2005 serial bonds (face amount of $153,700) due in annual principal

installments ranging ftom $19,000 to $25,100; plus interests due in
semiannually installments at variable rates (4.50% at June 30, 2010)
through January 1, 2013

2009 serial boflds (face amouot of $670,000) due in anflual principal
installments ra{giflg from $75,000 to $120,000; plus interests due in
semiannually installments at variable mtes (1.53% at June 30, 2010)
through July 1,2016

2009 serial bonds (face amount of$1,035,000) due in annual principal
instaltments anging from $120,000 to $185,000; plus interests due in
semiannually installments at variable rates (4.75% at June 30, 2009)
through July 1,2015

1997 serial bonds (face amount of $400,000) due in annual principal
installments ranging from $10,000 to $40,000; plus intercsts due in
semiannually installments at variable rates (1.53% at June 30,2010)
through July 1,2016

2003-2004 serial bonds (face amount of $865,000) due in annual

p ncipal installments ranging from $60,000 to $l10,000; plus interests

due in semiannually installments at variable rates (1.530% at June 30,
2010) through July t, 2014

2003 serial bonds (face amount of $990,000) due in annual principal

installments ranging from $15,000 to $75,000; plus interests due in
semiannually installments at variable rates (1.53% at June 30,2010)
through July 1,2028

Outstanding
Amouut

385,000

3r4,000

182,000

72,000

595,000

915,000

205,000

410,000
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2008 serial bonds (face amount of $505,000) due in annual principal

installments ranging from $15,000 to $80,000; plus interests due in

semiannually installments at variable rates (1.54% at June 30,2010)
through January 1,2016

Outstanding
Amount

450,000

Total bonds payable

Variable interest mtes on serial bonds are reviewed periodically by GDB and are based

on the fluctuation of GDB's weighted average rate for its commercial paper program.

Under this progam, GDB issues commercial paper: (1) in the taxable and ta,\-exempt

markets of the United States of Ame ca, (2) in the Eurodollar market, and (3) to
corpomtions having ta-x exemptions under the Commonwealth's lndustrial lncentives

Acts and, which quali! for benefits provided by the former S€ction 936 of the U.S.

lntemal Revenue Code. Annual debt service requirements of matunty for bonds payable

are as follows:

$6,048,000

Fiscal year
ending

June 30, InterestPrinci
$ 723,900

683,000

727,100

740,000

682,000

1,672,000

545,000

Total

201I

2012
2013

2014

2015

2016-2020

202t-202s
2026-2030

Totals

193,08r $

308,364

26r,162
213,988

t68,173
420,637

164,032

916,981

991,364

988,262

953,988

850,173

2,092.631

709,032

301,300275,000 26,300

$ 6,048,000 1,755,737 $ 7,803,737

At June 30. 2010. accrued interest payable on bonds arnounted to $78,799.

c) Notes Pq)ahle lo CRIM

The Municipality had the following notes payables to CRIM at June 30, 2010:

. Public Acts No. 146 add No. 42 - On September 24, 2002, CRM, on behalfofthe
.*i"ipaliti". of Puerto Rico, entered into a financing ageement with GDB

pursua;t to the provisions of Public Act No. I 46 of October I I , 2001 , as amended

(a"t No. t+6;. The purpose of this financing agreement was lo extinguish in
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advance certain bonds payable issued by Public Finance Coryoration (PFC), a

subsidiary of GDB, which were originally issued to pay certain property ta\
receivables o*'ned by the municipalities of Puerto Rico through 1996, which were

acquied by PFC with recourse.

The original face amount of the note allocated by CNM to tbe Municipality was for
a telm not exceeding 30 years. The note bears interest at 6.50 percent during its first
five years. Subsequently, from years 6 through 30, the loan shall bear variable

intercst at a rate of 125 point! over the s-year LIBOR rate, which will be adjusted

every five years. Du ng the first five years of the note, commenced on July 1,

2003, the Municipality shall pay only interest. At the end of the first five years of
the note, the repayment terms and conditions of the note shall be rcnegotiated to

allow the Municipality to pay the outstanding balance of the note in equal

installments of principal plus interest, through maturity. Interest pa)T nents on this

financing agreement arc accounted for in the geneml fund.

The Commonwealth's Pubic Act No. 42 of Jnnuary 26, 2000 (Act No. 42) was

enacted to authoize CRIM to entff into a financing agreement of up to $200

million, for a term not exceeding 30 years The financing agte€ment authorized

CRM to finance a debt that the municipalities ofPuerto Rico had with such entity,

which arose Irom the difference between the yearly final settlements of property tax

advances made by CRIM to the municipalities and the actual property ta)(

collections received by CRIM fiom taxpayers through fiscal year 2000. The

amounts that the municipalities will collect iiom the additional property taxes

resulting from the increases in the subsidy from the Commonwealth are assigned

through Act No. 42 to repay such note. The iflcrease in this subsidy was the result

ofPublic Act No. 238 ofAugust 15, 1999

In addition, on December 16, 2002 the Municipality entercd into a rcp44nent

a$eement with GDB and CRIM to pay offthe remaining of excess of prcperty tax

Jvances from fiscal years 2000, 2001 and other previous fiscal years CRIM

retains the principal and interest from the property tax advances of the Municipality'

The amouDts rctained by CRIM are remitted to GDB on July I of each fiscal year

through July 1,2032. The repayment agreement bears interest at variable mtes

determined by GDB (6.30 perc€nt at June 30, 2008) but not exceeding 8 00 percent'

Pdncipal andinterest payments on this fmancing agreemeflt are accounted for in the

general fund.

Th€ outstanding principal of the notes payable to CRIM amounted to $256,566, at

June 30,2010.

d) Nolet Parable ,o Land Infomration Mshagenent Systen (LIMS)

During the fiscal yeat 2OOl-2002, the Municipality authonzed the CRM to retain the

corresponding portion for the financing project of Land Irformation Management

System-LIMS, iontracted by the CRIM. A total of$215,030 is to be retained in ten years

p".iod ut un inte.est rate of 5.95% until November 28, 201 1. The outstanding debt

balance ofthe note payable amounted to $42,247
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8. Employees' Retirem€nt Systems

a) Plal Dercription

The Municipaliry's employees participate in the Employees' RetiremeDt System of the
Govemment of Puerto Rico and its Instrumentalities (ERS), a cost-sha ng multi_
employer (as related to the Municipality's reporting entity) defined pension plan

establ;shed by the Commonwealth. Substantially all full-time employees of the

Commonwealth and substantially all municipalities are covered by ERS under the terms

of Public Act No. 441 ol l|lay 15, 1951, as amended (Act No.447). All regular and

temporary employees of the Municipality become plan members of ERS at the date of
employment, while it is optional for officers appointed.

ERS members, other than those joining it after March 31, 1990, are eligible for the

benefi ts described below:

. Rerirerflenl Annuiy

ERS members are eligible for a retirement annuity upon reaching the following age:

Policemen and firemen:
50 with 25 years ofcredited service

58 with 10 yea.s ofcredited service

Other employees:
55 with 25 years ofcredited service

58 with 10 years ofcrcdited service

ERS members are eligible for monthly benefit payments determined by the

application of the stipulat€d benefit ratios to the member's average comPensation.

Average compensation is computed based on the highest 36 months of compensation

recognized by ERS. The annuity, for which a member is eligible, is limited to a
minimum of $300 per month and a maximum of 75 percent of the average

compensation,

Mefil Annaio)

ERs members are eligible for merit annuity with a minimum of30 yean or more of
credited service. The annuify for which the plan member is eligible is limited to a

minimum of65 percent and a ma\imum of 75 percent ofthe avemge compensation

Defe rr e d Retir e rn e nl A n 1 u iry

A participating employee who ceases to be an employee of the Municipality after

h"ring aicu.ulated a minimum of ten yeaIs of credited se ice 
-qualifies 

for
retireirent benefits provided his.Aer contributions are left in ERS until reaching 58

years ofage.
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. Coordinaled Plan

On the coordinated plan, by the time the employee reaches 65 years old and begins to
receive social security benefits, the pension benefits are reduced by the following:
(a) $165 per month, ifretired with 55 years ofage and 30 years ofcredited service.

(b) $ll0 per month, ifretired with less than 55 years ofage and 30 yea$ ofcredited
service.

(c) All other between $E2 and $100 per month.

(d) Disability annuities under the coordinated plan are also adjusted at age 65 and in
some cases can be reduced over $165 per month.

Norr-Coordinated PIan

On the non-coordinated plan the participating employee and does not have any
change olt the pension benefits upon receiving social security benehts.

Reversiorrary Arrnuil!

An ERS member, upon retirement, could elect to receive a reduced retircment
annuity giving one or more benefit pa),rnents to hir/her dependents. The life annuity
payments would start after the death of the rctiree for an amount not less than $240
per year or greater than the annuity payments being received by the retiree.

Occupario al Disabilily Annaiq,

A participating employee, who as a direct result of the performance of his/her
occupation is totally and permanently disabled, is eligible for a disability annuity of
50 percent of the compensation received at the time ofthe disability.

No n- o cc up al i o n d D is a b il ity A n n uily

A participating employee, totally and permanently disabled for causes not related to

his,/her occupation and with no less than 10 years of credited sewice, is eligible for an

adnuity of 1.50 percent ofthe average compensation ofthe first 20 years of credited

services, increased by 2 percent for every additional year ofcredited seflice in excess

of 20 years.

Death Berrefils

Occupatto al:

(a) Survivinq spouse - annuity equal to 50 percent of the participating employee's

salary at the date ofthe death.
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(b) Children - $10 per month for each child, minor or student, up to a maximum
benefit per family of $ I 00.

Non-occ upatiorral:

Eg!9iEgigE - the coftibutions and interest accumulated as ofthe date ofthe death
plus an amount equalto the annual compensation at the time ofthe deati.

Post-retiremeit:

Beneficiary with surviving spouse age 60 or over and a child, 18 or under, up to 30
percent (60 percent, if not covered undq Title II of the Social Securiry Act)
(increased to 50 percent effective January 1,2005) ofretiree,s pension or otherwise
the excess, ifany, ofthe accumulated contributions at the time ofretirement over the
total annuity benefits received before death, limited ro a minimum ofg750.

Refunds

A participating employee who ceases his,/her emplolment with the Municipality
without the right to a retirement annuity has the right to a refund of the contributions
to ERS plus any interest eamed thercon.

Cost of Living Adjustme t for Pensio Beneflts

Public Act No. 10 of May 21, 1992 (Act No. 10) provided for incleases of3 percent
every three or more years of rctirement. Act No. 10 requires firrther legislation to
gmnt this increase every three yea6 subject to the presentation of actuarial studies
regardiDg its costs and the soLfce of financing. To protect the financial health of
ERS, the increase granted during 2001 and the one granted on January 1,2005 are
being financed by the Municipality and the other participating employers.

To avoid any economic impact on ERS, the employers are responsible for
contdbuting to ERS the amounts to cover the benefit payments and the employer and
employee contributions with respect to the participants covered until the participants
reach the normal retirement age.

Amendrrvnt to Acl No. 147 effectite Jdnuiry 1, 2000 to crcale a Defr ed
Contibatio Plan

On September 24, 1999, Public Act No. 305, an amendment to Act No. 447, was
enacted to establish a defined contdbution plan, tnown as System 2000, to cover
employeesjoining ERS on or after January 1, 2000.

Employees that participated in the original plan as of December 31, 1999, had the
opportunity to elect to either stay in the defined benefit plan or fansfer to System
2000. Employees that joined the Municipality on or after January 1, 2000, were only
allowed to become members of System 2000.
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System 2000 is a hybrid defined contribution plan, also known as a cash balance
plan. Under this new plan, there is a pool of plan assets, which is invesred by the
System, together with those ofthe cost-sharing multi-employer defined benefit plan.
Neither the Commonwealth nor the Municipality guamntee benefits at retirement age.
The annuity is based on a formula which assumes that each fiscal vear the
employee's contriburion (wirh a minimum of 8.28 percent of the emplo;ee1s salary
up to a ma.ximum ol l0 percent) is invested as instructed by the employee in an
account which either: (l) eams a fixed rate based on the two-year Constant Maturity
Treasury Notes, (2) eams a rate equal to 75 percent of the retum of the ERS,
iovestment portfolio (net of management fees), or (3) eams a combination of both
altematives. Participants receive periodic account statements similar to those of
defined contribution plans showing their accrued balances. Disability benefits are
not ganted under System 2000, rather are provided to those participants that
voluntarily elect to participate in a private insuance long-term disabilify progam.
The employers' contributions (9.28 percent ofthe employee's salary) with respect to
employees under System 2000 will continue and will be used to fund the cost-sharing
multi-employer defi ned benefit plan.

System 2000 reduced the retirement age fiom 65 yearc to 60 for those employees
who j oined the current plan on or after January I , 2000.

Historically, the Commonwealth has reported ERS and System 2000 in its basic
financial statements as pension trust funds. Accordingly, the Commonwealth is
currently assuming any actua al deficiency that may exist or anse related to the
Municipality's participatiflg employees because ERS does not allocate to the
Municipality any actuarial deficiencies pertaining to participating municipal
employees. The Municipality is only required by law to make statutory contributions
at the rates detailed below.

Recenl Arncndngnls lo Acl No. 447

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

(a) Increase in minimum monthly pension palinents to $300, effective January 1,

2005

(b) Triennial 3 percent increase in all pensions, effective January 1, 2005.

(c) Increase in widow and/or beneficiaries to 50 percent ofthe b€nefit received by
the deceased pensioner, effective January l, 2005.

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

The Board ofT.ustees ofERS approved, effective November 17, 2003, an increase in
the amount gmflted on personal loans to participating employees from $3,000 to
$5,000.
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b) Fut ding Policy

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

Municipality and other employers 9.28 percent ofapplicable palroll
Employees:
Coordination plan:

Supplementation plan:

5.78 percent of gross salary up to $6,600 per year,
plus 8.28 percent gross salary in excess ofg6,600.
8.28 percent ofgross salary. This is the only choice
available to policemen, firemen and majors

9. Commitments add Contitrgencies

The Municipality is defendant in various legal proceedings pertaining to matrers incidental to
the performance of routine govemmental operations. Under Act No. 104 ofJune 25, 1955,
as amended, persons are authorized to sue the Municipality only for causes of actions set
forth irl said Act to a manimum amount of $75,000 or $150,000 if it involves actions for
damages to more than one pe$on or where a single injured party is entitled to seveml causes
of action. Under certain circumstances, as provided in Act No. 9 ofNovember 26, 1975, as
amended, the Municipality may provide its ollicers and employees with legal representation,
as well as assume the payment of any judgment that may be entered against them. There is
no limitation on the pa,,rnent of such j udgment.

With respects to pending or threatened litigation, the Municipality has reported liabilities
amounting to $348,779 for awarded or anticipated unfavorable judgments as of June 30,
2010. Management believes that any unfavomble outcome in relation to pending or
threatened litigation would not be significant, if any.

The Municipality has rcported, outstanding encumbrances amounting to $2,085,516 in the
general fund at June 30, 2010- The Municipality intends to honor these encumbrances,
which will continue to be liquidated under the current year's budget during a lapse period
that extends into the subsequent fiscal year.
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Or'e'nal Frm, hasr

M$icipal lie.s l.les

Constuctio. exci* taxes

Inre€ov€m.ntal gans ad mnniburios

Other fi.eine eurces

GemEl Bo!.mee

Culture, EEation 6nd educarion

Puuic hoBing ed El&.e
Oth€! 6ming @s

Total €xpendihEs md tarof.u lo otlEr 6hds

f,tpl,tr ior ol Difi.ctrc.t:

Sour.rtrf o*s orfi a...irl E$unB.

$ 5.?38,?00

967.974

69425s

126060

1,136.524

,99,426

5.?38,700

967,914

5n.440
694,255

126,060

1.136,524

399.426

5,800,?s3 g

854,396

605.106

322,15A

I44,305

12s2,144

91,945

l2r.l46

62.051

o13,578)
21,466

(37r.505)

t8,245

115,620

(305J8r)

122.146

9,6t0;l?9

6.t29!12 6214.479

r.500js2 1,499,992

440,746 148,134

846,428 808:16
121,281 308,959

r.070/28
l,?60,562

1,132.390

2,105.252

891.253

850,600

(5,204,0s1)

260.5ft
58t,656

r,897,036

584:94
8J0,600

219.1982t9,798

9.6]0J79 8,832.233 $ (303,096)

Acrurl mod$ (budeetsry b6n)'available lor appropnatiotu'

fion tne budgerrry @6pden ehe<t're

Ditr Enes - bud8.r bais ro GAAI:
Aclual cven6 coNd€red revenues for finmial Epodins pupo*s but

not nr1loN fo. budget purposB (net ch&ges m @ivabl6)
Tasfq in ftoh otber govtue .1 tunds

Total rdenEs d Eponed o. th. siateftn! of ev6ues, qDendnucs

md choges in tund balecs - Sovenmend nu&

U*rout0ow of fitr.Ni.l ..motu.r:
Actlal momts (budeeury b6n) 'lotal ch.Bls 1o app,oprianoG'

fron the budgdary compdson shedDle

Di€ftnes - budc$ bais ro GAAP:

Acoal oudlow coBid.red dpenditm for fitudal rcpoflins pupoes bul

rct *pendir@ for bud8.t purposs (.et cha.se in eftmbtuces)
T@fe6 o\x orh€r gov.lrwntzl 6nds

Tol,l erp€ndilEs 6 Epofied on th€ statend ofievfl@s, eapend'tues

and chanees in fsd baloc6 - sovelmdbl finlds

Ihe @conrinyina rct* to th. b6ic lwcial st,enenh 4. dh ihteeral pan oJhis ehe,tule.

9.t95,145

(1.489,599)

(122,146)

8,832J81

(1,506,00r )
(219,198)

l!q!!L
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SCHEDT]LE OF EXPENDITURE OF FEDERAL AWARD
JIINE 30,2010

Federal Pass-through Expenditures

S*fr.. crantor,s Number

U,S Departmetrt ofEousing and Urban
Developrnent

State Block cmnt Progmm (SBcp) 14.228 Allyear program $934,498

- Section 8 Housing Choice Voucher l4.Ej1 Allyearprogram 83?,1g6- Emergency Shelter Pro$am 14.231 42-993
Pass Ttrough the Commonwealth of PR
Municipality of San Juan:
Housing Oppoftunities for pelsons with
ArDS (HOPWA) t4.241 33.021

Total U.S. Department of EousiDg atrd
UrbaD Development 1.804.705

U.S. Departmedt of Agriculture
- Child and Adult Care Food Progam 10.558 12.916

Total U.S. Department ofAgriculture 12.916

U,S. Department ofEealth and Humao
- Services

Child Care - ARRA
Child Care and Development
Block Grant

- Total U.S. Departmedt ofHealth and Iluman
Serwices

U.S. Departmeot of f,nerg/ (DOE)

- Energy Efficiency

Total U.S. Depa!'tmetrt ofEners/

97.',713

93.57s

'764,000

340.283

1.104J83

4.104

,1.104

81.128

' Total Federil Financial Assistance
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COMMOITWEALTII OF PUXRTO RICO
MT'MCIPALITY OF NAGUABO

NOTES TO
SCHEDULE OF EXPENDITURE OF FEDERAL AWARD

JUNE 30,2OIO

1. General

The accompanying Schedule of Expenditures of Federal Awards includes the Federal grant
activity ofthe Municipality ofNaguabo ofrhe Commonwealth ofpuerto Rico and is present; on
the accrual basis of accounting. The Municipality ofNaguabo reporting entiry is defined in Note
I on the municipality's general purpose financial statements of OMB Circula. 4._133, Audits of
States, Local Govemments and Non Profit Organizations, thereforc, some amounts pr€sented in
this schedule may differ fiom amounts prcsented in our used in the preparation ofthe basic
financial statements.

2. Relationship to General PurpasqEilaDqial Statements

Expenditures of the Federal Awards as reported in the Statement of Revenues, Expenditurcs and
Changes in Fund Balances- Govemmentai Funds. The reconciliation between the expenditures in
the basic financial starements and expenditues in the Schedule ofExpenditures ofF;deral Award
is as follows:

Expenditures id the Basis Financial Statements

Non-Majo. Govemmental Funds
Less: Non-Fedeml Expenditures

Totai Expenditures in the
Schedule of Federal Award

- $2,48r,231
- 275.466

- s2.205-765
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REPORT ON COMPLANCE AND INTERNAL CONTROL OVER FIAIANCIAL
REPORTING BASED ON AN AADN OF FINANCAL STATEMENTS

PERFORMED IN ACCORDANCE WI'II GOWRNfuIENT AWNING STANDARDS

To the Honorable Mayor and
the Municipal Assembly
Municipality of Naguabo
Naguabo, Puerto Rico

We have audited the fmancial statements ofthe govenrnental activities, each major fund ard the aggregate
remaining fund information of the Municipality of Naguabo as of and for the year endeO lune :0, ZOIO,
which collectively comprise the Municipality of Naguabo basic frrancial statements and have issued our
report thereon dated December 27,2010. We conducted our audit in accordance with auditing standads
generally accepted in united states ofAmerica and the staadads applicable to financial audits contained in
Goyemment Auditing Sttndads, issued by lhe Comptroller ceneral ofthe United States.

Intemal Control oyer Fipancial Reooftinp

In planning and performing our audi! we considered Municipality of Naguabo ifltemal contol over financial
reporting as a basis for designing our auditing procedures for the pur?ose for the purpose of exp.essing our
opinions ofthe financial statements but not for the purpose ofexpressing an opinion on the efiectiveness of
the Municipality ofNaguabo intemal conhol over lmarcial reportinS.

OuI consideration of in&mal control over financial reporting was for lhe limited puryose described in the
preceding paragraph and would not necessarily identify all deficiencies in intemal control over financial
rcporting that might be significant deficiencies or material weaknesses. However, as discussed below we
identified cerlain deficiencies in intemal conhol over financial reporting lhat we consider to be significant
deficiencies.

A control deficiency exists when the design or opemtion of a confol does not allow management or
employees in the normal coune of performing thet assigned functions, to prcvent or det€ct misstatements on
a timely basis. A significant deficiency is a contol deficiency, or combination of control deficiencies, that
adversely aflects the Municipality of Naguabo ability to initiate, aulhodze, rccord process or rcport fmancial
data rcliably in accordanc€ with generally accepted accounting principles such that there is more tlua a
remote likelihood that a misstalement ofthe Municipality of Naguabo financial stalements that is more than
inconsequential will not be prevented or detected by Municipality ofNaguabo intemal confol. We consider
tbe deficiencies described in th€ accompanying schedule of intemal conhol over financial reporting. (2010-1
and 2010-2)

A material weakness is a significant de{iciency, o. combination of significant deficiencies! that results in
more than a remote likelihood that a material misstatement ofthe financial statements will not be prevented
or detected by the Municipality ofNaguabo intemal conhol.

Our considemtion of the intemal control over financial reponing was for the limited purpose desuibe in the
first paragraph of this section and would not n€cessarily identify all deficiencies in lhe intemal control that
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might be significant deficiencies and acrordingly would not necessarily disclose all significant deficiencies
that are also considered to be mate;ar weaknesses. However we berieve that non-e of the significant
deficiencies described above is a material weakness.

Compliance

As part of obtaining reasonable assumnce about whether the Municipality of Naguabo financial statements
are free of material misstatemen! we performed tests of its compliance with certain provisions of laws,
regulations, contacts, and grants, noncompliance with which co,ld have a direct and material effect on the
determination of friancial statements amounts. However, providing and opinion on compliance with those
provisions was not an objective of our audil and accordingly, we do not express such as an opinion. The
resulB of oul tests disclosed instances of noncompliance or other matters that arc required to be reported
under Goyemtuent Auditing Standdrh af.d which are descriH in the accompanying schedule of fi;dings
and questioned costs as items (20 I 0- I and 20 I 0-2).

we noted cerrain matters that we reported to management of Municipality of Naguabo, in a separate letter
dated December 27. 201 0.

Municipality of Naguabo, response to the findings identified in our audit is described in the accompanying
schedule of federal findings and questioned cosrs. we did not audit ]uuniciparity ofNaguabo response aadl
accordingly, we express no opinion on it.

This r€port is intended solely for the information and use ofmanagemen! ofthe Honorable Mayor and
The Municipal Assembly ofMunicipaliry ofNaguabo, others within the entity, and federal awading agencies
and past_through entities and is not intended to be and shourd nor be used by anyone other thail thes€
specified panies.

Toa Baja, Pueno fuco
December 27,2010

Sump NO.2579458 ofthe Pueno Rico Society of Cenified public Accounianrs *as afixed ro rh€ originalreport.
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REPORT ON COMPLANCE WITH RESAIREMEI\ITS APPLICABLE
TO EACH LL4IOR PROGRAM AND ON INTERNAL CONTROL

OWR COMPLANCE IN A ACCORDANCE WITE OMB CIRCULAR 4-133

To the Honorable Mayor and
the Municipal Assembly
Municipality of Naguabo
Naguabo, Puerto Rico

We have audited the compliance of Municipality of Naguabo with the gpes of compliance requirements
described in the U.S. Office of Management and Budget (OMB) Circular A-133 Compliance Supplement
that are applicable to each of its major federal programs for the year ended June 30,2010. The Municipaliq,
of Naguabo major federal progruuns itre identified in the summary of audito/s results section oi th;
accompanying schedule of findings and questioned costs. Complianc€ with the requirements of laws,
rcgulationq confacts, and gmnts applicable to each of its major federal programs is the responsibility ofthe
Municipality of Naguabo management. Our respnsibility is to exprcss:ur opinion ofl the Municipality of
Naguabo compliance based on our audit.

Compliance
We conducted our audit of compliance in accordance with generally accepted auditing standards; lhe
standards applicable to financial audits contained in covemmental Auditing Staadards, issued by the
Comptoller Ceneral of the United States; and OMB Circular A-133, Audits of States, Local Governments,
and Non-Profit Organizations. Those Standards aad OMB Circular A-133 require that we plan and perform
the audit to obtain reasonable assumnce about whether noncompliance with the t?es of compliance
.equiremerts refenrd to above that could have a direct and material effect on a major federal progarn
o(.urred. An audit includes examining on a resl basiE evidence about the Muni;ipality of Nagiabo
compliance with those requirements and p€rfoming such others procedures as we considered necessary in
the circumstances. We believe that our audit provides a reasonable basis for our opinion. Our audit does not
include a legal determination oltie Municipality ofNaguabo compliance with those requiremenrs.

As described in item Se.tion II in the acmmpanying schedule of findings and questioned cosrs, the
Municipality of Naguabo did not comply with requiements regarding administmtive requirements that arc
applicable to its SBGP Program. Compliance with such requircm€nt is ecessary for the Municipality of
Naguabo to comply with the federal regulations. Also we want to emphasize that this requi.ement has not
been complied in prior years.

In our opinion, except for the noncompliance described in the preceding paragrap[ the Municipality of
Naguabo complied, in all material respects, with the requirements referred to above that are applicable to
each ofits major federal progmms for the year ended June 30, 2010.

Intemal ContrDl over Compliance

Mailang AddrE$ Bor 7t, DoEdo, PR 00645



The management of the Municipality of Naguabo is responsible for establishing and maintaining effective
intemal contol over compliance with the requirements of laws, regulations, contracts, and grant applicable to
federal programs. In planning and performing our audit, we considered the Municipality of Naguabo intemal
confol over compliance with requir€ments that could have a direct and material effect on a major fedeml
progam in order to detemine oul auditing procedures for the purpose of exE€ssing our opinion on
compliance ard to test and report on the intemal confol over compliance in accordance with OMB Circular
A-133.

we noied certain matters involving the intemal control over compliance and its operation that we consider to
be re,portable conditions. Reportable conditions involve matters coming to our attention relating to
significant deficiencies in the design or opemtion of the intemal control over compliance tha! in-our
judgment, could advelsely affect the Municipality of Naguabo ability to administer a m;jor federal program
in accordance with the applicable requircments of laws, regulations, contracrs, and grants. Repo;ble
conditions arc described in the accompanying schedule offindings and questioned costs in Section IL

A material wealoess is a condition in which the design or operation ofone or more ofthe intemal control
components does not reduce to a relativ€ly low level the risk that noncomplianc€ with the applicable
requirements of laws, regulations, contracts, and grants that would b€ material in relation to a majo;federal
progmm being audited may occur and not be detected wirhin a timely period by employees in ihe normal
course of performing their assigned functions. our considemtion of the intemal control over compliance
would not necessarily disclos€ all mafters in the intemal confol that might be reportable conditio;s ard,
acrordingly, would not necessadly disclose all reportable conditions &at are also considered to be material
weaknesses.

However, we believe that none of the reportable conditions described above is a material weakness. This
rcpon is intended for the information ofthe audit committee, the Municipaliqy's management, the Deparhnent
of Housing and Urban Development (Cogni?ant Agency), and federal awarding agencies and pass-through

ies. However, lhis report is not intended to be and should not be used by anyone other than thes€
ified parties.T

4
Lic. #2214

December 27, 10

Toa Baja Puerto

srarnp No. 2579459 ofrhe Puerto Rico stare s@ietv ofcertified pubric Accountants was affrxed io the original raorts

ffiW
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COMMOITWEAITE OF PI]ERTO RICO
MUMCIPATITY OF NAGUABO

Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2010

Sectinn I - Srmmflrv of Arditor,s Ra.rlts

Financial Statements

T,?e ofauditor's report issued: unqualified opinion

Intemal Control over financial reporting:

Material weahess (es) identified? _ yes _L no

Reportable condition (s) identified that are
Not consid€red to be material weakness? _yes X none reported

Noncompliance material to financial statements noted? _ yes _L no

Federal Awards

Intemal Control over major proglams:

Material weakness (es) identified? _ yes _L no

Reportable condition (s) identified that are
Not considered to be material weakness? _yes _L none reported

T)?e ofauditor's report issued on compliance for majo.
Programs: unqualified

Any audit findings disclosed that are required
To be reported in accordance with section
510 (a) ofCircular ,{-133 _ yes _L no

Identification of major programs:

14.228 State Block Gmnt Program
14.871 Section I Housing Voucher

None Fed€ral Major Programs

Dollar threshold used to distinguish
Betweer t,?e A and B progams: $500,000

Auditee qualified as low-risk auditee _-L yes no
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MUMCIPALITY OF NAGUABO
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Section II- Sch€dule of Financial Statements Findinps and Ouestioned Costs

Fitrdins Number 10-01 - Davis Bacon Act - Department oflabor (DOL)

Required that constuction contract in excess of$2,000 financed by Fedeml Assistance Funds
must be paid wages not less than local prevailing rate.

CRITERIA

The Department of Labor (DOL) (40 USC 2769 to 2769-7) required contractor and subconEactor
to submitthe Municipality, each week, with certified copy ofthe pa)aoll.

CAUSE

The Municipality was not aware with the compliance to the contractfi or subcontractor federal
regulation.

EFFECT

The Municipaliry is not in compliance with the Federal Regulation.

RECOMMENDATION

The Municipality must establish Operating Procedures to avoid this situation in the future.

AI]DITEE RESPONSE

The Federal Dircctor gave instructions to the person in charge ofthis area, in order to complied
with the requirement of Deparhnent of Labor (40nsc 27 69 to 27 69-7)

Fitrditrs Number l0-2 - Reasotrable Rent (SectionSl

STATEMENT OF CONDITION

As part of our eligibility test for participants, we selected 11 participants' files. The following
deficiency was noted during our examination.

1 . In 5 (45 .5%) participants, file application forms were not present in the file.

CRITERIA

Most PHA'S devise their own applicatiofl forms that are filled out by the PHA staff during
interview with the tenant. The head ofthe household signs: (a) on or more release forms to allow
the PHA to obtain infomation from third pafiies; (b) a federally prescribed general release from
for emplofnent information and (c) a privacy notice. (24) CFR section 5.212 dnd 5.230.
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Finding 10-2 (cont)

RECOMMENDATION

The Municipality should determine income eligibility and calculate the tenant rent payment using
the documentation from any validate third party in accordance with 24 CFR Part 5 subpart F.

This space was lefl on blank
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Special Revenue
Fund- Notr f€derql

Condition 09-01

Special Reyenue Fund- Non federal

Duringthe perlormance ofour audit procedures the
following exceptions were noted:
The Municipality did not maintain effective control
ovea commitments over Special Revenue Funds.
During the year the Municipality commits in excess,
half million dollarc ($500,000) from Special
Revenue Funds.

During this year
this exception was

noted

This space was W on blank.
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