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ESTADO LIBRE ASOCIADO DE PUERTO RIC(
GOBIERNO MUNICIPAL DE PATILLAS

OFICINA DE FINANZAS
T EL. 7 87 -839 4720 EXt . 238

FAX:787-8394500

Mrs. Brenda I. Figuera Col6n
Finance Director

MANAGEMENT'S DISCUSSION AND ANALYSIS

The Management's Discussion and analysis of the Municipality of Patillas (the Municipality)
financial performance provides an overview of the Municipality's financial activities for the fiscal
year ended June 30, 2011. The Management Discussion and Analysis (MD & A) should be read it in
conjunction with the transmittal letter on page 9 and the Municipality's financial statements, which
begin on page 12. The discussion and analysis includes comparative data for prior year as this
information is available for the fiscal year ended June 30, 201 1. This MD & A is prepared in order to
comply with such pronouncement and, among other pulposes, to provide the financial statements

users with major information.

FINANCIAL HIGHLIGHTS

F The Net assets of the Municipality exceeded its liabilities at the close of the current fiscal
year by $13,949,558 net assets increased by $2,591,284 when compared with prior year.

D Revenues were $592,401 more than last year, while expenses were $915,726 less than last
year as reported in the Statement of Activities.

The Municipality had reported in the General Fund a deficiency of revenues over
expenditures amounting to $ l,l 18,740 in the accompanying statement ofrevenues.

Loans principal payments were $707,000 during fiscal year 2010-11. New bond issued were
$3,440,000 for payments ofdebts and public improvement.

The actual revenues were $8,155,133 and the expenditures were $9,064,937 creating an
excess of $754,249 under the revenues in the Budgetary Schedule mainly due to unfavorable
variances in revenues, (Municipal sales taxes).

The Municipality govemment fund reported combined ending fund balances of $2,807,779 in
the accompanying statement of revenues, expenditures.

The Municipality has reported a net undesignated fund balance for the general fund
amounting to ($3,203,564).
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MUNICIPALITY OF PATILLAS
MANAGEMENT'S DISCUSSION AND ANALYSIS

New Requirements for the Financial Reporting

The new approach on the preparation of the Municipality's financial statements emphasizes on a
govemment wide (consolidated) view of its financial operations. Nevertheless major individual
funds are presented and evaluated in all of its details. Simultaneous implementation of both of these
perspectives allows user to address rclevant questions about municipality's performance and
provides a basis for comparisons and evaluation of services quality.

Because of the implementation of these new reporting standards, much of the information will not be
easily comparable with prior year data. However, in future years, comparisons will be more
meaningful and will provide a better understanding of the municipality's financial position and
results of its operations.

The Property Tax revenue represents 13% of total revenues of the municipality during the last five
years. The Municipal Revenue Collection Center (CRIM) of the Commonwealth of Puerto Rico is
responsible for the assessment of all real and personal Foperty located within the Municipality of
Patillas and for the lely, administration and collection of the corresponding taxes.

Financial Statements Components

The basic financial statement consist of govemment wide financial statements, the major individual
funds financial statement, and notes to the financial statements that provides more details.

Govemmental-wide financial statements - The govemment-wide financial statements which begin
on page 12 of this report are designed to provide reads with a broad overview of the Municipality's
finances, in a manner similar to a private-sector business. The govemment wide statements provide
short and long term information about the municipality's status as a whole.

The Statement of Net Assets reports information of the Municipality as a whole. Increase or
decrease of net assets may serve as an indicator of whether municipality's financial position is

improving or deteriorating. Those statements include all assets and liabilities using the accrual basis

of accounting, which is similar to the accounting used by most private sector companies. All of the
current year's revenues and expenses are taken into account regardless of when cash is received or
paid.

The statement of Activities is focused on both the gross and net cost of various activities, which are

supported by the Municipality's property tax, municipal licenses tax and other revenues. It is
intended to summarize and simplifr the user's analysis of the costs of govemmental services. The
govemmental activities reflect basic services, including police, public works, solid waste disposal,
community services, and general administration. Property tax, municipal license tax, state and
federal appropriations finance most of the services.
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MUNICIPALITY OF PATILLAS
MANAGEMENT'S DISCUSSION AND ANALYSIS

The Statement of Net Assets and the statement of activities, on page 12-13, report tlre Municipality
net assets and changes in them. One can analyze of the Municipality's net assets, as the difference
between assets and liabilities, as one way to measure the Municipality's financial position. Over
time increase decreases in the Municipality's net assets are one indicator of whether its financial
health is improving or deteriorating. However, other non-financial factors should be considered,
such as changes in the Municipality's property tax base, and the condition of roads, to assess the
overall health of the Municipality's of Patillas.

A fund is a grouping of related accounts that is used to maintain control over resources that have

been segregated for specific activities or objectives. The Major Govemmental Funds presentation, on
pages provides detailed information about the most significant funds, not the Municipality as a
whole. The Municipality uses fund accounting to ensure and demonstrate compliance with financial
related legal requirements. The Municipality's basic services are reported in govemmental funds,
which focus on how money flows into and out of those funds and the balances left at year-end that
are available for spending. These funds are reported using an accounting method called modified
accrual accounting, which measures cash and all other financial assets that can readily be converted
to cash. The Govemmental funds statement provides a detailed short-term view of the Municipality
general governmental operations and the basic services it provides. Govemmental funds information
help you determine whether there are more or fewer financial resources that can be spent in the near

future to finance Municipality's programs. We describe the relationship between govemmental
activities and govemmental funds in reconciliation besides the fund financial statements. The notes
provide additional information that is essential to a full understanding of the data provided in the
govemment-wide and fund financial statement.

Infrastructure Assets

The Municipality implemented the major model portions of GASB statement 34 during the current
fiscal year. Historically, the govemmental larger group of assets have not been reported nor
depreciated in govemmental financial statement. The new statement required that this asset be
valuated and reported within the Govemmental column of the Govemmental Wide Statement.
Additionally, the govemment must elect to either depreciate these assets over theirs estimated useful
life or develop a system of assets management designated to maintain the service delivered
potentially to near perpetuity. If the government develops the assets management system, which
periodically, by category, measures and demonstrate its maintenance system, which periodically, by
category, measures and demonstrate its maintenance of locally established level of services
standards, the govemment may record its cost of maintenance in lieu of depreciation. The
information about the condition and maintenance of condition of the govemment infrastructure
assets should assist financial statements users in evaluating a local govemment and its performance
over time.

-3-



MUNICIPALITY OF PATILLAS
MANAGEMENT'S DISCUSSION AND ANALYSIS

Government-Wide Financial Analysis
Slatemerrt of Net Assets

The Statement of Net Assets reports information of the Municipality as a whole. Increase or
decrease of net assets may serve as an indicator of whether municipality's financial position is
improving or deteriorating. In the case of the Municipality primary govemment assets exceeded
liabilities by $13,949,558 the close ofthe recent fiscal year compared to $11,358,274 at the end of
previous year, as restated and showed in the following condensed Statement of Net Assets of the
Primary Govemment.

Statements of Net Assets
As ofJune 30,2011 and 2010

20tt 2010 Chanqes o/o

Current and other assets $ a,451,724 $ 6.954.054 $ | .497 .670 2T/o

Capital assets rEt 25324,296 22.455.697 2,472,s99 130/o

Total assets 33,74O,O20 29.409.751 s 4.370-269 o.15

CLrrent ard other liabilities 5,7 17,873 3,470,457 1,447,416 4v/o

Long-term lbbilities l4,t t2,589 14,181,o20 (68.43 l ) U/t
Total tiabilities 19,430.462 18.o51.477 1,778,985 too/.

Net assets:
Invested in caDitaI assets.

net ofrelated debt t7,366,746 t6,553,546 813.240 5o/o

Debt servire 437-596 437,596
Other activities | 334.O27 1.278.227 59,800
Capital proiect activiq/ 3.835.720 4.O12.296 (176.576\ -4o/o

Assilrled for EBintenance proi 825,81O
Unassised (deficit) (l0.254.381) (l 0.485.795) 231,4t 4 -T/a

STATEMENTS OF NET ASSETS

100

80

60

40

20

Current and other CapitalAssets
assets

Long-term debt
outstanding

r 2011 r 2010

Other liabilities Net Assets
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MUNICIPALITY OF PATILLAS
MANAGEMENT'S DISCUSSION AND ANALYSIS

The increase of $2,591 ,284 in current net asset was mainly due to decrease of cash and investment of
$7,008,157. The account Capital assets increased by $2.9 million principally by additions to
construction in progress of $3.2 million at the same time created increased in the net investment in
capital asset of $8 million.

Cunent liabilities increase by 48 percent caused by a increase of accounts payable of$316,856 and
due govemment entities by $1,530,560. Long-term liabilities decrease by $68,431.

Increase (Decrease) Net in Capital Assets was as follows:

680nut % 680n0fi Change

tand $ 192,199 t% $ 192,199 t% $

Consfruction in progess 14,793,921 58% I r,555,176 51% 3,238,74s

Building and inprovemnts, net 6,353,416 250/o 6,537,733 290/o (184,317)

Infiashuctr:re 3,272,537 t3% 3,326,276 15% (s3,739)

Equbnrcnt, rrt 284,524 lo/o 305,264 1% (20,740)

Vehicles 431,699 aot 539,049 2% (107,3s0)

Total Net Capital Asset $ 2s328,296 $ 22,4s5,697 $ 2,872,s99

NET IN CAPITAL ASSETS

80

60

40

20

Construction in Building and lnfraestructure Equipment, net
Progress improvements,net

r 2011 E 2010

Construction in progress represent 43 percent and 58 percent of total asset and net capital assets
respectively. Building improvements represents 19 percent of total asset and 25 percent and net
capital asset. The Increase in Construction in progress by $3.2 million when compared with prior
year includes $53,709 decrease in infrastructure.
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MUNICIPALITY OF PATILLAS
MANAGEMENT'S DISCUSSION AND ANALYSIS

The following reflects the condensed Statement of Activities of the Primary Government:

Statements of Activities
For the year ended June 30,2011 and 2010

Changes in Net Assets

20tt 2010 Changes Yo

General Revenues $ 10,9s8,654 $ 10,366,2s3 $ 592,401 6V.
Progam Revenues 2,601,705 3,451,633 (849.928) -2sYio

Total Revenues 13,560,359 13,817,886 $ (257,527',

Expenses

Govemmental activities (t 1,248,707) (12,164,433) 915,7261 -8Y"

The Statement of Activities reflects for fiscal year 2011, the net eflect of revenues derived from
several programs plus current operating revenues. Total revenues compared to the total expenses,
amounted to an increase of $658,199 in the Municipality's net assets. Approximately 27 percent of
the Municipality's total revenue came from taxes, while 19 percent resulted from Federal grants and
51 percent resulted from Intergovemmental Revenues. The Municipality's expenses cover a range of
services like health, public safety, sanitation, recreation and sports, education, housing,
transportation, welfare, construction and improvements. The largest expenses were for general
govemment, public works, education and training and culture and recreation. With this analysis, the
readers have comparative information with the percentage of change in revenues and expenses from
prior year to current year.

A brief review of the Statements of Activities of the Municipality at June 30,2011, shows total
expenses incurred to afford the cost of all functions and programs amounted to $8,647,002. Upon
examining the sources of revenues for the financing of the programs, the Statement reflects the
following; $1,128,102 from operating grants and contributions; and $1,473,603 from capital grants

and contributions obtained from other sources. General revenues for the year amounted to
$10,958,654. There was a change in net assets $658,199 that represents 4 percent of total revenues
and a increase of40 percent when compared with prior year. Expenses decrease by $915,726 or 8
percent when compared with prior year.
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MUNICIPALITY O[' PATILLAS
MANAGEMENT'S DISCUSSION AI\D AI\ALYSIS

FINANCIAL AI{ALYSIS OF THE GOYERMENTAL FTJNDS

The following reflects the condensed Balance Sheet of the Governmental Funds:

Governmental Funds
Balance Sheets

June 30,2011 and 2010

20tt 2010 Changes %
Assets:

Cash $ 2-847-880 s 2.336263 $ 511.617 22o/o

Restricted Cash 5,284,353 4.356.493 927.860 2lYo
Accounts Receivable 3.612.680 3-916-636 (303.956) -aYn

Liabilities and Fmd Balance
Liabilities:
Total Liabilities s 8.937.134 $ 7.036.801 s 1.900333 270/o

Funds Balances 2.807.779 3.572.59 t (764-812\ -2lo/o

The Fund Financial Statement is another impofiant component of the Municipality's financial
statements. A firnd is a grouping of related accounts is used to maintain accountability and controls
over economic resources of the Municipality that have been segregated for specific activities. The
Municipal fund type of accounting is used to demonstrate compliance with related legal
requirements. Information offered thru this Statement is limited to the Municipality most significant
funds and is particularly related to the local government only instead ofthe government as a whole.
Government funds are used to account for essentially the same functions as those reported as
goverffnental activities.

During the year 20ll the municipality had $5.2 million cash restricted in the Bond issued Fund and
Debt service fund and in 2011 the Due to debt service fund were increased by $l million. Deferred
revenues decreased by $44,508.



MUNICIPALITY OF PATILLAS
MANAGEMENT'S DISCUSSION AND ANALYSIS

Years Ended June 30. 2011 and 2010

The most significant changes ofthis statement were as follows:

(1) Revenues from property tax were increased by $248,032 due to increase in property tax in
the amount collected. The increase in Intergovemmental revenue of $408,817. Revenue
from volume business tax declaration were reduce by $75,210 on funds received when
compared with prior year, reflected in sales reported in the municipal tax declaration was
reduce approximately by 6 percent in many taxpayer. Other revenues decrease by $123,297
million, principally for eventual income.

Expenditures were decrease by approximately $1.7 million in Capital outlays expense when
compared with the prior year. The total expenditures increased by $1.8 million, principally in
Capital outlays, and all other expenses by $9 million, except general governrnent decreased
by $439,068.

Statements of Revenues, Expenditures and Changes in Fund Balances

Volume ofbusiness tax
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ESTADO LIBRE ASOCIADO DE PUERTO RICO
GOBIERNO MUNICIPAL DE PATILLAS

OFICINA DE FTNANZAS
T EL. 787 -839 -4120 EKT. 238

FAX:787-839{500

Mrs. Brenda L Figueroa Col6n
Finance Director

MTJNICIPALITY OF PATILLAS
MANAGEMENT'S DISCUSSION AND ANALYSIS

Economic Factors and Next Year Budget
The Municipality is a political legal entity with full legislative and administrative powers in every
area of municipal govemment, with perpetual existence and legal personality, separate and
independent from the central govemmental of Puerto Rico. The Municipal Govemment comprises
the executive and legislative branches. The Mayor exercises the executive power and the legislative
power by the Municipal Legislature, which has 14 members.

The Municipality provides a full range of services including public works, education Public safety,
public housing, health, community development, cultue, recreation and other administrative
services. The Municipality's principal sources of revenues are property taxes, municipal license
taxes, contributions by the state government and federal grants.

The Budget for Revenues and expenditures were $9.3 million for the general fund, total revenues
decreased $1,148,719 when compared the budgeted revenues with the actual revenues. The
Municipal tax license decreased by $72,210 and sales tax by $112,535. The actual expenditure was
$394,470 than budgeted expenditures. General Govemment reflected an decrease of $343,300 and
Public Works $133,313 when compared Budget Expenditures with actual expenditures. Excess of
revenues under expenditures reflect a decrease of $7 54,249, mentioned in this paragraph

The Municipality has finished during the year the Reconstruction of the La Felicita Bridge and
improvements in Bo. Mulas, Bo. Apeadero, Bo. Mamey and Bo. Marin. The Municipality
construction in process include the Construction of recreational facility in Lake Patillas, Public Car
Terminal, the New Market Square, the Nestor Y azqtez Court, Roof of Villas de Patillas Court, and
other 65 projects in process.

Contacting the Municipality's Financial Management

The Municipality's financial statements are designed to present users with general overview of the
Municipality's finances and to show the accountability for the money it receives. If you have
questions about the report, or need additional financial information, contact us at the Municipality of
Patillas, PO Box 698, Patillas, Puerto Rico 00723.

Brenda I. Figueroa Col6n, Finance Director, PO Box 698, Patillas, PR 00723.
Telephone (787)839-4120 Fax: (787) 839-9546 E-mail: finanzas I @prtc.net
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JT'AII A. FILICIAI{O CI{ARNECO
Certified Public Accountant

l5l Calle Miguel Salas
Arecibo,PR 00612

Tek (787) 879-4433
Fax: (787) 880-1402

INDEPENDEI{T AUDITOR'S REPORT

To the Mayor and Municipal Council of
the Municipality of Patillas

Patillas, Puerto Rico

We have audited the accompanying financial statements of the Governmental Activities, each
major fund, and the aggregate remaining fund information of the Municipality of Patillas Puerto
Rico, ("the Municipality") as of and for the year ended June 30, 2011., which collectively
comprise the Municipality's basic financial statements, as listed in the accompanying table of
contents. These financial statements me the responsibility of the Municipality's management.
My responsibility is to express opinions on these financial statements based on my audit. We did
not audit the financial statement of the Esmeralda Del Sur which is shown as discretely presented
component unit. That statement was audited by other auditors whose reports has been furnished
to us, and my opinion, insofar as it relates to the amount included for Esmeralda del Sur, is based
solely on the report ofthe other auditors.

We have conducted my audit in accordance with auditing standards generally accepted in the
United States of America and the standards applicable to financial audits contained in
Govemment Auditing Standards, issued by the Comptroller General of the United States. Those
standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes
consideration of intemal control over financial reporting as a basis for designing audit
procedures that are appropriate in the circumstances, but not the purpose of expressing an
opinion on the effectiveness of the Municipality intemal control over financial reporting.
Accordingly, we express no such opinion. An audit also includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that
my audit provides a reasonable basis for my opinion.

-10-



In our opinion, based on my audit and reports of the other auditors, the financial statements
referred to above present fairly, in all material respects, the respective financial position of the
govemmental activities, each major fund and the aggregate remaining fund information of the
Municipality of Patillas, Puerto Rico, as of June 30,2011, and the respective changes in
financial position, and cash flows, where applicable, thereof for the year then ended in
conformity with accounting principles generally accepted in the United States of America

ln accordance with Government Auditing Standards, we have also issued my report dated March
20, 2012 on my consideration of the Municipality of Patillas, Puerto Rico internal control over
financial reporting and on my tests of its compliance with certain provisions of laws, regulations,
conEacts and grant agteements and other mafters. The purpose of that report is to describe the
scope of our testing of intemal control over financial reporting and compliance and the result of
that testing, and not to provide an opinion on the intemal control over financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with
Govemmental Auditing Standards and should be considered in assessing the results ofmy audit.

'Accormting principles generally acceped in the United States of America require that the
management's discussion and analysis and budgetary comparison information on pages 1

through 9 and page 18 be presented to supplement the basic financial statements. Such
information, although not a part of the basic financial statements, is required by the
Governmental Accounting Standards Board, who considers it to be an essential part of financial
reporting for placing the basic financial statements in an appropriate operational, economic, or
historical context. We have applied certain limited procedures to the required supplementary
information in accordance with auditing standards generally accepted in the United States of
America, which consisted of inquiries of management about the methods of preparing the
information and comparing the information for consistency with management's responses to our
inquiries, the basic financial statements, and other knowledge we obtained during our audit ofthe
basic financial statements. we do not express an opinion or provide any assurance on the
information because the limited procedures do not provide us with sufficient evidence to express
an opinion or provide any assurance.

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the Municipality of Patillas, Puerto Rico, financial statements as a whole.
The introductory section, combining and individual nonmajor fund financial statements, and
statistical section, are presented for purposes of additional analysis and are not required part of
.the 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
Budget circular A-133, Audits of states, Local Governments, and Non-profit organizations, and
is also not a required part of the financial statements. The combining and individual nonmajor
fund financial statements and the schedule of expenditures of federal awards are the
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responsibility of management and were derived from and relate directly to the underlying

accounting and other records used to prepare the financial statements. The infomration has been

subjected io the auditing procedures applied in the audit of the financial statements and certain

additional procedures, including comparing and reconciling such information directly to the

underlying accounting and other records used to prepare the financial statements or to the

financial statements themselves, and other additional procedures in accordance with auditing

standards generally accepted in the United States of America. In our opinion, the information is

fairly stated in all material respects in relation to the financial statements as a whole- The

inhoductory and statistical sections have not been subjected to the auditing procedures applied in

the audit of the basic financial statements and, accordingly, we do not express an opinion or

provide any assurance on tltem.

Arecibo, Puerto Rico
March 20,2012

The stamp numbe t Z;bZllat
was affrxed to the
original of this report.

ruAN

1,2013
aha8833
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MT'NICIPALITT OF PATILLAS, PT'ERTO RICO
STATEMENT OF NET ASSETS

.ruNE 30, 2011

Primary
Government

Governmental
Activities

$ 2,847,880
5,284,3s2

309,476

r0,016

25,328,296

$ 33,780,020

s 2,481,287
2,037,678

260,136

938,772

14,112,589

19,830,462

Component
Unit

Esmeralda

Del Sur

$ 170,289

l,186,608
12,517-

1,404,493

26,33s

$ 2,800242

$ 50,009

130,449

48,500
878,293

l,l07asl

ASSETS

Cash and investments

Cash with fiscal agent and restricted deposit

Accountsreceivable other

Accounts receivable from federal govemment

Accounts receivable from government

Capital assets, net of accumulated depreciation

Other assets

Total assets

LIABILITIES

Liabilities:
Accounts payable and accrued liabilities
Due to govemment entity

Deferred revenue (volume business tax)
Noncurrent liabilities :

Due within one year

Due in more than one year

Mortgages payable

Total liabilities

NET ASSETS

Invested in capital assets, net of related debt

Restricted for:
Debt service

Capital project activity
Other activities

Assigned for maintance projects

Unassigned (Deficit)
Total net assets

Total Liabilities and net Assets

See notes to financial statements.

17,260,546

837,596
3,835,720
1,444,267

825,810
(10,254,381)

13,949,558

$ 33,780,020

395,751

1,186,608

110.632

1,692,991

$ 2,800,242
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MUNICIPALITY OF PATILLAS
RECONCILIATION OF THE STATEMENT OF REVENI'ES,

EKPENDITT'RES, AND CHANGES IN FUND BALANCES OF
GIOVERNMENTAL FUNDS TO THE STATEMENT Or. ACTIVITIES

JrrNE 30, 2O11

Net change in fund balance - total govemmental funds $ (1378,292)

Amounts reported for govemmental activities in the statement of activities
are different because:

Govemmental funds report capital outlays as expenditures. However,

in the statement of activities the cost of those assets is allocated

over their estimated useful lives and reported as depreciation expense.

Expenditures for capital assets 3,371,471

Less: current year depreciation (388,527)
2,gg2,g44

The issuance of long-term debt provides current financial resources

to governmental funds, while the repayment of the principal of
of long-term debt consumes the current financial resources of
govemmental funds. Neither transaction, however, has any effect
on net assets.

Principal payments

Change in net assets of governmental activities

See notes to financial statements.

707,000

707,000

$ 2,311,652
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MUIIICIPALITY OF PATILLAS, PUERTO RICO
BUDGETORY COMPARJSION SCHEDULE GEITERAL r.UItD (BUDGET BASISI

GENERAL FUITD AND DEBT SERVICE
FOR THE FISCAL YEAR E1TDED JUNE 30, 2011

Budgeted Amounts

Final

REVENUES:
Property taxes

Municipal license tax
lnlergovemmental revenues

Licenses, permits and fines
Municipal sales tax
Rent of properties

Interest income

Other revenues

Other sourc€s

Total revenues

EEENDITURES:
Curent:

General govemment

Public safety

Public Works
Health
Culture and recreation

TBnsfer to debt service

Total exp€nditures

959,067 9s9,067

$ 9J03.8s2 $ 9J03.8s2

$ 298,686 $

670,500
5,058,546

603,000
840,000
r00,000
163,200
610,853

298,686
670,500

5,058,546
603,000
840,000
100,000

t63,200
610,853

(200,093)

402,243
(90,4t2)

(544,6s3)
(60,015)

(153,873)
(501,916)

-$-l1Jg12I

$ 343,300
227,745

(133,313)

56,666
145,621

(24s,s49)

$ 394,470

_$____9s42!2L

$ 3,184,422 $

988,975

3,122,218
441,863

1,278,674

3,576,993
940,47'l

2,853,217
426,512

1,37 5,014

s 3,233,693
712,726

2,986,530
369,846

1,229,393
532,749

-9_2,064,e3?_

$ (909,804)

287 ,200 287,200

-9_2ro3p!3_ -$_2,4se,ry_
Excess of revenues ovcr (u[der) expetrditures $ 055,555)

Explanation of differences:

Sou.ces/infl ows of resources:

Actual amounts (budgetary basis) "available for appropriation" from the

budgetary comparison schedule

Transfers from other funds are inflows ofbudgetary resources but are not

revenues for financial reporting purposes.

Revenue not accrued for financial purpose only
Total reyenues as reported on the statement ofrcvenue, expenditure, and

changes in fund balances

UseYoutfl ow of resources

Actual amounts (budgetary basis) "total charyes to appropriations" fiom the

budgetary comparison schedule

Differcnces - budget to GAAP:
Non budgeted expenditures
Transfer to debt service

Total erpenditures as reported on the statement of revenue' expenditures
and change in fund balarces

See notes to budgetary comparison schedule.

$ 8.155,133

20,071

$ 8,t35,062

$ 9,064,937

188,865
(532,?49)

-5-T7rIos3

flalAdtild--ll- v*il]
I o"., Il ruuorout" I

| runtuuorutte) |

$ 298,686 $

470,407

5,460,789
512,588
295,347

39,985
9,327

108,937
9s9,067

$ E,lss,133

-t8-



MT]NICIPALITY OF PATILLAS, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS

JUNE 30,2011

GENERAL ORGANIZATION

The Municipality of Patillas (The Municipatity) was founded in 1811. The govemmental system

of the Municipality is composed of the executive and legislative bodies. The Mayor is the Chief
Executive Officer and is elected every four years in the general elections of Puerto Rico. The

legislative body consists of fourteen (14) assemblymen also elected in the general elections of Puerto

Rico for a four-year period.

The Municipality provides services such as: health, public safety, sanitation, recreation and sports,

education, housing, transportation, welfare, construction and/or improvements of highways and

streets, and other general and administrative services.

The financial statements of the Municipality have been prepared in conformity with generally

accepted accounting principles (GAAP) as applicable to govemmental entities. The Govemmental

Accounting Standards Board (GASB) is the primary standard-setting body for establishing
governmental accounting and financial reporting principles. The GASB periodically updates its
existing Govemmental Accounting and Financial Reporting Standards, which along with subsequent

GASB Pronouncement (Statements and Interpretations,) institute GAAP for govemmental units. A
summary of the Municipatity's significant accounting policies consistently applied in the
preparation ofthe accompanying basic financial statements follows:

I. SUMMARY O[' SIGNIFICANT ACCOUNTING POLICIES

a.Bspdry-Esliq

The Municipality's financial statements include the operations of all departments and separate

legal entities for which the Municipality is financially accountable or for which exclusion would
leave the financial statements misleading or incomplete.

In June 1999, the GASB issued Statement No. 34 Basic Financial Statements and Management

Discussion and Analysis for State and Local Governments. This statement establishes new
financial reporting requirements for state and local govemments. It requires new information and

restructures much of the information that govemments have reported in the past. Comparability
with reports issued in prior years is affected. In June 2001, the GASB issued Statement No. 37

Basic Financial Statements and Management Discussion and Analysis for State and Local
Governments Omnibus, which in part addressed the Management Discussion and Analysis
(MD&A) requirements, Program Revenue Classifications and Major Fund criteria requirements in
the reporting model in Statement No. 34.

The Municipality implemented this Standard for the fiscal year ended June 30, 2004.
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MUNICIPALITY OF PATILLAS, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS

JUNE 30,2011

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

b. Reoortine Entity

In evaluating how to def,rne the Municipality for financial reporting purposes, management has

considered all potential components units. The decision to include a potential component unit in
the reporting entity was made by applying the provisions of Statement No. 14, "The Financial
Reporting Entity" of the GASB. The basic, but not the only criterion for including a potential
component unit within the reporting entity is ifelected oflicials ofa primary government appoints

a voting majority of the entity's goveming body, and if either one of the following conditions
exists: the primary govemment can impose its will on the other entity or the potential exist for the

other entity to (1) provide specific financial to or (2) impose specific financial burdens on the
primary govemment. A second criterion used in evaluating potential component units is if the

nature and significance ofthe relationship between the entity and a primary govemment are such

that to exclude the entity from the financial reporting entity would render the financial statements

misleading or incomplete. GAAP details two methods of presentation: blending the financial data

ofthe components unit's balances and transactions in a manner similar to the presentation of the
Municipality's balances and transactions or discrete presentation of the component unit's
financial data in columns separate from the Municipality's balances and transactions.

The reporting entity is composed of the primary government and its component unit, which is

included to ensure the financial statements are not misleading.

Discretely Presented Comnonent Units

The following discretely presented component unit is in the basic financial statement because o

the nature of the services they provide and the Municipality's ability to impose its will.

Municipality of Patillas Component Unit - Esmeralda Del Sur

Esmeralda del Sur (the Project) is a housing development project consisting of land, and twelve
one-story concrete building and other improvements owned by the Municipality of Patillas. The
Project leases its 100 rental units to and/or low and moderate income individuals in the Patilla's
area. Project Esmeralda del Sur is located at "Calle los Colegios, Patillas, PR 00723".

The Project is govemed by board of directors that are appointed by the Municipality's Legislative
Assembly. The mayor of the Municipality is a permanent member of the board of directots.

The following is relevant information extracted from the financial statements ofthe Project.
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MTJNICIPALITY OF PATILLAS, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS

Jt NE 30,2011

r. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation)

b. Renorting Entity

Summary of significant accounting policies:
The following summarizes the major accounting policies judged by management to be the most
appropriate in the circumstances to present fairly the Project's financial position, results of
operations and cash flows in conformity with generally accepted accounting principles.

Federally subsidized rent income - The Project is under financing from Rural Housing Service
(RHS) under Section 515 of the Housing Act of 1949. The properties are operated subject to
Section 8 Housing Assistance Payments agreement with the U.S. Department of Housing and

Urban Development (HUD), and a portion of the Project's rental income is received from HUD.
The agreement was effective on April 1,1979, with an initial term offive years and extended at
the project's opinion for additional five years term and seven additional five years renewal option
through the year 2019 to make housing assistance payments. HUD has agreed to pay the Project

the difference between the contract rent, as defined in the agreement, and that portion of rent
payable by qualified tenants. ln addition, HUD has agreed to pay a portion of the contract rent to
the project during certain vacancy periods.

Cash and Restricted Denosits
Under the term of the HAP contract the Project is required to set aside specified amounts for the
replacements of property and other project expenditures approved by HUD. HUD restricted
deposits, which approximate $1,238,179 at June 30, 2011, are held in separate account and
generally are not available for operating purpose.

The Project maintains a restricted cash accounts fir insurance escrow. In additions, all tenant
security deposits are deposited into a separate bank account and held in trust for the tenants until
they vacate the property. Any amounts not retumed to the tenant due to lease violations are

transferred to the Project's general operating accounts. Restricted funds are held in separate

accounts and are not available for operating purpose.
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MTJNICIPALITY OF PATILLAS, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS

JUNE 30,2011

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation)

b. Reportine Entity (continuation)

Mortsase Pavable
Consists ofa 9% (with an effective subsidy rate of 8%) mortgage note used for construction ofthe
projects buildings, payable in monthly installments of $16,757, including interest, until 2017,
collaterized with land and building.

The principal maturities of the mortgage in each ofthe next five years are:

Year ending June 30 Princbal Interest

2011 $ 1 19,26 1 8l,818
2012 130,449 70,631
2013 142,686 58,394

2Ol4 ard 156,071 45,009
there after 579,537 45,693

$ 1,128,004

Pollution remediation oblisation
Based on comprehensive Asbestos-Containing Material (ACM) survey engaged by the project's
management agent, it was determined that the project's buildings contain asbestos materials.
These materials need to be removed in accordance with Puerto Rico Environmental Quality Board
(EQB) regulation with the use ofproper engineering controls.

At June 30, 201 I the project has accrued its best estimates of its obligation regarding the removal
of asbestos materials, which is presented under the pollution remediation obligation caption in the
accompanying balance sheet. The estimated liability of $48,500 was obtained form the project's
comprehensive asbestos-containing materials (ACM) survey. It is reasonably possible that the
recorded estimate of the obligation may change in the near term.

Management fees
During the year ended June 30, 201 I the management agent's compensation is based in an amount
equal to twenty-nine dollars ($29) per unit per month. The management agent is Housing
Promoters, Inc.

Complete financial statements for the individual component unit may be obtained form their
administrative office located at "Calle los Colegios, Patillas, PR 00723".
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MUNICIPALITY OF PATILLAS, PUERTO RICO

NOTES TO FINANCIAL STATEMENTS
JUNE 30,2011

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation)

c. Basic Financial Statements-GASB Statement No' 34

Thebasicfinancialstatementsincludebothgovemment.wideandfundfinancialstatements.
While the previous model "-pn^i,"J 

t''a W-qJs 1tfr9 ptal of all tunds of a particular tlpe)' in the

,r.* ,.poning -odel the f*rl ir on -u;or ind'ividual funds (within the fund.financial statements)'

Both the govemment-wide and fund dnancial statements categorize activities as govcmmental

activities. ln the govemment-wide statement of Net Assets the govemmental activities (a) are

;;;;;,"d ; " "on'solidated 
basis in one colu-n, and (b) are reflected, on a full accrual, economic

resource basis, which i""o.porui"r iong+erm asiets and'receivables as well as long-term debt and

obligations.

The Govemment-wide Statement of Activities reflects both the gross and net cost.per functional

;g;t. iil atatement of Activities reduces gross expenses (including depreciation) by related

;;;ffilg grart. aoa contributions. The operating grants include operating-specific grants'

This government-wide focus is more on the sustainability of the Municipality as an entity and the

change in aggregate economic position resulting from the activities ofthe fiscal period'

The fund financial statements are, in substance, very similar to the financial statements presented

inthep.",iousmodel.Emphasishereisonthemajorfundsinthegovernmentalcategory.Non.
major funds are aggregated into a single column'

The govemmental funds financial statements are presented on a current financial resource

measirement focus and modified accrual basis of acCounting. This is the manner- in which these

funds are normally budgeted. This presentation is deemed most appfopriate to (a) demonstrate

r"gur *a .or"n*t ,o.lli*"", (b) iemonstrate the sources and use of liquid resources, and (c)

delmonstrate how the Municipality actual experience conforms to the budget or fiscal plan' Since

th. tor.*rntul fund statements are presented on a different measurement focus and basis of

u."o-*ting than the govemment-wide statement, a reconciliation is presented on the fund

statementJwhich briefly explains the adjustments necessary to transform the fund based financial

statements into the govemmental column of the govemment-wide presentation'

d. Basis of Presentation
Th. ;"* ,""d"1 * f"d"l * d.fined in Statement No. 34 establishes criteria (percentage of the assets,

liabilities, revenues or expenditures/expenses of either fund category or t}re govemmental and

;;i6;.; combined) for the determination or major funds. The Municipatity reports the

following major funds on Fund Financial Statements:
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MT'NICIPALITY OF PATILLAS, PUERTO RICO
NOTES TO FINANCIAL STATEMENS

JUNE 30,2011

1. SUMMARY OF SIGNII'ICANT ACCOUNTING POLICIES (Continuation)

d. Basis of Presentation (continuation)

Maior Funds
General Fund - Always a major fund. The general fund is the main operating fund of the
Municipality. It is used to account for all financial resources except those required to be

accounted for in another funds.

Bond Issue Fund - Bond Issue fund are used to account for the proceeds of specific revenue

sources that are legally restricted to expenditures for specified.

Homeland Securitv Programs - Special revenue frrnd for revenue from the grant are used to
account for the proceeds of specific revenue sources that arc legally restricted to expenditures for
specified.

HUD Programs Fund - This fund accounts for revenues sources for the development of viable
urban communities, decent housing suitable living environment, rental assistance to help very
low-income families afford decent, safe and sanitary housing by encouraging property owners to
rehabilitate substandard housing and lease the units with rental subsidies to low income families.

Debt Service Fund - Debt service fund is used to account for the accumulation of resources for,
and the payment of, general long-term debt principal and interest.

Head Start - Prosram Funds - The special revenue fund of Head Start is a major fund used by
the Municipality to account for revenues derived from the gant that is legally restricted by
outside parties for use on specific purpose. The uses and limitations of this revenue fund are

specified by municipal ordinances of federal and state statutes.

However, resources restricted to expenditure for purposes normally financed from the general

fund are reported in the Municipality's general fund provided that all applicable legal
requirements are appropriately satisfied. In this case, a special revenue fund to account for such
kind of transactions will be used only iflegally mandated.

Other Funds (not major funds) - Special revenue funds are used to account for the proceeds of
specific revenues sources that are legally restricted to expenditures for specified purposes. Capital
projects fund is used to account for the financial resources for the acquisition ofpersonal property
and/or construction of major improvements, which are not financed by other funds.
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MUNICIPALITY OF PATILLAS, PUERTO RICO
NOTES TO FINANCIAL STATEMENS

JUI\E 30,2011

1. SUMMARY OF SIGNIFICAITT ACCOUNTING POLICIES (Continuation)

e.]}@g

The accounts of the Municipatity are organized on the basis of flrnds, each of which is
considered to be a separate accounting entity. The Municipality has created various types of
fiurds. Each fund is accowrted for by a separate set of self-balancing accounts, which include its
assets, liabilities, fund balances, and revenues and expenditures/expenses, as applicable. The
individual funds accounts for the govemmental resources allocated to the Municipality for the
purpose of carrying on specific activities in accordance with laws, regulations, or other
restrictions,

Meosuremcnt Focus, Bosis of Accounting

Government-wide Financial Statements - The govemment wide financial statements are reported

using the accrual basis of accounting. Revenues are recorded when eamed and expenses are

recorded at the time liabilities are incurred, regardless of when the related cash flows take place.

Non-exchange transactions, in which the Municipality gives (or receives) value without directly
receiving (or giving) equal value in exchange, include grants. Revenue from grants is recognized
in the fiscal year in which all eligibility requirements have been satisfied.

Governmental Funds Financial Statement - Governrnental funds are reported using the cunent
financial resources measurement focus and the modified accrual basis of accounting. Under this
method, revenues are recognized when measurable and available. "Available" means collectible
within the current period or 90 days after the end of the period to use them to pay liabilities of the
cunent period. Miscellaneous revenues are recorded when collected. Revenues collected in
advance of the fiscal year to which they apply are recorded as deferred revenues and recognized
as revenues in the year to which they apply. Expenditures are generally recognized when the
related frurd liability is incurred. General capital asset acquisitions are reported as expenditures in
govemmental funds.

Governmental Fund Types / Governmental Activities - Govemmental funds are those through
which most govemmental functions of the Municipality are financed. The acquisition, use, and

balances of the Municipality's expendable financial resources and the related liabilities are
accounted for through govemmental funds. The measurement focus is upon determination of
changes in financial position, rather than upon net income determination.

Licenses and permits, charges for services, fines and forfeits and miscellaneous revenues (except
investment eamings) are recorded as revenues when received. Investrnent eamings (interest) are
recorded as eamed since they are measurable an available.
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MUNICIPALITY OF PATILLAS, PUERTO RICO
NOTES TO FINANCIAL STATEMENS

JLrNE 30,2011

I.SUMMARYoFSIGNIFICANTACCOUNTINGPoLICIES(Continuation)

f. Encumbrances

Govemmental funds employ encumbrances accounting. Under the encumbrance system, all

purchase orders; contracti und oth., commitments for the expenditure of funds are recorded in

order to reserve that portion ofthe applicable appropriation. Under generally accepled accounting

principles, encumbrances outstanding at year-end ale reported as reservations of fund balances

*a tfr.y constitute neither expendituies, nor liabilities. Encumbrances constitute the equivalent of
expenditures for budgetary pu.por.. only, and accordingly, are reported with expenditures in all

budgetary basis statements.

g. Budeetarv Data

The Municipatity follows the following procedures, which are in accordance with the municipal

law; in establishing the budgetary date reflected in the basic financial statements.

(1) On or prior to May 15, the Mayor submits to the Municipal Assembly a proposed budget for

the fiscal year commencing the following July lst. The proposed budget includes estimated

expenditures and their financing sources.
(2) Th; budget document is available for public inspection prior to its approval by the Municipal

Assembly.
(3) prior to July lst, the annual budget is legally enacted through passage of the annual

appropriation ordinance.
(4) Su-bsequent to the enactment ofthe annual appropriation ordinance, the Municipal Assembly

has the authority to make necessary adjustments to the budget.

The budget is prepared following the modified accrual basis of accounting except for the

encumbrances, as described below:

The actual results of operations, presented in the Statement of Revenues, Expenditures and

Changes in Fund Balancis-Budget and Actual-General Fund, are reflected in conformity with the

budgetary accounting of the Municipality for a better comparison with the budget information.

Amendments to the budget, and budgetary transfers related to personal expenditures, require the

approval ofthe Municipal Assembly. Non-capital encumbrances lapse at the end of the next fiscal

ylar. During the fiscal year, the Municipality readjusted its original budget of the General Fund

Balance by $ 155,5 55.
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MUNICIPALITY OF PATILLAS' PUERTO RICO
NOTES TO FINANCIAL STATEMENTS

JUNE 30,2011

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation)

g. BudgetarY Data (continuation)

Since the budgetary basis differs from generally accepted accounting principles (GAAP), actual

amounts for G general fund and debt service fund in the accompanying Statement of Revenues

and Expenditures-Budget and Actual are presented on the budgetary basis to enhance

comparability. The principal differences are as follows:

( I ) Encumbrances are recorded as expenditures under the budgetary basis and as reservations of
fund balance under the GAAP basis.

(2) The property tax advances are presented as revenue in the budgetary basis and as other

financing sources in the GAAP basis'
(3) The Municipality receives certain revenues as contributions from govemmental entities,

legislative and private pades, which are not included therein nor are the related

expenditures.
(4) Certain debt issuance to acquire personal property is reflected in the general fund and is

restricted for that PurPose

The Municipality has not legally adopted a budget for the Head Start special revenue and capital

projects funds. Accordingly, it has not presented an annual comparison of budget and actual for

these major funds.

Leeal Compliance

Article 7.003, Law No. 81 of August 31,1991, amended require that Mayor provide to Municipal

Legislature an annual balanced budge indicating: 1) interest, amortization and retirement public

debt, 2) statutory obligations, 3) judicial claims payments, 4) any amount to cover prior years

deficit,'5) contrict commitments and operational expenditures. For annual interest and principal

debt amortization, CRIM provides annual estimated resources that will be obtained of additional

special property tax (municipal) collections. The Municipality's management shows budgetary

financial statements in general and debt service funds in compliance with state law and which are

based in annual activiry. The legal level of budgetary control is at the individual department level

for general fund (Mayor and Legislature funds) expenditures, and annual principal and interest

due for debt service fund.

h. Denosits

Substantially all cash balances are commingled in a general checking account and several special

purpose bank accounts, except for cash and investments restricted by law. Each fund records its

iquity interest in the pooled cash balance. The available cash balance in the general checking

account beyond immediate needs is invested in interest-bearing deposits. Generally, cash is

deposited in intereslbearing bank accounts. Investment eamings are credited to the respective

fund.
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MUNICIPALITY OF PATILLAS, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS

JUNE 30,2011

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation)

i. Inventories

The general fund purchases offrce and printing supplies, gasoline, oil, medicines and_ other items.

The lost of purchases is recorded as a expenditures and the inventory is not recorded in the basis

financial statements since amount is insignificant.

j. Capital Assets

Fund Financ ial Sl at e me nt s

The capital assets acquired are recorded as expenditures at cost in the govemmental funds.

Government lYide Financial Statement

Purchased capital assets are recorded at cost. Donated capital assets are recorded at their estimated

fair value a time they are received by the Municipality and is capitalized in the Statement of net

Assets. Major renewals and betterment are capitalized: replacement, maintenance and repairs,

which do not improve or extend the life ofthe respective assets, are charged to operations.

Depreciation is provided over the estimated useful life of the respective assets on straighlline
basis.

k. vacation and Sick Leave and Other CoEpensated Absences

Municipal employees are granted 30 days of vacation and 18 days of sick leave annually.

Vacation leave may be accumulated up to a maximum of 60 days and sick leave up to a maximum

of 90 days. In the event of employee resignation, the employee is paid for accumulated vacation

days up to the maximum allowed. Separation from employment prior to use of all or part of the

siik teave terminates all rights for compensation, except for employees with ten years or more of
service who are entitled to sick leave pay to the maximum allowed. The Municipality is required

to pay excess sick leave over 90 days on or before March 31 of the accumulated excess at

Deiember 31, of prior year. Employees' maximum allowed accumulated vacation, with the

employer's share ofpayroll taxes, is accounted in for the Statement ofNet Asset.

l. Insurance

The Municipality has insurance coverage for its public facilities and equipment, primarily to
provide protection in case of disaster and other losses. Also, principal officials of the

Municipality are covered under various surety bonds. The Secretary of the Department of the

Treasury of the Commonwealth of Puerto Rico is the designated agency to obtain the necessary

insurance coverage for the Municipality.
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MUNICIPALITY OF PATILLAS' PUERTO RICO
NOTES TO FINANCIAL STATEMENTS

JUNE 30,2011

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation)

m. Bg$@_Assets

Investments and Certfrcates

Certain proceeds ofthe Municipality revenue bonds as weil as certain resources set aside for their

repayment are classified as restricted assets on the balance sheet because their use is limited by

applicable bond covenants. The "revenue bond" maintenance account is used to report those

rintal proceeds that are restricted for use in maintenance of the properties. The "revenue bond

fund account" is used to segregate resources accumulated for debt service payments over the next

twelve months. The "Debt Service Account" is used to report resources set aside to make up

potential future deficiencies in the "revenue bond fund account".

Cash with -fiscal asent

The cash with fiscal agent pertaining to the debt service represents property tax collections

retained by the Govemment Development Bank for Puerto Rico and another financial institution

restricted ior the payment of Municipality's debt service (See Note 2) and unused proceeds from

bonds and notes issued principally for the acquisition or construction of permanent improvements

are accounted in the capital project fund. In debt service fund are unsecured and collateralized, as

no collateral is required by govemmental banks'

n. Fund Balance

During year ended June 30,2011, the Municipatity implemented GASB Statement No. 54, Fund

Balance Reporting and Govemmental Type Definitions C'GASB 54"). The objective of GASB 54

is to enhance the usefulness of fund balance information by providing cleater fund balance

classifications that can be more consistently applied and by clarifying the existing govemmental

fund type definitions. GASB 54 establishes fund balance classifications that comprise a hierarchy

based'primarity on the extent to which a govemment is bound to observe constraints imposed

upon th. use of the resources reported in the govemmental funds. The implementation of this

statement had no impact on the total fund balances for the Municipality's govemmental funds.
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The Municipality classifies govemmental fund balances as follows:

F Nonspendable- includes amounts that inherently cannot be spent either because it is not

in spendable form (i.e., prepaid, inventories, long-term portions of loans receivable, etc.)

or because oflegal or contactual requirements (i.e., principal ofan endowment, etc.).

F Restricted - includes amounts that are constrained by specific puposes which are

extemally imposed by (a) other governments through laws and regulations, (b) grantors

or contributions through agreements, (c) creditors through debt covenants or other

contracts, or (d) imposed by iaw through constitutional provisions or enabling legislation'

) Committed - includes amounts that are constrained for specific purposes that are

internally imposed by the govemment through formal actions made by the

Municijafif \ legislative body, which is the highest level of decision making authority,

before the end ofthe reporting period. Those committed amounts cannot be used for any

other purpose unless the government removes or changes the specified use by taking the

same type of action it employed to previously commit those mounts'

) Assigned - includes amounts that are intended to be used for specific purposes that are

neither consider restricted nor committed; in addition, such assignments are made before

the report issuance date'

F Unassigned - include amounts that do not qualiff to be accounted for and reported in

any ofthe other fund balance categories. This classification represents the amount of fund

baiance that has not been assigned to other funds and that has not been restricted,

committed, or assigned to specific purposes within the General Fund. The General Fund

should be the onlyhnd thai reports a positive unassigned fund balance amount. In other

governnent fundi, if expenditures incurred for specific purposes exceeded the amounts

t=hat are restricted, committed, or assigned to those purposes, it may be necessary to repolt

a negative unassigned fund balance'

The Municipality generally uses restricted amounts first when both restricted and unrestricted

(committed, a..ignea, and unassigned) fund balance is available unless there are legal documents,

contracts, or agrJements that prohibit doing such. Additionally, the Municipality generally would

first use committed, then assigned, and lastly unassigned amounts of unrestricted fund balance when

expenditures are made.

MI]NICIPALITY OF PATILLAS, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS

JUNE 30,2011
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MUNICIPALITY Otr' PATILLAS' PUERTO RICO
NOTES TO FINANCIAL STATEMENTS

JUNE 30,2011

I.SUMMARYoFSIGNIFICANTACCOUNTINGPoLICIES(Continuation)

n- Claims and Judements

The estimated amount of the liability for claims and judgments, which is due on demand, such as

from adjudicated or settled claims, is recorded in the general fund and in the Statement of Net

Assets.

o- Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting

principlei requires management to make estimates and assumptions that affect the reported

amounts of assets and [a[ilities and disclosure of contingent assets and liabilities at t]re date of
the financial statements and the reported amounts of revenues and expenses during the reporting

period. Actual results could differ from those estimates'

r. Totals Column Memorandum OnM Governmental Funds Statement

The total data under this column is presented only to facilitate financial analysis. Data in these

columns do not present financial poiition or results of operations in conformity with generally

accepted accounting principles. Such data is not comparable to a consolidation, since Interfund

eliminations have not been made.
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2. PROPERTYTAXES

The "Centro de Recaudaci6n de lngresos Municipales" (CRIM) is responsible for the assessment of
all real and personal property located within the Municipality of Patillas and for the lery,

administration and collection of the corresponding taxes.

The property tax is levied each year on the assessed value of the property at the beginning of the

calendar year. Assessed values ofreal property are established at the estimated current value existing

in the year 1957 and ofpersonal property at the current value at the date ofthe assessment'

Real property taxes are billed by the CRIM and are due in two equal installments in July and January

following the assessment date. Personal property taxes are self-assessed ad are due in May 15, when

the property tax retum is required to be filed.

The tax rate per anngm is 10.33% for real property and 8.33% for personal property of which 8.33%

and 1.83%, iespectively, belongs to the Commonwealth of Puerto Rico and 4.25%o of both percents

belong to the Municipality. From the portion belonging to the Municipality,l% represents the

Muni-cipality's basic iate, which is appropriated for general purpose and, therefore, accounted for

througlr-the general fund. The remaining portion belonging to the Municipality of 1.25% represents

the "ad-valoiem" tax withheld by the CRIM as fiscal agent, and restricted for debt service, which is

accounted for through the debt service fund (See note 2). The Municipality has reached the

maximum statutory tax rate limit for the basic tax while there is no limitation for the ad-valorem tax

rate.

Complete real property tax exoneration is granted by the Commonwealth of Puerto Rico on the first

$15,600 of thJasiessed valuation of owner occupied residential units. However, the Municipality
..""ir", the flrll amount levied, except for residential units assessed at less than $3,500, on which a

complete exemption is granted. Vetirans have additional exemption from taxes of $5,000 of the

asseised value of real property. The Department of Treasury instead ofthe property taxpayer became

the source of payment in these cases'

Complete real property tax exoneration is granted by the Commonwealth of Puerto Rico on the first

$tS,tiOO of tne asiessed valuation of owner occupied residential units. However, the Municipality
receives the full amount levied, except for residential units assessed at less than $3,500, on which a

complete exemption is granted. Veterans have additional exemption from taxes of $5,000 of the

assessed value of real property. The Department of Treasury instead ofthe property taxpayer became

the source of payment in these cases.

Complete exemption from personal taxes up to an assessment of$50,000 is granted to retailers with

an annual volume ofnet sales under $150'000'

MUNICIPALITY OF PATILLAS, PUERTO RICO
NOTES TO FINAIICIAL STATEMENTS

JUNE 30,2011
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2.

MUNICIPALITY OF PATILLAS, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS

JUNE 30,2011

PROPERTY TAXES (Continuation)

The CRIM reports annually to the Municipality the estimated basic property tax and the tax to be

used for the debt service, which will be collected in the fiscal year. The basic tax is advanced to the
Municipality during such fiscal year. It is the practice to amortize these advances through the

subsequent collection by the CRIM ofthe basic tax from the taxpayers.

The basic Foperty tax advances from the CRIM are recorded in the general fund as other financing

sources. As this tax is collected and reported by the CRIM, it is recorded in the general fund as

revenue. The property tax received Aom the Deparfinent of Treasury, which is related to the

exoneration granted by the Commonwealth of Puerto Rico is reflected as revenue in the general

fimd.

Since the collection of property taxes from the taxpayers is under the administration of the CRIM,
the Municipality recognized as an expenditure the operational expenses allocated by the CRIM to the

Municipality, which amounted to $39,268 during 2011.

The following is a summary of the property tax advances that resulted in an Accounts Receivable, to

the year ended June 30,2011. The resulting receivable is presented in the general fund for Fund

Financial Statement and is presented as revenue in both Financial Statements.

Accounts Receivable:

Amortization throush collections of DroDerE taxes bv the CRIM
07-01-10 - 06-30-1 I s 5.383.071

Advance recei 07-01-10 - 06-30-11

Sub-Total
** Amount Debt to M
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MUNICIPALITY OF PATILLAS, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS

JUNE 30,2011

3. DEPOSITS

The Municipality's cash and investments at June 30, 2011, were entirely covered by the Federal
Depository Insurance Corporation by collateral provided by the banks and held by the Department of
the Treasury pursuant to applicable laws and regulations. Cash with fiscal agent is maintained in
interest-bearing accounts in the Govemment Development Bank for Puerto Rico and is collaterized
by the Commonwealth of Puerto Rico.

Puerto Rico laws authorize govemmental entities to invest in direct obligations or obligations
guaranteed by the federal govemment or the Commonwealth of Puerto Rico. The Municipality is
also allowed to invest in bank acceptances, other bank obligations and certificates of deposit in
financial institutions authorized to do business under the federal and Commonwealth laws. During
the year, the Municipality invested its funds in interest-bearing bank accounts, and short-term
certificates of deposit if due date is not more than 90 days, the certificate considered as cash
equivalents.

CONCENTRATION OF CREDIT RISK

The Municipality maintains its cash account in local commercial banks, whose accounts are

insured by the Federal Deposit Insurance Corporation (FDIC) up to $250,000. Deposits in excess of
$250,000 are collaterized by the bank securities to property safeguard such funds. Nevertheless,
management believes that concentration ofcredit risk is limited because balances are deposited with
high standing financial institutions.

MUNICIPAL LICENSE TAXES

The volume of business tax is levied each year based on the prior year's gross revenues for all
commercial and industrial organizations doing business in the Municipality and which are not totally
or partially exempt from this under the Industrial Incentives Acts of Puerto Rico. All taxpayers are

required to file their declarations by April l5 ofeach year.

The tax rates are as follow:
1% for financial institutions
for all other organizations 0.5o/o

Taxes are payable in two equal semiannual installments on July I and January I following the levy
date. If they are paid before their maturity, the taxpayer is granted certain discounts.

The deferred revenue of the general fund correspond to the business tax levied received from the
next fiscal year.
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MUNICIPALITY OF PATILLAS, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS

JUNE 30,2011

MUNICIPAL LICENSE TAXES (Continuation)

The minimum gross revenue to file the Volume of Business Tax Declaration is $5,000 and the

maximum tax payable is $25. The date to file the Volume of Business Tax Declaration is April 15.

The Municipality grants a 5%o discount, if the taxes are paid on or before April 15. Otherwise, 50%

of taxes payable must be paid within the first 15 days of each semester beginning with the first
semester ending December 31.

The Municipality recognized an account receivable for the estimated municipal license taxes to be

collected during the first two months of next year, but corresponding to current year. Municipal
license taxes collected prior to June 30,2011 but pertaining to the next fiscal year are recorded as

deferred revenues.

INTERT'UND TRANSACTIONS

Due From/To Other Funds (Fund Financial Statement)

Interfund receivables and payables generally rcflect temporary loans, billings for services provided

and recovery of expenditures. The balances are as follows:

For the most part, the effect of interfund activity has been removed from the Statement of Net Assets

(Govemment Wide Financial Statement).

7. INTERGOVERNMENTALREVENUES

Sources of intergovemmental revenue consist primarily of govemmental payments from the

Commonwealth of Puerto Rico and in "lieu of tax" payments from certain "quasipublic"
corporations, such as the Puerto Rico Electric Power Authority.

Grants and subsidies received from the Commonwealth of Puerto Rico include, among others, a
general subsidy for capital improvements. Almost all these intergovemmental revenues are

accounted for in the general fund.

6.

$ 1,632.895
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MI]MCIPALITY OF PATILLAS, PUERTO RICO
NOTES TO FINAI{CIAL STATEMENTS

JUNE 30,2011

8. DUETOGOVERNMENTALENTITIES

As of June 30, 20ll balances due to govemmental entities of the general fund consists of the
following:

Current Wide Fiancial
Narne Due to Statemnts

Puerto Rico Retirement System $ 79,421 $

Puerto Rico Water Authority 652,486
Puerto Rico Department of Labor 313.176 413,498
Intemal Revenue Service Center 95,728
Puerto Rico Departrrpnt oftreasury 616,215
Puerto Rico Erry:loyee Assochtion S. 103,463
State Insurance Fund Com. 4,100
Medical phrs 66,542
General Adminisfatbn Services 106,547

The Municipality refinances the accounts payable for govemmental expenditures and other accounts
payable to Long-Term basis. The Municipality has the intention with the Govemment Development
Bank to finance the govemments debts with a General Obligation Bond used to pay Internal
Revenue Service Center, Puerto Rico Department of Labor, Puerto Rico Retirement System,
Department of Treasury, General Administration Service and Puerto Rico Employee Association
System.
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MUNICIPALITY OF PATILLAS, PUER'TO-RICO"--'rioirs ro FINANCIAL STATEMENTS
ruNE 30' 2011

9. CAPITALASSETS

Balance

6t3012010 Additions

Retire-
ments

Balance

613012011

192,199 $ -$ 192,r99
14,793,921

22,381

4,199,217
88,619

944,357
3,3s2,599

t84,317
53,739
43,121

- l0t!9- 3'45e,e4e

----------@ e,gtt,ttg
---%u -@ to,tqzJto

*EEEsffi@@
Depreciation expense was charged to functions of the Municipality as follows:

Includet}rosechangespusuanttotheimplementation.ofGASBStatementNo.34,follows.Land
*J .on t-.tiot in progress are not subject to depreciation'

Capital assets activity for the year ended June 30' 2011 was as follows:

Governmental activities:
Capital assets, not being depreciated:

Land
Construction in Progress

Total capital assets not being depreciated

Capital asets, being dePreciated

Buildings and building improvements

Infraestructure
Equipment
Vehicles

Total capital assets being depreciated

Less: accumulated depreciation for:

Buildings and building improvements

Infraestructure
EquiPment
Vehicles

Total accumulated dePreciation

-ffi-ffi---- --ffi
10,736,950
3,414,895
1,249,621

--- tg2%)A 22,381
---------- 

-r 
9,3 1 5,49 s

10,736,950
3,414,895
1,272,002
3,891,648

4,383,534
142,358
987,478

3,459,9499

3-891.648

Total capital assets bJin€-gepr!@

Govemmental actffiies:

Public works

Cuhure and recreation
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9. CAPITAL ASSETS (Continuation)

Government Wide Financial Statements

nffi ilHi,H+rf*-{###*iJi"t':#ifl ,fr:,l"t."#iffi
exPensed T in:*"d.:I";!11ffiir,".i'
over the following esttm

vehicles,HeavvEquiPment ?-?i t1t!
Fumiture and Fixture .. '{ $300

Computer and Elecfioruc Equipment iO $1

Builclings 60 $1

Infrastructure 20-40 51

flnmHt" -unicipalitv assigned a rovl"tttia*r value on most capital Assets'

Fund Financial Statements

outlays as expenditures categories in the

The Municipalr| charged. costs of capitalizable

'i*irii"ih ri"d Financial statements'
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MI,JMCIPALITY OF PATILLAS, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS

JUNE 30,2011

10. CHANGES IN GENERAL LONG-TERM DEBT

General in General Long - Term Debt

The principal long-term obligation of the Municipality is obligation bonds issue to pay govemmental

debts and accounts payable. The Municipality's long-term debt retirements are appropriated and

paid from resources accumulated in the debt service fund.

The following is a summary of bonds of the Municipality of Patillas for year ended June 30, 201 I .

Description
Beginning

Balance
Additions Reductions

Ending
Balance

General Oblieations Bonds $ 10,881,000 $3.445,000 $707,000 $13,619,000

General Obligation Bonds:

Description
Balance

06-30-2011
Due within
One Year

Bonds Serbs 2002 $525,000 payable in annual

instalknenrs of$5,000 to $20,000 rurlltil 2026;
with interest ranging from2.7%o to 5.6%o $ 210,000 $ 10,000

Bonds Series 2002 $2,7 40,000 payable in annual

instalknents of $70,000 to $215,000 wxi12026;
with interest ranging from2.lYo to 5.60/o 2,19s,000 80,000

Bonds Series 1997 $400,000 payable in annual

instalhrents of$20,000 to $40,000 until 2016;

wittr interest ranging from 1.53o/o 155,000 25,000

Bonds Series 2004 $395,000 payable in annual

instalhrpnts of $55,000 to $65,000 util 201 l;
with interest ranging from3.28Yo to 4.62%o 65,000 60,000

Bonds Series 2005 $259,000 payable in annual

ftEtalhnents of$35,000 to $42,000 until2013;
with interest of 4 .5Yo to 7 .81%o 82,000 40,000

SI]B TOTAL $ 2.707.000 $ 215,000
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MUNICIPALITY OF PATILLAS, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS

JullE 30,2011

10. CHANGES IN GENERAL LONG-TERM DEBT (Continuation)

General Obligation Bonds: (C ontinuation)

Description
Balance

06-30-2011
Due within
One Year

Bonds Series 2006 $975,0OO payable in annual
installments of $l l5,OOO to $l7O,OOO until 2013;
\ /ith interest of I -53o/o to 7 .o/o $ 330,OOO $ l s0.oo0
Bonds Series 2007 S4IO,OOO payable in annual
installments of $5,OOO to $ I O,O00 until 203 I ;
with interest of I .53o/o to 7 .5o/o 357,000 l0.ooo
Bonds Series 2007 $fOO,OO0 payable in annual
installments of $5,OOO to $l0,O0O rntil2O2l:'
rvith interest of 1.53o/o to '7 .5o/o 80,000 5,OOO

Bonds Series 2OO8 $375,000 payable in annual
installments of S5,00O to $3O,OOO until 2032;
with interest of 1.53o/o to '7 .5o/o 365,000 5,OOO

Bonds Series 2OO8 $464,000 payable in annual
installments of S33,0OO to $62,000 until 201 8;
with interest of 1.53o/o to 7 .5o/o 390,OOO 38,OOO

Bonds Series 2OO8 $4,85O,O00 payable in annual
installments of STO,OOO to $4,34O,O00 until 2O15;
with interest of 1.53 to 5.4o/o 4.705.OOO 80,ooo
Bonds Series 2OO9 $7O5,OOO payable in annual
installments of $8O,0OO to $425,O00 until 2O l6;
with interest of 4.7 5o/o to '7 .5o/o 540,OOO 80.ooo
Bonds Series 2OO9 $895,000 payable in annual
installments of S I OO,OO0 to $ l60,000 until 2016;
with interest of 4.7 5o/o to 7 .5o/o 685,OOO 110,000
Bonds Series 2Ol I $3,460,0O0 payable in annual
installments of $55,OOO increase to $5,000 each
year until 2O35; with interest of 60/o to 7o/o 3.460.0OO s5,o00

SUBTOTAL I0,912,000 533,OO0
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MTI}{ICIPALITY OF PATILLAS, PUERTO RICO
NOTES TO FINAI\CIAL STATEMENTS

JUNE 30,2011

10. CHANGES IN GENERAL LONG-TERM DEBT (Continuation)

The annual debt requirements lor the bonded debt outstanding as June 30, 2011 are as follows:

The Municipality is required to limit the amount of general obligation debt to l0% of the total
assessment of property located within the Municipality, for bonds to be repaid with the proceeds of
property tax restricted for debt services. Other obligations include compensated absences; LIMS
refinance debt, claims and judgments.

> DEBTSERVICEFUND

The revenues of the debt service fund arise from the additional property tax and are recognized

when collected and informed by the CRIM (See Note 2). The CRIM retains these collections for the
payment of principal and interest of bonds and notes issued by the Municipality. Interest income is

for the payment of interest or special obligations notes and property taxes are for the debt service

requirements ofthe genera obligations bonds and notes.

Principal and interest on these obligations are paid by the Govemment Development Bank for
Puerto Rico from funds obtained from the Following:

Property taxes $ 786,380
General funds 532,749

Municipal sales tax 556,508

Expenditures for the year 2010-2011 were as follows:

Principal $ 707,000
Interest 315,767

16-750-314
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JUNE 30,2011

12. RETIREMENT PLAN

Plan DescriPtion

Regurar emprovees.of the Municiparitv :""Yb* 1".'h::ri;:iltt#*t'Xl';'I3:?"#"'Xi'o1

B::"-1'#::"ffi \lJ?.m.Tffi :.le{i'ffii::;f ij:1ig;1ti**:*""nxx:

;:**liff ::[3f il:Hll;I;'lX;i'i5i"lil$fit;;";r*;i'tirementbenentsdepend
upon age at retirement;X"rffi;';i 

"u,. 
of .r"aitla i.'*ice. Disability retirement benefits are

available to members ,or-o""rputionui *d non-o..,ilutio'J iisabilities^P:"It vest afler ten

vears of plan participati'0"]ft'J 'vutln 
was. created. r'ind er Act 447 ' appro'vqd on May 15' l95l'

l'Retirement Pensions' ;l#itlt',;; oeuth senefi[":-* u*"na"a' and became effective on

January I' Ies2' ERS LJ;';';;il:rr-r1'-"r1ryJnlntt'i"tr'ats financial statements and

reouired supplementary itf"trn*fl" "f 
ih" plan' *tltt rn"v'lt ottuin"a from the ERS at G'P'O'

ii""- +iooi' i* Juan Puerto Rico' 00940'

Theannualretirementbenefitsforthoseregular.fi.rll-timeemployeeshiredonorbeforeMarch3l'
1990 or those anaining ;##; '**; ;L" 1"'.a"" torililnl *a to' those hired or attaining

permanent status on o' a it'ep'ii l' 1990 (New Plan) are as follows:

Etisibility

Age 55 and 30 Years

Of service

Under 55 and 30 Years

Of service

Pension Benefits

7 5%o of average highest compensation

aoring any years of credited service

65%o of average highest compensation

a*ing *Y 3 Years of credit sewice

ParticipantsintheSystemwhoretireprior.to30yearsofcreditedserviceareentitledtoanannual
retirement benefit equal t. r.# 

"i: 
itr'" t ighest compensati"" i" *v 3 years of credited service for

each year of sewice up to 20 ;;;;: ;i;';"for each vear in excess of 20 vears'

No benefit is payable if the participant receives a refund ofhis accumulated contributions'

AdditionalinformationofERSisprovidedinits.financialstatementsfortheyearendedJune
30,2011 a copy of which "''fr" H;;t'"; fto- tn" nns' rvri".rot Station' PO Box 42003' San

Juan, PR 00940'
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12. RETIREMENT PLAI\ (Continuation)

NEW PLAN REFORMA 2OOO)

Eligibility

Age 65 with 10 years
of service

Pension Benefits

l.SVo of average compensation during
the final 5 years ofcredited services
multiples by the numbers of years

credited service

For both plans, the employees are vested when atiaining ten years of plan participation. Disability
and death benefits are available with certain limitations and all annuities in pay status will be

increased every three years by 3% subject to the approval by the Legislature of Puerto Rico.

Reforma 2000 is a hybrid defrned contribution plan, also known as a cash balance plan. Under this

new plan, there will be a pool of pension assets, which will be invested by ERS, together with those

of the current defined benefit plan. Benefits at retirement age will not be guaranteed by the

Commonwealth of Puerto Rico. The annuity will be based on a formula which assumes that each

year the employee's contribution (with a minimum of 8.27 5% of the employee's salary upon to a
maximum of 10%) will be invested in an account which will either: (l) eam a fixed rate based on the

two-year Constant Maturity Treasury Note or, (2) eam rate equal to 7 5Vo of the retum of the ERS's

investment portfolio (net of management fees), or (3) eam a combination of both alternatives.

Participants will receive periodic account statements similar to those of defined contribution plans

showing their accrued balances. Disability pensions will not be granted under Reforma 2000. The

employer's contribution (9.275% of the employee's salary) will be used to fund the current plan.

Fundine Policy

The Act 447, as amended, is the authority under which obligations to contribute to the Plan by the

Plan members, employer and other contributing entities me established or may be amended. The

required contributions made by the Municipality were based on percentages established by the

Administrator of the System. Such percentages were not based on actuarial studies as required by
generally accepted accounting principles. An actuarial computation of the annual contribution

applicable to the Municipality has not been prepared. Accordingly, the amounts by which the actual

contributions differ from the required actuarial contributions are not known.
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MUNICIPALITY OF PATILLAS, PUERTO RICO
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JUNE 30, 2011

12. RXTIREMENT PLAN (Continuation)

Contribution Requirements

The Municipality's total payroll for the fiscal year 2011 amounted to approximately $5,886,217.
Common wealth legislation requires employees to contribute 5.775%o of gross salaries up to $6,600
plus 8.275Yo of the gross salary in excess of $6,600. Municipality is required to conlibde 9.275o/o

of gross salary annually during year 2010. Municipality is required and actual contribution under

Act 447 and Reform 2000 were $188,961 and $238,801 respectively.

Actuarial Valuation

As of June 30, 2010, the ERS has an unfunded accrual liability of approximately $17.1 billion,
representing a 9.7% funding ratio. This information is not available by each participating

governrnent agency or municipalities.

Net assets of the system consist principally of investments in stocks and bonds and loans to
participants. The projected unit credit actuarial cost method was used for the actuarial calculation.

Significant assumptions were as follows:

a) Interest rate
b) Salary increases
c) Pre-retirement Mortality

Poslretirement Health Mortality

Post-retirement Disabled Mortal iry

7 .5o/o ayear
3.0o/o year
For General Employees and Mayors, RP-2000

Employee Mortality Rates for males and females
projected on a generational basis using Scale AA. For
members covered under Act 127, RP-2000 Employee

Mortality Rates with blue collar adjustments for males

and females, projected on a generational basis using
Scale AA.

Gender-specific mortality rates were developed based

on a study of plan's experience from 2003 to 2007.
Sample rates shown below are as of 2005 and are

thereafter projected on a generational basis using Scale

AA.

RP 2000 Disabled Annuitant Mortality Rates, without
projection.
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12. RETIREMENTPLAN(Continuation)

Actuarial Valuation (Continued)

d) Termination

e) Disability

Withdrawal rates vary by employee category.

Rates are based on the six month elimination period
rates in the 1987 Commissioners Group Disability
Table, adjusted as set forth in the table below. Rates of
disability cease to apply once a member is eligible for
the 75% of the Highest Salary maximum benefit.

100% of disabilities occurring while in active service
are assumed to be occupational for members covered

under Act 127. For other members, 90% of disabilities
occurring while in active service are assumed to be

occupational and 10Vo are assumed to be non-
occupational.

Adiustment to 1987 CGDT
Act Members Covered under

Act 127
Other

Members
447 100% 75%

I 100% 75%

2000 100% if more than 1 0 years

from retirement eligibility.

300% if at or past retirement
eligibility.

Interpolated from 100% to
300% in the 10 years leading
up to retirement elieibility.

75%
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12. RETIREMENT PLAN (Continuation)

Actuarial Valuation (Continued)

f) Retirement Rates of retirement vary by employment category, Act,
and by age and years of Creditable Service.

Act 447 General Emptoyees flncludes General Ha@
Service Condition

Age 10 years 25 years 30 years

45 to 49 r0.0%

50 to 53 15.0

54 20.0

55 to 57 l0.lYo 20.0

58 5.0o/o 10.0 20.0

59 to 64 10.0 15.0 20.0

65 to 69 15.0 15.0 20.0

70 100.0 100.0 100.0

System 2000 General Employees
Age Non-hazardous Hazardous

60 to 66 15.0% 12.0%

67 100.0 100.0

Act 447 Police & Fire
Service Condition

Age 10 vears 25 vears 30 years

45 to 48 10.0%

49 15.0

50 7.0% 15.0

51 to 56 15.0 20.0

57 20.0 30.0

58 2.5o/o 20.0 r 00.0

59 to 64 10.0 25.0

65 to 69 10.0 30.0

70 100.0 100.0
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12. RETIREMENT PLAN (Continuation)

Actuarial Valuation (Continued)

Svstem 2000 Police & Fire
Service Condition

Age l0 vears 25 vears 30 vears
45 to 48 9.0o/o

49 13.5

50 6.3% 13.5

51 to 56 13.5 18.0

57 r 8.0 27.0

58 2.25o/o 18.0 27.0

59 to 64 9.0 22.5 27.0

65 to 69 9.0 27.0 3 1.5

70 100.0 100.0 100.0

g) Proportion ofparticipants with spouses 50% ofparticipants assumed to be married at

retirement, with females assumed to be four years

younger than males.

h) Number ofemployees electing high 15% of retiring employees assumed to pay

contributions retroactive contributions at retirement.

i) Cost-of-living adjustments 3% every third year

Accordingly, the pension expense for fiscal year 2011 was approximat ely $392,393 that represented

100% ofthe contributions required by funding policies of the Plan.

13. LONG TERM LIABILITIES

ComDensated Absences

The liability for compensated absences was recorded in the Govemment-wide financial statements.

The balance consists of unpaid, accumulated annual and sick leave balances. The liability has been

calculated using the vesting method, in which sick leave amounts for both employees who currently

are eligible to receive termination payments and other employees who are expected to become

eligible in the future to receive such payments upon termination are included.

The chanses in Compensated absences for the year ended June 30, 201 I are as Jbllows:

Govemmental activity June 30,2010 Net decrease June 30,201I
Due within
One year

Compensated Absences $ 936,286 $ 203,195 $733,091 s 145,125
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14. LEASES

Operating Leases

The Municipality has several short-term operating lease agreements covering some of the
Municipality's premises and equipment. Most of the agreements are renewed annually. Total rental
expenditures for the year ended June 30, 2011, were approximately $91,500 included in all funds.

15. CLAIMS AND CONTINGENCIES

Continpencies

As pr Act No. 72 of September 7, 1993, Act of the Health Insurance of PR Administration", (HIA)
should negotiate with the municipalities a contribution from the operational budget for the medical

services covered by the Health Care Reform.

On July 1, 1997, there was an amendment to Act No. 72 in which it was established that the balance

due to HIA from October 1994 to June 30, 1997 would be eamed on the additional lottery games.

During the year the Municipality pay to Health Insurance of PR Administration $ 255,102.

Federal Programs

The Municipality participates in a number of federal financial assistance programs. Although the
Municipality's grant progrcms have been audited in accordance with the provisions of the Single

Audit Act of 1984, as amended, these programs are still subject to financial and compliance audits

and resolution of previously identified questioned costs. These grants are also subject to audit on
behalfofthe grantors to assure compliance with grant provisions. If expenditures are disallowed due

to noncompliance with grant progftrm requirements, the Municipality may be required to reimburse

the grantor agency. Accordingly, the Administrations compliance with applicable grant requirements

will be established at some future date. Nevertheless, the Municipality's management expects the
amount of expenditures, which may be disallowed by the granting agencies from such audits, to be

immaterial.

Comptroller's Ofrce Audits

The Municipality of Patillas, Puerto Rico, has been audited by the Comptroller's Office of the

Commonwealth of Puerto fuco. The Comptroller's Office has issued a final report related to the

financial operations of the Municipality for a period before the single audit. These audit reports do
not cover any findings subsequently disclosed to Municipality operations by the Comptroller's
Office.

-48-



MTJNICIPALITY OF PATILLAS, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS

JUNE 30,2011

16. MUNICIPAL SALES TAX

Pursuant to the provisions of the Law number 80 ofJuly 29, 2007 and effective August l, 2007, the
citizenship contribution was uniformly established ir l.5Yo of which 1% will be collected by the
Municipalities and the remaining .5% will be collected by the Treasury Department of the

Commonwealth of Puerto Rico. Also, this Law uniformed the use of the contribution of 1.5% in the

following activities: solid waste disposal costs, recycle, public works and improvements, health

services and security services.

The Municipalities of Puerto Rico are responsible to collect 1% of the corresponding tax with the

same exemptions and limitations that the portion collected by Treasury Department. The Act
provides and optional surtax on the un-processed food. This surtax must be approved by the

Municipal Legislature. The Treasury Department is responsible to create the Municipal
Development Fund (.02%), the Municipal Redemption Fund (.02%) and the Municipal
Improvements Fund (.01%0 with the remaining 0.5%. The Municipality collected $295,347 duing
the year ended June 30, 201 1.

17. CONTINGENCIES, LIABILITIES FOR CLAIMS AND JUDGMENTS AND OTHER

Contingencies and claims and judements aeainst the Municipalitv

The Municipatity is a defendant in a number of lawsuits arising principally from claims against the

Municipality for alleged improper actions. It is management's opinion, based on the advice of the

legal counsel, that the probable claims against the Municipality not covered by insurance are by the

amount of $73,928 at June 30, 2011, the financial condition of the Municipality adjusted for that
amount.
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18. RESTATEMENT OF 2O1O FINANCIAL STATEMENTS

During the fiscal year ended June 30, 2011 the Municipality notes that certain liabilities had been

overstated or understated as well as other differences related with adjustments to capital assets and

reclassification of certain frrnd balances. As a result the net assets at June 30, 2010, as previously

reported, had been increased by $192,936 and the fund balance of various funds at June 30, 2010, as

previously reported, had been decreased by $15,268 the debt service fund, increased HUD programs

by $2,055, increased Homeland Security Program by $21,219, decreased general fund by $366,892

and other funds increase by $961,786.

Homeland

Net General Hud Se curity De bt Other

Assets Fund Pmgram Pmgrams Se rvice Funds

Besinnins bahnce at

J une 30, 2010 $ 13.0s9386 s ( 1.717 s32) $ 109.656 s 368.709 $- $ 1229,150

Accounts Dayable from

orior year cancelled 86,696 2,055 2t219 961,786

Accounts payable

from orior year (36r.,892\ fl5268)

Besinning bahnce, as

restated June 30,2010 $ 13,146,082 $ (2.084.824) $llt,7lr $ 389,928 $ fls.268) $ 2.190.936
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JUAI{ A. FELICIAI{O CHARNE'CO
Certifted Prrbltc Accountant

151 Calle Miguel Salas
Arecibo, PR 00612

Tel: (787) 8794433
Fax: (787) 880-1402

REPORT ON INTERNAL CONTROL OVER FINAI{CTALREPORTINGAND
COMPLIANCE AI\ID OTIMRMATTERS BASED ON A}TAUDIT OF FTNANCIAL

STATEMENTS PERFORMED IN ACCORDAI\ICE WITH GOVERI\IMENT
AT]DITING STAI\IDARS

To the Mayor and Municipal Council of
The Municipality of Patillas

Patillas, Puerto Rico

We have audited the financial statements of the governmental activities, each major firnd, and the

aggregate remaining fund information of Municipality of Patillas, Puerto Rico, (the
..Municipality") as of and for the year ended June 30, 2011 and has issued my report thereon

dated March 20,2012. We conducted my audit in accordance with auditing standards generally

accepted in the United States of America and the standards applicable to financial audits

contained it Government Auditing Standards, issued by the Comptroller General of the United

States.

Internal Control Over Financial Reoorting
In planning and performing my audit, we considered the Municipality's intemal control over

financial reporting as a basis for designing my auditing procedures for the purpose of expressing

my opinion on the financial statements, but not for the purpose of expressing an opinion on the

effectiveness of the Municipality of Patillas intemal control ovef financial reporting.

Accordingly, we do not express an opinion on the effectiveness of the Mruricipality's intemal

control over financial reporting.

A deficiency in intemal control exists when the design or operation of a control does not allow
panagement or employees, in the normal course of performing their assigned fi.rnctions, to
prevent or detect and correct misstatements on a timely basis. A material weakness is a

deficiency, or a combination of deficiencies, in intemal control such that there is a reasonable
possibility that a material misstatement of the Municipality's financial statements will not be

prevented, or detected and conected on a timely basis.
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We did not identi$ any deficiencies in internal control over fiaancial reporting that we
'considered to be material weaknesses, as defined above. However, we identified certain

deficiencies in intemal control over financial reporting, described in the accompanying schedule

of findings and questioned costs that we consider to be significant deficiencies in intemal control
over financial reporting as items 20 1 1 -02 and 20 I I -03 .

My consideration of the intemal control over financial reporting was for the limited purpose

described in the first paragraph ofthis section and was not designed to identiff all deficiencies in
intemal contol that might be deficiencies, significant deficiencies, or material weaknesses. A
significant deficiency is a deficiency, or a combination of deficiencies, in intemal control that is
less severe than a material weakness, yet important enough to merit attention by those charged

with govemance.

Comoliance and Other Matters
As pafi of obtaining reasonable assurance about whether the Municipality's financial statements

are free of material misstatemen! we performed tests of its compliance with certain provisions of
laws, regulations, contracts, and grant agleements, noncompliance with which could have a

direct and material effect on the determination of financial statement amounts. However,
providing an opinion on compliance with those provisions was not an objective of my audit, and

accordingly, we do not express such an opinion. The results of our tests disclosed instances of
.non compliance or other matters that are required to be reported under Government Auditing
Standards and which are described in the accompanying schedule of findings and questioned

costs as items 201 1-02 and 201 l -03.

We noted certain matters that I reported to management of Municipality of Patillas, Puerto Rico
in a separate letter dated March 20,2012.

Municipality of Patillas, Puerto Rico's response to the finding identified in my audit is described
in the accompanying schedule of findings and questioned costs. We did not audit Municipality
of Patillas, Puerto Rico's response and, accordingly, we express no opinion on it.

The report is intended solely for the information and use of managemenq Municipal Council and
federal awarding agencies and pass-through entities and is not intended to be and should not be
used by anyone other than these specified parties.

Arecibo, Puerto Rico
March20,2012

Eha883'{

The stamp number 2l"2Slqrl O CHARNECO
was affixed to the
orig'inal of this report 1,2013



JT'AIT A. FELICIANO CHARNECO
Certilied Public Accountant

151 Calle Miguel Salas
Arecibo, PR 00612

Tel: (787'1879-4433
['ax (787) 880-1402

REPORT ON COMPLIANCE WTIH REQT'IREMENTS APPIICABLE TO
EACE MAJOR PROGRAM AIID INTERNAL CONTROL OVER COMPLIANCE. IN ACCORDAIICE WTTH OMB-CIRCT]LARA-I33

Independent Auditor's Report

To the Mayor and Municipal Council of
the Municipality of Patillas

Patillas, Puerto fuco

Compliance
We have audited the compliance of the Municipality of Patillas, Puerto Rico, (the

"Municipality") with the types of compliance requirements described in the U.S. Offrce of
Management and Budget (OMB) Circular A-133 Compliance Supplement that could have direct
and material effect on to each of its major federal programs for the year ended June 30, 201l.
The Municipality major federal progams are identified in the summary of auditor's results
section of the accompanying schedule of findings and questioned costs. Compliance with the
requirements of laws, regulations, contracts and grants applicable to each of its major federal
programs is the responsibility of the "Municipality" Management. My responsibility is to express
an opinion on of Municipality compliance based on my audit.

.We conducted my audit of compliance in accordance with auditing standards generally acc€pted
in the United States of America; the standards applicable to financial audits contained in
Government Auditing Standards issued by the Comptroller General of the Unikd States; and
OMB Circular ,4.-133, "Audits of States, Local Govemments and Non-Profit Organizations".
Those standards and OMB Circular 4-133 require that we plan and perform the audit to obtain
reasonable a.ssurance about whether non-compliance with the types of compliance requirements
refered to above that could have a direct and material effect on a major federal program
occurred. An audit includes examining, on a test basis, evidence about the "Municipality" is
compliance with those requirements and performing such otler procedures as we considered
necessary in the circumstances. We believe that my audit provides a reasonable basis for my
opinion. My audit does not provide a legal determination of the "Municipality" is compliance
with those requirements.
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As described in items 2011-03, in the accompanying schedule of findings and questioned costs,

the ,.Municipality" did not comply with requirements regarding reporting and cash management

applicable to its Homeland Security Grant Program. Compliance with such requirements is

n"..r.ury, in my opinion, for the "Municipality" to comply with tle requirements applicable to

that progam.

we my opinioq except for the non compliance described in the preceding paragraph,

Municipaliiy complied in all material respects, with the compliance requirements referred to

above that could have a direct and material on each of its major federal programs for the year

ended June 30, 2011. The results of my auditing procedures also disclosed other instances ofnon
compliance with those requirements, which are required to be reported in accordance with OMB

Circular 4-133 and which are described in the accompanying schedule of findings and

questioned costs as item 2011-03.

Internal Control Over Comnliance
Th" -*age-ei of th" "Municipality" is responsible for establishing and maintaining effective

intemal control over compliance with the requirements of laws, regulations, contracts and grants

applicable to federal progfluls. We planning and performing my audit, we considered the

'Municipality" intemal control over compliance with the requirements that could have a direct

and material effect on a major federal Fogram in order to determine my auditing procedures for
the purpose of expressing my opinion on compliance, and to test and report on intemal control

ovei compliance with OMB Circular A-133 but not for the pulpose of expressing an opinion on

the effectiveness of intemal control over compliance. Accordingly, we do not express an opinion

on the effectiveness of the "Municipallty" internal control over compliance.

My consideration of intemal control over compliance was for the limited purpose described in
the preceding paragraph and would not necessarily identiff all deficiencies in the entity's
internal control that might be significant deficiencies or material weaknesses and therefore, there

can be no assurance that all deficiencies, significant deficiencies, or material weaknesses have

been identified. However, as discussed below, we identified certain deficiencies in intemal
control over compliance that we consider to be signiflcant deficiencies and others that we

consider to be material weakness.

A deficiency in an entity's intemal control over compliance exists when the design or operation

ofa control does not allow management or employees, in the normal course of performing their

. assigred frrnctions, to prevent or detect and correct noncompliance with a type of compliance

requirement ofa federal program on a timely basis.
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A material weakness in internal control over
significant deficiencies, in internal control over
possibility that material noncompliance with a type of
progrrul will not be prevented, or detected and

deficiency in internal control over complianc€

federal program that is less severe than a material
yet important enough to merit attention by those

deficiency in intemal control over compliance

deficiency, or combination of
such that there is a reasonable

requirement of a federal
on a timely basis. We consider the
in the accompanying schedule of

weakness.

in intemal control over compliance,
with govemance. We consider the
in the accompanying schedule of

findings and questions costs, as item 2011-03 to be

A significant deficiency in intemal control over is a deficiency, or a combination of
deficiencies, in intemal control over compliance with a of compliaace requirement of a

findings and questioned costs as item 2011-02 to be deficiency.

The 'Municipality" is response to the findings in my audit is described in the

accompanying schedule of findings and questioned costs.
response and, accordingly, we express no opinion on it.

We did not audit the "Municipality"

This report is intended solely for the information and of management, Municipal Council,
others within the entity, and federal awarding agencies pass-through entities and is not
intended to be and should not be used by anyone other specified parties.

Arecibo, Puerto Rico
March20,2072

The stamp number 2623195
was affixed to the

A. FELICIANO CHARNECO
.1263

original of this report 1,2013eheaffSs
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MUT{ICIPALITY OF PATILLAS, PUERTO RICO

SCHEDULE OF EXPENDITURES OT'FEDERAL AWARDS

FOR THE FISC/IL YEAR ENDED JUNE 30, 2011

Federal Gratrtor / Pass-throush Grrtrtor Program Title

Federal CFDA
Number

Prss-th rough

Grantors Number

Fcderal

ErDetrditures

U.S. Depattment ofHousine and Uftan DeveloDment

Dircct Proryam:

Department ofHousing and Urban Development Public and Indian Housing

Section 8 - Housing choice voucher 14.871 RQ46-EO-57-001/002 $ 388,859

Direct Prosam:

ARRA - Homeless Preventior & Rapid Re'housing Program 14.257 N/A ll5,92l

Passed-through Commonwealth of Puerto Rico

Commissioners Oflice of Municipal Affairs

Community Planning and Development 14.228 2010 507 
'864

Community Development Block Grant (State Progmm)

Passed-through Commonwealth of Pueno Rico Govemors Oflices

Municipal Affaits

ARRA - Community DevetopmeDt Block Grart Program ARRA

Entitleme Grrtrt 14.253 N/A 130'326

Toaal U.S. Dcprrtmetrt ofHousitrs atrd Urba[ DeveloDmelt 1,142'970

I I s Denartment of Health and Human Services:

Direct Propram:

Head Stafi 93'600 02CH99tl/05 841'486

Direct Proeram:

ARRA Head Start 93.708 02SE99l l/01 20'866

Passed-through Commonwealth of Puerto Rico Govemors Office

for the Carc and Integral Development of Children:

Depaftnent ofthe Families ofPuerto Rico

Child Care Mandatory Matching Fund ofrhe Child Care and

DevelopmentFund 93'596 G0703PRCCDF 7'1'806

Total U.S. Dcoartmert ofHealth and Human Services 940'158

See notes to the schedule of expenditures of federal awards.
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MI'NICIPALITY OF PATILLAS, PUERTO RICO

SCHEDULE OF E:XPENDITURTS OF FEDERALAWARDS
FOR THE FISCAL YF,AR ENDED JUNE 30, 2O1O

Federal Grrtrtor / Pass-throush Grantor Prosram Titlc
Federal CFDA

Number

Prss-through

Grantors Numbcr

Federal

ExDenditures

U.S. Deoartrnent ofAg culture

Passed-through Commonwealth ofPuerto Rico Govemom Office

Deparanent of Education of Puerlo Rico

Child and Adult Care Food Progmm

Total U.S. Departmetrt of Aericulture

U.S. Departmenl of Homeland Securitr

Public Assistance Grant

Passed-through Commonwealth ofPuerto Rico Govemon OIfice

Authorized Respresentative to FEMA (GAR)

Disaster Grant Public Asistanca

Totd U.S. Deprrtmctrt ofHomelatrd Sccurity

U.S Department of Enersy

Passed-though Commonwealth of Puerto Rico GoYemors Offices

Total U.S Department ofEner$/

TOTAL FEDERAL ASSISTANCE

See notes to the schedule ofexpenditues offederal awards.

r0.5s8 Pr-HS-06-02(CCC-198) 47,680

47,6E0

732,84497.036 N/A

732,8U

Energl Affairs Adminisration

ARRA- Enerry Elficiercy atrd Convervatior Block Grant Program 81.128 N/A 5,500

s500

$ 2.869,152
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MUNICIPALITY OF PATILLAS, PUERTO RICO
NOTES TO THE SCHEDTJLE

OF EXPENDITURES OF FEDERAL FINAI\CIAL AWARDS
FOR THE FISCAL YEAR THEN ENDED JT]NE 30, 2O1I

(1) GENERAL

The accompanying schedule of expenditures of federal awards includes the federal grant activity
of Municipality of Patillas, Puerto Rico and is presented on the modified accrual basis of
accounting. The reporting entity is defined in Note I to the financial statements of the

Municipality. The information in this schedule is presented in accordance with the requirements

of OMB Circular A,-133, Audits of States, Local Govemments, and Non-Profit Organizations.

(2) MAJOR FEpERAL AWARDS

The Community Development Block Grants, Housing Assistance Payments Programs, Health
and Human Services Programs, Homeland Security Programs and American Recovery and
Reinvestment Act Program represent the major federal financial awards of the Municipality.
Major federal awards represent 94Vo of total expenditures.

(3) FEDERAL CFDA NUMBER

The CFDA numbers included in this schedule were determined based on the program name

review of grant contract information and the office of management and budget catalog of Federal

Domestic Assistance.

(4) RELATIONSHIP TO GENERAL PURPOSE FINANCIAL STATEMENTS

Federal financial assistance expenditures are reported in the Municipality of Patillas,
Puerto Rico Combined Statement of Revenues, Expenditures and Change in Fund Balances All
Govemmental and Types as follow:

$ 1,14 $ 940,158

415,549
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MT'NICIPALITY OF PATILLAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE YEAR ENDED JUNE 30, 2OII

A. Summarv of Audit results

Financial Statements

Type of auditor's rePort issued:

lntemal control over financial reporting:

Material weakness (es) identified?

Significant deficiency (s) identified not considered

to be material weaknesses?

Noncompliance material to financial statements noted?

Federal Awards

lntemal control over major programs:

Material weakness (es) identified?
Significant deficiency (s) identified not

Considered being material weaknesses?

Type of auditor's report issued on compliance

for major programs

Any audit findings disclosed that are required to be

ileported in accordance with Circular 4-133,

Section .510(a) are rePorted

Unqualified

Yes X No

Yes X No
None reported

Yes X No

Yes X No

X Yes No

Unqualified

X Yes No
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Identification of Maior Prosrams

Name of Federat Program or Cluster 
ICFDA Number(s)

t4.228 Community Development Grant (State rrogmm)

14.871

t4.253
ARRA - Community Development LlocK uranr rroS'raru
a IrD A Fntidarrrenl Grent
Head Start93.600

97.036 Disaster Grant - Public Assistance

ARRA - Homet"ss Prevention & Rapid Re'housing

14.257

81.128
ARRA - Enerry Efficiency and Conservaf,lon rllocK uratrt

ff
I

I ARRA - HEAd StATt93.708

MUNICIPALITY OF PATILLAS
SCTIEDT'LE OF FINDINGS AND QUESTIONED COSTS

FOR THE YEAR ENDED JUNE 30' 2011

Dollar tlreshold used to distinguish
Between tYPe A and tYPe B Programs

Auditee qualified as low-risk audit

B - Federal Award Findines and Ouestioned Cost

$300,000

Yes X .No
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Ref. No.

MUNICIPALITY OF PATILLAS
SCHEDULE OF FINDINGS AI\D QUESTIONED COSTS

FOR THE YEAR ENDED JUNE 30,2011
(continued)

Program: Accounting and Finance Department
General Fund
Year ended June 30, 2011

Finding / Noncompliance
Questioned

Cost

2011-01 Statement of Condition and Criteria -0-
The Municipality is operating by a decrease in revenues during the year
accordingly by the criteria established by the Standards of Financial Management
Systems for Regulations for Municipal Administration; and with GASB
codifications 1700, with requirements stated in OMB Circular A-133.

Cause
The Municipality has significant deficiencies in its accounting and financial
management systems and financial reporting practices caused by the govemment
operations as related to budgets for the General Fund.

Effect
The lack of budget may affect the Municipality results:
a) To provide services to citizens without affecting them.
b) To determine compliance with finance the related legal and contractual

provisions.

Auditors Recommendation
The Municipality should revise and evaluate in a monthly basis revenues and
disbursements to adjust disbursements to the revenues receipt to comply with
Budget requirements of Municipal Law number 81 of August 30, 1991 as

amended. Evaluate the impact in the revenues of the change in construction tax
and the increase of the real and personal taxes.

Municipalitv Response
The Municipality will evaluate the actual administrative procedures being
followed. The Municipality management took serious measures to minimize the
impact of this condition and expect to correct in the near future. Revenues budget
were reduced by the Puerto Rico economic conditions, in addition several disaster
events affected directly the Municipality, but we have continued providing the
services needed by the citizens using the operational funds. We expected to obtain
an operational loan to reduce the deficit situation.
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Ref. No.

MTJNICIPALITY OF PATILLAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE YEAR ENDED JUNE 30,2011
(continued)

Department of Homeland Security
CFDA No. 97.036
Grant No. Disaster Grant Public Assistance
Year ended June 30, 2011

Finding /Noncompliance
Questioned

Cost

2011-02 Statement of Condition and Criteria -0-
It was noted in my test of compliance that the Municipality's financial
management system did comply with the cash management requirements
established by the United States Treasury. According to these requirements
the Municipality had to establish procedures to minimize the time elapsing
between the transfer of funds from the Governor's Office Authorized
Representative to FEMA (GAR) and the disbursements by the
Municipality. It was noted during my audit that Municipality held cash

balances over $5,000 for periods longer than 3 days.

Cause
The Municipality did not comply with the Cash Management Requirements
of the Department of Treasury of the United States as per Title 44 of CFR,
part 13 .20 (cc) (7) .

Effect
The Municipality did not maintain adequate procedures for the
Administration of cash.

Auditor's Recommendation
The Municipality should establish adequate procedures in order to control
in a more effective manner the need and use of the federal funds and

establish intemal procedures to minimize the time elapsed to disburse the
funds receive.

Municipality Response:
The Municipality recognizes the importance of minimizing the time to
disburse funds transferred from FEMA, and instructions have been given to
personnel to implement procedures immediately.
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MI]MCIPALITY OF PATILLAS
SCHEDULE OI'FINDINGS AND QUESTIONED COSTS

FOR THE YEAR ENDED JUNE 30, 2011
(continued)

Department of Homeland Security
CFDA No. 97.036
Grant No. Disaster Public Assistance
Year ended June 30, 2011

Ref. No. Finding / Noncompliance
Questioned

Cost

2011-3 Statement of Condition and Criteria -0-

Effective control and accountability must be maintained for the grant.

Administrative personnel must veriry all progtam transactions must
assure that are solely for authorized purpose, necessary and reasonable

and allocate to federal awards in accordance to OMB Circular A-87.

Cause
The Department of Homeland Security made unauthorized loan to other
funds during the year. Cash balance not available for the program.

Effect
The disbursement is not allowable for the grant requirements because is
not an authorized and permitted disbursement of the program.

Auditor's Recommendation
We recommend revising, improving and modiffing the intemal control
procedures relative to disbursement to comply with program regulations
and the Municipality must retum the amount to the program.

Municipality Response:
The balance due will retumed to the program before July 31,2012 to the
prog&m and improvement appropriate control procedure to comply with
programs regulations are implemented.
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MTJMCIPALITY OT' PATILLAS
SCHEDIJLE OF FINDINGS AI\[D QI]ESTIONED COSTS

FOR TITE YEAR EI\IDED JTJNE 30,2011
(continued)

Effect
The Municipality does not maintain adequate accounting procedure that
segregates accounting rewards by program year for the Administration of
frrnds from Disaster Grant Public Assistance Program by grant funds.

Auditors Recommendation
The Municipality must establish adequate procedures in order to control in
a more effective manner the financial and Program Management System

Standards.

Municipalitv Resoonse:
The Municipality will review the auditor recommendation and the Mayor
grave instructions to implement immediately.
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L

MT'MCIPALITY OF PATILLAS
SUMMARY SCHEDULE OT PRIOR AUI}IT NNDINGS

FOR THE YEAR ENDED JUNE 30, 2O1I

It- 
2010 - Finding No. l: U.S. Deparhent of Housing and Urban Development

L 3#;fl'1""9#'::**
CFDANo. 14.871

l, Year ended June 30,201I

L Finding was corrected

2010 - Finding No. 2: U.S. Departuent of Housing and Urban Development
Public amd Indian Housing
Home I-and Security
CFDANo.97.036
Year ended June 30,20ll
Finding reported again
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Ref. No.
2011-01

Ref. No.
2011-02

CORRECTIVE ACTION PLAN
YEAR ENDED JUNE 30,2O1I

Finding /Corrective Action
Planned/Person Responsible :

Statement of Condition:
The General Fund is not complying with budget balances
and criteria established by the Standards of Financial
Management System for Regulations for Municipal
Administration, with GASB codification 1700, with
requirements stated in OMB Circular 4-133 and with Budget
requirements of Municipal Law number 81 of August 30,
'199'l 

as amended.

Corrective Action Plarured:
The Finance Director will establish adequate procedure to
permit the preparation of reliable budget and comply with all
standards, requirements and laws that apply.

Person Responsible:
Mrs. Brenda I. Figueroa Col6n
Finance Director

Finding /Corrective Action
Home Land Security

Statement of Condition:
The Home Land Security Program cash balance
over $5,000 for periods larger than 3 days.

Corrective Action Planned:
The Home Land Security Program administration will evaluate
and implement adequate procedures to control, use and invest in
effective manner, federal funds.

Person Resoonsible:
Mrs. Brenda I. Figueroa Col6n
Finance Director

Anticipated
Completion Date

On or before
end of 201 1- I 1

fiscal year

Anticipated
Completion Date

On or before
end of 201 1-l 1

Fiscal year

-66-



L

L

L CORRECTIVE ACTION PLANT

YEAR EI\TDED JT'I\TE 30,2OII

Anticipated
Completion Date

end of2010-11
Fiscal year

I

I nef. No. Findine /Corrective ActionL
201l-03 Disaster Grant l\rblic Assistance:

II StaGment of Condition:
The Disaster Grant Public Assistance p'rogram loan not authorized On or before

r- by the program.

L
, Corrective Action Planned:

L Th" Dr*rt r Gt 
"t 

P"bti" Assistance progam Adminishation
returned the loan to the program before July 31, 2012.

I

L
PersonResponsible: A/ a-l

I Mm. Brendal. FigueroaCol6n YJI/2
L Finance Director ' / L

L

L

L

L

L

L

L

L

L

L
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