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[1 MploozecRauos
Contadores Pfblicos Autorizados, C.S.P.

PO. Box 35 . Curbfra, herto Riro @785

INDEPENDENT AUDI| OR'S REPORT

HONORABLE MAYOR AND MUNIC'lPAI COUNCIL
IUUNICIPALIIY oF PENT,EI-AS. PT,ERTo RIc(}

wc lave audited lhe accompanying linancial statcmen$ of the govemmcnral activities, each major lund
and Lhc .cmajnig fund inlormalion of the Municipalily of Peiuelas, Puerlo Rico, as of and for the year
ended Junc 30, 2011, which colleclively comprise the Municipalitv's basic financial stal€ments as listed
in thc lahle of contents- These financial statements are the responsibility of lhe Municipaliry's
manaSemcnt. Ou. responsihilily is to express opinions on these financial statemenls based on our audit.

Excep! as discussed in the following paragraph, we conducied orr audit irl accordance with auditing
standards generally accepled in the United Slales of America and the slandards applicable 1o financial
audits contarncd in Goveroment Audiii.g Standards, issued by the Comproller Ceneral oI lhc Unitcd
Stales. Thosc standards require thal 1fe plan ard peform lhe audil to oihin rcasonable assunnce about
whether lhe Iioancial slatemenls arc free ofmaterial misslalertnl. An audil includes examining, on a lcst

basis, evidcnc€ supporting rhe amounls and disclosures in the financial staiements. An audit also includes
asscssing lhe accounting principles used ard signiicant estimales made by managemenl, as w€l: as

cval'raling the ov€ral: finarcial slatem€n1s presentation. We believe thal our audit provides a reasonable

basis for our opinions-

The Mu0icipalily did nol have a complele, lpdalcd and accurale aocounting rccords of thc capital assets

in order to oblain srfficicnl and compelenl evidendal matter relaled lo the capital asscts reported in the

accompanying slatcment ofnet assels for M8,167,798 nel of accumulaled dcprecialion oI $16.965,022 as

oaJrne 30,2011, a d the amount of deprecirtion .rpnse staled at 51,867,3641or lhe yca. then ended.In

addilion. because oJ lle inadequacy of the accounling reoords, wc wers unablc to lorm an opini.ln

regarding thc capital assets reporled in th€ accompanying stalemenl of nd assets.

Because of the sigflificanoe of the matter discussed in ihe prececding paragaph, the scope of our work
was not sufficienl to enabl€ rs to cxprcss, and we do nol express, an opin;on on the financial position of
rhe gove.nmenlal activities of the Municipalily of Peiuclas as oI luoe 30, 2011, and the changes in

linancial posilion lhcreof for th€ year thcn €ndcd in conformity wilh accounting principles gcnerailv

accepted in lhe Unitcd Slatcs of Amcrica-

In addition, in our opinion, the financial stalemenls retened io in the firsi paragraph presenl fiirly' in all

malerial rcspccts, the resp€ctive financial posilion of each major fund and the renairing fard information

of thc Municipality of Pciuelas as of June 30,2011 and tle respective chatges in Iinancial position,

thercof for the yea.lhcn ended in corformity witl accounlitg principles gclcrally accepled in thc Ilnited

States of Amclica.

As describsd i:r NoIc 1 10 the financial statem€nts, the Munidpality adopted thc provisions of GASB

Stalcrnenl No. 54, arnl B alance RePorling and Goverunental Fund TlPe DEnitions, ;n 2077.



INDEPENDENT AUDMOR'S REPORT
Municipali!y of Penuelas

l. accordance wim Government Auditi.g Srandards, ws have also issued a reporr dared March 30, 2012,
on our consideratio. of the Municipality,s inremal controi over fi.ancial repo(ing and our tests of its
@npliance wilh certain provisions of laws, rcgulations, contracts, and granrs aqrcemenls and other
matters. The purposc of lhal repon is b de.si_.ibr rhe sc.,pe ot ou r t.sti ng of in tcmal \ron rrol over financia:
reporling and ()ompliarce and tle resull of that t€sting, an<t not to providc an opio,or on inremat conrrol
over financial reporting or on compliancc. TlHl report is an inregal paa ;l an audir performcd in
accordaftre with colernment AudiliDg Slanda.ds and slould he read in conjuncrion wilh ihis reporl in
consideriag rhc rcsulrs ofour audii.

The management's d;scussion and analysis and budgetary irmparison s.iedule prcsentcd on pages 5
tlrough 17 and 65 rhrough 67 a.e ror a requ:red part of the basic financial slalemenrs. but are
supplementary information .equired by rhe ac-counting principles gcncraly accepled in thc Unired Shres
o[ Ame.ica. We have applied c.lEin Iimircd pro.edures, which consisted principa y of inquiries of
rranagemenl rcgar{.ling t}e nct}ods of measuremenr and presertation of the required supplemenk.y
jnformation. However, wc did not alldia the informatior and express no op;nion on iL

'lho accompanving Financial Dala Schedule is presenled for purpose of additioral anatysis and is nor
rsquired pa.t of the basic fi.ancial sratements. Thc accompanying Schedule of Expcnditures of Fcderal
AwBrds is prese0tcd for pu$osq, of additional analysis as required by U.S. Oftic€ oI Managemenr and
Budgel Circular A-133, Audits of Statcs, lrcat co\€rnmenls, and Non-profit Organizations, and is also
not a rcquired pa$ of rhc basic tinancial stalements of ihe Municipality. The Financial Data Schcdule and
.he Schedule of Expenditures of Federat Awa.ds are rhe responsibiliry of management and rvere deriv€d
fiom afld relate directly !o the underlyilg accounting and oahcr records used to pr€pare .he linancial
slatcmerls. The information has be€n subjecred lo rhe auditing procedures applied in lhe audit ot thc
financial stalements and certain additional procedures, includ;n8 comparing and rcconciling suc}
information directly to lhe undcrlying accounting ard other rocords used ro prepare rhe fioancial
stalements and other additional proccdures in aocordance wilh audiling standards gcncrally acccpred in
l}e United S1alcs of America. In our opinion, the irformador is fairly stated in all malc.ial respe€B in
relation k) the fi.ancial statemcnrs tale. as a wbole-

CPAS
C oN TA DoRE S P O B uc os A O To R] zA D oS, C. S. P.

March 30, m12
Guayama, Puerlo Rico

ft. sl.dp nlab.r 2573rJ9
r.s .ltrr.d to {E ongiul or drs apon.



MLDiICIPALITY OF PENUELAS
CoMMOi-WEALTH OF PUERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYS]S
FISCAL YEAR ENTDED JT]I\IE 30,20I I

As nranagcmenr of the Municipatiry of penuctas (the Municipatrty), we ofler readers the folowing
discussion and andlysis 

_of 
rhe Municrpatity s luramiat adiviries reponed rn rhe accompanying basri

lrnanc,al slaremenls a\ ofand for the fiscal year mded June J0. 20t t. We encourage reados ro consrder
the inforrnalioD presented here in conjuncrion with additionar inforr*tion rhat is tumrshed in the
accompanlng financial statements, which folow this narrativc.

Besides, this documenr incrudes compararive data wirh prior ycar as this informarion was avairabre for rhe
fiscal year ended on June 30, 20t0. This MD & A is prepared in order ro comply with the covernmentat
Accounting Srandards Board (GASB) Sratement No. 34, ..Basic Fina;ial Statemenrs and
Management's Discussion and Analysis-for State and Local Governments.,, and, among othcr purposes,
to providc the financial starements users wirh ihc following major information:

. a broader basis in fo€using imporraDt issues;

. acknowledgemenr ofan overview ofrhe Municipality,s fmancial activities;

. provides for an evaluation of its financial condition as of the end of fiscal year 2010_201 I comparcd
with prior ycar results;

. identifi€ation ofus€s oftunds in thc financing ofthe Munjcipaliry,s variety ofactivities and;

r asses management's ability ro handle budgetary functions.

rINANCIAL IIIGHLIGIITS

Got e.nnen -Wide lliehlights:

. The Municipatiry's total assets amomted ro $58,942.8jj ar June 30, 201t, ofwhich $31,202,776
(53%) consist of capital assets (net of accumulatcd depreciarion and amortization of$16,965,022),
$11,834,751 (20%) consist ol cash and cash equivatents (of which 54,536,901 are restricled for
sp€cific purpo6es), $11.121,447 (19%) consist of cash with fiscal agcnt (which arc restricted
principally for capital projects and debt service) and $4,783,m3 (8%) consist ofaccounls receivable.

. The Municipality's total liabilities amounted to $37,086,131 ar June 10,201l, ofwhich $26,806,000
(72%) consisl ofbonG and notes payable, 92,099,594 (6%) coffisi ofaccounts payable anal accrued
liabilities, $2,338,678 (6%) consist of accrucd conrpensaled abseDces, $4,276,507 (12%) consisr of
uneamed revenu€s, and $1,565,352 (4%) consist of orher long{erm debrs.

. The Municipality's total asscts exceeded its tiabitities (net assers) by $21,8J6,746 ai Junc 30, 20t t.

. The Municipality's total revenues amounted ro $30,557,532 for the fiscal year ended June 30, 2011,
of which $17,107,137 (57%) arose fiom taxes, 912,914,691 (42%) arose from intersovernmenral
grants and contdbutions, and $315,704 (l%) arose from charges from services, miscelaneous
revenu€s and ;nter€st on deposits.
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MLNICIPALITY OF PE]ii'IJELAS
COMMONWEALTH OF PT]ERTO RICO

I\,,I,ANAGEMENT'S DISCUSSION AND ANALYSIS (CONTIN.I]ED)
TISCAL YI- AR I \DI D JUN| ]0. zOI I

The Municipality's total expenses amounted to $25,960,106 for the fiscat year ended June 10, 20I l,
of which $20,285,61? (78%) where incuned in providing direct services;na rr"""n,. io "i,,,"^ i,relation to publrc works, economic devetopment, healti and welfare, prtfi" *f"ty,'"ri,"" 

"rArecrezrron. community devetopmenr, and education. In addition, the Municipaliiy incurred in
$773J96 (3%) of irs totat expenses, in interesrs related to its tong{erm obtigrii;, ;a il,sOr,Oe:(lao;).in€eneral go\ernmeol acri\rlies to suppon rhe Vuoicipatrrl s mncrio'* unj p.osar*. ffr.
MunrcrparrL) s torar expenses include deprecialioo and amorrr4lion ofcapitul assers in rh-e amounL of
$1,867,364 for the fiscal year eded June 30, 201l_

The Municipality's total ner assets increased by g4,597,426 during rhc fiscal year ended June 30,
201l.

G overnnctual F unds' Hig hlights :

. Thc total fund balances of governmental tunds amounted to gt 7,813,762 ar Junc 30, 201t. ofwhjch
$13,738,386 are restricte4 cornrnitcd and assigned, white $4,075,376 are presented as unassigned
fimd.

. The tund balances of governrnental tunds increased by $2,058,700 during the fiscal year cnded June
30, 201 l, principatly due to an incrcase ofmudcipal licenses, colections.

OVf,RVIEWOF TIIE BASIC FINANCIAL STATEMENTS

The pu4,ose of financial rcporting is to provide exiernal users of basic financial slatemenrs with
information that will help then to rnake decisions or &aw conclusions about the Municipality. There are
many exlcrnal partics that usc the basic linancial statemenis ofthe Municipality; however, ihcse panies
do not always have 1be same spccific objectives. In order io address the nccds ofas many partier as
reasonably possible, thc Municipality, in accordance with required finan€ial reporting standards, prescnts
this Managemcntt Discussion and Anatysis (MD&A) as an introduction to rhe accompanying Uasic
financial statements. This nanative represcnrs an overview and analysis of rhc financial a;tivrties of the
Municipality for the fiscal year ended June 30, 20tL Because this MD&A is designed to focus on tbe
currenl year activitics, resulti,g changes and cu,ently known facts, we encouragc readers to consider rhe
inforrnation presented in this MD&A in €onjunction wilh the addirional info;rnation fimished in rhe
accompanying basic fi nancial starements.

The Municipality's basic financial statemcnts include tlree components: (l) govcmment-widc financial
statements (GWFS), (2) fund financial statemenrs (FFS), and (3) Dotes to the basic financial staternents
(NBFS). This report also contains additiomt requied iDformarion rn addirion ro the basic tinancial
statements thernselves. These components are described below.

Thc basic financial statemenls focus on: (l) the Municipality as a whole (govemmenr-wide financial
reporting) and. (2) the Municipaliry's major individuat governmenrat funds. Borh perspectives allow the
users to address relcvant questions, broaden a basis for conparison (year to year or govemment to
governmeno and enlunce the Municipality's accountabitity. The components of rhe basic financial
statements are dcscribed helow

Thi! Spac? Ho\ Been L"fi Blanl Intentionalh
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MI]NICIPALITY OF PE]iILIELAS
COMMONWEALTH OF PL]ERTO RICO

MANACEMENT'S DISCUSSION AND ANAIYSIS (CONTINIJED)
FISCAL YEAR ENDED JLNE 30,20I I

a) Governm€nt-Wide financial Statements

Thc.GWlS are composcd of: ( l) the strrements ofnet assets (SNA) and (2) the statement ofactiviries(SA). These financial statements can be found immediareiy foifo*i.,g'tf,i" tfOa,t' CWFS 
"..designed lo Fovide readers wilh a broad ovcrview of the Uunicipatity,i op."iio^ 

"" 
u *r,ot" i, ,manner s;milar ro prjvate-sector busin€sses.- These 

"","In"r,. p.."ia" 
"io"_,er-lrrl rong-,"..infomation abour the Municiparity's financiar posttion, wrricrr assit fire rrauni;ip;iii;,;-;*s","",,

to delcrmine the economic condition ar June 30, 20r r. The CWFS are preparJ ,.i'rg -*f,.a, ,Uare similar to those used by mosr privarc busrnesses_

Both ofthe govemmen.wide fimncial statemcDrs distitrguish tunclions oflhe Municipahy rhar areprincipatly supported by raxes ard intcrsovernmeorat acivit;es @owrnnen,.t .iiiili. m_ un*
functions thar arc inrendcd to recover all or a significant portionif their cost tf,rougl, u'"". f"o una
charyes (b siness-type a.tiyitiei.

l. Stat€ment ofNet Assets

Il" pl.p$" ofSNA is ro attempt to report all assets owned and all liabitities owed by theMuricipaliry. The Municipality repons of all of irs assets when it acquires o*nership over rhe
assets and reports all of its liabitiries when lhey are incurred. For eiampte, the Municipality
reports buildings and infrasaucture as assets, even lhough rhey are not available to pay the
obligations incurred-by the Municipatjiy. On thc other ha;4 rhe Municipalrty repons fitbiiiries,
such as claims and judgmcnts, bonds and note: payabte. obtigations under'capital leases,
compensared absences and certain accounts payable and accrucd liabilitics, even tirough these
Iiabilities might not be paid until several fiscal years inro the futurc.

The difference between the Municipality,s total asscts and total liabitilics reported in SNA is
presented as re, aiseli which is similar ro the rolal owners, equity rer,orted by a commercial
enterprise in its lmancial staicments_ Although the purpose of 

-thc-Municiiatity 
is not to

accumulate net asseis- as this 
^m6nnr 

incrcases or dccreases over time, such alnoun ,"p.""*ra u
usetul indicator of whether rhe financial position of the Municjpality is cither imp.oving or
deteriorating, respectively.

2. St tement of Activities

The SA pr€se s inforrnarion showing how the Municipality's ner assets changed during rhc fiscal
year ended June 30, 2011, by prcsenting alt of the Municipality.s revcnues and experxes. As
previously discussed, thc irems reporicd in SA are measured in a manner similar to rhe approach
used by a comnercial enterprise in thar revenues are recognized when crned or established
criteria are satisfic4 and expenses are recorded wheD incuned by the Municipality.
Consequently, revenues are reponed even when they may not be collecred for several moDths
affer the end oflhc fiscal year and expenses are recorded even though they may not have used
cash during the currenr year.

Although SA look differcnt from a corrunercial entcq,rise's income statemenr, thc diflerencc is
only in forrnat, not substarce. Wiercas the bortom line in a commercial enrerprise represents its
net incomc, the Municipality repons an amounr dcs(ribed as ,s/ crdrle ir r", z$re/r. which is
essentially the same concept.
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MLNICIPALITY OF PEiiIUELAS
COMMONWEALTH OF PI]ERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINL,,ED)
FISC {L YI AR I NDID JL,\f 30. 20 I I

Tle focus oISA is on ihe ,?r ros, of larious actilirr€s provide.d by rhe Municipahty. Thestatemenr begins with a colunm that identines rhe cosr oi each .i if," larr",plfitvt ,"t",tunctions' Another corurnn idenrifies rhe revenues rrr"t *c 
"p"..nJrf ,"r-"iiJi"'*" 

"r*.fi"agovemmenral functions. The ditTerence bctseen the cxpensa and revenua ,.fat a ro 
"p"cit"functions/programs idenrifies rhc exrent ro which cach f;ndion of the Mu.,"ir"llr, a."*" f.",

seneral revenues or is setf-financins throush fces, intergorcrnment_i ata, *i 
"iii_ 

**.* 
"r

This statement also presents a comparison between diect expenses and program rcvenucs forezch tun(ion ofrhe Municrpatiry.

lYl"t^-l-.ii, y l ,orrhe 
Munrcipalrry.s go\emmenrara(rr!irics. whjch are supponed mosrt)

ral rc\enues tsuch as fedcral dnd jlate gants and contriburionsr. and chargeror scnrces. A \ervrccs nornrally as.ociatcJ with the Vudcipaliry lall inro th,s catcgory. rnclud,;g
cultuJc, recrcation and education; general govemment; heahh and saniraron; p,blic iaiety; wettrre
and housing assrsrarce. aod urban and econ;mic dcvetopmenl.

b) trund Fhrncirt Statem€n.s

The Municipalrl] s t-tS consrsl ot: ( I) rhc batancc sheer go\eromenraj tunds and (2) rhe sDrememol revenues. e\pencttures and changes in fund bataoces goremmental funds. Th6c findncral
statements report the financial posirion, the rcsults of operdlions ofthe Municipaliry,s governmenlat
tunds, with an emphasis on rhe Municipality,s rnajor govemmentat funds.

A fund is a gouping of related accounts rhat is useal lo naiDlain control over rcsources thar have been
segregated for specific activitics or objectives. The Municipality, tike most orher state and tocat
govemments, uses fund accounting to ensue and demonstrare compliance with finance-relarcd legal
requirements. Each firnd is considered an indepcndent fiscal enriry ;ccounted for wirhin a set ofself-
balancing accounts that comprise its assets, liabilities, fund equity, revenuc, and expcnditures. Fund
accounting segregares tunds according to their intended purpose and is uscd to aii management in
demonstraling compliance with tegal, financial and contraciuat provisions. All of rhc tunds of the
Mullicipalily can be divided inro two categories: governmenral tu;ds and proprietary tunds.

l. Covernmental funds

Govemmental funds are used ro accoDnt for most of the services providcd by the Municipality.
These funds are used io accounl for essentjally the same functjoDs reponei as govonmental
activities in rhc GWFS. UDlike GWFS, the focus ofgovemmental funds in rhe FFS is directed to
specific activities of rhe Municipality rather than the Municipatity as a wholq therefore,
governmental tunds in FFs report the Municipali.y,s operations in more detait than the GwFs.

Govemmental tunds in FFS provide a detaited short term view of the Municipality's tmances rhar
assisr in determining wherhcr there wi be adequate financial resources avaitaite to meet thc
current necds of the Municipality, whi€h is. evaluating the Municipalily.s near,term financing
requiremenls- For financial reponing purposes, the Municipaiiry ctasiincs its governmental
ftnds withrn the following rwes: (l) general tun4 (2) special revcnue fimd_Head S-ran program,
(3) capiral project ftmd- local, state and federal gants, (4) debr scwice tund and (S) Orher
govemmental fund.

8



ML]I.JICIPALITY OF PEIiitiELAS
COMMONWTALTH OF PUERTO zuCO

MANAGEMENT'S DISCUSSION AND ANAIYSIS (CONTINI]ED)
FISCAL YEAR ENDED JUNE 30, 20 I I

c)

Govemmental funds FFS are prepared on arl accounting basis rhat is significantly differcDt fromthat used to prepare GWFS. In geneial, governmenrat t a" ffS f,*u"-oo ,*.,iL,, i,rl"*" u,aoutflows ofexpendable financial resources, coffequenrly, they measure and *.o"ri-fi. *.r, anaorher assets rhat can easily be converied ro cash. i.. .;"rei", 
"rno;; ;.""J.r',r," u"rr*"sheet include capitat assets within a very short peloa 

"f ui"", t* ao ,.ilr"ira" .*ua *.""such as land and buitdings. Governmeorat rrra r;"Atrn,* g".*dif i..ira. ,.ir*u ,r,r,normallv arc going to bc paid within a short period anc. trr" c"a ir rrr" cri y*..-rl" a,ni""n."between a fund's tolal assets and toral traUituies is reponea as ttr" irrJiri#. 
"r'i*:"i, r"agenerally indicates rhc amounr rhat can be used io finance rhc **i f,*"i-l*.f- *,*i i"".Likcwise, the operating statement for governmenhl fund5 reporrs only rhose revenues andexpenditurcs rhat were collctted ir cash or partt w;,t *rr,, *rp.Lii.rv, ai.i.e ih";."" n*ayear or rcry shonly aRer rhc end of lhe fi5cal )car.

Because the focus ofgovernmental fund5 FFS .. narrower rhan rhar of rhe G\!TS. il is uselirr tocompare. the tund irformation presented for eovernmental tuoa. *,t1, .,mti_--,nto..ation
prescnted for goverDmental activities in rhe CWFS. By dorg so, r€aders ma, t.n* ,ra"..r*a
rhe long-lerm irnpicl olthe Munrcipatirl s near-rerm fina nc ia; dec i,,on . a.ii,,h"'*.r._.*,"r
runcts birtancc sheet and rhe go\ernmenral funds. stalemmt of re\enues. erpe"ndrture" ana
changes in fund balances provide a reconcrlErion lu facrhtate rhe 

"orn*il.o, t"*"..govemmental funds and the govemmeDlat acti\,rtres reported ln ttre gouernment-widc ttnanciat

Th€ Municipality has five rnajor governmental funds. Each ma.jor firnd is presented in a sepamte
mlunrn in the b-alance sbect goverDmenral funds and the srarcment of .**r"". 

"*p*aitu.esand changes inlund balances governmenrat tuods. The file maJor 8o"e.n-*rai t nL a.", tr)gcneral fun4 (2) special revenue fund-Hcad Srart program, (3) capiil project tund, local, state
and federal sants, (4) debt service fund and (5) Oth", gou"..rn*tui fr,na. 

"

Notes to Basic Finarcial Statements

The NBFS provide additional information that is essntial for a tuI undersranding of lhe data
provided in the GWIS and FFS. The NBFS can be found immediately foltowing the iasic irnancial

Oth€r Supplementary Information

The basic financial slatements are followed by a section of orher supplementary infomBtion
consisting of budgetary cornparison schedule general tund

d)

This Space H6 Reel Lel Blank In,entio,rdlr
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MIJNICIPALITY OF PEi'IJELAS
COMMON\\,'EALTH OF PUERTO R]CO

MANAGEMENT'S DISCUSSION AND ANALYSIS (CONT]MJED)
FISCAL YEAR ENDED JTAIE 30,2OI I

FINANCIAL AA'ALYSIS OF GO\ERNMENT.WIDE T'INANCIAL STATEMENTS

Thc Munrcipality s o\eratt financiat Dosrrion ,nd operations ar Junc 30, 20t I aDd 2010 are summanzed asfolloqs. ba\cJ on rhe rntormarron rn;tuded rn Lhe uccompdnyrng slarement ofnel assery

Gole.nmenral rctiriiis Chatrse

20tt 2010 $ o/,

Capital asers, rct

Cu,Hr liabrlitres. qctudrng
lmgrcm obliganoN

lng-lem obligaiions:

Due wnhin @e )ear

Invested in €pirat 6sers. net of

$ 23:|I,306 $4,5211.t95 19.5%

24,764.213 2.411r,503 3.5%

6,q66 7e3

6,741,101 (407,0{D) (60%J

t21,140,10)

31.202,776

58.942.877

--=rr6-.7-

-r-ErElt-

At Junc 30, 201l, the Municipaliry,s currolt assets, amounting ro $27,740,10t are marnly conposecl oi,:Ii:rg."1d urx.esrricred cash and cash equilatems r$lr.8l-4.75tr. ,.","".a.u.r, 
"iif, r"*r "g*,($11.121,M1), and resrrjcted aDd unresrricred intergovemmenral g.-t" ,na .*t ifrti"r. *."*"Uf.

($4,783,903).

T}€ resrricted cash represe s resources legally designated for: (l) lhc payment of debt service, (2) the
acqurs_rt,on, construction and improvement of major capital assets, and (l) ihe operations of federally and
state tunded $anl progranrs. R€sficted cash atso consists of ,*p"ni p.,r""a" 

"r U".a" "*.a r*acquisitior\ construcrion and improvement of major capital asscts.

The Mu cipalityt non-curent assers. amounting- ro 531,202,776 ar June 30, 20I, are subsrantialty
composed of capiral assets, with a cost basis of g48,167,79a, which are reported n"r oi u."u,nrrur"a
depreciation and amoiization of$ 16,965.022.

At June 10, 201 I , the Municipatiry,s current liabilities amounting 1l) $6,376, I 0l are maiDly composed of
unem€d^rewnues {94.276.507t accounts payable and accruert iiabitiries ($1,575,307), interest payaUte
(s27J,9lE). and inrergovernmenht payabtes (g250,369). Uneamed revenues principally consisr of

t0



MUNICIPALITY OF PEIi]T]ELAS
COMMONWEALTH OF PLERTO RICO

MANAGEMENT S DISCUSSION AND ANALYSIS (CONTINIIED)
FISCAL YEAR ENDED JLNE 30,2OI]

uDeamed revenues associared with mxnicrpal liceDse raxes and inrcrgovemmenrat gants andconrriburions retared ro srare and tcdera ! n naia grrn, progrr;.

The Municipality,s non-currcnt tiabilities. amounting to $30,710,030 at June 30, 201r, arc mainlycomposcd of podon due wirhin one vear or^bonds {,i *", p"y"bl; ts ii;;rur, 
""o"ln" *,"-" 0,.a fter one ) ear uI bonds and notcs pay;btc (g29,47q.454,

As noted earlier, net assers rnav serve owr rimeas a uscful rndicaror of the MudcDalily,s financialposition. The assets ofthc Mun;cipaliry exceeded r.u i,* uy i:l,iio,zls 
",trrlii,rio,,. n",n*,srsnrtrcanr porrion of ner aslets (g r.1.85s.4s6) at Ju* ro, ,o,i *.i.",i".*i_"-*',#i ,.."..."o,.,"a ro.debr.e,uce pa\menrj and ro t',nance,h. 

^ncrario^ "r,"a"."r ,ra..i. irr-a.,i''"r"i""J. ,,,. r".,r,"vgnificanr poflron ncl d\sels (gt0.ti)7.776r',eners rrre vunicipaiiryt i",**ii',iffii"r **",..g.tand. bu,rring!. rna(hincry. equipmenr. ri,rn,rure. r"r*.. ,,r.,I*li,*. .i.. i',.i "'i'"iiiJi,,, *u,.",ourslandrng rhar nas i."ued ro aiquire. consnucr or rmprove rhose assers Thc vunrcioali$ uss rh6ecaprral a.ser. ro providc servrces io irs cirrzcnsr con"ciuenrry. ,n*.,",.," ,,. 
"", liilil;;l i;:;l;:\pend'ng. Allhoueh rhe Municroatih . invArmenr rn .rp,rut ,,,.,, ,. *poa",t ,n-"i'if,. *,,*"a,"eretarcd debr. rhc resource. neeaia ro repal *,, a.u, ,n,J, i. p,.,,a.0 ii .,'nl'1",i.*l'"*" *o*,assets cannot be used 10 liquidare thesc iiabilitre.

The remaining corponenr of iotal net assets 
_consists of unrestricrcd ner liabilities amounting to($3,199,486) ar June 30, 201 1. These unrestricred n" rutiti,i"" *" ,r,. .on""f".,* 

"i o.*ro* Uag""lhar did not pro!ide sufllcrenr funding for rncurred tong-rcrm *r,g"i"rr'.,.t 
-^' 

[""dr anr:l mrcrpdyabte. comnensarcd absences. elc. -Hisrorrcarry. 

" 
.,ie"'t,..-, p;"j.;";i..,J;1,;;;";""';:':;

budgeted on a pay-as,you-go basis_

Thc total net assets ofrhe Municipatity inoeased by $4,597,426 for the fiscal year ended June J0, 20i l.Such increase is due lo rhe excess of tohl relenues ($10,557,532r, o,", ,orri 
"rp"r"o ifzs,cOO,tOr),including deprecialion and amonizar ron ot .,nirat a*el. ofr$ t.867.lJr i;r rhc f".liy*r."A.a tr*.f0,20tI

This qra.e H$ Reen Lefr Blahk I entionath,
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MLNICIPALITY OF PENTUELAS
COMMONWEALTH OF PTJERTO RICO

MANIAGEME}iT'S DISCUSSION AND ANALYSIS TCONTINIIED)
IISCA] YLAR I \DID JTJ\I 30, 2OJI

The following is a condensed preseDtation of the Mu cipahty.s relults ot operation_! as reported in the
slarcment ofaclr! itie\ fl,r rhe f's(al year\ ended June 10. 20t I ;nd 2010:

P(4]-rrspsifi. oFErins snis nd

Prcsnn,sp.cific capiral san6 and coifiburjms

hrercs rnd invenmft smiDss

unrrncEd lmh and .onhburio.s

oiher ceeBt BenEs (radour srce,

ur66n ard dmomi. dcvdopm

t'hs on loDs rem oblis ior

Nd imPrk (deEe) in Er asc
ldsF.snb€?iiii4orr.cj,Br

Nd N.rq 
'r 

rid rt rn.d y..r

,0n

- ll5rjM 1e77,427) tto !yo)3,43r,960

?n6rJoo
6.034,271 249"r

:i16rJ.6

4.'9,1'146

t7,259320

trr,s56.?r6 sr?xrJro t 4jrr3r6

21.3r76'rl

As previously rnentioned, the Municipaliry's rolal nct assers increased by $4.597,426 during the current
fiscal year- Approxinrately 57% (S17,107,137) ofthe Municipatity's rotal revenucs for the currenl fiscal
year came from properry, municipal license, construcrion excise and sal.x and use ta\es, whilc 42%
($12,934,691) resulted from restricrcd and unrestdcted capital and operating grants and conrdbutions.
Charges for services and other revenues, amounring to 91t5,704, provided l% ofthc total revenues for
the cuncnt 6scal y€ar.
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MUNICIPALITY OF PENUELAS
COMMONWEALTH OF PI]ERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSN (CONTINIJED)
FISCAL I'EAR ENDED JLNE ]0, 20 I ]

The Municipality's cxpenscs cover a wide range ofservices. The largest expenses ofthe MuDrcipality forthc fiscal year ended Junc 30, 20ll were relared ro: (t) general admin,st.u,in. ura op".utlng 
"o"t"($a,901,093), which were ctassified as 

..generat govemmenr..-and accounted fo. t t.el" of tltur c*p*"es,(2) public saftry ($1,138,892), which accounred for 11% ot rotal expcnses, (3) publ;c works
($7.931.859). which accounted for 30 60l. 6f total expense, (4) health and wirr-" 1Sii,i:'Z,Z+2.1, *r,t.r,
accouted for 31.9% percent of total expenses (5) culturc and recrcation (g1,838,15i), which accounred
for 7.1% of tohl cxpenses, (6) economic de\ctopmem ($52,gll), which accounred for 0.2yo of total
expcns€s (7) connnunity development ($715,tf"4r, which accounred for 2.800 oI total expenses, (tt)
education ($331,498), which is accounted for 1.3% of total expenses, and (9) inrcrest on long-term
obligatioff ($773,396), which accounled for 1.0% oftotal expenses. These erpenses include depreciation
of capital assets and dcferred charges in the amount of($I.867,364), for the fiscal year ended lune 10,
201l.

FINANCIAL ANALYSIS OF GO!'ERNMENTAL ACTI\TTIES

Anabsk of Financial position of Govemrnentsl Fun^

As discussed earlier, the Municipariry uses fund accounting to ensure anar demonsrrate corpriance wirh
financc,related legal requirements. Thc focus of the Municipality's govemmental funds is ro provide
inforrnation on near term i,flows, outflows, and balances of expendabie rcsources. such idbrrnation is
usetul in assessingrhe Municipality's compliance with finance related legal requirements. Specifica y,
u.resewed fund balance may s€rve as a usefui measure ofthc Municipaliay,s ner resources available for
spending at the end ofthe fiscal year.

At June 30, 2011, the toial assets of governinenlal funds amounred to $25,489,569, which consisted

llncllally of: (l) cash and cash equivatcnts of $[,834,?5t (46.4%), (2\ cash in fiscal agenr of
$11,121,447 (13.6%), (3) municipal liccnses, propcrty and salcs taxes, inrergoverrmental, accrued
interests and other receivables of $t.938,665 (7.6%). Such assets includc cashl cash cquivatenrs and
receivables that are principally used for debr service, capital proj€cts, encumbrances and other specific

At June 30, 2011, thc total liabilities of govemmental tunds amounted ro g7,675,80?, which coDsisted
principally ol (l) deferrcd revenues of$4,276,507 (55.7%), (2) accouds payabtc dnd accrued liabitiries
and anolher payables of$1,575,307. (20.5%), (l) irtergovemmcntal accounts payabte oI $250,169 (3.3%)
and matured bonds and jnlcrcsls due and payable of $978,918 ( t2%).

The total tund balances of go\rotune al funds amounted to $17,813,762 ar June 30,20 , of which
$13,738,186 arc reserved for rcstricted cornrnited and assigncd, white $4,075,376 represent unassigned
tund balancc. The ftnd balances of govemmental tunds increased by S2,058,700 during the fiscal year
ended June 30. 201I, principally due ro a significant increase in municipal licenscs during the cuneDt

This Space H6 Been Lefi Bla k Inten ionallJ.
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MIJNICIPALITY OF PEN,UELAS
COMMONTA/EALTH OF PIJERTO RICO

MANAGEMENT'S DTSCUSSION AND ANALYSIS (CONTTNITED)
FISCAL YEAR ENDED JLNE 3().20I I

The following table pr€senls lhe condcDsed financial position of govemmental tunds at June 10. 201 I and
20r0:

20tt 2010

Total assets - major govcrnmental funds
Total assets other govcrnmental funds

Combincd total asscts

Lilrbilities:
Total liabilitjes - major govemmenlal

tunds
Total liabiliries , other govcrnmental

funds
Combined total liabilities

F und balances (defrcits) :
Rcstricted major governmental funds
Cornmilcd other govcrtunental funds
Assigned nrajor governmenral funds
Assigned other governmentrl tunds
Unassisned

Combined total tund balances

Total liabilities and flnd bolances

24,390,341

7,675,80',7 8,635,282

r5,755,062

$ 2.{,190.344

$22,476.637 $20,761,466
3,012,932 3,628,878

25,489,569

6,690,342

985,465

6,932.28t

1,703,00r

I1,695,960
203,188

14,959

t,824,2',79

4,075.376

9,645,910

r,674,858

69,641

1,925,87 7

2,438,1',76

11.8t3.762

$ 2s.489.569

Major covernmental Futrds

G€neral fund (Gn The GF is the principal operating fund ofthe Municipality. The CF's rotal asscrs
amounted to $8,929,580 at June 30, 201l. Such assels consist principally of (t) Cash in commercial
bank ($7,297,950), (2) rnunicipal licenses, and sales and use rax receivables ($1,020,471), (3) short-term
amounts duc ftom other tunds ($59a,706), and (4) r€stricted cash in fiscal agenr ($t6,453).

The GF's tolal liabilities amounted to $4,822,792 at June 30, 201 l. Such liabilities are composed nrainly
of: (l) defencd revenues ($4,022,00s), and (2) accounts payabte aDd accrued liabitities, includiDs
amounts duc to other govemmenls ($800.787).

At the end ofthe current fiscal ycar, reserved tund balancc for rcstricted and assigned reached $31,412,
unassigned tund balancc ofthe GF amounted ro $4,075,376, while iotal tund balance rcached $4,106,788.

Soecial reverue fund Head S.art (SRIIS), The SRf-HS's total asscts amounted to $344,357 at June 30,
201l, which consist mainly of rcstricted cash in fiscal age ($324,421). The SRF-HS'S total liabililies
amounted Io $144,357 at June 30,20I1.
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ML]I,,JICIPALITY OF PENLIELAS
COMMONWEALTH OF PTTERTO zuCO

MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINI,]ED)
fISCAL YEAR ENDED JLI.IE 30,2OI1

Clpitrl proied.fund (CPF-LSn- The CPF-LSF's rotal assets amounted to g9,546,856 at June 30, 201l,
rhich consrst of restri*ed cash wirh fiscat agent ($7,500,212), and unr€striclcd cash in cornmerciat bank
($2.046.644). The CPF-LSF rotat Iiahit,nA ,mounted to 9544,275 al June 30,20 , which arc composed
mainly ofaccounts payable and accrued liabitirics. Ar the end of thc currenr fis€t year, the CPF-LSF,
had total resricted tundbalances amounted io $9,002,581.

Debt service fund (DSD- The DSF'S torat assets amounted to $3,655,844 at June 30, 2011. which
consist mainly of restricred cash in fiscat aeent ($3,603,432). The DSF,S totat liabilities amounted ro
$978,918 at June 30,2011, which are mainly composed of: (t) malured bonds due and payable
($705,000), and (2) matured interest due and payablc ($273,918). At the end ofrhe cunent fisc;l ycar,
DSF's total and reserved firnd balance rcached 52,676.926.

OJheI sovqrnmental funds (OGn- The OGF'S rotal assers amounted to $3,012,932 at June 30, 20t l,
which consist rnainly ofresrricted casb and cash equivalents (g2,165,736), resrricteal cash in fiscal agenr
($1,350), and r€ceivables lrom intergovemmenlal B.ants and contributions (!845,846). The OGF,S total
liabilities amounted lo $985,465 at June 30, 2011, which are rainly composed of defcrred revenues
($14,172), accounts payable and accrued liabilities ($424,560) and short-term amounts due 10 other fiu s
($546,733). At the end ofthe cuncnt fiscal year, OGF,S roral reserved tund batance reachcd $2,027,467.

Analrsis ofopen irlg Resahs ofcoyernmental Fudtl,

Maior covernmental Fuods

Generalfund.ThetotaltundbalanceofrhcGFincre.asedbySt,58l,gl8dunngcurrenrfiscatyear,
principally duc to a significant increase in municipal licensc tax revenues. Total revenues, cxpenditures
and other financing sources (net) amounred ro 917,805.995, $15,894,u4, and $(329,964). respectively,
for the fiscal year ended Junc 10,2011.

Approxirnately 13% ($12,973.5011 of the GF's toral rcvenues for ihe cment fiscal vear came from
property, municipal license, consrrucrioD excise and salcs and use rayes, $h'te 259" (g4,j17,547) resutted
from intergovemmental gants and contribu(ioDs. tntcrcst revenues. chargcs for services and
miscellaneous revenu€s, amounting to $314,947, provided 2% ofrhe rotal revenues for rhe curreDt fiscal

The largest expemes of lhc GF for the fiscal ycar ended June 30, 201I were related ro: (l) general
administrative and operating cosis ($4,482,343), which were ctassified as ..gcncrat governmenl,, and
accounted for 28% of total expenses, (2) public safety ($1,127,746), which accounted for 7% of roral
expcnscs, (3) public works ($6,589,080). which accounted for 4t% percent of totat expenses, (4) h€akh
and welfare ($1,587.209), which accounled for t0% of total expenscs, (5) culture and recrcatioD
($ I,880,290), which accountcd for 12% of rotal expcnse', and (6) education ($227,445), which accountcd
for 1% oftotal expcnses.

Special rerenue futrd - H€ad Start Proqram (SRF-HSPI The total firnd balance of drc SRF,HSP is $0
during current fiscal year- Total revenues for the fiscal year eDded June 30, 201I is $4,591,812.

Total expenditures amounted to $4,591,812 for thc fiscal year ended June 30, 201 l. SRI-HSP'S total
expenditurcs for the curent fiscal year came ftom healah and wclfare.
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MIJNICIPALITY OF PE]iIJELAS
COMMONWEALTH OF PT]ERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINUED)
FISCAL YEARENDED JUNE ]O 20II

ggqit4Jrlolect fund - Loc FG), The toral fuDd balance ofthe
C?F-LSFG increased by St,805,684 durirg currcni n""rt y*.. rotut expcnditues amounred ro
S 1,424.,102 for ihe fiscal year cnded Junc j0, 20 t L

CPF-LSFG'S total expcnditures for the currmt fiscal year came from culturc and recreation (g380,596),
and public work($1.043.806).

Debt service fund (DSn The totrl tund balance ofthc DSF increased by g244,166 durins currenr fiscal
year. Total revcnues, expenditures and other financiog sources (ner) amountcd to S 1,502,7t8, $t,588,598
and $129,964, respectively, for the fiscal year ended June 30, 2Ot l.

ApFoximately 73% ($1,092,131) of DSF'S total revenues for the currenr fiscal year came from r€stdctcd
property taxes, while 27% ($409,910) camc fiom restricted sales and use taxes. DSF,S total expmditures
for the current fiscal year came from principal and intcrests on bonds payable ($ 1,588,396).

Stler sovertrmetrtal funds (Ocn The roral fund balance of the OcF dccreased by $(1,573,268)
during current fiscal ycar- Tolal rcvenues and cxpenditures amounred ro $j,690,246, and $5,263,514
respectivcly, for the fiscal year ended June 30, 2011. Approximarely 22% (g814.770) ofOGF,S total
rcvenues for lhc current fiscal year came tiom inrergovcrrurenrat grants and $2,8?5,476 (78%) from
federal grants.

The larg€st eypenses ofthe OGF for the fiscal year ended Junc 30, 201I were retated ro: (l) cultue and
recreation ($971,751), which accounted for l8.o of total expcnses, (2) heahh and wetfare (g1,a95,710),
which accounted for 28% perccnt of total expenses, and (3) cornmunity developmcnt ($1,329,9t 3). which
accounted for 25% oftotal expeDscs aDd (4) public works ($1,t 59.893), which accountcd for 22%.

BI]DGETARY HIGIILIGHTS

a) Gener{l Fund

The final budgel of the general fund for the fiscal year ended June 10, 2011 amounled to
$17,593,978. Over the course ofrhe fiscal year, the Municipality revised the GF's budgct iD order ro
include increases aDd decreases in revenues rhat weIe identified during ihe course of the fiscal year
based on cunent developments that positively affecred rhc Municipaliry's fi"ances_ The la*s and
regulations of thc Cornrnonwealth rnandate a balanced budget.

The total actual revenu€s (budgetary basis) of the general tund for the fiscal year ended Junc 30,
201 I were $ 16,835,496, which is 4% ($758,482) lower than rhe budgctcd revenues. In addition, rhe
total actual *penditures (budgetary basis) of the general fund for thc fiscal year ended Jlme 30, 2011
wclc $15,917,253, which is 7% ($ I,151,498), lower than rhe budgcted expenditures.

The most significant fluctuations in actual revenues occur€d in municipal licenses iaxcs which had
actual rcvcnues that were $800,877 lowcr than budgeted. This flucrualion arise berause a significanr
amount ofmuBicipal Iicense fiom the current y(ar was collected after year end closing.

Also, ihc most significant fluctualions in actual expe itures and encumbranccs olcurred in general
government, which had actual expenditures and cncumbrances that $ere $45,414 lowcr than
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MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINUED)
FISCAL YEAR ENDED JIJNE ]O.20I I

budgete4 and public works, and opemling rramfer to other fund which had adual expendirurcs and
encumbran€es that were 9430,668 and $8t l,786 tower than budgeted, respectively.

CAPITAL ASSETS AND DEBT ADMINISTRATION

a) Capital Assets

The Municipality has invcsted $48,167,798 in capital assets used in govemmental activi.ies, which
bave an accumuiated depreciation and amortization of g I 6,965,022 ar June 30, 20 I I . The net capilal
assets of governmenlal activities increased during the curent fiscal year due to the current fiscal
y€ar's capital additions (94,305,867), which were partially ofset by the dcpreciation and
amonization expense ($ I ,867,364) for the same period.

b) Debt Administration

The Municipality finances a significant portion of its consrruction activiries tkougb bond and note
issuances, and rkough state and fedcral gallts. The proceeds ftom bond issuances d€signated for
conslruction activities are cor nitted in ils mtirety for such purposes and cannor bc used for any other

At Junc 30, 2011, the Municipality's rolal bonded debt amounted to $26,806,000, consistins ofbonds
pa)able. Such debt is backed by the tull fajth and credit of the Municipatity. The following is a
summary oflhe debt activity for the fiscal year ended June 30, 201 l:

. Bonds payable increased by 9% ($2,325,000) by the net eff€cr of totat principal paymcnts on
bonds ($770,000) and bond issuancc ($3,095,000) rnadc during the curent fiscalyear.

. The Municipaliry has also certain outslanding nores payable duc to CRIM ($1,565,352). Such
notes payable dccreased by 576,760 during the curent fiscal ycar rnainly due to the principal
payments made during the same period.

ECONOMIC TACTORS AND NEXT YEAR'S BUDGf,TS AND RATES

The Municipality relies prirnarily on propoty aDd municipal raxes as well as fedeml and state grants to
cany oul the govemmental activities. Historically, propeiy and municipal taxes have been vcry
prcdiclable with increas€s of appoxirnately five percena. Federal and State grant revenues may vary if
new grants are available but the revenuc also is very predictable. Tho6c factors were coNidered when
prcparing the Municipality's budget for the fiscal y eat 201I -2012.

REQUEST FOR INFORMATION

This financial report is dcsigned to provide a general overview of the Municipality's finances for all of
the Municipality's citizeDs! taxpayers, customersj investors and creditors. This financial report seek Io
demonstrate the Municipality's accountability for the money il receives. Queslions conceming any ofthe
inforrnation providcd in .his report or requests for additional information should be addressed to the
Municipality of Penuelas, Department of Finance.

t1



MUNICIPAIITY OF PE]i'I]F]I-AS
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STATEMENT OF NET ASSETS
\IAR ENDED JTNE 30. 20] I

GovennEntal
Activities

Assets
C.1sh and cash equivalents
Cash with 6scal agent

Iand, irproveEnts, and construction in progress
Olher.apital as sets, ner ofdepreciation
Toialcapitalassets

Total assets

Lhbiitbs
Accounts payable and accrued liab nies

D!e ro othcr eovemtrntal entni.s

Mxnicipal licens e tax

Fedeml gBntrevenucs

Due within one year

Due in rx)re than one year

Total [abilities

Net Assets
Invesied in capiralasscts. net ofelated debr

Tohl rEt asseb

s r.834,751

1t,t2),447

865,782

3.795,96J

l22,l6l

4.744.60
2645&686

3t,202.716

58.9:12.877

1,575,307

250,369

,1,02,m5

254,502

273,9t8

1.186,976

2q521,054

3?.086.r31

t0,197,776

94t7,65t
1,381,926

2,058,879

(3.r9,436)

s 2l,E5C7l6

Thc nores to ,he fi,ra eill statene Ls arc an tuugtul pa.t of this statenenc
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opnarins Cjpir
ahaBcs lor (:ianc md G.nc and

PDenm Revcfus
N.r (Erpms) R*nE and

Toral lovemmoral .divir ies t25,960.r06 S 6.1.316 S 6.]10.31.1 S:.:06.rl0

(;Ealr mEs dd special nens:

Gznk md conrihlions nor Enricrcd ro accific prosmDs

Inreren,nd invcslmeot eanings

1r.259,110

_L _Lt lllJtl

The noks ro ,he Jinancial \taredents arc an integnl pa,t ofthis s.ratenent.
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: ""rl

The hotes .o fie rtnsnciol staledents arc an integrul pn, of fiis stdement.
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MI]NICIPALITY OF PE]iIUELAS
COMMONWEALTH OF P1JERTO RICO

RECONCILIATION OF THE BAIANCE SIIEET C,OVERNMENTAL FUNDS TO THE
STATEMENT OF NET ASSETS
YEAR ENDED JIINE 30. 2OI I

The armuts of goverffnental reporied in the statement ofnet assests are differenl lo rhe

amornts r€ported ifl the balance sheet- govemmental fiu s for the folowine reasoDs:

The filnd balances reported in the balance sheet - govemmental firds

Add (Deduco:

resouces at fis€a1 year-end, th€refore, are not reponed in the govemental fiDds. This

b the carrying arnout ofcapiral assets, net of accurnulated depreci.albn and amoniralion

ofs16,695,022 al Jtlrle 30,2011. 31202,'776

Accolmii receivables not colected 60 days after the closing date are not recogrze in

Governmenlal Fm6, bu1 these receivable are reponed in ihe Govemmentalwile

Statements of Activities andchanges in Nel Assesrs. 2,845218

The following liabilitis are not due (rnatue) in tlle crm€nr perid fierefore, are not

reported i. the govemmental funds:

s 17,813762

ConpeDsated absences

Bonds and notes payable

Bonds and notes payable

Nel assets as reported in the accornpanying staterneni of net assels

(2.338,678)

(26,101,000)

(rJ65.352)

q___?u!!Jf

The notes to theftrrancial sralenents are an intcg,al pa.t ofthis st e eDL
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c+dr hirr

t46Fe&doftlhlbg

The nores to rhefrnancial statenents orc on integtul pa offiis statenent.
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MITNICIPALITY OF PEiI'IJELAS
COMMONWEALTH OF PIJERTO R]CO

RECONCILIATION OF THE STATEMENT OF RE\ENTIES, EXPENDITURES,
AND CIIANGES IN FIJND BALANCES OF

GOVERNMENTAL FTINDS TO THE STATEMENT OF ACTT\,']TIES
'YEAR ENDED JINE 30. 201 I

Net Change in Fund Balances - Total Govemmedal Funds

Amounrs reponed for govemmenial acrivitbs in rhe Siatemeni ofActivitts are different

Covernrnental Fuds repon capital ourla,s as expendinres. Howevet in rhe Govennnent-Wide

Statement of Aclivities and Changcs in Net Assets. the co6t of those assers is alkraied over
their esrirnated uscfi,l lives as depreciation expense- This t the amoun of capiral assets

recorded in ttle current perin.

DeFecialbn expcnse on capitalassets is reported in the Crovertunent-Wile Statements of

Bonds and notes pr&eeds proviles curem fnancial resouces to Cmvemrncnlal Funds, bur

bsuing debt increase bng-term [abiitbs in fte Govetunenlwide staremenr of Net Assets.

Repaynent of bonds and notes principal is an expenditurc in Covernrnetual funds, but the

repa],menl reduces long -lern liabihies in the Govemnent-Wile Staernen! of Net AsseB. This

is the amounr by which the debl proceeds €xcecd debt seryice princ bal pa),nenrs.

R€paynent of bng term Claims, Propery Tax and Retirement S)stem debts (net of
increase, are expenditures tn Govermnental Funds, but ihe repaymcnt reduccs bng -tcrm

debts in the Covernrnent-wtu Statement of Net Assets. This is the amount paid in the

Accolmls receivabbs not colkcted 60 da)s after the cbsing da& are not recognize in

Covcrnmenlal Fmds, bul ihese receivabhs are reported n the CmvcrnmenGwid€ Sratements

of Activtus and Change in Net Assets.

$ 2,058,700

4J05,867

( 1,867,364)

815.00,0

'76;760

2,831J95

Bonds and notes proceeds provides current laanciat resources to Govemental FDds but

issuiry debt increase long-tem liabilities in the Govctunent-wile statcm€nt of Nel Assets. (3,095,000)

Long-term compcnsated absences are reported in the Government-Wide Slatenrent of
Activitbs and Changes in Net Assets, but tlley do not requne the use of clment fmancjal

resources. IErefore! long-term compensaEd absences were not rcported as expendinms in

Govermental FunG- The folbwing amomt represent dle charye in bng-te.m conpensated

ab6ences from prior year. (52lt,ll2)

Change in Net Assets of Ci)\€rnlental Acrivilbs $ 4597 A26

The notes to thc frnanciol statc ents are an integrul pa.t ofthis stttemen -
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MUNICIPALITY OF PEiITJELAS
COMMONWEALTH OF PUERTO RICO

NOTES TO BASIC FINANCIAL STATEMENTS
YEAR ENDED JTJNE 30.2OI I

1. SUMMARY OF SICNIFICANT ACCOT'NTING POLICIES

The Municipality ofPcnuclas, Comrnonwerllh ofPuerto Rico (the Municipaliry), is a local municipat
govemment constituted in 1793 in rhe Commonwealrh of Puerto Rico. The Municipalily has fuU
legislalivc, fisca1 and all other govemmental powers and responsibilities expressly assigned by Law
No. 8l of August 30, 1991. as amended known as Autonomous Municipalities Act ol the
Commonwealth of Puerto i,c, (ActNo. 8t).

The Municipality's governmcntal system consists of executive and legislative branches. Thc
Corstitution ol thc Cornmonwealth of Puerto Rico (the "Cornmonwealth") provides for the
separation ofpowers oflhe executive, legislative andjudjcial branches. A Mayor, elected every four
y€ars by the citizens, exercises the executive power of the Mmicipality. The legislative power is
exercised by the Municipal Lcgislature, which is also elected every lour years. The GeDeral Justice
Court System of lhe Conmonwealth, which has jurisdiction over the Municipality, exercises thc
judiciarypowcr.

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

a) Financi Repornng Model

The acconpanying basic financial slatements present the financial position of the govemmenlal
activities, each rnajor governmeDtal tunds, and the aggregate rernaining tund information ofthc
Municipality at June 10, 201l, in conformity with Accounting Principles Generally Accepted in
the United States of America (GAAI), as prescribed by lhc Govcmmcnlal Accounting Standards
Board (GASB). In addition, the accompanying basic firarcial statements present the changes in
the finaflcial position (results of operatioDs) of the govermental activities, each major
govcrnmental fun4 and thc aggrcgalc rernaining fund inforrnalion for the fiscal year ended Junc
30, 201I in conformity wilh GAA?.

According to the financial reporting model established by GASB Stalement No. 14, Bdsic
Financial Statements and Managenent s Discussion and Abalysis - lor State and Local
Cowrnnents (GASB No. 34), the minimum required financial statcmcnt presenlalion applicable
to the Municipality is composed of the following elementsr (l) government-wide financial
statements (G\!TS), (2) governnental fund financial statements (CFFS), (3) not€s to basic
financial statements, and (4) required supplementary infornalion (RSI)-

nS.I consists of: (l) a Managcmenr's Discussion and Analysis (MD&A) and (2) a budgcrary
comparison schedule general turd RSI is unaudired supplementary info(mation requied by
GAAP presented along wilh, but separate ftonl, the Municipality's basic fiDancial statements-

,lDd-.4 is a narrative report that introduces the accompanying basic financial slalemenls and

provides an analllical overview ofthe Municipality's financial activilies for ihe fiscal year ended

June 30, 2011, based on the Municipality's knowledge ofthe transaclioDs, eveDls and condtlions
refle.ted in the basic financial statements. The MD&A also highlighls certain key fiscal policies
that control the Municipality's operations.
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NOIES TO BASIC FINANCIAL STATEMENTS (CONTINUED)
1TAR ENDED JTNE 30. 20 I I

In addition to thc requied financial reporting requircments referred io above, the accorpaDyDg
basic financial statcments are accornpanied by addirional supplementary inforrnation consisting of
a budgetary cofiparison schedule general fund and the not€s to the bualgetary companson
schedule gencral fun4 which havc been subjected to thc auditing procedues applied in .he
audil oflhe accompanying basic financial starements as of and lor the fiscal year ended Junc 30,
201 l

b) Financial Reportins Entitr

Thc acoompanying basic finaDcial statements include all departments, agencies and municipal
cntities that: (1) are undcr the legal and administrative control of the Mayor and (2) whose tunds
are under the legal custody and control ofthe Municipality's Director ofFinancc and Budget, as
pr€scribed by Law No. 8 I .

The Municipality's rnanagement has considoed all potential componeni units for which it may
be financially accounlable and other legally separate organizations for which thc nature and
significance oftbeir relatioDship with the Municipality rnay be such that exclusion oftheir basic
financial statements ftom those of the Municipality woutd cause the Municipality's basic
financial statements to be misleading or inconrplete.

The Municipality's management has concluded that, based on thc criteria set forth by cASts
Statement No. 14 - The Financlal Reportikg r"t O, (GASB No. 14) and GASB Stateme No. 39

Detemini g Wherher Cettain Organizations are Conpo,e,r U,irJ (CASB No. 39), there are
no lcgally sepfiate entities or organiations that should bc rcpo(ed as conrponent units oflhe
Municipality as ofJunc 30, 2011 nor for the y€ar then ended.

.) Gove rrvntb,ide Financtul Statenents

The accompanying GWFS are composed of: (l) the statement ofnet assets and (2) the statemenl
of activilies. These financial statements do not report fund idorrBation but rather report
iDfornation ofall ofthe Mu cipality's govertrmental activities. Th€se statements are aimed at
presentiDg a broad overview of the Municipality's finances tkouglr reporting its finaDcial
position and results of operatioN as a whole, using methods that are similar to those used by most
private businesses.

The focus of the GWFS is not on compliance with budgets, regulatory requirements or on the use
ofavailable or currently expendabie financial resourccs (rcfcrred to as fiscal accountability), but
on operational accounlability inforrnation about thc Municipality as a single economic unir.
Operational accountability is the Municipality's responsibility to report to the extent to which it
has met its operating objectives efficiently and e1Iectivcly, using all resources available for thal
purpose. It focus€s on thc Municipalily's principal operating objective, which is to provide
services to its citizens.

The accomparying statement ofnet assets provides short-lerm and long-term information about
the Municipality's financial positior and condition by presenling all ofthe Municipality's assets

and liabilities, with the diffcrcnce between these 1wo items reported as "net assets" (equity).
This statcment assists management in assessing the level ofservices that can be provided by the
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Municipality in the future, and irs ability to meet irs obligatiom as they become due. In addition,
this statemeni rcports the extent to which the Municipality has invested in capital asscts,
including infrastruclure, and discloses legal and coDtractual r€strictions on rcsources.

Net assets arc classified in the accompanying statement ofnet assers wjlhin the following rhree
catcgoriej:

. Invested in capital assets, net of related d€bt These consist of capirai assets, net of
accumulatcd depreciation and amorrizarion, reduced by the oursranding balances of bonds,
notes and other debt that are attributed 1o thc acquisition, coNtruction or improvemcnt of
those assets. For thc purposes of determining the ouislanding dcbt attributed to capital assets,
the total long tclm debt related to the acquisition, construction or inrprovement of capital
assets have been reduced by any rclated urBpent debt proceeds and any related unamortized
debt issuance costs.

. Restricted tret assets These corsist of net assels restrictcd by c\ternal parti€s (such as
crediiors, gantors, contributors, laws or regulations of other govcrnments, etc.), or net assets
for which constraints are imposed by constitutional provisions or enabling legislation.
Enabling legislation is dcfined as legislation that authorizes the Municipality to assess, lcvy,
chaqe or otherwise mandate payment of resources (from extemal resouce providers.).

Enabling lcgislation establishes restrictioN if it includ€s a legally enforceable requircment
that those resources be used only for the specific puryoses stipulated in the legislation.

The classification of restricted net assets identifies resources that bave been received or
eamed by the Municipality with an explicit understanding between the Municipality and the
resource providers thal the resources would be used for specific purposes. Grants,
contributions and donatio.s are often given under those kinds of conditions. Bond
indentures also often limit the use ofbond proceeds to specific purposes.

Internally imposed designations of resources, including earrnarking, are not reported
restricted net assets- These designaiions consist of management's plans for the use
resources, which are subject to change at rhe discretion oftheMunicipal Legislature.

. Unrestricted n€t rssets Th€se consist ofnet asscls that are neither extemally or legally
restricted, nol irvested ifl capital assets. However, unrestricted net assets often are

designated to indicate that management does not consider them 10 be available for geneml

operations. Unrestricted net assets often have constraints that are imposed by rMnagement,
but can be rcmovcd or modified.

Wllen both restricted and uDrestricted rcsources are available for use, it is the Municipality's
policy to generally use rcstricted resources first, and then unrestricted rcsourc€s as they arc

Thc accompanying statement of activities presents the results ofthe Municipality's operatioDs by
showing how the Municipality's net assers changed during thc year ended June 30, 201l, using a

net (cxpense) revenue format. This statement presents thc cost of each functiodprogam as well
as the extent to which eacb of the Municipality's functioDs, progams or olher services either
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contribuies to or &aws from the Municipality's general revenucs (such as properry taxcs.
muricipal license taxcs, construction e"\cise laxcs, etc.)-

A functiodprogram describes a goup of activities that are aimed at accompl:shing a rnajor
service or regulatory respoDsibilily. The tunctio.rprograns reportcd in the acconrpanying basic
financial statements are: (l) genoal govemmenr, (2) urban and economic development, (3)
public safety, (4) health and sanitation, (5) culture, rffreation and education and (6) welfare and
housing assistance. The govcmmental operations of lhc Municipality's departmenrs and
operational units are classificd within the following functions/progarm in the accompanying
basic fi nancial statements:

Cercral Covernment:
Municipal Legislaturc

Mayo/s OIIce
Department of Finance and Budget

Department of Hurnan Resources

Department of Municipal Secretary

Depanmcnt of Intfinal Audit
Department of Public Relations

Public Work:
Deparlmcnt of Public Work
Department of planniDg and development

Dqanmenl of Reclcling Ser\ ices

Public Srfety:
Dcpartment of Municipal Police

offi ce of Emergency Managcment

Heafth and Welfsre:
Department of Health

Department of Elderly Affairs

Dcpartm€ni of Service to Citizen

Culture and Recreation:
Department ofRecreation and Spons

Depadment olAn. Cullure and Tourism

The staternent of activities demonstrates thc degree to which progam revcnucs offsel direct
expenses of a given function/progam or segEents. Direct expenses ar€ thosc that are clearly
identifiable with a spccific funclion, segment or operational unit. This slatement reports revenues

in two broad categories: (1) progam rcvenues and (2) general revenues.
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Program revenues are gcnerated direcily from a program itself or may come from parties outside
lhc Municipality's taxpayers or citizens. In thc statement ofactivilies. program revenues reducc
the costs (expenses) of the firnctiorprogram to arrivc ar the Det cost of the functior/progam thar
must be financed liom the Municipality's general revenues. The accompanying statemeni of
activities scparately reports the following categories of program rcvcnLrcs:

. Charges for servic$ These gencrally coDsist of exchange or cxchange,like transactions
involving charges 1o customers or applicants who purchase, use or dircrrly bcnefit {iom the
goods, scrvices or privileges provided, or are otherwise directly affeded by the services.
These include fees charged for specific services, charges for licerses and permirs, and fincs
and forfeitures, among others.

. Program-specilic capital and operating gratrts and contributions These €onsist of
transactions that are either mandatory or voluntary non-exchange transactions with other
govcrnments, organizations, or individuals that restrict the resources for use in a particular
program. Capital grants and contributions consist of capital asscts or rejourres that are
restri€led for capilal purposes to purirhasq construct or renovate capjlal asscts associated
with a specific progmm. Opcraling grants and contibutions consist of resources thal arc
required to bc used to finance the costs of operating a specific program or can bc uscd either
for operating or capital purpose. of a specific program. Restricted €apital and operaring
grants and contributions are program tcvenuej because they are specificauy attibutable to a
progam and reduce the net expense of lhal program to thc Municipality. They are reported
nel of cstimatcd uncollertible amounts.

General revenues are the default category for revenues. It includcs all revcnues and gains that do
not meet the defirilion ofprogam revenues. Property taxes, municipal license taxes, sales taxes
and consfuction excise taxes are reported as gen€Gl revenues. All other nontax reveDues
(including unrcstrictcd invcstmenl camings, grants and contributions noi rcslricled for spc.ific
programi and miscellaneous revenues) that do not meet the definition of prog
classified as general revenues. Resources that are dedicated internalty by the Municipality are
reported as general revenues rather than as program revenues. All generat revenuej are reported
nel of eslimaled uncollectible amounts- which are recorded as reduction of revenues ratber than

Tta g? erol gow nent functior/progam reported in the accompanying statemcnt ofactividc\,
includcs cxpenses that are, in essence, indirect or overhead expenses ofthe Mu cipality's othcr
funclioDs/progams. Even though some of these costs havc becn charged to olher funds in the
govcrnmenial fund financial statements as indirect cost allocations permittcd undcr some federal
progams, tbe Municipality has reporled these indircct expenses as direct expenses ofthe general
government tunction. Accordingly, the Municipality does not allocate general goverDment

(indirect) expenses ro other functjons.

The effects ofall intertund governmental activities (revenucs, expenditures and other financing
sources/uses among govcmmental funds) have been removed from the accompanying slatements

ofncl assets and activities.
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The Municipality classifics all of its activities as govemmcntal activities in the accompanying
CWIS. These are aclivities gcnerally financed through taxes, inlrrgovcmmental revenues and
other non-exchangc revenues that can be used to support the Municipality's progams or
services. These governmcntal activities are also generally repodcd in thc govemmental fund
financial statements.

The Municipality has no fiduciary activities, which are those in which the Municipality would be
holding or managing net assets for specific individuals or olhcr cxtcmal parties in accordance
with trust agrccments or other custodial arrangernents- In addition, the Municipality has no
operatiorls or activilies thal are prirnarily financed and operated in a rnanner similar to private
business enterpriscs, where the costs of providing goods or sewices to the general public rs

financcd primarily through user charg€s.

Goeernmehral FLnd Finatuial Stot.tun^

The accompanying GFFS are composed of: (l) rhe balance sheet gove.nmental tunds and (2)
the statement of revenues, expenditures and changes in tund balances govemmental fun6.
These financial slatements repon fie financial position and results opfiations of the
Municipality's govcrnmcnlal funds by presenting sources, uses and balanccs of currcnt finaDcial
resources, Some of these finanqial statemeDts have a budgetary orientaiion and focus primarily
on: (l) the Municipaliry's major fun&, as defined below, (2) the fiscal accountability and (3) the
individual parts of dle Municipality's govemment. Fiscai accountability represents thc
Municipality's rcsponsibilily to jusiify lhat its aclions in the crment year have cornplied with
public decisions conceming lhe raising and spendine of public moneys in the short term (one
fiscal year).

Ea€h governmental fund is considered an independent fiscal cntity accounled for within a set of
sclfbalancing accounls thal comprise its assets, liabilities, fund equity or deficiq revcnuc and
expenditures. The accompanying GFFS segregatc govemmental tunds according to their
intended purpose and are used in demonstrating compliance with legal, financial and contractual
provisions. The minimum number ofgovemmenlal funds is rnaintained coDsistent with legal and
self-imposed rnanagerial requnements established by thc Municipality. For financial reporting
purloses, thc Municipality classifies its goverflrneDtal funds within the following catcgorics:

. cenetul find -'lhe general fund is the Municipality's rnain operating fund and a major
governmental fimd as dcfincd below, used to account for all financial resources and
govemmental acli\rilies not accounted for and rcported in another fund. It is presumed that

the Municipality's governmeDtal activities have been reported in the geneml tund except for
transactions for which one of the following conpelling redsons has required the use of
another fu.d: (1) legal requirements, (2) GAAP requirements or (l) Ihe demands of sound
financial administration rcquiring the use ofa govemmental fund other than the general fund.

. Special rerenae fiinds - The special revenue tunds are major 3nd non-major govemmcntal

funds, as defined below, uscd by the Municipality to account for the procccds of speEific
revenue sources lhal are restricted or conmittcd to expenditure for specified Purposes other

than debt scrvice and capital projects. The uses and limitations of each special revenue fund
are sp€cified by municipal ordinaDces or federal and state statut€s. However, resourccs
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restricted to expenditure for purposes norrnally financed ftom the general fund are reported in
the Municipality's gcneral fund provided thal all applicable legal requiremcnts are
appropriately salisficd. In this case, a special revcnuc fund to account for such kind of
transactioN will be used only if legally mandated.

. Deb, senice land -'lhe dcbt service tund is a major govemmenlal fun4 as defined below,
used by the Municipality to a€count for all financial resourccs tbat are restricted, colnmitred,
or assigned to expenditrc for principal and interest; for (l) bonds payable for which debr
scrvice payments are legally mandated to be accountcd for in a debt service fund andor (2)
bonds payablc or aDy gercral long-term debt for which Ihc Municipality is being
accumulating financial rcsources in advance to pay principal and interest paymerts maturmg
in tuture years. During thc fiscal year ended June 30, 201l, the financial activity accounted
for in the debt service fund was specifically related to bonds payable.

Thc outstanding balance of general long-ierm obligations for which debl ssrvicc payments do
not involve the advance accumulalion ofresources (such as notes payable, obligations under
capital leases, accrued compensated abscnces, and clainrs andjudgments) are only accounted
for in the accompanying statemenl of nct assets. The dcbt service payments of such debts, as
applicablc, arc gcnerally accounted for in the general fund-

. Capi al prujecrs fitnds - Capital projects tun& are major and non-rnajor governmenlal funds,
as defined below. used to account for all financial resourccs thal are restricled. committcd. or
assigned to expenditure for capiral ou.lays. Significant capital outlays financed from
proceeals of general obligation, public improvement or special obligation bonds are accounaed
for also in the capital projects funds.

The capital projecls tunds has been used only for rnajor capital acquisitions. construction or
inprovement activities that would distort financial resourcG trend data if not reponcd
separarely from the other Municipality's operating activitics. The routine purchases ofnnnor
capitalizablc asscts (such as fumiture, office equipment, vehicl€s and other minor capital
assets or improvements) havc becn rcported in the govemmental fund from which financial
resources wcrc used for the payment.

Prior to GASB No. 14, the Municipalily was requned to report gov€rflmcnlal fund financial
statements that prcscnlcd a single aggregated colurm for each fund t}?c. Each column presented

the combincd totai of all tunds of a particular Rpe. Fund t)?cs are no loneer the focus of the
accompanyiDg govcmmcnlal fund financial slatements. Under GASB No- 34, the focus olthe
governmental tund financial statemmis is on major tunds, which gcncraly represent the

Municipality's most important tunds. Accordingly, the Municipality is required to segregate
govemmenral funds among major and Dornajor within the govemmental tuDd financial
statements. Major individual govemmental tunds are reported individually as separate columns
in thc governmental tund financial statements. while data ftom all nonrnajor govonmcntal funds
are aggegated into a single column, regardless of tund ry?c.

By definitioD, the Municipalily's general tund is always considcrcd a major governmental tund
for financial rcporting purposes. ln additioD, any othcr fund is considered a major fund for
financial reporting purposcs if its total assets, liabilities, revcnues or expenditures of that
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individual governmenlal tund are at leasr l0 percent ofthe corresponding element roial (assets,
liabililics, revetrues or expenditures.) for all governmcntal tunds. For the purposes of applyjng
the aforcmentioned major fund criteria, no eliminations of interfund balances have been made.
Total revenues for these purposes means all revenues, including operating and nonoperating
revenues (nel of allowances), except for oihcr financhg sou.ces. Total cxpenditur€s for lhesc
purposes mean all expeDditures, including operating and nonoperaring cxpcnditures, except for
other financing uses.

Based on thc aforementioned criteria, the Municipality's najor governmenlal funds reporred in
the accompanying governmental tund financial statements are: (1) the general fund, (2) special
revenue fund Head Start, (3) the capilal project filnd local, srale and federal gants, and (4)
dcbl service fund-

Genenl Iund - The geleral tund js the Municipality's main operating fund uscd to accounr for
all financial resources and goverDnental activities not accountcd for and repo(ed in anorher
tund.

Special Rerenae Fund - Eead Sta - ]s the a.counting cntily in which revenues derived from
the federal agency are used to provide cornprehensive hcalth, cducational, nutritional, social, and
oiher developmental services prirnarily to economically disadvantaged preschool children (ages 3

to 5) and infants and toddler (birth tkough age 3) so that thc childrcn will attain school

Cspital Project Fund - Local, State and Federul C/arrs - is the accounting cntity ir which
revenues derived ftom local funds, state and fedeml gmnts or other restrided revenue sources
related to capital proje€ts, is accounted for. The uses and limitations ofeach capjtal pdcct fund
are specified by Municipality ordina"ces or federal and state slatutes.

Deb, senice fund - -lhe debt service tund is used by the Municipality to account for all financial
resouccs that are restricte4 corffnitted, or assigned to expenditure for principai and intocst; for
(l) bonds payable for which debt service paymmts are legally maDdated to be accounted for in a
dcbt servicc fund and/or (2) bonds payable or aDy general long-term debt for which the
Municipality is being accumulating financial resources in advance to pay principal and intcrcst
paymcnls maturing in future years-

e) Messarenvn Focus and Bssir of Accoun ing

Government-wide ffmncial statements The accompanying G\\rFS are preparcd using thc
economic resour€es measurement focus and the accrual basis of accounting. Subject to the
additional rules and limitations detailcd bclow, revenues (including interest income) are
gencrally recorded when eamed and expeos€s are generally rccordcd when a liability is incurred
regardless ofthe timing ofrelaled cash flows.

All revenues, cxpciscs. gains, losses, assets and liabilities resulting from exchange and

cxchangelike transactions are generally recorded when the exchange lakes place. ln ex€hange
transaclions, cach party to the traDsaction receives and gives up essentially cqual values.
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An exchange-like transaction is one in which there is an identifiablc exchange and the values
exchangcd though related, may not be quite equal. Nevertheless, lhe cxchange characteristics of
thc exchangelike transaction arc strong enough to juslify trcating it as an exchange for
accouding purposej (exampl€s include fees for liceDs€s and permits, charges for services, and
miscellaneous revenues, which are recorded as revenues whcn collecled because they are
generally not measurable until aclually received).

All revenues. expsnscs, gains, losses and assets resulling liom nonexchange transactions arc
recorded using the criteia set forth by GASB Statement No. 33, Accounting a .l Finmcial
Repofling for No exLhanse Transattionr (GASB No. 33), which thc Municipality adopted on
July l, 2003. GASB No. 33 established accounting and reporting stanalar& for nonexchange
transactions involving cash and financial or capital resources (for exarnple, most taxes, gants and
privale donations). In a nonexchange transaction, rhe Municipality gives (or rcceives) value
without directly recciving (or giving) equal value in retum. This is different from an exchaDge
tmnsaction, in which each party receives and gives up essentially equal values. Accordirg to
GASB No. 33, lhe Municipality groups its nonexchange tansactions into the following four
classes in the accompanying basic financial statements: (a) derived tax revenues, (b) imposcd
nonexchange revenues, (c) government rnandated nonexchangc transaclions, and (d) voluntary
nonexchange tramactions.

In the case of derived tax revenue transactiom (such as municipal license ta\€s), which r€sult
ftom assessments the Municipaliry places on exchange transaclions. receivables and revenucs arc
recorded when the underlyine exchange has occurred (that generally is, when the taxpayers' net
sales or revenues subject to tax lake place).

In thc casc ofimposed non cxchangc rcvcnue traDsactions Guch as propmy taxes), which rcsult
from asscssmenls madc by the Municipality on nongov€rnmenral e ities, includine individuals,
other than asscssments on cxchange transactions, receivables are gcncmlly recordcd in thc period
whcn an cnforceable legal claim has arisen. Property laxes are generally recorded as revenu€s
(net ofamounls considercd nol collccliblc) in the period when resourc€s are required to be used

or lhe first pcriod thal ihc use of the resources is permitted.

Govenment-rnandated non-exchange transactions (such as ganls and contributions) r€sult when
a government at one lcvel (such as the federal or state govemment) provides rejources to another
govemment (such as the Municipality), and the provjdcr govemment requires the recipient
govemment to use those resourccs for a specific purpose or purposes established in thc
provid€r's enabling legislarion. ln these t)?es of traffactions, re.civables and revenues are

generally re.ordcd as follows:

. For reimburscmcnt lype (commonly kmwn as "expenditure'drivcn awards"), receivabl€s
and revenues are recorded when all eligibility requirements imposed by the provider
have been met. The Municipality must expend resources on thc sp.rific purpose or
project before the provider reimburses any amounts. Revenue is, therefore, genoally
recognized as qualifying reimbursable expenditures are incurred.
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. For other types of grants (mainly gants and contributions with pur?ose restricrions bur
with no time requiremcnts), receivables and revenues are recordcd when all applicabte
eligibility requnements are mel When the provider is a goverDment (including the
govemment of the United Shtes of America) the applicable recognition period for both,
thc provider and the recipient, is the provido's fiscal year and begins on the first day of
that ye3r.

Voluntary non-exchange transactions Guch as donations and certain gants aDd entitlcments)
result ftom legislalivc or contractual ageements, other than exchanges, cnlercd into williDgly by
two or more panjcs. In these tlp€s of transactions, receivables and revcnucs are generally
a€counted for in the same manncr as government-mandated non-exchange traDsactiom discusscd

Receipls ofany tlpc ofrevenue sources collected in advance for use in the following period arc
recorded as deferred revenues.

Events that are neither exchange nor non exchange transaclions are recorded when it is probable
that a loss has been incuned and lhe amount ofloss is reasonably estimable.

According to GASB No. 34, all general capital assets and the urmaifed long-term liabilities arc
recorded only in the accompanying statement of nel assets. The measurement focus and the basis
of accountirg used in the accompanying GWFS difer significantly ftom the measurement focus
and basis ofaccounting used in the preparation ofthe accompanying govemmental tund financial
statements. Therefore, lhe accompanying governmental tund financial statements include
reconciliations, as detailed ir the accompanying table of contents, to better identiry the
rclationship bctween thc GWFS and the govemmental fund financial statements.

Governmental fund financial statements - The accompanying GFFS arc reportcd using lbc
current finan€ial resources measurcment focus and ihe modified accrual basis of accounting.
Revenues are generally recog zed as soon as they are bolh measurable and available. Revenues

are generally considcred to bc availablc when they are collectible within the €urrent year or soon

enougl thereafter to pay liabilitics of the cunent year- For this purpose, the Municipality
considers most revenues to be available if collcctcd wilhin 90 days after June 30. 2011, except

lor property taxes for which the availability pcnod is 60 days. ReveBue sources not mccting this
availability criterion or collcctcd in advance are recorded as deferrcd rcvenues al June 30, 2011.

Tlc principal coisidercd susceptible to accrual include propcrty laxes!

municipal license tax€s, int€rgovernmental granls and contributioN and intcrcsl income. These

pincipal revenue sources meet both measurability and availability critcria in the accompanying
GFFS, except for amounts recorded as defened (carncd and unavailable) revenucs.

In a manner similar to the GUTS, but subject to and limited by thc availability criteria discussed

above. all rcvcnues, expenses, gai$, losses, asscls and liabilities resulting from exchange and

ex€hange-like transactiors are also generally recorded when the exchange takcs place.

Accordingly. fees for licenses and permits, charges for services and miscellaneous revenues are

recorded as revenucs whcn collected because they are gencrally not measurable until actually
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All revenues. cxpenses, gaios, losses and assets resulting from non-exchangc lransactioN are
recorded in a similar manner to the GWIS, using lhe prcviously discussed criteria set forth by
GASB No. 33 for non exchange transactions, but subjccl to and limited by the availabiliry
criteria discussed above. Accordingly, property tax and municipal liccnse rax receivabl€s are also
gcncraiiy recorded in the fiscal year when an eDforceable legal claim has arisen while property
tax and municipal licerse tax revenues (ner of amomts considered not collectiblc) are also
generally recorded in tbc fiscal year when resources arc requircd to be used or the lnst fiscal year
thal thc use of the resources is permitted. Rcceivables and revenu€s from reimbursemcnltypc
granls. contributions, donations and entitlements are also generaly recorded as qualifyrng
reimbusable expenditures are incurred , while receivables and rcvcnues lrom other t)"es of
grants are recorded when all eligibility requirements imposed by the provider havc been met.

Intercst income is recorded when eamed only if collcctcd within 90 days after year-end since
thcse would be considered both measurable and availablc.

Puniuant to the provisions of GASB lnterpretalion No- 6, Recognition and Measurement of
Certain Liabilities and E:qenditurcs i Coyernmental Fund Financial Statenen,s (GASB No. 6),
in the absence of an explicit requircmcnt (i-e., the absmce of an applicable modificatior\
discussed bclow) thc Municipality generally accrues a goverDmental tund liability and an
cxpcnditure (including salariei, professioml services, supplies, utilities, etc.) in the pedod in
which the govcmmcnt incurs thc liability, to the extent that these liabilities are norrnally expe€led
to be liquidated with current available financial resources. GASB No. 6 modified the recosnilion
criteria for cerlain expcnditurcs and liabilitics reported under ihe modificd accrual basis of
accouDting prior to GASB No. 34, and clarilied a number ofsituations in whjch lhe Municipality
should dis.inguish between governmental tund liabilities and general long-term liabilities.
Therefore, the accompanying balaDce sheet governmental funds generally rcflects assets lhal
will be conve(ed into cash to sathry current liabilities- Long-term asscts (excepl lor accounts

receivablcs aDd inler-fund advances) and those assets that will not be converted inlo caslr to
salisfy currenl liabilities are generally not ac€ourted for in the accornpanying balance sheet .

govcmmenlal funds. At the same time, long{erm liabiliti€s (generally, thosc unmaturcd thal will
not require the use of current financial resources to pay them) arc nol accounted for in the

accompanying balance sheet governmental funds.

Modificatiom to the accrual basis of accounting in accordance with GASB No. 6 includc:

. Principal and intcrcst on bonds payable are re€orded when thcy rnalure (when payment is
due), except for Fincipal and interest due on July l, 201l, which have been recorded as

govemmcntal fund liabilities at June 30, 201 I, which is the date when resources are availablc
inthe debt service fund (gcncrally, June 30).

. Notes payable, obligations undcr capital leas€s, compensated abscnces, and amounts subject
to accrued claims andjudgmenls under litigation are recordcd only when they rnature (wbcn
payrnenr is due).

This Spoce Hat Ree,, Lelt Blank Intentionalll
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. Certain ac€rued liabiliti€s not due and payable or not norrnally expected to be liquidated with
currmt available and expendable financial resources arc recorded in the accompanying
statcment of net assets. Such liabilities arc recorded in the govemmental funds whcn they

. Exccutory purchase orders and contracts are recorded as assignments of fund balance in the
govemmcntal funds FFS.

Liabilities outside the bounals of these exceptions or modifications are reported as govermrental
tund liabilities when incurred (including salaries, professioml servic€s, supplies, utiliti€s, etc.)
since these liabitities normally are paid in a timely mamer and in tull from cuffent fmancial

The measuremen focus of the GFFS is on decreases in net financial resources (expenditures)
rather than expenses- Most expmditures are measurable and are recorded when the related
govemmental fund liability is incurred Allocation of costs, such as depreciation and
amortization, arc recordcd in the accompanying stalemed of activities, but are rct recorded in the
accompanying GFFS.

Under the financial rcporting model established by GASB No. 34, all general capital assets and

the unrnatured iong-tcrm liabilities (delermined using the modified accrual basis of accounting)
are no longcr reported in account goups within the govemnental fuDd balance sheet bul arc
incorporated into the accompanying statcmcnt of net assels since July l, 2003.

t Stewadship, Corrlpliohce arrd Accountabiliry

Buds€tarv Contml

According to the Autonomous Municipaliti€s Act of the Commonwealth of Pue(o Rico, thc
Mayor and its Admi strative Cabinei prepare annual budgets each fiscal year for the
Municipalily's general tund and debt scrvice tund. Such legally adopted budgets are based on

expccled e"\penditures by Eogram and estimated r€sources by source for both funals- The annual
budgets are dcveloped using elements of perforrnance_based progam budgeling and zero_based

budgeting, and include estimates of revenucs and oiher resources for thc ensuing flscal year under

laws and regulations existing at thc time the budget is prepared.

The Mayor musl submil an aDnual budgetary rc$olulion project (the Projecl) lo the Cornmissioner
of Municipal Afairs of Pueno Rico (lhe Comrnissioner) and the Municipal Legislature no later

than each May l0 and May 31, respectively. The Cornmissioner preliminary verifies that the

Projed compljcs with all the applicable laws and regulations and may provide commcnts and

suggestions to the Mayol on or before each lurc I5.

The Municipal Legislature has 10 business days, up to June 15, to discuss and approve the
Project wnh modifications. The Municipal Legislature rnay amend the budgets submitted bv the

Mayor but nay not incrcase any items so far to cause a deficit without imposing taxes or
identifying olhel sources of revenuc lo cover such deficii- After the Municipal Legislature
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modifies and preliminarily approves the Project, the modified Projecl is scnl back to the Mayor
for his approval or rejection within 6 days. The Mayor may decrease or eliminale any line item
but may noa increase or inscrt any new line item in the budgets. The Mayor may also veto the
budgets in their entirety and retum it to the Municipal Legislature with his objections. Ifthe
Mayor rejc.ts thc Project, the Municipal Legislatue will have up to 8 days to adopt or reject the
recommendations or objcctions of the Mayor. The approved Project is sent again to thc Mayor,
which then would have 3 days to sign and approve it.

If the budgets fie not adopted prior to the end of the deadlines referred to above, the annual
budgets for lhc prcceding liscal year, as approved by the Legislature and rhe Mayor, are
automatically renewed for the e$uing fiscal year until the Municipal Legislature and the Mayor
apEove trew budgets. This permits the Municipality to continue making payments for its
operatioN and other purposes until the new budgets arc approved.

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

The Municipality's Department of Finance and Budgd has the respons;biiity lo ensurc that
budgetary spcnding control is mainlained. For &y1o-day management control, expenditures
plus encumbrances rnay not exceed budgeted amounts at the expenditurc t)?e level of each cosi
cenler (activity within a progam within a fund). The Mayor may transfer unencumbered
appropriations within progams within tunds. The Municipal Legislature may transfer amounts
among progarns within and among funds.

Thc lcgal levei ofbudgetary control (i.e., the level at which expenditurcs rnay not legally exceed
appropriation) is at the tunctions/progmm level (general government, urban and economie
developmcnt, public salety, health and sanitation, culture, r€rreation and educalion, and public
hous;ng and welfare) within a tuDd.

Under thc laws and regulatio.s of the Cornmonwealth, lhe appropriations Illade for any fiscal
year shall not cxceed the lotal revenue, including availablc surplus, estimated for said fiscal ycar

unless thc imposition of taxes suflicient to covcr said appropriations is providcd.

Budsetarv Accountins

The Municipality's annual budgets are prepared under thc budgetary (statutory) basis of
accounting, which is not in accordance with GAA?-

Under the budgctary basis ofaccounting, revenue is geDerally recognized when cash is received.

Shon-term and long-tcrm borrowings may be used to finance budgetary exccss of expenditures
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Thc Municipality uses encumbrancc accounting to record ihe full amount of puchase orders,
contracts and other cornmitments of appropiated resourc€s as deductions from the appropriation
prior to actual expenditure. IB the govemmental funds, encumbnrnce accounring is a significant
aspect ofbudgctary control. Accordingly, expend;tucs are gercrally recorded when the rclated
expenditure is incurred or cncumbered. Available appropriations and cncumbrances are
€stablished to lapse onc ycar after the end of the fiscal year. Amounts required to settle claims
and judgments againsl the Municipality, and certain other liabilities, are not rccogn;ed until they
are encumbcrcd or otherwise processed for paymcnt. UDencumbered appropriarions and
encumbranccs Iapse at year-end. Other approprations, mainly capiial projects appropflarions,
are continuing accounts for which the Municipal Legislanre has authorizcd that an unspent
balance ftom the prior year be carried forward and made availablc for currcnt spending.

Tle accompanying budgetary comparison schedule provides information about the general tund's
original budget, thc amcndments made to such budget, and the actual general fund's rcsults of
operations uDder &e budgetary basis of accounting for lhe fiscal year cndcd June 30,2011.
Further details ofrhe Municipality's budgetary control at the legal level rnay be obtained from the
Budgetary Liquidation Report for the fiscal ymr cnded JuDe 30, 201 l. Copies ofthat repo( Inay
be obtained by w.riling to thc Municipality's Director of Finance and Budget.

A€counting principles applied for purposes of developing data on a budgetary basis differ
significantly from tbose used to present the govemmental tund financial statements in conformity
with GdAP. Accordingly, the accompanying budgctary comparison schcdulc is accompanied by
a r€Eonciliation of the differences between the budgetary basis and GAAP actual amounts.

The Municipality does not legally adopt budgets for the state legislativc joint resolutions capital
fund. Thc financial rcsources received by thcse funais are not subject to budgeting by the
Municipalily sincc the resourccs rcccivcd mch ycar from thc rcspcclive gantors varies from year
to ye3r, and the respective amounts are ganted at then discretion.

g) Ufircst cted ahd Restictecl Deposits

Thc Municipality's deposiis are composed of cash on han4 demand deposils and cash

cqujvalenls in: (l) corffnercial banks, (2) the Gov€flnneDt Development Bank for Puerto Rico
(GDB), a eovemmental baDk and a rnajor componcnt unil of the Commonweattlr who is
statutorily dcsignatcd as fiscal agent of the Municipality, and (3) thc Municipal Revenue

Colleclion Ccnier (CRIM, by its Spanish acronynrs), a govemmcntal entity responsible for the
irnposition and collection ofproperty taxcs on behalfofall municipalities of Puerto Rico.

The Municipality follows the praclicc ofpooling cash. The balance in thc pooled cash account is

availablc to meet current operating rstuirements. Under the laws axd regulations of thc

Cornmonweakh, public tunds depositcd by lhe Mmicipality in comnercial banks musl be tully
collateralized for the amouDts depositcd in excess of the federal depository insurance generally
provided by the Fcderal Deposits Irsurance Corporalion (FDIC). All securities pledgcd as

collatcral are held by agents designated by the Secretary of the Treasury of ihc Connnonweald!
but not in the Municipality's name.
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Restricled assets include cash and cash equivalents in corrunercial banks, GDB and CRIM. These
cash balances are classified as restricted assets since its use is limited for the specified purposes
discussed bclow, which are established by applicable ageeme s or required by law.

R€stricted cash with fiscal agcnt in the general and debt service funds rcpresent property tax
collections which are rctaincd and restdcted for the pa),rnent ofthc Municipality's debt service,
as established by law. Restricted cash in 6scal agent in other governmenral funals consists of
unspent proceeds ofbon& and notes, and the balance of interest and noninterest bearing accounrs
which are rcslricted fori (l) the acquisition, constmction or improvement of rnajor capital assers
and the operations of fcdcral and state funded programs.

Unrcslricled and Restricted Accounts ontl Notcs Receivfik

ln the accompanying GWIS, receivables consist ofall revenues eamed bui not collccted at June
30, 2011. Major receivable balances for the governmmlal activities include property taxes
municipal license and intergovernmental receivables.

Tax receivables in thc general fund represent uncollected property ta\es. Restricted tax
receivables in thc dcbt service fund consist of uncollected property taxes, which are r€sticted for
the payment of the Municipality's debt service, as established by law.

Intersovernmental receivables are composed of: (l) amounts owed to the Municipality for
reimbursement of expendiiurcs incurcd pursuanl to federal and state funded progranrs (recorded
in the eeneral tund, special revenue tunG and capital project tunds), and (2) contributions in lieu
ofta\es from the Pue(o Rico Eleltric Power Authority, recorded in the gcncral fund.

These accounts receivables are stated net of estirnated allowances for uncollectible accounts.
which are determine4 based upoD past coilection expcricncc, historical trenals, current e€onomic
conditions and lhc pcriodic aging ofaccounts receivable.

Activiti€s among funds that are representative of lending,/borrowing armngements outstanding at
the end of the fiscal year are refered to as either "duc to/{iom olher tunds" (i.e. the current
portion of intertund loans) or "advances to/fiom other funds" (i.e., the non-current portior of
interfund loans). All othcr outstanding balanc€s betweer funds are reported as "due lo/liom olher
tunds". Advances between tunds, as reported in thc CFFS, are offset by a tund balance reserve

account in applicable governmenlal tuDds to indicale thal they are not available for appropriation
and are not expendable available financial resources.

, inventories are recorded as expeDdjtures whcn purchased (purchase method).

Capital Asse,s

Capital assets used in govemmeDtal activilies include land and land improvcments, buildings,
structures and building improvements, machinery and equipmcnt, fumiture and fl-xtures, licensed
vehicles. construclion iD propress, and infrastructure. These assets are capitalized and reponcd in
the accompanying statement of net assets. Infrastructure assets are gererally stationary in nature
and include roads, bridgcs, streets and sidewalk, &ainage systcrns and other similar assets.
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The Municipality defines capital assets as assets with an individual cost of $25 or morc al the
date ofacquisition or coDstruction, and with useful lives extending beyond one year. All assets
with individual costs under $25 or with useful lives not exceeding one ycar, arc charged directly
to expense in the accompanyirg statement of activities. ln the governmental tunds, all capital
assets are recorded as expenditures.

In the statement of net assets, all capital assets are recorded at cost or estirnated historical cost if
actual cost was unavailable, excQt for donated capital assets, which are recorded al thcir
estirnated fair value at the date of donation.

Major outlays for capitat assets and improvements are capitalized in the statement of net assets as

projccls arc conslructcd. Thc costs of norrnal mainlenancc and rcpairs that do nol add valuc to
thc assct or malcrially cxtcndcapital asset lives are not capitalizcd-

Dcprecialion and amortization expense is recorded only in the government-wide statement of
activilies. Howcvcr, tlere is no deprecialion or amortization re.orded for land and construction-
in-progress. Dcprcciable capital asscts are generally depreciated or amortized over thet
estimated usetul lives under the straight line method, except for machincry and equipment held
under capital leases which is depreciated over the shorter of its estinratcd uscful life or the lease

lerm- The estimated useful lives ofrnajor capital assct catcgories are:

Land improvemenls

Buildings, structues andbuilding improvements

Infrastructure

Licensed vehicles

Furniture and fxtures

Years

40

40

40

5

5

Machinery and equipment, excluding those held under capital leases 3 to 5

Depreciation and amonizaiion expense on capital assels are recmded as direct expenses of the

function/program specifically identified wirh the asset- Depreciation and amonization of
inftastructure is not allocated to various functiontprograms but rcpored as direct expeos€s of
rhc urban and economic de!elopmcnr funcrion.

j) Defe ed ReveDues

Ihe Municipatity reports delened revenue on its GFFS and CWFS. In lhe GFFS, deferred
revenue arises wher:

. Potential revenue does not meet both the "measurable" and "available" criteria for rcvenue

rc.ognition in the cufent pcriod- As previously discussed available is defined as due (or
past due) at June 30, and collected within 90 days (60 days for property ta{es) thereafter to
pay obligations du€ at June 30, or;

. The Municipality receives resouces before it has a legal claim to thcm. In subsequent

periods, whcn lhe revenue recognition criterion is met, the liability for deferred rcvenue is

removed and revenue is recognized
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k)

Deferred revenues at lhe govcrnmentwide level arise only when the Munjcipality receives
resourccs before it has a legal claim to them.

Conpensared Absences

Conpensated absences are accounled for under the provisions of Statement No. 16. Accounting
Jbr Compensated Absen es, issued by GASB (GASB No. 16). Conrpensated absences in€lude
paid time off madc available to employees in connection with vacation, sick leave and
compensatory time. The liability for compensated absences recorded in the accompanyrng
stalement ofnct assets is limited to leave that: (l) is attribuiable to services already rendered on
or before June 30, 20ll and (2) is not contingent on a specific event (such as illness) that is
outside the control ofthe Municipality and the erployee- The liabiliiy for compensaled absenccs
includes salary-related costs, which are directly and incrementally related to the amounl of salary
paid .o the employee Guch as employer's share of social security laxes and medicare taxes).

The vacation policy ofthe Municipalily is citablishcd by law and providcs for the accumulation
of regular vacations at a rate of 2.5 days per monlh (10 days per ycar) per employee. Employecs
accumulale regular sick leave at a rale of 1.5 days per monlh (18 alays per year). Enployees
accumulate cornpensatory time at a mle of 1.5 times the ovenime worked. All vacation and sick
leave days accumulated by employees in excess ofl0 days and 90 days, r€spectively, are paid to
employees each year, ifnol consume4 as required by law. In the case ofcompensatory time, the
cxcess of240 hours is paid io employees each year, ifnot consumed.

Upon termination of employment, an employee receives cornpeffatior for all accumulated
unpaid regular vacation l€ave at the currcnt ratc. In thc case of regular sick leave, if the
employee terminates his or hcr crnployment with the Municipality before reaching l0 years of
services, such regular sick lcavc is not paid to the employee, ifnot consumed. Upon termination
of employment, an enployee does not receive compcnsation for compensatory time, if not
corNumed. After l0 years oI services any regular sick leave balance is paid to the employ€c.
Accumulated vacation timc is fully vesled to the enployee at any time.

Thc liabiliiy for compeNated absences is rcportcd in the statement of net assets. A liabiUty for
compcnsated absences is reported h the GFFS only ifthey have mature4 for exampie, as a rcsult

of employee resignatioDs and reticments.

Lohg-tetm Deb,

The long-term liabilities reponed in the accompanying stalements of net assets include the

Municipality's bonds, notes, obligation under capital leases, compensated absences and legal

slaims andjudemenrs.

All long-term deb. to be repaid from SovemmeDtal resourccs is reported as liabilitjes in the

accompanying slalemmt ofnet assets. Principal and interest payments on bonds due in July I of
the following fiscal year are relordcd as tund liabilities in the GFFS when resourires are available
in the debt service tund (gcncrally al June 30). ID the GFFS, lhe face amount of debl issued is

reported as othcr lmancing sources when issucd.
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t r) Accou^ting fot Pension Cosis

For the purpose of applying the requirements of GASB Statement No. 27, Accounting for
PeDsions by State and Local Governmcnt Employers (GASB No. 27), lhe Cornmonwealth of
Puerto Rico is considered to be the spo.sor of the Employces' Retfement System of tbe
Govemment of Pucrto Rico and Its Instrumentalities (ERS) and Systcm 2000, the two retiemenr
systerns in which the employees ofthc Municipality padcipate. Acirordingly, the Municipality is
coDsidered a participant and nol a sponsor of th€se retiremenl syslerns sincc the nrajority ofthe
panicipants in the aforcmcntioned pension trust firnds are part of the financial rcporting entity of
the Commonwealth. Accordingly, no podon ofthe net peDsion obtigation (NPO) related to ERS
has been allocated to the Muicipality in the accompanying basic financial statements. The basic
financial statements of lhe Commonwealth account for the total amount of the ner pension
obligation of ERS. including any amount that may be alocated to the Municipality.

According to GASB No. 27, the MMicipality accounts for pemion costs ftom the srandpoint ofa
panicipanl in a multiple'employo coslsharing plan. Accordingly, pension costs recognized in
the accompanying basic financial statements are equal to the statutorily required contributions,
wilh a liability recorded for any unpaid required contrjbutions.

n) Risk MaMsenent

The Municipality carries conmercial insurance covering casualty, theft, tort claims and other
losscs. Insurance policies are negotiated by the Puerto Rico Treasury Dc?artmcnt (the Trc.sury
Departnent) on behalf of all municipalities of Pue(o Rico. The Treasury Department pays thc
insumnce prcmiums on behalf oI the Municipality and then is reimbursed each y€ar through
monthly equal payments deducted from the Municipality's goss property tax collectioL! made
by CRIM.

The Municipality carries insurancc covcragc for dcath and bodily injuries caused by automobile
accidents. Tbjs insurancc is oblained through the Auromobile Accidenis Compensation
Administralion ("ACAA", by its Spanish acronym), a discretely componcnl unit of the

Commonwcahh. This insurance is compulsory for all licensed vehicles used on public roaals and
highways in Pucno Rico. The annual premium is $35 per liceDsed motor vchiclc, which is paid

dircctly 10 ACAA.

The Municipality oblains workers' compensation iDsurance coveragc through the State lnsurance
Fund Corporation ("FSE' by its Spanish acronym). a component unit of the Cornmonwealth.
This insuran€e covers workers against injuries, disability or death because of work or
employment-related accidents, or because of illness suflered as a consequence of thei
employmenl. Workers' compensatioD insuraDcc premiurs are also paid through monthly
deductions made by CRIM from the Municipaliry's Sross property tax collcctions.

The Municipality oblains unemployment compeDsation, non occupational disabilily, aDd driv€rs'
insurance coverage for its employees through various insurance programs administered by the
Commonwealth's Department of Labor and Human Resources (DOL). These insurance
programs cover workers against uncmployment and provide supplementary insurance €overage

for temporary disability. or dealh because ofwork or employmcnarelated accidenls or becausc of
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illness suffoed as a consequerce of their employment. Unemployment cornpensatioD, Don
occupational disability and drivers' imurance premiums are paid dirccdy to DOL on a quarterly
basis.

The Municipality also obtains medical iDsurance coverage for its enployees. Thc current
insurance policies have not been cancelled or terminated al June 30, 2011. In the past tkee
years, the Municipality has not settled claims that exceeded insurance coverage-

o) Fund Bala ces

On July l, 2010, the Municipality adopted the provisions of GASB Statenent No. 54, Frrd
Balance Repo ing and Goternmental Fund Type Defn ?,brs No. J, (CASB No. 54). GASB No.
54, which enhanced the usefulness of fund balance infomBtion by providing ctearer fund balance
classifications thal can bc morc consislcntly applied AIso, this statement esiablishes fund balance
classificatiorls that comprise a hierarchy upon use of the resources reported in governmental
tunds.

Pursuant to the Fovisions of CASB No. 54, the accompanying CFFS report fund balance
amounts that are considered restri€led committed, assigne4 and umssigne4 based on the relative
strength of constraints that contol how specific amounts can be spent. The Municipality has

recorded the following t)?es of fund balance classifications in thc govemmental funals:

. flesrlicr?d - Represenl resources lhat can be spmt only for the specific purposes stipulated by
consritulional provisions, external resource providers (externaly imposed by creditor or
grantors), or tfuough enabling legislation (that is, legislation lhal crqtes a new revenue
source and rcstricts ils use). E{fectively, restictions may be changed or lifted only with the
consent of resource providers.

. Comn ined Represent r€sources used for spccific purposes, imposed by forrnal action of the

Municipal's highest level of decision rnaking authority (Municipal Legislature tkough
rcsolutions and ordinances) and can only be changcd by a similar law, ordinance or
resolution, no later than the end offiscal ycar.

. Assigned R@rcscnt resources intended to be used by tbe Municipality for specific purpos€s

but do not meet thc crileria ao be classified as resticted or comrnitied (generally executive
orders approved by the Mayor). Intent can be exprcssed by the Municipal Legislature, thc
Mayor or by an ofl]cial or body to which the Municipal Legislature delegates authonty in
conformiry with the Law No. 8 I of August 30, I 99 I . as amende4 known as AutobonoLe
Mu icipalities Act ofthe Con onweaLh ofPrcfio Xrco (AclNo.8I).ln governmental funds
other than the gcnoal fund, assigned fund balance rcpr€sents the remaining amount Ihar is not
restri€ted or cornmitted.

. Unassicned Represent the residual classification for &e Municipality's general fund and

includes all spendable amounts not contained in the other classifications. In other fluds, tbe
unassigned classificalion is used oDly to report a deficit balance resulting from overspendiry
for specific purposes for which amounts had been rcshicled, committe4 or assigned.
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Negativc fund balance amounts are assigned amounts reduced to the amount that will raise
the fund balance to zero. Consequently, negative residual amounts is restricte4 cornmitted
and assigned fund balancc classifications have been reclassified to unassigned fund balances.

The Municipality repods resowccs constrained to stabilizatior as a specified purpose (restricted
or cortunitted tund balance in the general tund) only if: (I) such resources meet the other critcia
for thosc classifications, as descnbed above and (2) the cncumstances or conditions that signal
ihe need for stabilization arc idcnlificd in sufiicient detail and are not expected to occur routinely.
However, the Municipality has not cntcred into aDy stabilization-like arrangemcnts, nor has set
aside naterial financial resour€es for em€rsencies and has not €stablished lorrnal minimum tund
balance amounts as ofand for the fiscal year ended June 30, 2011.

When an expenditure is incuned for purposes for which amounts are available in multiple tund
balance classifications, the Municipality uses restricted resources fust, and then umcstrictcd
resources. Within unrestricted resources, the Municipality generally spends conn tted r€sources
first, followed by assigned resources, and then unassigned resour€es.

p) Inredu,td Acnviries

The Municipality has the following types of reciprocal and non-reciprocal inter-tund activities
rccorded among governmental fimds in lhe accompanying GFFS:

. In eFlund losns Represent rcsources (assets) provided by one govermental furd to other
govemmental fund with a requiremeni and cornmitment for rqayment (reimbursement),
which are recorded as "d e lron" in the leMer goverDmental fund and "due to i the
borrower govemmental fund- For amounts not exp€cted to be collected inter fund
receivables/payables are reduced to their estimated realizable (settlement) value, and the
portion of the inter-fund loan that is Dot expected lo be rcpaid is reported as a "transfer-in '

from the govemmental fund that provided the loan.

. Inter-fand tansfe^ (nansfen-in/(out)) Reprcscnl [lows ofassets (pernBnent reallocation
of financial r€sources among govemmental funds) without equivalcnl flows of assets in
reiurn and without a requirement for repayment. Transfers are rcporled as 'other Jinancing
,rier " in the governmcntal fund making transfers ar,d as othet ./inancing sorrce.t " in thc
govcmmental fund receiving transfers.

. Intet-firnd reir bursernefis - Represent repayments (reimbu6ements) from thc
govemmental fund responsible for particular expenditur€s or expenses to the governmental

tund that initially paid for lhem.

In the GFFS, inlcr-fund activity has not been climinated, as permitted by CAAI-

q) Use of Esti,rutes

Ihe preparation of the accompanying basic financial statements in conformity with GAAP
requir€s nanagement to make significanl estimates and assunptions that aflecl the reported

amounls oI assets and liabilitics and the disclosure ofcontingent assets and liabililies at the date

of the basic fmancial statements. and the r+orted amounts ofrevenue and expenscs during the

reporting pcriod. Actual r€sults could di{Ter from those estinratcs-
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t) Future Adoption of Accounting P.onourBements

The GASB has issued the lollowing standar& that have effective dates after June 30, 201 l:

. GASB Statement No. 5 7. Futkl OPEB Meaturemebts by Agent Enployers and Agent Muhiple-
Enplo)er Plans (CASB No. 57). The objective of this Statemed is to ad&ess issucs rclated to
the use of the alternative measurement method and the fiequency and timing of measrements
by cmployers that panicipate in agert nrultiple-employer other postemployment benefit
(OPEB) plal]s (hat is, agent employers)-. : The provisions of Statement No. 57 relatcd to the
use and reporting of the altemative measurement method are eflective irnmedialcly. Thc
provisions related to the fiequency and timing of measureme s are effe€tive for actuarial
valuatioff first used to report tunded status inforrnation in OPEB plan financial statemenls for
periods beginning after June I 5. 20 I L

. GASB Statement No. 59, Financial l^ttrune ts Orrrrr.rj (GASB No- 59). The objective oI
this Stalemenl is to update and improve existing standards regarding financial reporting and
disclosure requirements of certaiD financial iDstruments and extemal investmcnt pools for
whicb significanl issucs havc been identified in practice. This Statement is effective for
perio& beginning aner June 15, 201l.

. GASB Statemed No. 60. Acounting and Financial Repofting lor Senice Con.esiion
Arrangenents (GASB No. 60). Thc objcctive of this Statement is to improve finaDcial
reporting by addressiDg issues related to scrvice concession arrangements (SCfu), which arc a

twe of public-private or public-public parmcrship- This Statement is effective for pmods
beginning after Deccmber 15, 201 l.

. GASB Statement No. 61, The Financial Repoding Entitr: Onnibus an anendnent of CASB
State ents No. 14 and No. 34 (GASB No. 6l)- The objective ofthis Statement is to improve
I'inancial reporting for a governmenlal financial reporting entity. The rcquirements of
Slatement No. 14. Ihe Financial Reporting Entiry, and the rclated financial reponing
rcquirements of Statement No. 14, Barr. Financial Statemebts-atld Monagenent's
Discussion and Aholysk for State dnd Local Gow nerb, were amcnded lo better meet user

needs and to ad&ess reporting entity jssues that have arisen since the issuan€e of those

Statements. This Statement is cffeclive for periods beginning after lune 15, 2012.

. GASB Statement No. 62. CodiJication oJ Ac.ot ting and Financial Reporting Cuidance

Contained in Pre Novenbet 30, 1989 FASB Md IACPA Pronouncetnerb. The objective of
this Statement is to incorporate into the GASB'S authoritative literature certain accounting and

financial reporting guidance that is included in the following pronouncemenls issued on or
before Novcmber 30, 1989, wich docs not conflict with or contradi€t GASB pronouncemenas;

l) Financial Accounting Standard Board (FASB) Statements and hterpretations, 2)

Accounting Principles Board Opinions, 3) Accouding Rcscarch Bulletirc of the American
Institute of Certified Public Accountants' (AICPA) Committee on Accounting Procedurc- This

Statement is effective for periods beginning after December 15, 201l.

. CASB StatemeDt No. 63. Financial Repofline of DeJerred Outfiol'ts of Resourcat, Deferred

Inflo\rs oj Resources, and Net Position, which establishes guidance for rcportine deferred
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oulflows of resources. defened inflows of resources, and net position in a slatement of
financial position. The provisiotrs ofthis Statement are effective for financial statemerts for
periods begirning after December 15, 2011.

. GASB Statement No. 64, Deriyatiw lnstruments: Application of Hedge A&ounting
Temination Provisions an anenclnent of GASB Statenent No. t. The objective of this
Statement is to clarify whether an effective hedging rclationship continues aiio thc
replacement of a swap counterparty or a swap counterparty's credit support plovider. This
Statement sets forth criteria that cslablish when thc cffcclive hedging relationship conrinues

and hedge accounling should contjnuc to bc applied. Thc provisions of this Statement are

cflcctivc for financial statements for periods begiming after June 15, 2011.

Tbe impact ofthese statements on the Municipality's basic financial statements has not yet been

determined-

2. DEPOSITS

The Municipalily rnainlains its deposits of cash in various €ornrnercial banks located in Puerio Rico,
GDB and CRIM. Proceeds fiom all bonds and the tunds related to certain federal $ant awards are

requied by law tobe held with GDB.

On July I , 2004, the Muni€ipality adopted the provisions of GASB Statement No. 40 (CASB No. 40),
Deposit and lnvestuent Risk Disclosure, a Amenrlment to CASB Statenent No. J. This statement

requies that state and local governments disclose essential risk inforrnalion about deposits and
inv€stments. Thc disclosure requirements cover four main areas: (l) credil risk, (2) interest rate isk,
(3) cusrodial credit risk, (4) foreign cxchange exposure.

r Credit risk - This is the rilk that an issuer or other counterparty to an investment will not

fulfill its obligations. ln cornpliancc with the laws and regulations oflhe Comrnonwealth, the

Municipality has adopte4 as its custodial credit risk policy, the Statement of l restuent
CuLlelines for the Gore nenl o[ the Commonweahh of Prcrto Rico. Accordingly, the

Municipalily is only allowed to invcst its obligatioN ofthe Cornrnonwealth, obligations of
tbe Uniled States of America, ccrtificales of deposit, commcrcial paper, baDkers' acceplances

or in pools of obligations ofthe Muricipalities ofPuerto Rico, which are managed by GDB-
According to lhe aforementioned investmenl guidelines, the Municipality is not allowcd to

invest in rnarketable securities or any othcr ry?e of investments for which irredit risk exposure

nay be significant. Thercfore. the Municipality's management has concluded that the credil

risk rclated to any possible loss rela.ed to defaults by commercial banks on the Municipalitv's
deposits is considered low at June 30, 201l.

. Interest rat€ risk - This is the risk that changcs in interest rates of debr investments will
adversely affect thc fair value of an inveslment. The Mmicjpality manages its exposure to

decline. in fair valu€s by: (1) not includiry debt investments in its investments portfolio at

June 30, 201l, (2) limiting the weighied average maturity of its investments to periods of
three months or lcss and (3) keeping most of its banls deposils in interest bcaring accounts

generating interest at prevailing rnarket rates. At June 30,2011, the inlerest mte risk

associatcd with the Municipality's cash and cash cquivalent is considered low.
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. Custodhl credit risk In the case of deposits, this is the risk that in the eveni of a bank
failurc, thc Municipality's dcposits may Dot be recovered- Pursuant to the Statenent of
Inwstuent Guidelines fot the Gorernnent of the Connontealth of Puerto Ri.o, the balances
deposited in cornmercial bank by the Municipality are insured by the Federal Dcposil
Insurance Corporation (FDIC), generally up to a maximum of $250,000 per depositor. In
addition, public tunds deposited in conmercial banks by the Municipality are tully
collateralized for the amounts deposited in ex€ess of the federai depository insurance. All
securities pledged as collaleral arc beld in the Municipality's name by the agents of the

Conmonweahh's Secrelary ofTreasury. Deposits ofGDB, amounting to $l1,12I,447 at June
30, 2011, are uninsured and uncollateralized. However, no losses related to defaults by GDB
on deposit transactions have been incurred by the Municipality lhrough June 30, 2011. It is
management's policy to only maintain deposils in bank affliated to FDIC to minimize the
custodial credit risk, except for GDB. Therefore, the Municipality's management has

coDcluded that at June 30, 201l, the custodial credit risk associated with the MuDicipality's
cash and cash equivalents is considcrcd low.

. Foreiqn erchanqe risk T}lis is thc risk thal changes in exchange rates will adversely affect
the valuc of an inveslment or a deposit. According to the aforementioncd invcstmcnt
guidelines, adopred by the MuDicipality, lhe Municipalily is prevented fiom investing in
foreig! securities or any other tlpcs ofinvestmenis for which forei$ exchange risk exposurc
may be significant. Accordingly, management has concluded thal the forcign cxchange risk
related to thc Municipality's deposits is coNidered low at Junc 30, 201 l.

Thc Mmicipality's bank balance of deposits with financial institutioDs is categorizcd to provide an

indication of the level of collateral risk assumed by the Municipality at June 30, 2011. Risk
calegories are described as lbllows:

s ?:91950

r6Irl

Dl.j.d tuod

C6i iiGDBorCRIM,afisElac a

?.16s.7r6 t rr,3l{,7Jr

ll.r,]l'4.1]

3. MI]NICIPAL LICENSE TAXES

The Municipalily is authorized by Law No. 8l to impose and collect municipal license taxes on all
trade or business activities operated by any natural or legai person within thc terri.olial area of
Pcnuelas. This is a sclf assessed tax genoally based on the business volume mcasured bv gross

sales. Thc Municipality establishes the applicable tax rat€s. AtJune30,20ll, lhe municipal lax

rales imposed by the Municipality werc 1.50% for financing institutioDs and 0.40% for olher tlpes of
laxpayers. Any taxpayen that have been ganted with panial lax exemptions under any of the
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incentivc tax laws ofthe Commo8wealth ultimately pay municipal liceffe taxes at reduced tax rates,
generally between 60% and 90% under standard rates.

Each taxpayer must asses hii/her corresponding municipal license tax by declaring his/her volume of
business through a tax rctum to bc filed cvery April 15 based on the actual volumc of business
generated in the pre.eding calendar year.

Taxpayers with a sales volume of $3 million or more must include auditcd financial statemcnts with
rheir tax returns. The tax can be paid by the ta\payer in two equal installments due on July 15 and
January 15, subsequent to the filing of thc dcclaralion.

The first installment of the tax covers the six-mo h period ended December 3 1 , subsequenl to the
filing date of the declaration, while the second illstallInent of the ta\ covers the six-month period
ended June 30 of the subsequent calenalar year- If a taxpayer elects to pay the tax in tull on the filing
date ofthe declaration (generally April l5), a 5% discount is granted autornatically on the total ta\

Any muDicipal license taxes collected in advance (that is, pertaidng to a future period) arc rc.ordcd
as deferred revenues. Dcforcd municipal license tax revenues recorded h the accompanying GWFS
and GFFS amounted to $4,022,005 al June 30, 201I, which reFeseds municipal liccnsrs collected in
advance for the taxablc year 20 I I -20 I I .

4. PROPERTY T-{XES

The Municipality is authorized by Law No. 8 I to impose and collect personal and real propc(y laxes.

Under the laws and rcgulatiois ofthe Commonwealttl peEonal property laxes can be imposed to any
natural or legal poson that al January I of each year is engaged in trade or business and is the owner
ofpersonal properry used in trade or busincss.

Personal property taxes are self-assesscd by taxpayers every year gencrally using the book value of
personal property assets orvned by the taxpayer at January I (assessment date) and reponing such

ta\able value thrcugh a personal property tax retum filed on May 15 subsequent to the assessmenl

date. Thc total personal property tax ratc in force at June 30, 20l l was 6-13% (of wlich taxpayers
pay 6.13% and 0.20% is reimbursed by the Departrnent of Treasury). Real property laxes are

assessed by CRIM. The assessment on real Fopcriy is made every January I and is based on

estirnated current va)ues of lhe property deflated to 1957 market prices. The total real property tax
rate in force at June 30, 201I was 8.33% (of which 8.13% is paid by taxpayers and 0.20% is also

reimbused by the Department of Treasury).

Residential real property occupied by its o*'ne, is exempt by law from property taxei on thc first

$15,000 ofthe asscssed value (at 1957 market pric€s). For such cxempl amounts, the Department of
Treasury assumes payment of the basic tax (4% and 6% for personal and real ploperty, r€spectively)

to the Municipality, excepl for propeny assessed of l€ss than $3,500 (a1 195? markel pricc$), for

which no payment is made.

CRIM is responsible for the billing and collectioDs of real and personal property taxes on behalfof
the Municipality. Prior to the beginning of each fiscal year, CRIM informs lhe Municipalitv of the
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eslirnatcd amount of property ta\ expected to be collected for the emuing fiscal year. Tkoughout
the year, CRIM advanccs fimds to the Municipality based on the inilial estirnaled collectioDs- CRIM
is reguired by law to prcpare a settlement statement on a fiscal year basis, whereby a comparisoo is

rnade between the amounls advanced lo the Municipality and amounts actualy collecred from
taxpayels. This settlcmcnl has to be completed on a preliminary basis not laler than cach December
31. IfCRIM remits to thc MuDicipality property tax advances, which are less than thc property tax
actually collected, an additional Fopcrty tax receivable is recorded at Jrme 30. However, ifadvances
excccd thc amouDt actually collected by CRIM, an intergovernmental payable is recorded at June 30.

Law No. 8l providcs for lhe levy ofan annual special ta{ of 1.03% ofthe assessed value ofall real
and pcrsonal property not exonerated from taxation. Such special tax is levied and collected by
CRIM. Collectiotrs of this special ta{ are remitted to the Commonwealth's debt service tund for
pa).ment of debt service on general obligatiom ofthe Commonwealth.

In addition, 1.50% of the total personal and real property tax€s collected by CRIM is restricted for
the Muricipality's debt service requirements a is retained by GDB for such purposes.

The Additional Lottery System of the Commonwealth (he "Additional Lottery") is an Aerational
unit reponed as an enterprise tuDd oflhe Cornmonwealth which crmently operates several betting
altematives to the citizms ofPuerto Rico- The Additional Lonery is required every year to distribute
a ponion ofits excess of revenues over expenses as follows:

i. Thirty five percent (35%) of ils nct carnings (defined as the excess of revenues over expe.ses
less an rLrnount carrnarkcd for the Fund for Rent and Home lmprovement Subsidy Program for
the Low-lncome Qualifying Elderly) is earrnarked to the mu cipalities ofthc Cornrnonwelth, of
which a rnaximum of $26 million, on an annual basis, is distribuied to the Municipal
Equalizztion Fund held by CRIM to cover operaling expcnses and permanent improvements of
thc municipalities.

ii- An addilional amount not excceding $16 miliion, on an annual basis, is distributed to thc
Municipal Equalization Fun4 provided it is within the 35% corresponding to the municipalities
ofthe Commonwealth- W}len the accumulated municipal appropriatioN ftom lhe municipalities'
Puerto Rico Heallh Reform are covered up to June 30, 1997, these resources will be assigned to
thc Hcallh Insurance AdministratioD. a componcnt unit ofthe Connnonwealth.

5. SALES TAX

Or July 4, 2006, the Governor of Puerto Rico signed into law the Taxpayer Juslice Act (A€t
No.l l?, H.B. 2193). The new law imposes a municipal salcs tax at a rate of 1 5% (c{fccdve July l,
2006) and thc Commonwealth sales tax at the mte of 5.5%, with an cffeclive date of November 15,

2006. Conversely, the Cornmonweatth of Puerto Rico eliminated the excise ta\ of 6 6% on some
imports (taxes on cigarettcs, liquor, and cars are slill in effect) and irplementcd the sales and use tax
("sales tax") syslenl Accordingly with this law the municipal salcs tax is administered at thc local

Ievel, and the ComnoDwealth sales tax is administered through the Puerto Rico Treasury Deparhrent.

Conscquently, separate registralion and filing forrns are rcquired of retailexi.
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In fiscal ycar 2007'2008, the Municipal Legislature of the Municipality of Penuehs approved an
Ordinance eslablishing a citizcnship contribution of 1.0% over all busircss or personal traNactions
rclatcd to salc of goo& and/or scrvices rnade on the Municipaliti€s boundaries. The resources
collected due to this tax assessment will bc uscd in local acdvitics likc irnprovcmcnts in health
scrvices, improvements in the control and managemefi of solid waste disposal and recycling
programs. public improvements, improvements of public safety, and naintenance of all public
facilities of the Municipaliiy.

Any perso corporation is required to regisler with each municipality in which it conducts
commercial transactions and in thc Pucrto Rican Trcasury to obtain a Rctailcr's Rcgistration
Ccrtificatc, cxcmption ccrtificatcs, and 1ax retums forms. Thc rctajlcrs arc rcquired lo filc and scnd
moDthly sales tax retums by the 20th day following the month in which tbe tax was collected.

Also. on July 29, 2007, the Governor of Puerto Rico sigred into Law an amendment of Act No. I I 7,
H.B. 2193 l(nown as Act No. 80. The most significanl amcndmenls were: first, to uniform the ta\
rate at 7% of which thc municipalitics will collccl l% and Ihe Puedo Rico Treasury Department the
oths 6%, .05% of the 6% belongs to the municipality and it is distributed tkough three separate
tunds: Municipal Dcvclopmcnt Fund, Municipal Redemption Fund and Municipal Improveme s

Fund; sccondly tbc cstablishmmt of a Local Commercial Rule and the elimination of source and
nexus rules to imposc thc salc and use lax.

These funds are administered by the Govemment Developmcnt Bank for Puerto Rico. Finally, the

Law restricts the usc of thc fun& by the municipalities to certain specific activities.

6. INTERGOVERNMENTAL RECEIVABLE AND PAYABLE

Intergovernmental receivables and payables recorded in the accompanying GWIS and GFFS are as

follows:

Srrt.mcnt
goverinenbl of nct

InterAote ne"ral re.enzh les:

Pldo Rico Omce otuhcCommissioner ofvunicipal afrant
Cohmnny Dcvelopoenl Blck Cnnh kogim

Pudo Rro DEpndm.dofl3bd Ad No 52

Pudo Rico Adminis tio' lor Inregftl Cftc and
Developnm r of c hil dren

Tool,NeBovernmentl r€e,ubles

Pueno R,co Tusur-a Deranmsr
P@fto Rim Delrnn lolljbor
P@no Rio &ueduct and Seler Audoiq

Tobl itusgovmn.n6l Fyrbles

s 611,75! $ 612.752 S 612.752
160,993 160,993

19,936 19.916
6.!44 6J44

!

-i-]30.%,

1,6.19 $ r.649

24n,76I
7.959

Intergovernmental receivables and payables represent the pending settlcments of the aforementioned

intergovemmcntal traDsactions.
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7. INTERF'UND BALANCES

On July 1, 2003 the Municipality adopted the provisions of Statement No. 38, Certain Financial
Statement Note Disclosures, issued b the Gowmnental Accounting Standard, Board. This
statement requires the disclosure of the flow of resources bdween funds and to assess the
colleclibility ofintcrrund balances. Intcrfirnd balances at Junc 30, 201 I consisted of the following:

Tot r $ 129,964

-19!ssl9:-c9::!E!gi:!g:-
sp.ci'l SPftin

r.Y.nup lund r.v.tru. fu t .

Spri.l r.v.nu. fu.d. t4.l& Siat. Othersrit
Du./.dv.m.r to: Headstan Gr"rl C.tuis

$ 47J43 $ 154.06r $ 392,672 S 594,676

Totl $ 47943 $ 154.061 S 192.672 $ 594,676

At JuDe 30. 201I all amounts due to among funds are considered collectible by the Municipality's

The principal purposes of inter-fund receivables and payables are to recognize in the outstanding

balance of the loans grante4 the etTccl ofthe Factice ofpooling cash in the current account, and to

lemporarily cover the palroll and other oPerating costs of several federally, and local and state funded
programs.

The principal puposes of inter-fund transfers are to rnake a roulinary transfer of resources from the

genoal fund to the debt scrvice fund to coYcr the priDcipal and interest payment on certain bo.d.

Thesc debt service paynenls were made on January and July 20 I I -

Inler-fund receivables and payablcs repr€sent the pending settlements oflhe aforementioned transfers

at Junc 10,2011.

This Spsce Has Been Lefr Blank Intentionauy
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NOTES TO BASIC FINANCIAL STATEMENTS (CONTINI]ED)
YEAR EN'DED JTNE 30, 20 I I

8. CAPITAL ASSETS

Clap;tal asscl activity for the year cnded June 30, 2011, was as follows:

Depreciation and amor.izatior of capital assets was charged to tunctioN/activities in the
accompanying goverrmeni-wide statement of activities as follows:

Ju.e 30.2010 infie.ses Tr.nsferi. (oul) Junel0.20ll@[B gs
ab$ basis oI capnal N6, nor $bj{t

to &p!eci!tio! ard amortizar ion:

Consrrution in proeres

Toralcos hasis o I capit al ,sct, nor

subecr ro &preciarion and anod iu rid.

cosr basn or capnal asB. nDjecr to
deprcciatio. and moniztionl

Buildings, stur@s lnd bnldrng improv@enrs

Land I mpro vem ents

Liceoedvehicles
Machinery and eqlipneni

Total con bosis of capnd asrs snbjecr

to depreciar ion andrnonizrion
Torll cosr hasis ofcapnd asrs

s 659 r23 $ 659 r21

3.44e,76e 4,08.1,e67 -____-lL!:j!:), 4,084,e67

,1.034,96? (3.,149.769) 4,144,090

228_502

J.526.493 31.323

2.164.t1,1 n9,072

s 43,36t.911 4,305.867

Brl.rce Depreci,tiotrrtrd

,I Amortizitior

713,921

Eipense Reclrssilicltion! June l0,2Ol I

21.621.235

11,662,259

223.502

5,603,326

-___t !91!!!_

41,423,104

Buildine\ irrrucs and bnildirB inproremenB

Machincry and eqlLpmenr (1.63r..l]7)

$ 23,76,1.271

(10,243)

(22r,r55)
(r.367.r64)

(5,461.137)
(4,ss4.672)

(163.13.1)

(1,906,592)

(16,965,022)

$ 31,202,776

$ 513,317
32.131

-)2tL
_!___L!!l!!L

l or al accmulat ed d.p rcc iano n addamortiarn (1j,097-653)

CAPITAL ASSETS NET

The d€pr.ciarion cxpene isd.raileddfollow
CcneBl govemmenr

Heahh and wftre
Cultue recration and ediarion
Conm0ny deveiopnent

Toral'lepreci io. ddaoodia.on expens
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9. EMPLOYEES RETIREMENT SYSTEM

a) Plan Desctiption

The Municipality's enployees participate in the Erployees' Retirement System of thc
Government of Puerto Rico and its Instrumentalities (ERS), a costsharing multi-employer (as

related to the Municipality's reporiing entity) defined pension plan established by $e
Commonwealth. Subslanlially all full-time employees ofthe Commonw€alth and substantially
all municipalities are covered by ERS under the terms ofPublic Act No. 447 ofMay 15, 1951, as
amended (Act No. 447). All regular and temporary employces ofthe Municipality become plan
members ofERS at thc alatc of employnent, while it is optional for officers appointed-

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

. Relirc enl Afir|uiry

ERS nembers are eligible for a retnement annuity upon rea€hing the following age:

Policemen and firemen:
50 with 25 years ofcredited service
58 with l0 years ofcredited service

Other employees:
55 wi.h 25 years ofcredited service
58 with | 0 years of creditcd scrvice

ERS members are eligible fo. monthly benefit payments determined by the application ofthe
stipulated benefit ratios to the member's avelage compensation. Average compensation is

computed bascd on the highest J6 monlhs ofcompensation recognized by ERS. The annuity,
for which a mcmbcr is cligjblc. is limited to a minimum of$300 per month and a rnaximum
of 75 percenl of the average compeDsation.

ERS membos arc eliglble lor meril annuity with a minimum of 30 ycals or more of credited
service. The annuity for which the plan member is eligible is limited to a minimum of 65
percent and a ma\imum ol75 perccnl ollhc average compensalioo.

. Defe ed Retbement Annuit!

A panicipating employee who celses to be an employee of the Municipaliiy after having
accumulated a minimum of ten years of credited sovice qualifies for retirement bencfils
provided his,&er contributions are left in ERS until reaching 58 years ofage.
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. Coordina,ed Plan

On the coordinated plan, by thc lime the emplovee reaches 65 years old and begins to receive

social sc.urity benefits, the pension benefits are reduced by the following:

(a) $165 pcr month, ifretired with 55 vears ofage and 30 vears ofcredited seflice'

(b) $l l0 per month, ifretired with less than 55 vears ofage and 30 years ofcrcdiied

service-

(c) All other between $82 and $100 per month.

(d) Disability annuities under the coordinated plan are also adjusted at age 65 and in

some cases can be reduccd over $165 per month'

. Non-Coordiruted Plan

On the non-coordinaled plan the pa(icipating employ€e and does not have any change on the

pension benefits upon receiving social security benefits.

. Rel,etsionny Annuily

An ERS mcmber, upon retirement, could elect io reccive a reduced retirement annuity giving

.." "i-"." 
U*"fri p"V-"nts lo his/her d€pendents. The life annuitv pavments would start

afier the rtearh of thi ietice for an amount not less thar $240 per year or Sreater than the

annurty paymenls beints Ieceiv€d by the reliree.

. Occuporional DisabilitY Annui$

A oanicrDalins employec. $ho as a direct resull oj rhe performance ol hisi€r occupalron.is

rorallv anO peimanenrtr drsabled- is ehgrble for a disabiliry annuil) ol :0 percenr o' tne

compensaiion re.eived at the time of the disabilrty.

. Nonoccupatio al Disabilitr Annuitf

A participating cmployee, totally and perrnaneotlv disabled for causes not relared to his/her

*iunat,on and $iih no lets than l0 vears ot credited seni,:c ts eligible lor an annuitv of

; il;;;;,;'il;;"e" co.p.n,urion of th" fi."t 20 vears of credited services' increased

by 2 percent for ererl addilional vear ofcredtred scrvice in e'(ces' ot20 years'
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. Detth Benefr^

(r) Survivins spouse annuity equal to 50 percent of the participating employee's
salary at thc date of the d€ath.

(b) Children - $10 per month for each child, minor or sludent, up to a ma\imum
benefit per family of$100-

E9!91!!g!ery the contributions and interest accumulatcd as of the date of lhc d@th plus an

amounl equal to the annual compensation at lhe timc of the death.

Bene{iciary with surviving spouse age 60 or over and a chil4 18 or under, up to 30 percenl

(60 percent, if not covered under Title II of the Social Security Act) (increased to 50 percert

effective January I, 2005) of retiree's pension or otherwise the excess, if any, of thc

accumutateal contributions at the time of retiremcnt over the total annuity benefits reccived

beforc death, limited to a minimum of $750.

. Refunds

A participating employcc who c€ases his/her employment with the Municipality without thc

righl to a retiremcnt annuity has the right to a refund of the conlributiorls to ERS plus anv

inter€st eamed thereon-

. Cost of Liing Adiusb ent lot Pensioh Be,refirs

Public A€1 No. 10 of May 21, 1992 (Act No. l0) provided for increases of 3 percenl everv

tkee or more years of retirement. Act No. l0 rcquircs further legislation to gant thh

increase every three years subj€ct to the presentation of actuaial studies regarding its cGts

and rhe source of financing. To protect thc financial health of ERS, the in€rease ganted

during 2001 and the oDe granted on January l, 2005 are being fmanced by the Municipaliry

and the othel participating employers.

To avojd any economic impact on ERS, thc emplovers are r€sponsible for contributing to

ERS the am;ufts io cover lhe benefit payments and the emplovcr and employee contributions

with rcspect to thc participants covered until the participants reach the nornral retiremenl age-

54



MLNICIPALITY OF PEi'IJELAS
COMMONWEAITH OF PUERTO RICO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED Jf]NE ]0. 20 I I

. Amerulmen! to Act No. 147 eflecli'e Jonuary 1, 2M0,o crcate t Defined Corrtribution

On Scplcmber 24, 1999, Publi€ Act No. 305, afl amendment lo Act No. 447, was enacted to
establish a defined contribution plan, known as System 2000, to cover errployees joining
ERS on or after January l, 2000-

Employees that parlicipated in the original plaD as of December 3 I , 1999, had thc opportunity
to elect to either stay in the dcfined benefit plan or transfer to Syslem 2000. Erployees thal
joined the Municipaliry on or after January l, 2000, wcrc only allowed to become members

of System 2000.

Syslem 2000 is a hybrid defincd contribution plan, also kno\l'n as a cash balance plar' Under

this new plan, there is a pool ofplan assets, which is invcsled by the System, togcthcr will
those of the €ost-sharing mulii-employer defined bencfil plan. Neither the Conrmonwealth
nor the Municipality guarantce benefits at retirement agc. The annuity is based on a formula
which assumes lbal each fiscal year the employee's contribution (wilh a minimum of 8 28

percent ofthc cmployee's salary up to a maximum of 10 percent) is invested as instructed by
thc crnptoyee in an account which either: (l) eams a fxed rate bascd on lhe two-year
Constant Maturity Treasury Notes, (2) eams a rate equal to 75 percent of the retum of the

ERS' investmcnt portfolio (net of management fees), or (3) earni a combination of both

altematives. Participants receivc periodic account statements similar to lhose of defined

conaibution plans showing their accrued balances. Disabitity bcnefits are not grantcd under

System 2000, rathcr are provided to those particiPants that voluntarily elect 10 panicipate h a

private insurance iong-term disability progam. Thc employers' contrib'rtions (9 28 perccd

ot the employee's salary) with r€spect to employees undcr System 2000 will continue and

will be used to fund the coslshanng multi-employer dcfined benefit plan.

System 2000 reduced thc retirement age fiom 65 years to 60 for those employces who joined

the cuIrcni plan on or aftcr January 1,2000.

Historically, the state govemment of the Comnonwealth of Puerto Rico has reportcd ERS

and System 2000 in its basic financial statements as pcnsion tust funds. Accordingiy, the

Conmonrvealth is clmcnlly assuming any actuarial deficiency that may exist or fiise related

to thc Municipality's participating employees because ERS does not allocate to thc

Municipality any ac.uarial deficiencies pertaining to participating municipal employees. The

Municipality is only required by law to rnake slalutory contributions at the rates detailed

. ReeetuAmend e s .o Act No. 417

The Senate and the Housc of Representatives ofthe Commonweallh of Puerto Rico have the

authority for establishing or amending the contribution requiremeDts of System 2000 by

approving the necessary amendments or laws, subje.t to the final approval of the Governor of
thc Commonwealth ofPuerto Rico.
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In June and July 2003, the Governor of the Commonwcakh signed tkee Public Acls that
provided lhe tollo$rng certain bcncfit. to retrrco:

(a) Inoease in minimum monthly pension payments to $300, efTective January l,
2005.

(b) Triennial 3 perceni increase in all peDsiors, effective January l, 2005.

(c) Increase in widow anayor beneficiaries to 50 percent of the beDefit received by
the deceased pensioner, elfeclive January l, 2005.

All the bcncfils granted will be tunded though budgetary assignments in the Municipality's
gencral fund with respect to its retired employc€s.

The Board of Trustees of ERS approved effeclivc November 17, 2003, an incrcase in the

amount gmnted on Fersonal loans to participating employees from $3,000 to $5,000.

b) Fat ding Policf

The contribution requiremcnl to ERS is estabtished by law and is not actuarially dctermined.
These contributions are as follows:

Municipality and
other employers 9.28 percent ofapplicable pa)T oll
Employees:
Coordination plan: 5.?8 percent of goss salary up to $6,600 per year, ptus

8.28 percent gross salary in excess of $6,600.
Supplemenlation 8.28 pcacent of gross salary. This is the only choice
plan: available to policemen, firemen and mayors

Thc conlribution requirement to System 2000 is also established bv law and is not actuaiallv
d€termined. These contributions are as follows:

Mruicipality and
other employers 9.28 percent ofapplicable pa)T oll
Employees: 5-78 p€rcent of goss salary up to $6,600 per year,

plus 8.28 percent goss salary in excess of $6,600.

c) Annual Contibt,iorl

Tle actual combined employer and employee contributions to ERS and System 2000 ftr the

curent and past two years, which are equal to the statutory required contributions' are as follows:

Clntrib{tions ro Reinendt Plan

5209.557 s 2ll.58l s189,109 ! 251,886 5139,211

s20r.557 s192,t52 s 2ll.58rl sr89.109 s 2i1.886 !189.211
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10. LONC.TERM DEBT

The Municipality's Legislaturc is legally authorized to determine the contracting of debts of the

Municipality. Ncvertheless, thc laws and rcgulatioN ofthe Commonwealth also provide that:

. Direct obligaliom of thc Municipatity (evidenced principallv by bonds and notes) are

backcd by the tull laith, €redit and taxing power ofthe MuniciPalitl and

. Direct obligations are not to be issued if the amount of the principal of, and hterest on,

smh bonds and notcs (and on all such bonds and notes issued thcreafter) which are

payable in any fiscal ycar, together with anv amount paid by the Municipalitv in the

praeding fiscal year on account of bonds or notes guaranteed bv the Municipality,

exceed iO percent of the total assessed value of thc propertv located within the

Municipality plus the balance of the ad valorem taxes in the debt service tund, for bonds

payabl; to be repaid with the proceeds ofproperty taxes restricted for dcbt sen ice

Inaddition,beforeanynewbondsornotesareissuerl,lherev€nuesofthedebtserviceflmdshouldbe
sufflcie to cover th; proiected debt service requirement. At June 30, 201l, the Municipality is in

compliance with the d;bt limitation requirements. The general long{erm debt activity for the ye3r

ended June 30.201I was as follows:

A&ft6os@Lhliilhdftdr:m

- a!!r!!!L

_ !t!,!:L

--l.]gtrggq

The Municipality issucs general and special (public improvemc s) obligatiois bonds and notcs to

pi""ia" i"i ir," ,i"qri'i i., and construcrion oi major capilal facilities and-equipment' as well as' to

;;;;;". opemtins n.'cds. Bonds and notes pavable at Junc 30 201I is compmcd of the

following debts:

This Sprce Has Been Left BIM* Ihtentionallr
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Ouhtrndins
General rnd Specirl Obliq.tions: Arnount
$2,630,000 rent bond series ol 1999 payable in annual installmmts ranging
fiom $ I 50,000 to $245,000 through July 201 9, interest ranging 5.00% to 7.8 I % S I,555,000

$1,760,000 rent bond series of 2000 payable in annual installmmts ranging
fiom $45,000 to $ 130,000 through July 2026, interest ranging 5.00% to 7.00% 1,200,000

$1,300,000 rent bond series of 2001 payable in aDnual iDstallments ranging
from $35,000 to $ 105,000 tkough July 2027, inter€st at 5.00% to 8.00% I ,000,000

$1,070,000 rent bond scrics of 2001 payable in annual installmeds ranging
liom $70,000 to $110,000 through July 2018, inierest ranging 5-00% to 8.00% 615,000

$135,000 rent bond series of 2002 payable in annual installments ranging from
$5,000 to $10,000 through July 2027, interest rating at 5-00% to 7.00% 90,000

$475,000 rent bond series of 2002 payablc in annual installments ranging from
$20,000 to 545,000 tkough July 2022, intcrest ranging 5.00% io 7.00% 340,000

$1,965,000 rent bond serjes of 2002 payable in annual installments ranging
ftom $55,000 to $ | 60,000 tkough July 2027, interest at 5.00% to 7.00% 1,590,000

$2,085,000 renr bond series of 2002 payable in annual installmerts ranging
fiom $65,000 to $ 165,000 through July 2026, interest at 5.00% lo 7.00% I ,625,000

$1,115,000 rcnl bond series of 2004 payable in annual installmerts ranging
fiom $30.000 to $85,000 through July 2028, interest ransins 5.00% io 6.50% 925,000

$1,195,000 general obligations bonds series of 20M payable in semi anDual

installments ranging of $125,000 10 $150,000 tkough July 2015, i erest

rangingof5.00% 550,000

$1,730,000 general obljgations bonds series of 2005 payable in scmi annual

installments ranging of $45,000 to $120,000 tkough July 2031, iDtcrest of
5.00% 1,530,000

$3,021,000 general obligation bonds series of 2005 payable in semi annual
instalments ranging of $ 10,000 to $281,000 lhrough July 2030, interest rangjng

of5.O0% 2.916,000

$3,685,000 general obiigation bonds soies 2005 pa)able in semi annual

installments ranging ftom 5100,000 to $ 250,000 though July 2031, intcrest
ranging of5.00%o 3,260,000
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General and Special Oblisations: (continuedl

$1,390,000 general obligation bonds series 2006 paFble in semi amual
installments rangine from $10,000 to $ 105,000 ihrough July 2031, inter€sr
runeile 6.25% to 1 )5%

$1,585,000 gcneral obligation nole series of 2008 payable in semi annual
installments ranging of $30,000 to $130.000 through July 2033, interest ranging
from 3.93% to 7.5%

$2,000,000 gcneral obligation bond series of 2008 payable in amual
instalments mnging of $35,000 to S180,000 through July 2011, intocst &om
5 .40% to 1 50%

$1,800,000 general obligation bond series of 2009 payable in annual
installments ranging of$35,000 to $150,000 through July 2034, intcrcst ranging
5 40 ro 'l 5Oo/"

$2,095,000 geneml obligation bond series of 2011 payable in annual
ifftallments ranging of $25,000 to $ 175,000 tkough luly 2036, interest at 6%
to 7 .50Yo

$1,000,000 general obligalion bond series of 20ll payable in annual
imtallments ranging of $10,000 to $85,000 througi July , interest at 6% to
750%

Outstanditrs
Amount

r,255,000

1.510.000

1,940,000

1,750,000

2,095,000

1.000,000

Total bonds $ 26,806,000

These bonds are payable liom the spe.ial ad valorem property ta\ of 1.50% and ftofi the 0.4% of
sales and use taxes collecled by thc Treasury Departrnent on behalf of the Municipality, which are

rcstricted for debt service and transferred to the Governrnent Dcvelopment Bank for Puerto Rico for
such purposes.

The laws and regulations of the Commonwealtb provide lhat public debt of the Municjpality will
constitute a first claim on the available revenue of the Municipality. Public debt includes bonds and
notes payablc. The good faith, credit and taxing powcr oflhe Municipality are irev$ably pledged

for the pronpt payment ofthc principal and interest ofthe bonds and noles payable.

The Municipality levies an annual additional special tax of 1.50% of the assessed value of personal

and r€al property. The pro.€eds of this additional special tax are depGited in a sinting turd
oslablished at GDB whereby sufficient funds must be set aside to redeem the bonds in minimum
annual or biannual principal and inter€st payments- The proceeds of this special tax are recorded in
the dcbt service fund.
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Interest rates on serial bonds subjecl to variable rates are reviewed periodically by GDB and are based
on the fluctuation ofGDB's weighted average rate for ils commercial paper program, not to exceed
8%. Under this progam, GDB issues cornnercial paper in the U.S. taxable and lax-exempt rnarkets,
in the Eurodollar rnarket and to corporations lhat have lax exemplion under the Commonwmllh's
Industrial Incentives Act and qualify for benefits provided by the U.S. Ifiernal Revenue Code Section
936.

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

20ll
2014

2015

2016

20]-1 202t
2022 2026

2032-2036

920,000

995,000

1.095.000

1,220.000

1,155.000

7.100.000

6.071.000

2,1:15,000

1,6t9,196

1.630.111

|,565.027
t,500.212

),429,113
6,021.486

4.t27.412
2l,l10,836

3r 8,188

s 2,559,t96
2,625,7 71

2,66Q.027

2,720,242
2.584.113

12.126,446

1t.227412
2?,i81,816

2.463,188

26.806,000 39,342.277 s 66.1'18.277

b) Notes Prydle to CRIM

Act No. 42 - Act No. 42 of January 26, 2000 was enacted to authorize CRIM to eoter into a

financing agreement of up to $200 million, for a term not ex€eeding 30 years. The financing
ageemcnt allows for the financing ofa dcbt that .he municipalities ofPuerto Rico have with CRIM,
arising fiom lhc final settlements of property tax advances versus actual collections through fiscal
year 2000. The amounls that the municipalitics will collect ftom thc additional property taxes

resulting fiom the increases in the subsidy ftom the Commonwcalth to the muricipalitics are

assigned tkough this law to repay such loan. Thc increase in this subsidy was the result of the

Public Law No. 238 olAugust 15, 1999.

Th^ Spoce Ha!' Bc"n Lpl Blonh lntentionalb'
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In addition, on July 1,2002, the Municipality entered into a repayment agrecmcnl with GDB and
CRIM to pay off the remaining $ 1,236,481 of cxccss of property tax advances tkough fiscal year
2000 and 2001. CRIM retains the principal and intercst from the property tax advances of the

Municipalily. The amounls retained by CRIM are remitted to GDB on July I of each y€ar through
July 1,2032. The repayment agreement bears interest at variable rares determined by CDB. The
outstanding principal balances of the note payable 10 CRIM amounted 51,063,508, at lune 30, 2011.
The principal and inlerest maturilies are as follows:

June30,

20t2
20t3
2014
2015
20t6

2017-2021
2022 2026
2027-2031

2032

Principal

$ 25.746

29.081

10.9r0
32.852

t91.912
268.448
364,069

_q__u!1r98

$ 65,412
63.795
62,075
60.244

58.106
257.848
tt\1,342
91.721

4.062

--____!:9i0r_

$ 91,158
91,158

91,158
91,r58
91,158

455,790
455,790

455,790
91,157

_I__12.1!.!l_

Totrl

Fimtrcins ofdelinque[t propertv tar accounts sold On July 1, 2007, thc Municipality entered

inlo a finaBring ageemcnt with CRIM in the amount of $579,165 for the payment of delinquent
property tax accounl sold to private investors. The financing agreemcnl in lhe form ofa line ofcrcdil
bearing inlerests at 6.50% during the ftst 5 years, and variabie interests 125 points over LIBOR rate

during the next 25 ycars. At June 30, 2011, thc outstanding principal balances amounted to

$486,500. The principal and interest maturitics are as follows:

June30,

2012
2013
2011
2015
2016

2017-202t
2t)22-2026
2t)27-203t

2032
s 486_500

s 30,260
28,819
27 374
25,937
24,496

100,867
64,843
28,8 r9

1.141

s 53,427
51,986
50,545
49,1O4
4-1.663

216.700
180.676
144.652
24.607

_!____!.t299-

Principal

23.167
23.167
23.)67
23.167
23.t67

I15,833
I 15,833
I I5,833
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YEAR ENDED JUNE ]O.20II

r,IMS- On Novcmber 28, 2001, the Municipahy entered i o a financing agreement with CRIM for
thc payment of the Municipality's share ofthe cost of an infornratior management systerq acquired
by CRIM on behalf of all municipalities, for thc rnanagement of a digital database of taxpayers
properties located in Pue(o Rico- Thc facc amounl of the loan was $235.660 and bears no interest.
The nole is payablc in monlhly installments of$2,633 tkough November 28,2011. This nole has an

irnputed interest ratc of5.95%. At June 30,201l, the balance ofthis note amounted to $15,344. Thc
princjpal and interest maturities are as follows.

Yerr ending June
30, Principal lnterest Total

2012$15.344$456$15,800

TotalS15.344$456$15.800

c) CompensatedAbserrces

At June 30, 201l, the liability for corpensated absences is corposed as follows:

Due within Due after
Srs-rslI 9!3-]ssr -.I9!c!

Vacatios ed sick le3ve 5202.719 32.115.959 32.118.678

rotal $2!2JE l1llL959 S2ll8.6?E

This Space Has Reen Lefr Blank Intetuionsll!

62
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1I. FUND BALANCE (DEFICIT)

As ofJune 10, 201 l, fund balance (deficit) is compnscd of the followins:

L.S.F

Tobl tund bdancs (deficn)

1.124

-

s lJ-!!l!,r _!!!!ll!l_

,54.5tr

31,315

,_!2!l!!L

r615:

2.616,92;

12,510

l2.l9l

t,r:

4,075.376

6,517,11;

I2. COMMITMENTS AND CONTINGENCIf,S

Liriqations

The Municipality is a defendant in a number of lawsuits arising principallv fiom claillls against the

Municipality fo.alleged improper actions, and other lcgal rnatters that arisc in the ordinary course of
the Municipality's activilies.

With rcspect to pcnding and threatened litigation, thc Municipalitv has nol repo(ed liabilitiB in the

general iunrl roi u*u,a.a unfavorable judgment because there is nor-liabililies with ' fired or

ixpccted due dale, which will requirc future available financial resourccs for its pavment-

It is rnaDagemenl's opinion, based on the advice ofthe legal couisel, that the potenlial claims against

thc Municipality not covered by insurance will nol rnatoiallv affect the financial resourccs for its
payment.
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NOTES TO BASIC FINANCIAL STATEMENTS (CONTINLIED)
YEAR EN'DED JTNE 30. 20 1 1

Federal Pnerans

Thc municipality participates h a Durnber of federal financial assistance proganrs. Th€se progains
are subject to audit on behalfthe grantors 1o assure compliancc with grant provisions. I f cxpenditures
are disallowed due to noncompliance with grant prograrns rcquircmcnts, thc Municipality rnay be
required to reimburse. these costs, to the grantor agency. It is the Municipality's Management
opinion, that any amount disallowed by fedoal agencies. will be imrnatoial to thc financial

Conmi nents

The Mudcipality has reported, outstandiDg encumbrances amounting to $14,959 in the gencral firnd
at June 30, 2011. The municipality intends to honor thesc encumbrances, which will continue to be
liquidated under the current year's budget during a lapse of period tbat extenals into the sLrbscqucnt

fiscal year.

13. SUBSEQUENT EVENTS

On June 16, 2011, the Legislature of the Cornmonwcalth of Pueno Rico issued Acr No. 94, which
established an incentive plar for the paymcnl of real and personal property laxes due, begrnning on

July 14, 2001. This Act provides a ta{ relief for the payment ofrcal and pelsonal property taxes

elimjnating accrued interested, penaltiej and charges ovcr unpaid principal of past due property tax

liability. The period that laxpayers have to enjoy for such beneflts is for exactly nincly ((90) days

besiffdng on July 14 lkough October 11, 2011. The unpaid property taxes covered under this Act
are those rclated to fiscal years 2009-2010 and earlicr (for real property taxes) and for years 2008 and

earlier for personal propeny taxes. Also, To get the benclit of this Act, il is requrcd ihal lhe property

ta\es for the fiscal year 2010-2011 and for lhe first semester 2011-2012 are paid.

On November 7, 2011, the Commonwealth approved Law Act No. 218. Act No. 218 cstablishes an

amncsly prograin available until February 29, 2012, in which taxpayers may pay, outstanding
incomc, estaie, donatiom and spccial real property tax dcbts with a discount of 100% of any

penaltics, interest and surchargcs ("the Program"). To bcnefit ftom the Program the taxpayer must
pay the total amount of the outstanding debl as of the date of paymcnl on or before February 29,

2012. This legislation extends thc benefits to those taxpayers with outstanding debts subject to
payme s plans. pafoll discounts and lhose who have tax returns Luder investigation.

On Novemb€r 22, 201l, the Coinrnonwealth approved law Act No. 231 which cr€atcs the Municipal
lrnprovemenls Flmd. The Municipal lmprovements Fund will receive .01% oflhe deposits collected

from the .05% municipal sales and uscs tax collected by the Secretary of the Treasury. The

collections will be deposited in an account or special fund in GDB to be distributed through

legislation by the Lcgislalive Assembly for public perrnancnt projects and inProvements in thc

municipalilies-

Erul of Notes to Basic Fina cial srarements
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BUDGETARY COMPARISON SCHEDLII-E GENER-AI FLIN'D
(SEE NOTES TO BT]DGETARY COMPARISON SCHEDTJLE)

JUNE 30. 20I 1

Municipal liccnsc td\es

Sal6 dd use laxes

Constructio excise taxes

Intergovemmenral gmts ed contributions

lnterest on deposits

Charges for sfliccs

Total revenues

Expmditxres and encumbrances:

General goverment

Cultue and recreation

Education

Total expenditues
Revenues over (udeo

expenditues and encumbrances

Other financins sources (usss):

Transfer to olhq govemftental inds
Toral orher finarcing sources (uses)

Nd incrase (decrease)

in tund balance (deficn)

Original

s 3.840.562

7,847,493

115,000

12',7 8N
,1.564,013

I10,8,10

44.730

l13.000

4,676,553

6,783,248

r,106,029

1,606,887

1,850,933

228,578

t6.452.228

t,141,750

Fitral

s 3,840,562

'7.841,493

315,000

'727,8m

4.564,013

130,84{

44,730

1r3,000

17,593,978 r7,591,978

(budgetarJ

ba'h)
s 1.899,307

7.056,616

325,251

72s.042

4.511.547

l3l.l67
48,6r3

13r.953

16,815,496

final budget -
ov€r (uder)

$ 58,745

(800.8?7)

9.711

(2.758)

146.466J

321

3,883

(758,482)

45,414

430.668

1,749

t2,326

9,584

1,151,498

391,016

4.676,553

6.',183,248

1,r06.029

1.606.887

1.850.913

228.578

16.4s2.228

1,141,750

4,631,139

6,552,580

1,094,280

1,581,653

1,838,607

218,994

(r.14r.750) (1,r11.750)

(1.141.750) (1.141,750)

15.917.253

918.241

(329.964)

(32e.%4)

s 588.279

81 r,786

811.786

588.279
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BUDGETARY COMPARISON SCHEDIJAE GENERAL FLND
(SEE NOTES TO BUDGETARY COMPARISON SCIIEDULE)

JUNE 10. 201l

Recorciliation of dllTeremes:

Sources/inflom of financial resources:

Actual amounts (budgehry basis) "available for app.opriarions"

nom dle budgetary comparison schedule $ I 6,835,496

Ditrerences - budg€tary basis to GAAPI

Differences in bases ofaccounting:

GAAP adjustmerts to raenues 9'10.4q)

Total revenues reported m lhe siatemeot of
revenues, expmditucs and changes in tund balances S 17,805,9951

Useroutfl ow of fi nancial resources:

Actual mounts (budgetmy basis) "total charg€s to app.opriations" fiom

the budgerary compa;son schedule (includins other financing uses) S 16,247.2t7

Entib, ditrcrences:

Non budgcted expenditures

Total expendilures and othe. lhmcing sour@s reported on lle siaternent

ofre'enues, expoditues md changes in fimd balanc€s $ )6.224011

See accompanying notes lo financial sialemots.
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I. STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

A. Budqetrrv Control

The Municipality's annual budget is prQared on the budgetary basis of accounting, which is not

in accordance with GAAP, and represents departmental appropriations recommended by the

Mayor and approvcd by the Municipal Legislature prior to the beginning of the fiscal vear'
Amcndments to the budget require the approval of the Municipal Legislalure- Transfers of
approprjations within thc budget, known as Mayor's Resolutions, do not require the approval of
the Municipal Legislature.

The Municipality prepares its annual budget including the operations ofthe gencml fund

For budgetary purposes, encumbrance accounting is used. The encumbmnces (i-e., purchasc

orders. contracts) are coDsidercd expenditures when incurred. For GAAP rcporting purposcs,

encumbrances outslanding at year_end are reportcd as reservations of fund balances and do not

€onstitute expenditurcs or liabilitics because the commitments will be honorei during the

subscquent Year.

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

of such fiscal year. Other appropriations, mainly capital project appropriations, are continuing

accounts for which the Municipal Legislature has authorized that an unspent balance from thc

prior y€ar be carried forwad and rnade available for curent spending.

The annual budger as presented in the Budgetary Comparison Schedule-General Fnnd is the

budga ordinance at Juni 10, 2011 rcpresenting the original brdget. There were no supplemental

appropriations for the year ended June 30, 20 I I .
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YEAR EN'DED JIJNE 30. 20 I 1

ash - Rcslricred for oament of cEent

t2\ Accouls receivable - PtlA ptoFcls 5

I:: Accouls re.eivable - HUD olher proiecls t
[5 /\ccoul receivable - mGcelh*o6 S

lt6l Albwance fd douhtul accouts dhcr
ttr S

Albwance lu douhful accouls lraud S

t20 T.r,l Rc.ivibles. net of alloMDc€ 6rdoubltul xcounti

l.ler Drosam - duc lrom S

Fumnue. eqDirmeni and mchinery - adminislEtim $ 102,10?

Accmuhrcd deprecialion $ (57,314)

roirl c.oilal ss€ts, ncr olaccumulated depreciation

,:12 Accouls payable <= 90 days S

-113 Accouls B\tble > 90 dals Pasl due t
lt1 Accrued wase/pa,toU laxes PaYable 5

L: ,r...^.4 
"-r"-ut"a 

uU."n"es c@cd lrnjo $

Accounls par2bl€ - H(]D PtlA Pogram s

Accourts Dry,hL - PHA ProFcls

,1tl Accouls ovable - other sovemftnt S

1.12 5

!
5

LoN liabilirv curetrl s

Ioi,l Cuftnr Lirbi[ries

Accrued cmDeNaled absc.ces N@{Me4
Total Non-cumnr li,bitries

lNesled in capital asets, ner of rehted .lebl

512.l urestratd Nel Assels
'fotrl Equirr/r-er Ass.ls

6E

Ibdirg Cloic. Vd.t.B

lll
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71,10G010 Housine Ass;slance Parme s 1.178

7r,100-0:0 S 1J78

?1.100 2,756

-ti0ll s t9'71

701101) $ 1,217,802

91100 Adrnmistratire salaries $ lsl,780

500 EmDloyee benefft contrburions - a&ninisEalive $ 41,347

OffEc Expenses S 15,809

Total ODemting-Administrrtive $ 228,936

962(x) Other scneral expenses

96t l0 omDensaied absences 5 1.124

9nlXrll Totd Other General ExPenses S 1,124

973fir1150 AllOther $ 1,158,746

9-101r Housins assistance P.Ymcnts $ 1,158,746

97150 HAP Poltabilit!-in s 2,257

97.l0t) DeDrec iatbn expcme $ 8913

97500

9780() DweIbs mis rent cxpense
$ rJ99,976

69

r.tr7t

|lrsiDg Ctoice vN.ners

706m1-010 llousins assistaDcc Dayrnents S 1.018,165

70600-010 onpoino arbninistrative fces eamed S 165.604

70601101r

70600 070 Admin fee calculation descriDtion s

r-04{)0 HUD PH,\ ooemtins srants $ 1.213.969
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FIANACIAL DATA SCHEDULE
YEAR ENDED JUNE 30. 20I I

110.1(101 0 Prbr Denod adiustments and codectirn ofeEoB Editable

L r010
Prior period adius.ments! equit"v trrnsftN, and comction or

s

r ll7G00r Adrninistative Fee Equity Bcsirtrrhs Bahnce $ 501,820

I I t7G0t0 Adrninisrative Fee Revenue $ t65.6(l+

I I 17G0,15 Fraud Recovery Revenue $ rJ78
I I t70 050 S l7

I liTr|051 C(nnmenl for Other Revenue
Cancekd Check -
IssEd mre than I ,r

t1 70-060 Toi,l Admin Fcc Rcvcnues $ 167,019

r$0E0 Tolal ODemtine ExDeBes s 230,060

t1 7G0r0 $ 89ll
1l ?0-(x)5 HoNins Assistance Porl,abil,tv In s 2257

tl l&l l0 $ 241230

ll '70 ,tt Net Administratne Fee $ (74211

ll 70'001 Administative Fee Eourtv Endins Balance $ 427,$9

rr70 AdministratiYe l'ee Equilv s 427,609

II[J0 00t Housinq Assistance Payments Equ'ty ' Besining Bahnce $ l67,t6l

lr130 010 Housins Assistance Palrn€nt Revenues $ l,M8J65

I I l8G0l5 Fraud Recovery Revenuc $ IJ78

I I t8G0l0 $ 1,040

1l 18(102 | Commnt for Orher Revcnue
Canceled Check
IssEd mor€ than 1 \,r

lll0 015 r
130-010 TotalHAP Revenues $ r,050,783

N0 080 Houins Assisla.ce PaYmenB $ r,158,746

l:! {-}91) 5

130-091 Conmenls for Other Expemes S

I lio 1Ul Total Housins Ass;lance Payments Expenses $ r,158,746

130-002 Net HousinE Assistance PaEnts $ (107,%3)

l8i!003 Housins AssistaDce Pa}mnts Equiry-E dins Balance $ 5q198

I ll)il) Housinc Assislrnce Prvments Equity $ 59,19E

lr 190 t10 TOTAIACC HCV UNNS I 2,E80

lr 190120 s

l90-2-10 5

u lql Unit Monlhs Available S 2,880

lrzr0 Unit Montbs Le$ed S 2,669

70

ua11

E6.rinc Golc€ V0cLrs

0t0 S



MLNICIPALITY OF PEi'TlELAS
COMMONWEALTH OF PT]ERTO RICO

NOTES TO FIAN ACI AL DAT A SCHEDT]IE
YEAR E}IDED JLNE 30, 20I1

NOTE A _ BASIS OF PRESENTATION

Thc accompanying Financial Dala Schedule (FDS) is a trial balance of the Scction 8 Housing Choice

Voucher Progam, administered by the Municipalily. The FDS was crcaled in order to standarizc thc

financial informalion reported by Public Housing Authoritics (PHA) to the Rcal Eslate Arsssment
Ce er (REAC). as required by rhc Uniform Financial Reponing Standards (LTRS). REAC is the US

Departmcnl of Housing and Urban Development (HuD) nalional manager ccnler created to assess thc

co.dition of HUD owned and assisted properties. The []FRS are .ules to implement requirements of
24 CFR" Pan 5. Subpar H, for the elcctronic filing offinancial information to HLID-

In accordance with the guidelincs for reporting and allestation requiremcnts of LIFRS, thc aclompanying
FDS is included as information supplcmentary to the finaocial statements. It was prepared using the

accrual basis ofaccounling, as required by REAC regulations.

7)



MLNICIPALITY OF PEiITJELAS
COMMON1 EALTH OF PUERTO RICO

SCHEDI]LE OF H<PENDITTJRES OF FEDERAL AWARDS
YEAR ENDED JI]NE 30. 2OI I

FEDEML GRANToR / P6s THRoucH
GIANToR / ?RocRAI, oR CTUSTER Tn[E

PAss TlRouaH FEDEr.r
GMTNUMBTR EXPFNDITURES

CFDA

U.S. Department of Agriculture:

Pass-rhrough rhe Commo.wealth ofPueno Rico
Departmot of Education:

Child and AdLrI Care Food Progrdm

U.S. Deprrtment of HoNing rnd Urbrn lhvelopmert:

Pass through the Comm@wcalth ofPuefio Rico -
Office ofthe C(nmissionds ofMunicipal Afiairs:

Community Development Bl@k Grant Program
ARRA- Commimity Development Block Gr t
Totat Commuity Developmenl Block Granl Clusltr:

Section 8 Housing Choice Voucher Progam

Pass lhrough the Commonwealth ofPuqto Rico
Depadrnent of Fam;ly:

ARRA Homelcssness hevention and Rapid Re Houling

TotalU.S. Depanm t of Housing and Urban Development:

U.S. Deprrtned of Energt,:

Pass'rhrough the Commonwealth of Pueno Rico -

ARRA Energy Efficiency and Conserlation Blmk Grant

U.S. Depadmrnl of gealih and Humtn Services:

Pass tkough ihe Commonwealth ofPuerto Rico _

Adminishadon for Childro and Falrlilid:

Head Sian ProgEm

ARRA - Head Slart
ARRA - Early Head Start

Total Head Stan Program Cluster:

U.S. Depinhert of Homel.nd Secuity:

Diasier Gmls - Public Assistace

TOTAL EXPEMITURI]S OF FEDERAL AWARDS

10.558 CCC-253 $ 384.149

t4-228 FC-51/AB-51 1,295,5,18

t4 255 08 AB/AR 51 245.000

1,540,548

t.213.969

r4 257 r22 2010-0002E1 98.751

2,853,268

8r r28 00llA 008 17.775

l4-87t N/A

9r.600 2.11,2011400348
241-20r0{00193

93.708 24t,2010400139
93.709 241-2010-l)00201

97.036 N/A

3,580,755

t48,267
478,641

4.207,663

599

See accompstrying Xotet to Schedule of Expenditures of feder.l Awr&.

12

s 7,463,454



MTNICIPALITY OF PEfIUELAS
COMMONWEAITH OF PI]ERTO RICO

NOTES TO THE SCHEDIJLE OF EXPENDITTIRES OF FEDERAL AWARDS
YEAR ENDED JIJNE ]O.2OI I

NOTE l: BASIS OF PRESENTATION

Thc accompanying schealule of expenditur€s of federal awards ircludes the fedffal gant activity of the

Municipality of Pcfiuelas, Cornmonwealth of Puerto Rico (the Municipality) for the vcar ended June 30,

2011. The Municipality's reportiry entity is disclosed in Note I to the Municipalitv's basic financial

statements as ofand for the fiscal year ended June 30, 201 I

The acconpanying schedulc of expenditures of federal awards is preserted on the modified accrual basis

ofaccounting.

The informaiion in this schedule is prcsented in accoralance with thc requiements ofOMB Circular A_

133. Audits of Slates, Local Governments, and Non-Profit Organizations. Thereforc, some amounts

prcsented in this schedule may aliffer ftom amounls presentcd ir! or used jn the preparalion of, the basic

financial statements.

NOTE 2: SUMMARY OF SIGNIFICANT ACCOL]NTING POLICIES

The accompanying Schedule of Expenditucs of Federal Awards is prepared ftom Municipalitv's

accounting iecoi& and is not inlended to present financial position or the results of operations'

ThefinancialtransactionsarerecordedbytheMunicjpalityinaccordancewiththetermsandconditioff
ofthe grants, which arc consistent with accounting principles gene,slly accepted in the United States of

Expenditures are recoglized in the accounting period in which the liability is incured, if masurable or

when actually paid, whichever occurs first.

NOTE3: FEDERAL CFDA NI]MBER

TheCFDAnumbersincludedinthisschedulearedeterminedbasedontheprogramname'reviewof
grant contract information and thc Office of Management and Budgct's Catalogue of Federal Domestic

NOTE 4: PASS THROUGH GRANTOR'S NIIMBER

Stateorl()calgovcrnmentfedistributionoffed€ralawardstotheMunicipality,tIeatedasiltheywere
reccived directly from the federal goverffncnl. oMB Cncubr A-133 reluires the schedule to include the

."-" J ,f," o"* tr".*th emity a;d identirying number assigned by the pass though entiry for federal

,"u.a'.eC.irl.a r. u rrt recipi;nl. Numbers idenrtfied a\ N AV are nor a\ailable'

NOTE 5: MAJOR PROGRAMS

Major progams are identified in the Summary ofAuditor's Results Seclion oflhe Schedule ofFindines

and Qucslioned Costs.

END OF NOTES
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MsxoozlcRaruos
ContadoEs PiblicosAutorizados, C.S.P

PO Aox 35 . Guay@, Pueio Rico 00785

To lhe Honorable Mayor and

Membcrs of thc Municipal bgislature
MllNICtpALrry oF PENUELAS, PUERTo RIco

REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTTNG AND ON COMPLIANCE
AND OTI1ER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITINC STANDARDS

Wc have audited thc financial stalcmcnts of tlc govcrnmcnIal a(ivities, cach majo. tund, and lhe

aggregate remaining firnd informslion of the Municipality of Penuetas, Pueao Rico (the "Msnicipality")
as of and for the fiscal year ended June 30. 2011, which coilectivety comprise Municipalit, ofPeduelas's

hasic financial statcments rnd have issoed oul repon thereon da!€d March 30, m12. The report's opinion

ofl governmental widc financial statemcnt was disclaimed becaxse does not maintaincd adequak records

regarding capital asscts, accumulaled depre€iation and related depreoiation expense reported in the

go"".n.enrai activides. Exc.epl as discussed in lhe pre.eding sertenct, we conducted our audil in

icmrdance with audidng standanls geflerally accepted in lhe United Shtes of America a,d the st"dards

applicable to financial audits conlajncd in Govemment Arditing Srarlardt issued by thc Comptroller

cemml of th€ Uriled Stales-

INTERNAT CoNTRoL OVER FTNANCIAL REPoRTING

ln planning and p€rfoming our audit, we considered the Municipali!'s intemal control ove' finecial
reporting ; basis for dcsigning our auditing procedures for t]e purlx)se of eryressing our opi'ion on the

linanciai statements, bul not for lle purpose of expressirg an opin;o' on tie effecliveness of tle
Mu:ricipality's inlemal control over financial reporting. Accordingly, we do not express an opinion on 

'hc
eftbctiveness of the Municipa:ity's intemal control over fi nancial.eponing.

ourconside.ationofinrcmalcontrolovertrnancialreporliflgwasfo.lhe]imiledpurposedescribedinlhe
prcceingparagraphandwuuldnotnecssarilyideniifyalldeficienciesininter'alcontroloverfinancial
r.p."t;niit'rt "migt'r 

Ue 
'ignitcanr 

deficiencies or mato.ial wealocss€s Howcvcr, as desdbed in the

arrrmpinying scicautc oirinaings ana qucsrnrncd 6sts- wc idcntificd ccrtain d€ficierci€s in intemat

coatrol ovcr financial reportjng that we consider to bc significanl deticiencics'

A deiicie,cy in inl€rnal conlrol exists whcn thc design or opcration ol a (r)akol does no! alow

*rn"g"r"ni u, employees, in th€ norliral course of performing their assigned 
'unctions' 

to p'cvcnl or

,lcreci missaremeois on a tirnciy basis A malcrial weakness is a deticie&:,, or a combination of
iteficjencics. in intcrnal control such thal there is a reasonable possibility ihat a material misslaremenl of
the entio's ;nancial statements will not be preve:{ed, or detected and corrected on a timely basis We

considei the deficiencies ideniificd as itding 11-01 ifl the accompanving schedule of findings and

qucslioned costs io be mat€rial weatnsss.

I1



INDIPENDENT AUD]TOR'S REPORT
MIJNICIPALITY OF PENUELAS

A sigdticaot deficiency is a dciciency, or a q)mbination of deficierci€s, in internal control rhar is less
severe than a rnateriai weakness, yel imporiant enough to merit atention by lhose charged with
govcrnance. We consider the deficicncies identified as findin8 11{2 in lhe ac{rmpanying schedde of
findings ard qscsrioned costs to bc !ig.ificanl de6ciercies.

COMPLTANCI' AND OASER MA'TIEriS

As part of obtaining rcasonable arsumrce aboul rahether the Municipalify's linamial statements ar€ fre€

of malerial misstalemen(, we performed lesls of its irmpliance with cerlain provisions o[ laws,
regulatiors, cofltracts. and grants agr€ements, noncompliance with which could have a dired and malerial
efIecl on the determinalion of finarcial sralement amounls. However, providing an opirion on complianc€
with those provisions was not an objcctive of oul audit, and accord;ogly, we do nol express stc) art

opinion. Ttle resdts of our tesls disclosed instances of noncompiiance o. olher ma(€r that are required t{)

bc renorted undff Gavez ent Auditing Stand.ords and which arc dc,scribed in the ac@mpanying schedule

ofilndiogs and questioned cosrs as findings 1l-Ol and l1{2.

llunicipaiiry's response to the findings ideatified in our audit is described in thc accompanying schedule

of lindings and questioned costs. We did not audit Municipality's responses and, accordingly, we express

no opidon or them.

This report is inlended solely for Ihe information and use of lhe management, Manicipal Legislalure,

Ofiice of thc Commissioner ofMsnicipal Alfairs, federal awarding ag€ncies, statc funding agencies, and

pass-through entities, and other regulalory agencics, and is not inlend€d to he and should not be used by

an),onc olher than thcsc spccitied parlies.

fifmfugg*-J c"o*s
GR'TFIED PuBLtc AccorrNTANTS, C.s.P.

Guayana, Puerto Ri€o
March 30, 2012

S,rnp iu h.,25?]16'0'5
amr.d ro rhc onainai ol (his ,eport
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I7 MENDoZA&Rauos
Contadores Pdblicos Autorizado6, C.S.P

P,O. Bdr 35 ' Guayae, P*!ro Rio 00785

To ihe Honorabl€ Mayor and

Memtrers of the Municipal kgislaturc
M I INICIPAIITY OF PENUELAS, PUERTO RICO

REPORT ON COMPLIANCE WITH REQUIREMENTS IHAT COULD I{AVE A DIRECT AND

U TENIET ETFECT ON EA.CH MA]OR PROGRAM AND ON INTERNAL CONTROL OVER

COMPLIANCE IN ACCORDANCE WITH THE OMB CIRCULAR ,{-133

CoMPLl,{Nct

wehavc.ludilcdlhecomplianceoflheMunicipa-tiryofPefluelas.PuenoRico(tfie.Municipality,.)tvilh
ii" ,yp." "]."-prirr* '.quirene:rts 

aescribert inlhe u s olfice ol Manasenen and Budset (oMB)

iiilriu i l:s'compltui supplenenr thar could have dirccr and malerial €fred on each ol thc

iar-rr.;p"iitr= *"j"*"aerat prigrurn" for the vear ended June 30'.2011 .The 
Municipaliry's major

Fa.r"ii,.re.".. 
"L 

id*tified in ihe summary ofarditois resuks section ot'he accompanving Schedule

"i 
n",rirgr:""! O"*rl""ed Cosls' Compliancc with rhe requircments ot laws' regulalions' contacls' and

iru,r, aoiticaur"io 
"aci, 

maior Federal prograrns is the responsibiliry ofthe Municipality's management-

5;;;";linJilllirt' i, 
"-prcss 

an opinion o1rhe t"tunicipalitv's compliance based on our audir'

wecooduclcdourauditofcomp|ianceinaccordancewill]auditingstandardsgenerallyacccptedinlhe
Urit"a Soa. ot e.oi*; the standards applicabl€ to financial audils conlai r,cd in Covemment Auditing

i,-ira" i*r",i tV ,rl" bomprrotter General ol the Uni'ed States; and OMB Clrcntat A'133' Audns of

;;';;;.;;t e;*;^*"^t:, aia Non rrutu orsad'zatio'i' rhosc slandard-\ and oMts cirdhr A-r33

...",'," Lfr.L *c ofan ana prrtorm rhe audit to obiain rea_sonabl€ a\surrncc aboul whelhcr nonormplianoe

;;i; ;.';;;#';;;,ti*. ..q,i",""o 
"i"'ed 

to above that could have a direct and. o'lteriai entcr

o.am,ii,tederalDroaamoccu.red.Anaudililcludesexamining,onatcs!basis'evidenccaboutth€
,;;ffi1;'i ;;;;;l;ce *irh rho'e requiremenrs and performine 5uch 'rhel' 

procedurcs a{ $c

-".ii.l.i ;*"""'i 
'",he 

cirrumsrancc'' w' helieve thar our sudir provide\ a reas'nablc h/'i' r'n our

;il;.;;;;;";.;;r provide a tegal detenninarion orr the Municiparitv's compriance *ith thos€

,dsdescr:bedinlheaccompanyingscheduleol{indingsandqueslionedcosls,theMunicipalilydidnol
cornprv .it *" *qri'".e;ts ;ha;re applicable to its maior Programs' as follows:

Cbmplian.. Rcquiremenr

Co*m,,r,tl p*top,telr el.ck L6l ' \'ale ' Progtam
1i -04

1l-05 Elig:bility Seclion 8 Housing Cnoice Vou.hers

ll{6 Cash Managem€nl Sddion 8 Housing Choice vouchem

I r ai Reponine Hea'l statt Prceolll/ aRRe' Head Sta& ARRA_Eailv Hend Slan



INI)I.,PINDI'NT AI]i)TOR'S RFPORT
MI-NICIP/\LITY OF P[\UELAS

Compliance wilh such requiremeats is Decrssary, in our opinion, for lhe Muoicipality lo comply with the
requiremcnh applicablc !o such prcgrams.

In ou. opinion, except for the non$mpliance dcscribcd above, the Mu.icipalilv complied. in all nat€.ial
rcslB--^ls, with thc compliance requircmenls reltrred to above lhat could have a dned and malerial effect
on each of ils major ttderal programs for the year ended June 30. 2011.

INTAFNAL CONIROL OI,ER COMPL!{NCI

The .oarageine.t oI the Municipality is respoflsiblo for eslahlishjng and mai.laining effe.liv€ inlernat
(x)ntol ovcr compliance with requiremenls oflawr, regulations, contracls and grants applicable to federal
programs. In planning and perfomiflg our audit. w€ considered the Municipality s internal controt over
compliarc€ with the requircmenls that could havc a dirccl and rnalerial eflecl o. a major federal progam
lo deiermine ou. auditing procedures for lhe purpos€ of expressing our opin:on on compliance ard lo lesl
and report on irrernal comrol over complianc. in accordance wirh U. S. Office of Manageneh, and
Budge, (OMB) Circular A'.13-r, bu! nol for lhe purpose of expre.ssjng an opinior on ihc cffectiveness of
inlerflal control ove. complianct. Accordingly, wc do nol express an opinion on the cffccdve.ess of
\lunic,palit) . inlcmalconl'olot.r (ompliance.

Our consideHtion of inlemal conlrol over compliance was for the limited purpose described in lhe

prec-eding paragrapl and was not designed to idenlify all defici€tcies in inlerna! !$ntrol over compliancc

lhal mighl bc significanl deiiciercies or rnaterirl we,ka.seq And the.elo.e. there can b€ no assu.ancc $al
all deficiercies, significant deficieflcies, or material weaknesscs have been identified. However, a:

discusscd below. we identified cerlain deficiencics in intemal control overcompliarcc thal we coosidcr lo
b€ material weah€ss and othcr dcfici€ncies thar w€ considcr to bc significanl de{iciencies.

A deticicncy in inlsmal conlrol over compliance exisls when fie dqs+n or operalio' of a control ovcr

complialce doLs .ot allow managemcni o. cmployees, in tle norma: course ol perlbrming their assigned

funciions, to prcvcnt or dekcl noncompliance \{ilb a lype ofcompliaoce requiremen! of a fedeml pro8ram

o, a iimely basis. A inalcrial wcahncss in irtcmal conlrot over compliancc is a deficiencv or a
combinado; ofdificicrci€s, in inrcrnal conrrol ovc. compliance, such rhar thcre is a rcasonable possihility

thal material noncompliance wilh a l}?e of compliance reqdrement of a f€deml Program will not he

prevented, or deteltd and co.rected, o; a dmely baris- We consider lhe deliciencies in internal coonol

over c.ompliance desoibed in lhe accompanying schcdul€ of lindings and queslioned clxls as iremrl:-03

2nd 11 a)6 to b€ ,ratcrial wcahesses.

A srpnificar. de,rcicncv in internal control over compliance is a dcficie'cy, or cornbination of

a"fici"*"., i' inlcrnal conftol 6ver comPliance wiih a tvpe of cortrpliance requiremenl of a {ederal

rr"*"- ,f,u, " f*t ""*rc lhan a malcrrai wcalness iD inle'nal co lrol ove' compliance' yel imponanl

i".'""t ," ^",i, """,i.n 
by thosc (harged with govcrnancc w! considcr the dcficiencies i'B inlenul

."^irif -., compliarc( descrihed in rhi accompanying schedule ol nnding! and qreslione'i 
'oss 

as

lindin8\ ll 0< 3nd I l 07 ro h( 'i8nifi(dr deli' i<ncie\'

MunrciDJhrv 5 te\Don\e\ ro lle findinE' 
'den 

ified rn otr audil are de'cribed rn l\e accompanyin8

""i.a11L 
J',n"al,*" _a qu.,ronea co,ts we did not audir Municipatity.s lesponse and, accordinglr-, tle

cxprcss no opinion on lhcm



INDEPENDENT AUDITOR'S REPORT
MI'NIC'P,{LITY OF PENUELAS

?his rcpon is inte.dcd solcly lbr the information and use of the Municipal lrgislarure, managemenl,

Olli.:e of the Commissioner of Municiprl Affairs, federal awarding agencies, slale funding agencies, and

pass-lh.ough enlilies, and olh.r regulatory agencies, afid is not intendcd to be and should nol be used by

anyone other Jhan these spccified pa(ies.

fl6*^q.5".n) cPr+!
CER.IIFIED PUBUC ACCOUNTANTS, C.S.P.

Guayama, Puedo Rico
March 30, 2012

Shp numbs XtTlt6l %
imxrd @ 

'he 
rigiel or &is .@d.

78



MI]NICIPALITY OF PENT]ELAS
COMMONWEALTH OF PT]ERTO RICO

SCHEDTJLE OF FINDINGS AND QTIESTIONED COSTS
FOR T}IE FISCALYEAR ENDED JUNE ]0, 2OI I

SECTIO\ I.FXDERAL AWAR-D FI\DI\GS A\D QUESTIONED COSTS

Finarcial Statements
Tlpe ofauditors' report issued: E Unqualified opinion, excat for

disclaimer opinion for governmenlwjde
financial statemmt

tr Qualified Opinion
tr Adverse Opinion
I Disclaimcr Opi on

Intqnal coDtrol o\rer financial reportinS:

o Matcrial weakness (es) identified? EYes trNo
. Significant deficicncies identified that

ar; not comidered to be matcrial weakness (es)? I Yes tr Norc Reported

. Noncompliance material to financial statements noted? I Yes C No

Internal control over major pograrrs:
. Material weakness (es) identificd? I Yes ! No

. Significant deficiencies identified that

ar;not considcred to be materiat weakness (es)? E Yes tr Nonc Reported

Tlpc of auditors's report jssued on conPliancc for
uiprnrograms: tr Unqualified opinion

I Qualified Opinior
tr Adverse Opinion
tr Disclaimo

An\ auJ, findrnqs discto:cd rhar aIc requireJ ro be reponed

ln u..o.aun.. *lrt' S tOtr) OVB Circular c- ll.l" E Yc: trNo

The Municipality's major progarns were:

CFDA Numbcr Name of Federal Progam

10.558
4.224
14.255
14.871

93.600
93.708
93.',709

Dollar ttueshold used lo distinguish between

Tlpe A and Type B Proganls:
Auditee qualified as low risk auditee?

Child and Adult Care Fmd Progam
Conrmuruty Developmenr Bllxk Cranr

ARRA- Conmunrly Devclopmenl Block Grant

Section 8 Housing Choice Vouchers

Head Stad kogram
ARR-A- Hcad Starl
ARRA Early hcad Start

$300.000
tr Yes

19
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MIJNICIPALITY OF PEfi UELAS
COMMONWEATTH OF PTIERTO RICO

SCHEDT]LE OF FTNDINGS AND QTJESTIONED COSTS
FOR THE HSCALYEAR ENDED JIJNE 30, 2OI I

SEcIIo\ II FI\A\CIAL STAIEIIE\T FI\DI\G5

FINDING

CATEGORY

NONCOMPLIANCE

TOPIC SENTENCE

CONDITION

l1-.01

INTERNAL CONTROL

CAPITAL ASSETS

FIXED \ CAPITAL ASSETS AND EXPENDITURIS SUBSIDIARY LEDCER

Thc Municipality has not maintained complete and adequale records in
order to obtain sufficient, competent evidential matter with respect to the

Capital Assets reported in governmental activilies and, accordingly, the

amount by which this depanure would aflect the assets, net assets, and

expeffes of the governmental activities is not determinable

Chapter IX, Aflicle 9-002 of State Act Number 8l of August 10, l99l
states ihat the municjpality should rnaituain updated proPerty accounting

rccorals. Also the GASB Statemcnts No. 34 Bastu Financial State ents

and Manasement's Discttssion a rl Anab'sis - for State and Local
Govemnents rcq)ite tl:st all capital assets, including infiastructure, must

be prese ed in the Statemenls of Net Assets and thal these assets must

be depreciated during its usetul life- Also, Fovisions ofGASB Statement

No. 42, Accounting and Financial Reporting of lnpairme ts of Capibl
Assets and /br lnsurunce Recoreries, requires the Municipalily to

evatuate prominent events or changes in circunstances affecling capilal

assets to determine whether an impairment of a capital asset has

occurred. Furthermore, provisioff of GASB Statement No. 51.

Accou ting and Financiat RePorting for lntangible ,lsrerj, reqxire that

all intangible assets not specifically excluded by ils scope provisions be

classified as capital assets.

Competent and sufficient evidmtial rnatter related to the capital assets

was ;ot avaitablc io support Ihe value, compleleness and ownership of

The Municipality's Government wide Financial Statements do nol

DrF.em fairlj. th; financial po\rtton ol rhe go\ernmenral acririris and

ihe change rn financralposition olthe Vunicipalirv.

we recommend th.t the Municipality should continue the compilation of
documents to suppo( the \alue, completeness and ownership of its
capital assets, to comply with the requirements of the GASB Statcment

N;. 34, GASB Statement No- 42 and GASB Statement No 5 L

CRITERIA

CAUSE

EFIECT

RECOMMENDATION

t0



MT]NICIPALITY OF PEfrIJELAS
COMMONWEALTH OF PI]ERTO RICO

SCHEDIJLE OF FINDINCS AND QT'ESTIONED COSTS
FOR THE FISCALYEAR ENDED JLNE 30,2OI I

sEcrrori II -Frtr.'ANctAL STATENIE\T rl\Dl\Gs

FINDINC II-01 (CONTIT.UED)

QL]ESTIONED COSTS NONE

M NACIi\,lENT RESPONSE

AND coRREcrrvE AcrIoN PLAN Actually. the Municipality's Finance Department staffs continue

updating the capital asseis subsidiary ledger in order to corply with the

GASB No. 34 capital assets requirements lor the fiscal year ended on

June 10,2012.

Implementation Datc: June 30' 2012

Responsible Pcrson: Mr. tunaldo Rivera
Finance Department Director
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MUNICIPALITY OF PEiITIELAS
COMMONWEALTH OF PUERTO RICO

SCHEDT]LE OF FINDTNGS AND QT]ESTIONED COSTS
FOR TIIE FISCALYEAR ENDED JUNE 30. 20 I ]

SECtlo\ II [t\a\ct,\L StArE\lE\T FI\DI\Gs

FINDING

CATECORY

TOPIC SENTENCE

CONDITIONS

r t-.02

INTF,RNAL CONTROLS

ACCOUNTING SYSTEM

The accounting system and manuals used by the Municipality to account

and register the financial tansaclions duing the fiscal ycar does not

Fovide for the surnnarization of transactjoDs that pcrmit the preparalion

of Municipalily's fmancial statem€nts in corformity with the General

Acccpted Accounting Principlcs of the United Statcs of America
(GAAP).

According to Article 8.010 (a) and O) of Law Num Sl for the

Municipalities of Puerto Rico, thc computcrized system and the

procedures ofaccountiDg and Foperty will be design so that it allows the

Municipality to carry out its functions, at the samc lime as they serve to

maintain an uniform and coordinated accounting. thal provide a completc

oicture ot Ihe financral operalions of the Municipaltl) and tle nec6sar)

hnancial informarion Ihar assirr the Vuntcipal'D Legislarurc. the

Govcmor, and the Secretary ofthe Puerto Rico TreasL[y Department in

the perforrnance of its r€spective responsibilities. Municipalities

accounting will be based on tunds, Generallv Accepted Accounling

Principles and the requirements established by the Govcmmental

Acco; ing Standard Board. Also the pronouncements of the National

ComnitteJ on Governmcntal Accounting and the "Blue Book'' will be

used to design municipalities' accounting svslcms and fiscal prcedures'

Municipality's accounting system and financial reports are subject 10

State's-agencies requirements which does not allow nor provide the

Municipality with the neccssary tools capable ofrecapturing the financial

information and provide financial statcmeDts

The Iack of an adequatc accounting system which can captures all the

financial information and generates Municipality's financial statements

ior each fiscal year afTecr ttre Municipalitv abilitv to measue the

financial and nonfinancial performance of Fograms and activities;

adcoudrelv:afeguard significanl asser: and propolv record !arious

i*.1,"1.'"., -Jn"a* itc VunxipaLir] trom hd\ing retiablc financial

infonBtion to operate in an economical. efficicnt, and elTective rnanner'

Sounal decisioDs on the current results and future direciion of vital

proeBnrs and policies arc madc more difficult without timely' rcliable

and usefut financial perfo[nance information

CRITERIA

CAUSES

EFFECT

82



MIJNICIPALITY OF PEN'TJELAS

COMMONWEALTH OF PT]ERTO RICO

SCHEDULE OF FINDINGS AND QIJESTIONED COSTS
FOR T}IE FISCALYEAR ENDED JUNE 30.2OII

SEcrlo\ II - FI\A\CIAL STATElttE\r FI\DI\GS

FINDING II-02 (CO\TINUED)

RECOMMEN'DATION The Municipalily should establish and implement ihe necessary measures

that allow the summrization of the financial transactions in order to
preparc the financial stalements in conformity with GAAP.

QLIESTIONED COSTS None

MANACEMENT RESPONSE

aND coRREcrIvE AcrIoN Pr^N During January 2012 the Municipalily inplemenis a new accounting

software in order to maintain all accountjng and financial informalion

and Pepare Municipality's financial statemcnts'

Irnplementation Date: January 30, 2012

R€sponsible Person: Mr. Arnaldo Rivera
Finance D.Partment Director

EJ



MTNICIPALITY OF PEfITJELAS
COMMONWEALTH OF PI]ERTO RICO

SCHEDULE OF FINDINGS AND QI]ESTIONED COSTS
FOR TTIE FISCALYEAR ENDED ]TINE 30,20II

SEc.IIo\ III -FEDERAI- AWARD FI\DI\GS A\DQUESTIOVD COSTS

FINDING

FEDERAI PROGRAM

-03

COMMLIMTY DEVELOPMENT BLOCK GRANT/ STATE'S

PROGRAM (CDBG) (CFDA NO- 14,228) DEPARTMENT OF

HOUSING AND T]RBAN DEVELOPMENT PASS TIIROUCH
COMMONWEALTH OF PT]ERTO RICO - OFFICE OF
(OMVISSIONER OF VUMCIPqL AfFAIRS

INTERNAL CONTROLS

REPORTING

INADEQUATE FISCAL CONTROL ANDLACKOF ACCOU)TING RXCORDS

Thc Communjiy Developme Block Grants State's Program (the

Progam) do€s not maintain an adequatc fiscal control and accountiDg

records over the IMnagement, use and registering of funds granted by thc

L€a{t Aeency (OCAM). Among the deficjenci€s founds were the

following:

- The Program does not count with a general ledger or any other rclated

subsidiary ledgcr. For such reason, during the fiscal year 2010-ll
financial transa€tions were not registercd neithcr reconciled, at leasl' on a

monthlybasis.

- The lack of accounting records does not provide for the preparation of
annual hnancial statements, monthly and quaterly reports'

- The financial information providql does not allowed us to determine

the amount of tunds that were expende4 eDcumbered or unobligated al

the endofthe fiscal year.

- Due lo the lack of accounting rccords, we could not determine how

administration costs were expended.

- There are rc internal controls neilher re.ords to account for the intcr

tund receivable and payabl€s balances. Monthlv Progam's expenditures

financed by the Municipalitv's gencral tund are not beirg register'

monitored nor accountedfor by the Progam's accountant ln ad'Ltion'

inter fund traDsactions regarding the reimbursemcnt of money betwecn

funds were not supported by an analysis'

- A budgetary control is not rnaintaincd.

CATEGORY

NONCOMPLIANCE

TOPIC SENTENCE

CONDITIONS

8,1



ML]NICIPALITY OF PEfrIJELAS
COMMON'Vr'EALTH OF PUERTO RICO

SCHEDTJLE OF FINDINGS AND QIJESTIONED COSTS
FOR THE FISCALYEAR ENDED JUNE 30. 2OI I

SEcTIo\ III F'DERAL AWARD FI\DI\GS A\D QUESTIO\ED COSTS

FINDING

CRITERIA

II.O3 (CoNTINUED)

As slated in 24 CFR 982.158(a) the PHA must maintain complele and

accurate accounts and other records for the progam in accordance with
HllD requirements, in a rnanner that p€rmits a speedy and effcctive
audit. In additio& 24 CFR 92.20(b) establishes that the financial

mamgement systems of other grantees and subgantees must meel the

following standards: (l) Accurate, curent, and complete disclosure of
the financial rcsults of financially assisted activities must bc rnade in

accordance with the financial reporting requirements of the grant or

subganti (2) grantees and subgaDtecs must maintain records which

adequately identify lhe source and application of fuD& provided for
financially-assisted activities- These records must contain informatiol)

pertaining to granl or subgant awards and authorizations, obligations,

unobligated balances, assets, liabilities, outlays or expenditures, and

income; (l) Effective control a accountabilily must be rnaintained for
all gant and subgant cash, rcal and pemonal propefly, and other assets.

The Municipality's and Program's managemeDl have not cstablished thc

procedures and adcquate internal confols to ensure the adequate

recording of all related financial information.

These conditions inlibit the Municipalitv from havirg current accurate

and reliable financial reports and informatioD necessary for management

to take efficient and effective actions, including corrective actions plans'

On the other hand, the awarding agencv inhibits from moniroring the

progarns financial Perforrnance-

Thc Municipality should establish a plan and inplement the

concsoondn; inlernal controls lo en5ulc lhal all Program ' ransaclions

and ailr\irie5 arc nropell) recordcd and fairlv prc'enred rn accordance

with program requiremenls and that all financial transactions' supporting

documenis are propcrly safeguarded. In addition, should establish and

maintain a subsidiary ledger to accurately account for inter fund

Durine lanuary 2012 rhe Municipalrt) implcmenr' a mu accounrrng

soflwa're in orier ro maiatain all accounling and finan€ial information

and preparc MuDicipality's financial statements

InDlemenlatioD Daie: June 10,20t2
Rsoonsible Person Mrs. Johanna lrizarry

Fcderal Program5 Direclor

CAUSE

EFIECT

RECOMMENDATION

QT]ESTIONED COSTS

VANAGEVENT RESPONSE

AND 
'ORRECTTVE 

ACTION PLAN
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MLNICIPALITY OF PEiI'ELAS
COMMONWEAITH OF PT]ERTO RICO

SCHEDIJLE OF FINDINGS AND QI]ESTIONED COSTS
FORTHE FISCALYEAR ENDED JUNE 30.2OI I

SECTIO\ III -FEDER{L AWARD FI\DI\GS A\D QUESIIO\ED COSTS

FINDING

TEDERT\L PROGRAM

1t-04

COMMUNITY DE\,'ELOPMENT BLOCK GRANTi STATE'S
PROGRAM (CDBG) (CFDA NO, 14.228) DEPARTMENT OF

HOUSING AND L]RBAN DEVELOPMENT PASS T}IROUGH
COMMONWEALTH OF PUERTO RICO - OFFICE OF

COMMISSIONI-R OF MLINICIP AI ATFAJRS

INTERNAL CONTROL / COMPLIANCE

SPECIAL TEST

CATEGORY

NONCOMPLIANCE

TOPIC SENTENCE

CONDITION

I)NFI''IF,\CIF:S REGARDI\C TIIE
DOCITIIE\TATIO\

HOUSEKEEPERS PRO,IECT

During our tcsts of the housekeepers' project, we cxamined five
panicipants and five housekeeper's files from the two projects active

during the fiscal year 2010 I I and we noted the following conditions:

. The Scrvice CoordiDator did not use the approved forns included in

the Housekeeper's Project Operational Cuidc to documcnl the

eligibility determination process, the Servicc Coordinator Visits and

Housekeeper's cvaluations. The forrm used have approval datc of
t991.

. The Service Coordinator did no use the current income limit tablcs 1o

document the participant's cligibitity determination as r€quired by

thc Housekeeper's Project Operational Guide.

. There was no cvidence in file aboul the parlicipation contract

bctween the Municipalily and the participant and the approval

notification to the participanl as requircd by thc Housekecper's

Project Operational Guide.

. We observe two cases in which the participants have been in ihe

program for more of one year and the cligibilitv determination

proce.is was not pofofmed simually.

. We obscrve tbat the Municipality pcrsonnel are not performing the

follow-up visits as required by thc Housekeeper's Project

operational Guide. For the five cases reviewcd, there was onlv ofle

visit per monlh.
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MIINICIPAIITY OF PENI]ELAS
COMMONWEALTH OF PUERTO RICO

SCHEDT]IE OF FINDINCS AND QUESTIONED COSTS
FOR THE FISCALYEAR ENDED JUNE 30. 20I I

SEcTIo\ III - FEDDRAL AWARD Fl\DI\GS A\DQUESTIONED COSTS

FINDTNG

CRITER]A

l1-04 (CoNrINanD)

Thc Housekeeper's Project Operational GLride establishes the controls
and procedures to be followed by Municipality personnel during the
eligibility determination and the housekeeper's recruitment. Also, states

the related documeDtation that should be included in file and the fonlls
that will be used by the Service Coordinator. In addition, the guide
requires that the Servicc Coordinator pedorm at lcast one monthly
follow-up visit for each case, being pr€sent the housckeeper and the
par.icipan! aDd one follow-up virit without the housekeeper present.

These conditions occured because the Municipality persormel did not
have adequale controls and supervision to assure compliance with the

requirements established in the Housekccper's Proj€ct Operational
Guidc.

The continued occurrence of this situation will result in future instanccs

of noncornpliance with the aforemeDtioned requirements.

The Progam personnel should assure thc consistent implementation of
intemal controls and procedurcs as established in the Housekeeper's

Project Operational Guide

None

We will improvc our intemal controls and procedures to eDsure that thc
Servicc Coordimtor use the forms and follows the procedutes established

by the Progam's Operational Guide.

Inrplementation Date: June 30, 2012
Responsible Person: Mrs. Johanna Irizarry

Fcderal Programs Direttor

CAUSI]

EFFECT

RECOMMENDATION

QUESTIONED COSTS

MANAGEMENTRESPONSE

AND CORRI'IIVE ACIION PLAN

E7



MT]NICIPALITY OF PEN'LIELAS
COMMONWEAITH OF PT]ERTO RICO

SCHEDI,]LE OF FINDINGS AND QUESTIONED COSTS
FOR TTIE FISCALYEAR ENDED JTNE 30.20I]

SEcTro\ III FtrDER{L AwaRD Fr\Dl\cs A\D QuEsTlotr"ED CosTs

FINDINC

FEDERAL PROGR.AM

CATEGORY

NONCOMPLIANCE

TOPIC SENTENCE

CONDITIONS

ll-05

SECTION 8 HOUSINC CHOICE VOUCHERS (CFDA NO, 14,871)
DEPARTMENT OF HOUSING AND IIRBAN DEVELOPMENI

INTERNAL CONTROL / COMPLIANCE

CASH MANAGEMENT

I\ADEQUATE CoNTRoLS AND NoNcoMPLIA\cE WITH cAsH
IlIA)AGEMENT REQUIREME\TS

During the fiscal year 2010'l l, thc Municipality received 51,219,969
from S€ction 8 Housing Choicc Vouchers grant tunds. We selected for
testing four out of twclve transfers of funds received fiom the Federal
Progam during the fiscal year amounting $401,938 (33%).

Thc lime elapsed between the receipt and thc disbursement of such funds
was lrom I to I 5 days. We also noted that as of June 30, 20 I I , the

Program mainlained an account banl balance of over $460,000. Also,
there is delay in lhe preparation of the collection cash receipts, 6 of the

t0 re.cipts evaluated were issued belwccn l5 and 83 days after the
money was crcdrled to the Program Bank Account.

As stated in 24 CFR 85.21(c) and 3l CFR 205.33, Subpart B, graDtees

must minimize the time between the drawdown of Federal funds from
the Federal govemment and thei disbursement for Federal progam
purp6es.

Monthly dcposits transferred by HUD are supported by an annual

contribution coDtract bascd on an estirnaled number of occupied units

and annual payments lo ownels. Duc to the non_identification ol
available dwelling uDits within the Municipality, the Program counts

with a number of vouchers much higher than the amount of dwelling
units available for rent. Such situation causes that, even when the
Progam counts with the necessary funds to provide housing assistancc,

th6c could not be expended due to the lack of units to be rented.

lf the recipieni fails to expcnd those Federal assistance tunds withiD a

reasonablc period, or fails to establish procedures to minimize lhe time

berween the transfer and payout of funds, the Municipality could bc

adversely afiected in the benefits they are entitled to receive in the

future.

CRITERIA

CAUSE

EFFI]CT
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MIJNICIPALITY OF PEi'IJELAS
COMMONWEALTH OF PUERTO RICO

SCHEDT]LE OF FINDINGS AND QIJESTIONED COSTS
FOR THE FISCALYEARENDED JUNE 30.20I I

SECTIO\ III FEDERAI- AWARD FI\DI\GS A\D QLESTIO\ED COSIS

FINDING

RECOMMENDATION

QTJESTIONED COSTS

MANAGEMENI RESPONSE

ANO CORRECTI\€ ACTION PLAN

l1-05 (CoNrr\rED)

The Prcgam should implement adequate int€mal control procedures
which allow the prornptly use of federal tunds rcccived. This could be
attained thmugh thc idedification of new participants and dwclling units
ready for occupancy. Administrative tunds should be budgctcd,
distributed and rnanagcd in a manner that provide for the promptly uscd
offun&.

None

To conect the condition reportcd by the external auditors, our Progmm
accountant will plan with the Municipality's Finance Dircctor in order to
assure that when the lunds were transfered by lhe US Treasury, such

funds were disbursed in a reasonablc lap oftime. We continuc our effort
to mainlain a higl percentagc of occupancy level. Also, the excessive

HA? tund balance has becn periodicaly recapturcd by HuD.

Inplcmentatjon Date: June 30, 2012
Responsible Person: Mrs. Nancy Rivera

Scction 8 Progam Coordinator



MTINICIPALITY OF PEfITJELAS
COMMONWEALTH OF PUERTO RICO

SCIIEDI]LE OF FINDINGS AND Q{JESTIONED COSTS
FOR THE FISCALYEAR ENDED JIJNE 30. 2O1I

SE'TIO\ III - FEDER{L A\T'ARD FI\DI\GS.T.\D QT]ESTIO\ED COSTS

FTNDING

FEDERAI PROGRAM

CATEGORY

NONCOMPLIANCE

TOPIC SENTENCE

CONDITION

I l-06

SECTION 8 HOUSING CHOICE VOUCHERS (CFDA NO- I4,87I)
DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

TNTERNAL CONTROL / COMPLIANCE

ELIGIBILITY

DITICIENCIES RECARDINC ELIGIBII,ITY O' }ARTICIPANTS lr1TH DEBTS \I'ITH
TIIE PROCRAM ATiD PAYMfNT PL[\S FOLLO\FUP

During our tests we observe the following situatiolls:

1. As ofJune 10, 201 I the progam had 46 payment plans for a total of
$59,219. Of thcse, 27 for $34,174 correspond to aciive participants

and I 9 for $25,045 to former padcipants.

2. As par of or eligibility les. we setect nine participants subject to
re€xamination during fiscal year 2010-l l. Two ofthese padcipants
had payment plans resulting jlom fiaud calculations due to income
not reported lo proglarq as follows:

PaFent Palmcnt Totaldebt
Reexaninalio PIan

Partic;pmr Dare Datc Amount 30, 20 I I
6-Dec-10 S 3.869 S 3,869(l)

(2)
I Drc-10 27'Aug l0 466
l-Ocrl0

6 Aug l0 
-L246 

t.712
sll&

These situations were identified through the EIV Repon- As we
corroboratq as of the date of our audil. no payments havc been made

by the parlicipants related to these payments plans. One of the
participanls was reexamincd during fiscal ycar 20ll and gantcd
contracl. In the other case, during fiscal year 201I reexamination, a

new fiaud was identified for $ I .752.

3. Thcre are not adequate procedures and controls to assure that all
payments plans are registercd. We observe Ihat rhe payment plan of
$466 was not included in tbe Section 8 Payment Plans Rcport
prepared by lhe Collections Olrice.

4. The progam did not maintain adequate accounling records regarding
the payment plans.

5. Thc program did not count with adequale documentation aboul the
payment plans follow-up.
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MUNICIPALITY OF PEiIL]ELAS
COMMONWEAITH OF PI]ERTO RICO

SCHEDTJLE OF FINDINGS AND QI]ESTIONED COSTS
FOR TIIE FISCAL}'EAR ENDED JLN{E 30, 2OI I

SECTIO\ III FEDERAL AWARD FI\DINGS AND QUESTIO\ED COSTS

FINDI\C

CRITERIA

I l-06 (CoNrrr-uED)

As stated in 24 CFR 982.552-553 and the Section W of Progam
Administrative Plan, the Housing Agency may deny assistance to an
applicant or terminate assistance for a participant family bccause of the
family's action or failure to act. Grounds for denial or termination of
assistance may include violation of obligatioLs under the plogian\ prior
evi€rion ftom public housing or prior termimtioD of voucher assistance,
a debl lo the Eousing Ageu ot anothet Housing AgeN! in
connection with the Sec,ion I or public housing proglanl, and drug
related or violent criminal activity.

The Municipality did not rnaintain controls and pro€edures to assure
compliance with the established payments plans and to impose the
ejtablished corrective actions to parlicipants lhat are not in conpliance
with program regulations.

The Municipality had ganted benefits to familjes that are nol in
compliancc with progam regulations.

Thc Municipality should implement coDtrols and procedur€s to assure

adequate follow-up to established payments plans and irnplement the
correjponding corrcclive aclions in case of non-compliance.

None

At the begiming of December 20 I I and aftcr a couple of meetings with
the active participants of our Pmgran! a large number of thcm inade
additionai payments 10 their payment ageement, and some of them paid
in full. However, twenty of lhc participants with payment agrcemenls
are actually inaclivc. we are going to revise our Administrative Plan to
implement an aggressive method to recover lhose debts-

a) we are going to hire a legal advisor to guide the participants and ifis
necessary take them to the couns, with thc firm cornmitment of
rdovs the debts.

b) We are going to give a period of twelvc ( 12) month only to pay thc
total amount. and the debtors have to nrake a partial payment of Z of
their owed.

c) If thcy receive utility reimburscmeni this quantity has lo be paid to
the debi owed.

d) On January 20i2 we implemented a new system on the finarce
Dc?arrment (Rock Solid) in which are accounts payable for the
payment ageemenls.

CAUSE

EFFECT

RECOMMENDATION

QTJESTIONED COSTS

MAN GEMENT RESPONSE

AND CORRECTIVE ACIION PLAN
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MLNICIPAIITY OF PEi'T]ELAS
COMMON1VEALTH OF PL]ERTO RICO

SCHEDLILE OF FINDINCS AND QTJESTIONED COSTS
FOR THE FISCALYEAR ENDED JUNE 30. 20 I I

SECTTO\ III - FEDERAL AWARD FI\DI\CS A\D QUESTIO\ED COSTS

FTNDING II-06 (COXTINUED)

e) we proceed to nake some efforls to eliminate ftom the debtors list
all inactive participants that arc unable to reach and they will be

included on the Allowance for Doubtful Accounts - Fraud.

All the paiicipants tha! doesn't have their paymcnts agreemenls at date
we are nol going to renew their contmcts.

All thc debtors that choose to leave the Progam but they slill havc thc
debt, will be referred to the legal division.

Implementation Dale: June 30, 2012
Responsible Person: Mrs. Nancy Rivera

Section 8 Progam Coordinator
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MTJNICIPALITY OF PEiIT]ELAS
COMMONWEAITH OF PIJERTO RiCO

SCHEDULE OF FINDINGS AND QTJESTIONED COSTS
FOR TTIE FISCALYEAR ENDED JI]NE 30. 20 I I

SEcrro\ III FEDERAT- AwARD FI\DI\:cs A\D QuEsrIo\ED Cosrs

F]NDING

T'EDER.AL PROGRAM

1l-07

HEAD START (CFDANO. 93,6OOY ARRA- HEAD SART (CFDA NO-
93,708Y ARR.A- EARLY HEAD START (CFDA NO. 93.709)
DEPARTMENT OF HEALTH AND HUMAN SERVICES PASS
THROUGH TIIE COMMONWEAITH OF PUERTO RICO -
ADMINISTRATION FOR CHILDREN AND FAMILIES

COMPLIANCE

REPORTING

No:\coMPLIANcE E,ITTI REPoRTING REQUIR.EMENT

Head Sta( Progam does not submit timely required reporis to
administrative state agency as required by award contract.

Head Start Acq as amended. 42 USC 9801 et seq. States requirements for
reporting use of funds awarded also, contract with state agency for
award of tunds establishes specific requirements for reponing use of
funds to state agcncy.

Accounting records were Dot up to date at the time required for reports
prepamtion.

Head Start program was not in compliance with fund delegation contract

clauses in reporting area.

To develop procedures in order to have administrative priorities directed

to maintain accounting records up to date-

None

ProgEm Accountant was instructed to rnaintain accounting records up to

atatq in order to preparc and submit timely all of required rcports by

award contract clauses.

ImplementationDate: APril30,2012

Responsible Person: Mrs. Ing d Velazquez
Head Sta( Progmm Accountant

END OF SCHEDL]LE

CATEGORY

NONCOMPLIANCE

TOPIC SENTENCE

CONDITIONS

CRITERIA

CAUSE

EFFECT

RTCOMMENDATION

QT]ESTIONED COSTS

MANAGEMENI RESPONSE

AND CORRECTIVE AC-'ION PLAN
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MTJNICIPAIITY OF PENITELAS
COMMONWEALTH OF PIJERTO RICO

SIJMMARY SCHEDULE OF PRIOR \'EARS FINDINGS AND QUESTIONED COSTS
FOR T}IE FISCALYEAR ENDED JLINE ]0. 20 I I

( I ) Audit Findings ftat havc been Fully Corrected:

Findins Numb€r C[DA
Questioned

Comments

1 0 05 Suspemion dnd Dcbarment

1 0'06 Davis Bacon Act
1 0-07 Special Tests and Provisions
l0-08 Spe.ial T6ts and Provisions

14.228
14.228
14.228
t4.81t

None
Nonc
Nonc

Correctcd
Corrccted
Corrected
Corrected

09-05 Suspension and Debarment 14.228

08-03 Allowable Costs 14.228

14.228

None Corrcatcd

Corrected08 07 Suspension and Debarmenr

(2) Audit Findines not conected or Panially Conected:

finding Number
Questioned

CFDA Cost Commetrts

10-03 Reporiing IntemalControls
lo'(XReporting Compliance
1 0'09 Cash Managcmenl

Situation still prevails
Situation still prevails

14.228
14.228
r4.871
93.600l0 r0

None
None
None
Nonc
Nonc
None

09 03 Reporting Internal Controls
09-04 Reporting

Situation slill prevails
Situalion still prevails

t4.228
14.228

09-07 Cash

08-08 Rcporting
08-09 Reporting - Internal Controls

14.871

i4228
1,1.228

l'1.871

Siluation still
Situation slill prevails
S jluation still prevails

Nonc

None

07 -06
08 I I Cash

Finding Number

11.228

Siluation still prevai

Situation still
Situation still prevails

Comments

05-lll 04 Cash Management Non€

05lll-07 Reporting 14.228 None Situation still prevails

(3) Conective action taken is significantly diffoent from conective aclion previously reportedl

NONE

(4) Audit findings is no longer valid:

t4.87 t

Questioned
CFDA cost

luO+ nq,o.tiru Co"ptlu.'c. t+.ZZe Non"

END OF SCHEDULE


