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INDEPENDENT AUDITORS' REPORT

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

We have audited the accompanying financial statements of the governmental activities, each major fund,
and the aggregate remaining fund information of the Municipality of Rincon (the Municipality), as of and
for the year ended June 30, 2010, which collectively comprise the Municipality's basic financial
stiatements as listed in the table of contents. These financial statements are the responsibility of the
Municipality's management. Our responsibility is to express opinions on these financial statements based
on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the Unlted States of
America and the standards applicable to financial audits contained in Govemment Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the accounting principles

used and the significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audit provides a reasonable basis for our opinions.

ln our opinion, the financial statements refened to above present fairly, in all material respects, the
respective financial position of the governmental activities, each major fund, and the aggregate remaining
fund information of the Municipality of Rinc6n, as of June 30, 2010, and the respective changes in
financial position thereof for the year then ended in conformity with accounting principles generally

accepted in the united states of Amenca.

ln accordance with Government Auditing Standards, we have also issued our report dated January 20,

2010, on our consideration of the Municipality's internal control over financial reporting and on our tests of
its compliance with ce(ain provisions of laws, regulations, contracts, and grant agreements and other
matters. The purpose of that report is to describe the scope of our testing of internal control over flnancial
reporting and compliance and the results of that testing, and not to provide an opinion on internal control
over financial reporting or on compliance. That report is an integral part of an audit performed in

accordance wilh Government Auditing Standards and should be considered in assessing the results of
our audit.



Accounting principles generally accepted in the United States of America require that the Management's
Discussion and Analysis and Budgetary Comparison Schedule - General Fund on pages 3 through 13

and 50 through 52 be presented to supplement the basic financial statements. Such information, although
not a part of the basic financial statements, is required by the Governmental Accounting Standards
Board, who considers it to be an essential part of financial reporting for placing the basic financial
statements in an appropriate operational, economic, or histoncal context. We have applied certain limited
procedures to the required supplementary information in accordance with auditing standards generally

accepted in the United States of America, which consisted of inquines of management about the methods
of preparing the information and comparing the information for consistency with management's responses
to our inquiries, the basic financial statements, and other knowledge we obtained during our audit of the
basic financial statements. We do not express an opinron or provide any assurance on the information
because the limited procedures do not provide us with sufficient evidence to express an opinion or
provide any assurance.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the Municipality's financial statements as a whole. The accompanying Schedule of
Expenditures of Federal Awards on page 56 is presented for purposes of additional analysis as required
by U.S. Office of Management and Budget Circular A-133, Audits of Stafes, Local Governments, and
Non-Profit Organizations, and is not a required part of the basic flnancial statements. The Schedule of
Expenditures of Federal Awards is the responsibility of management and was derived from and relate
directly to the underlying accounting and other records used to prepare the financial statements. The
Financial Data Schedule supplementary information on pages 53 through 55 is required by the Uniform
Reporting Standards of the Department of Housing and Urban Development. The Schedule of
Expenditures of Federal Awards and the Financial Data Schedule supplementary informatron have been
subjected to the auditing procedures applied in the audit of the basic financial statements and certain
additional procedures, including comparing and reconciling such information directly to the underlying
accounting and other records used to prepare the financial statements or to the flnancial statements
themselves, and other addiiional procedures in accordance with auditing standards generally accepted in
the United States of Americ2. ln our opinion, the supplementary information is fairly stated in all material
respects in relation to the basic flnancial statements as a whole.

Vou/., M*L,>r*-)h%, k/
San Juan, Puerto Rico
January 20 , 201 1

Slamg 2587212 was affixed
to the original.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RINCON

MANAGEMENT'S DISCUSSION AND ANALYSIS
YEAR ENDED JUNE 30, 2O1O

We present an analysis of the flnancial performance of the Municipality of Rincon in order to provide

v t€dders with an overview of the Municipality's financial activities for the fiscal year ended June 30, 2010.
To obtain a better understanding of the financial position and the results of operations of the Municipality
it should be read in conjunction with the financial statements, which follow this section.

FINANCIAL HIGHLIGHTS

- Highlights for Government-wide Financial Statements

The government-wide financial statements use the economic resources measuring focus and the accrual
basis of accounting to report information about the Municipality as a whole:

. The assets of the Municipality, on a government-wide basis, exceeded its liabilities at the close of
fiscal year 2010 by $32,503,631 (net assets).

- . Revenues increased by 19% while expenses decreased 2o/o when compared with fiscal year
2009.

. Net change in net assets amounted to $3,396,656, an increase of 317% with respect to the pnor
year net change.

- 
Highlights for Fund Financial Statements

The fund financial statements provide detailed information about the Municipality's most significant funds.
These flnancial statements use the current financial resources measurement focus and modified accrual
basis of accounting:

. A net change (decrease) in the fund balances of the Municipality's governmental funds for the
\, amount of $704,196 in the fiscal year 2010 resulted in reported ending fund balances of

$5,849,621 . Approximately 17% of the total fund balances is unreserved.
. For the fiscal year 2010, the General Fund reported an excess of revenues and other financing

sources over expenditures and other financing uses of $508,868 and an unreserved fund balance
ol $1,202,982. ln the prior year there was an unreserved fund balance of $702,658.

, General Financial Highlights

. The investment in capital assets as of June 30, 2010 was $34,242,437 (net of depreciation).

. Long-term debt decreased lo $9,217,577 or approximately 1% with respect to the prior fiscal
year.

. On a budgetary basis, actual revenues exceeded actual expenditures by $123,646.



COTTONWEALTH OF PUERTO RICO
TUNICIPALIW OF RINCON

Tf,ANAGETENT'S DISCUSSION AND ANALYSIS
YEAR ENDED JUNE 30, 2O1O

OVERVIEW OF THE FINANCIAL STATEMENTS

The Municipality's financial report comprises four components: (1) managemenfs discussion and analysis
(presented here), (2) basic financial statements, (3) required supplementary information and (4) other
supplementary information.

The Municipality's basic financial statements consist of two kinds of statemenls, each with a different vie\iv of
the Municipalitys finances. The govemment-wide financial statements provide both long.term and short-term
information about the Municipality's overall financial status. The fund financial statements focus on major
aspects of the Municipalitys operations, reporting those operations in more detail than the govemment-wide
financial statements:

Basic Financial Statements

. Govemment-Wide Financialstatqrrqt6

The govemment-wide statements report information about the Municipality as a wltole using
accounting methods similar to those used by private-sector businesses. They are prepared using
the flow oi economic resources measurement focus and the accrual basis of accounting. The first
govemment-wide statement - the statement of net assets - presents information on all of the

Municipality's assets and liabilities, vrrith the difference between the two reported as net assets.

Over time, increases or decreases in the Municipality's net assets are an indicator of whether its
financial health is improving or deteriorating. Other non-financial factors such as the condition of
the Municipality's capital assets may need to be considered to assess the overall health of the
Municipality. The second statement - the statement of activities - presenb information showing
how the net assets changed during the year. All of the cunent yea/s revenues and expenses are
taken into account in the statement of activities regardless of when cash is received or paid.



COMTTIIONWEALTH OF PUERTO RICO
MUNICIPALITY OF RINCON

i,ANAGEMENT'S DISCUSSION AND ANALYSIS
YEAR ENDED JUNE 30, 2O1O

The government-wide statements report as governmental activities the Municipality's basic
seNices such as public works and sanitation, public safety, culture and recreation, housing,
welfare, and community development, education and general administration. These activities are
primarily financed through property taxes, other local taxes and intergovernmental revenues.
lncluded in the governmental activities are the governmental funds.

. Fund Financial Statements

The fund financial statements provide more detailed information about the Municipality's most
significant funds. Funds are accounting devices that the Municipality uses to keep track of
specific sources of funding and spending for particular purposes. Some funds are required by
Federal and Commonwealth reguletions, as well as by bond covenants.

The Municipality's basic services are included in governmental funds, which are used to account
for essentially the same functions repo(ed as governmental activities in the govemmentwide
statements. However, unlike the government-wide statements, the governmental funds are
prepared using the flow of cunent financial resources measurement focus and the modilied
accrual basis of accounting. Under this approach the financial statements focus on near-term
inflows and outflows of extemal resources, as well as on balances of expendable resources
available at year-end. Consequent,y, the governmental fund statements provide a detailed short-
term view that helps the reader determine whether there are more or fewer financial resources
that can be spent in the near future to finance the Municipality's programs. Because thts
information does not encompass the additional long-term focus of the government-wide

statements, additional information is provided on a subsequent page that explains the relationship
(or differences) between the government-wide and fund statements.

The governmental fund statements focus on major funds. The Municipality's major funds are the
general fund (which accounts for the main operating activities of the Municipality) and funds that
comply with a minimum criterion (percentage of the assets, liabilities, revenues or expenditures).
Funds that do not comply with this criterion are grouped and presented in a single column as
other govemmental funds.

. Notes to financial st,temenfs

The basic financial statements also include notes to explain information in the financial
statements and provide more detailed data.

Required supplementary information

The statements and notes are followed by the required supplementary information that contains the
budgetary comparison schedule for the General Fund.

Supplementary information

The supplementary information also includes a flnancial data schedule containing financial information of
the Section 8 Housing Choice Voucher Program administered by the Municipality.



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RINCON

MANAGETIIENT'S DISCUSSION AND ANALYSIS
YEAR ENDED JUNE 30, 2OIO

FINANGIAL ANALYSIS OF THE MUNICIPALITY AS A WHOLE

Net Assets

The following table presents a summary of the Statements of Net Assets as of June 30, 2010 and 2009:

TABLE 1

Net assets (assets over liabilities) may serve over time as a useful indicator of a govemment's financial
position. At June 30, 2010, assets exceeded its liabilities by $32,503,631, representing an increase of 12olo with
respect to year 2009 due to permanent improvement funds received and colleclions from sales and use taxes.

The largest portion of the Municipality's net
assets reflects its investment in capital assets
(e.9., land, buildings, equipment, and
infrastructure) less accumulated depreciation and
less any related outstanding debt used to acquire
those assets. The Municipality uses these assets
to provide services to its citizens and,
consequently, these assets are not available for
future spending. The resources needed to repay
the debt related to these capital assets must be
provided from other sources because capital
assets are not generally liquidated for the
purpose of retiring debt.
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Assets
Current and other assets
Capital assets, net

Total assets

Liabilities
Current and other liabilities
Long-term liabilities

Total liabilities

Net assets
lnvested in capital assets, net of related debt
Restricted
Unrestricted (deficit)

Total net assets

11.775.',134

11 ,431 ,204

25,773,570
5,130,074

29.'106.975

3 19.2$.16ll



COi'MONWEALTH OF PUERTO RICO
MUNICIPALITY OF RINCON

iiANAGEMENT'S DISCUSSION AND ANALYSIS
YEAR ENDED JUNE 30, 2O1O

Restricled net assets represent resources that are subject to extemal restrictions on how they may be used.
Unrestricted net assets are the part of the net assets that can be used to finance day-to-day operations without
constrains established by debt covenants, enabling legislation or other legal requirements. As of June 30 2010,
the Municipality presented an unrestricted net assets deficit. This deficit primarily arises from operational long-
term obligations such as compensated absences and debts to CRIM for which the Municipality did not provide

funding in previous budgets. Historically, such obligations have been budgeted on a pay as you 9o basis
without providing funding for their future liquidation. ln addition, operational loans and certain general obligation
bonds do not have a related capital asset to be reported as invested in capital assets, net of related debt.
Therefore, they are reported as part of lhe unrestricled net assets section.

Crranges in net assets

The following table summarizes the changes in net assets for the fiscal years ended 2010 and 2009:

TABLE 2

Summary of Changes in ,Vet Assets

Program rcvenues:
Fees, fines and charges for services
Operating grants and contributions
Capital grants and contributions

General revenues:
Property taxes
Municipal license taxes
Sales and use taxes
Grants and contributions not restricled to
specific programs
lnterest
Other
Total revenues

Expenses:
General govemment
Public works and sanitation
Public safety
Culture and recreation
Health
Housing, welfare and community development
Education
lnterest on long-term debt
Total expenses

Change in net assats
Net assets+eginning of year
Net assets-end of year

s 2,260,087
1 ,688,000
2.135.Ul

1,812,M8
519,974

1,014,435

4,259,480
70,657

'l ,343,531 41.1't7
15.104.053

3,396,656
29,106,975
32,503,631

't1,707,397



COM]TIONWEALTH OF PUERTO RICO
TIUNICIPALITY OF RINCON

IUIANAGEi'ENT'S DISCUSSION AND ANALYSIS
YEAR ENDED JUNE 30, 2O1O

FIGURE 1

Muticipality of Rioa;a
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Ftsl Yean End-fune 30, fl10 a frOg

iamo-
Eryl

Approximately 28o/o ol the Municipality's revenues came from unrestricted grants, 25% ftom operating
and capital grants,15% from fees, fines and charges for services,'l2o/o lrom property taxes, 7olo from sales
and use taxes, 4% from municipal license taxes and 9% from other revenues. Revenues increased by
19% in comparison with fiscal year 2009. The most significant change is an increase in other revenues
due to capital assets received in donation and the proceeds from a legal Glse awarded to the Municipality
during the year. There was also a significant increase of 99% in operating grants, due mainly to
improvement funds assigned by the Commonwealth Government. There was a 13% increase in fees,
fines and charges for services caused mainly by an increase of revenues from transportation services,
There are also increases in property tiaxes revenues (7o l and capital grants revenues (5olo). There were
decreases in revenues from municipal license taxes (11%) due to less construction projects developed
during 2010, and interest reven ue (52%) due to lower interest rates.

t,0no,000 2.000.n00 3,000,000 l.0oo,0oo i.000,000 6,0@,000 7.0(}),00l)



COTTONWEALTH OF PUERTO R]CO
TUNICIPALITY OF RINCON

TANAGETENTS DISCUSSION AND ANALYSIS
YEAR ENDED JUNE 30, 2O1O

FIGURE 2

The Municipality's expenses cover a range of services. The largest expenses are general govemment
representing approximately 43%, public works and sanitation with 307o and public safety with 8%.
Program revenues of he Municipality covered approximately 52% of total expenses.

Total expenses decreased only 2o/o in comparison with the previous fiscal year. This includes a decrease
of 860/o in education due to prior year improvements performed over public schools owned by the
Commonwealth Govemment, a decrease of 19% in interest debt due to a decrease in the overall long-
term debt, and minor decreases of 30/6 and 17o in housing, weJfare and community development and
general govemment expenses, respectively. These decreases were partially ofbet by a 10% increase in
public works and sanitation expenses due to new funding received br public improvements.

As noted previously, the signaficant increase in revenues, combined with a minor decrease in expenses,
resulted in an increase in net assefs of approximately 3177o when compared with the net change in net
assets reported in the fiscal year 2009 statement of activities.



GOTUIMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RINCON

MANAGEIIENT'S DISCUSSION AND ANALYSIS
YEAR ENDED JUNE 30,2O1O

The following table focuses on the cost of each of the Municipality's largest programs as well as each
program's net cost (total cost less fees generated by the programs and program-specific
intergovemmental aid):

TABLE 3

Some of the cost of govemmental activities was paid by those who directly benefited from the programs
($2,260,087) and other governments and organizations that subsidized certain programs with grants and
contributions ($3,823,841). The $(5,623,469) net cost of services was fully covered by other general
revenues including grants and crntributions not restricted to specific programs, property, municipal
license taxes and sales and use taxes.

FINANCIAL ANALYSIS OF THE HUNICIPALITY'S FUNDS

Govemmental funds

The focus of the Municipality's govemmental funds as to provide information on near-term inflows,
outflows and balances of resources available for spending. Such information is useful in assessing the
Municipality's financing requirements. ln particular, unreserved fund balance may serve as a useful
measure of a Municipality's net resources available at the end of a fiscal year. For the fiscal year ended
June 30, 2O'10, the govemmental funds reported ending fund balances of $5,849,621, a net decrease of
$704,196 in comparison with the prior fiscal year. This decrease was caused primarily by increases of
$508,868 and $363,353 in the General Fund and the Debt Service Fund, respectively, with decreases of
$444,707, $24,289, $262,807 and $844,614 in the Commonwealth Legislative Resolutions fund, the
Community Development Block Grant Program Fund, the $1,428,000-Loan lssuance Fund and the Other
Govemmental Funds, respectively. Of the total fund balances, $977,649 (or 17%) constitutes unreserved
fund balance. The remainder of the fund balances is reserved to indacate that it is not available for new
spending.

Net (
?olo

General govemment

Public wgrks and sanitation

Public safety

Culture and recreation

Housing, welfare and community
dev6lopment

Other

5,088,927

3,s29,700

930,145

720,482

815,939

s,'149,143

3.219,189

914,280

835,821

u4.477

(2,64'r,508)

(531,4(x))

(849,922)

(667,149)

(320,161)

(2,889,540)

(1,r46,996)

(850.1 15)

(829,532)

(342,801)

10



COtlilOl'{WEALTH OF PUERTO RICO
TIUNICIPALIW OF RINCON

TANAGEMENT'S DISCUSSION AND ANALYSIS
YEAR ENDED JUNE 30, 2O1O

The general fund is the operating fund of the Municipality. The unreserved fund balance of the general

fund represents approximately 17o/o of total ending fund balances. For the year ended June 30, 2010, the
fund balance of the general fund increased by a net change of $508,868 when compared with the prior
fiscal year. Of this net change, an increase of $224,559 pertains to other special funds (with self-imposed
restrictions) included as part of the general fund (resources to finance these special funds were provided
in cunent and previous years).

GENERAL FUND BUDGETARY HIGHLIGHTS

The general fund original budget for the fiscal year 2009-2010 presented a decrease of 5% with respect
to the prior year budget. Amendments to the original budget are approved by the Municipal Legislature.
During the fiscal year 2010, budget revenues were increased by $785,266 due to additional collections
ftom a legal case against a third party (other revenues) and additional collections of property taxes.
Budget expenditures were increased by $87,266 while transfeE out were increased by $698,000. Actual
revenues exceeded revised budgeted revenues by $2M,892 (net). The most significant variances were a
positive variance of $207,151 in intergovemmental revenues and a negative variance of $71,294 in fees,
fines and charges for services. The Municipality also reported a net negative variance of $121,588
between revised budgeted appropriations and actual expenditures. Actual revenues exceeded actual
expenditures by $123, 6.

CAPITAL ASSET AND DEBT ADTINISTRATION

Capital assets

At the end of the fiscal yeat 2010, the Municipality has invested $U,242,437 (net of accumulated
depreciation) in a broad range of capital assets, including buildings, parks, roads, bridges, land and
equipment. This amount represents a net increase of 13% over the prior fiscal year.

TABLE 4

Non{epreciable assets:
Land
Construction in progress

Depreciable assets (netf :

Land improvements
Buildings and buildings improvements
lnfrastructu re
Vehicles, machinery and equipment
Total

5,961,404
6,676,857

568,343
13,2An,803
5,670,723

5,430,332
4,357,960

51't,447
't3,527 ,835
4,037,985

11



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RINCON

MANAGEMENT'S DISCUSSION AND ANALYSIS
YEAR ENDED JUNE 30, 2O1O

The Municipality's major capital pro.iects that were still in construction as of June 30, 2010 are as follows:
. Barrero Sanitary Sewer System - $2,199,117
. Construction of "Ventana al Ma( - $1 ,321 ,745
. Construction ol "Plaza la Amistad" - $1,046,722
. lmprovements to sports complex on Calvache \Mard - $361 ,405
. Rio Grande Residential Development - $281,061
. Construction of recreational facilities on Barrero ward - $280,800

During the fiscal year 2010, equipment for a total amount of $301,221 was placed in use including,
among others, four vehicles for $1'15,902, a security system for $36,367, heavy equipment for $75,881
and some trucks for $49,616.

The Municipality's fiscal year 2010-2011 capital budget will call for a significant amount of proiects
including the reopening of the market place (first phase of "Ventana al Ma/' project) with an estimated
cost of $1 ,660,000; the conclusion of "Plaza de la Amistad" with an estimated total cost of $1,240,000; the
conclusion of the Barrero sanitary sewer with an estimated total cost of $2,250,000, the conclusion of the
improvements to the sports complex in Calvache ward with an estimated total cost of $400,000, and the
conclusion of the BMX race track to be used in the Centro American Games. with an estimated total cost
of $300,000. These prolects will be financed through Federal and Commonwealth grants, funds from the
Commonwealth Legislature, general obligation bonds and Municipal funds. More detailed rnformation
about the Municipality's capital assets is presented in Note E to the financial statements.

Long-term debt

At year-end, the Municipality had $6,864,000 in general and special bonds and notes, a decrease of 4%
with respect to the prior year. The following is a summary of the Municipality's outstanding debt as of
June 30, 2010 and 2009:

TABLE 5

Ou8,f,nding Long-turm

General and special obligation bonds and notes
Note payable to CRIM - Law No. 42
Note payable to cRlM - LlMs
Note payable to CRIM - financing of delinquent

accounts
Line of credit - GDB
Payable to PREPA
P.R. Department of Treasury - prior years property

taxes
Compensated absences
Christmas bonus payable
Payable to CRIM from property tax advances

Total

6,864,000
419,083
32,76

45,287
215,881
365,241

1,085,684
1U,716
24,919

7,132,000
427,864

53,063

47 ,346
215,881
194,913

't,671
1,078,381

176,554
21,469

12



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RINCON

MANAGEMENT'S DISCUSSION AND ANALYSIS
YEAR ENDED JUNE 30, 20{O

The Municipality reported a net increase in the other long-term debt of $136,435. This increase was
mostly affected by the net effect from the increase of $170,328 in the debt with P.R. Electric Power
Authority (PREPA), and decreases of $20,297 and $'11,838 in the LIMS and Chrlstmas bonus debts,
respectively. More detailed information about the Municipality's long-term liabilities is presented in Note F

of the financial statements.

ECONOMIC FACTORS AND NEXT YEAR'S BUDGET

The Municipality's officials considered certain factors when establishing the fiscal year2010-2011 budget.
One of these factors is the economy. Among the economic areas considered are the estimates for the
growth in population, personal income, housing statistics and unemployment rates. The Municipality's
unemployment rate now stands at 16.2%, which compares with the Commonwealth rate of '16.6%.

For fiscal yeat 2010-2011 the Municipality has applied a conservative approach in the development of
budget estimates. Amounts available for appropriations in the General Fund will be $8,785,000,
representing an increase of 6% with respect to prior fiscal year estimates. Budgeted expenditures are
expected to rise according to the increase of budgeted revenues. lf these estimates are achieved, the
Municipality's budgetary general fund balance is expected to increase modestly by the close of the 2010-
2011 fiscal year. ln addition to the general fund estimated budget, the Municipality plans to submit to the
Federal and Commonwealth Govemments proposals for welfare and community development as well as
permanent capital improvements and public works. ln the past, the construction industry was one of the
major sources of income generated by the Municipality contributing with construction permits fees from
housing projects. At present, revenues from operating, and capital grants and contributions, along with
revenues from fees, fines and charges for services generated the funding previously provided by the
construction industry. Management believes that this contributjon level will be maintained in next fiscal
year. ln addition, revenues from sales and use taxes are expected to increase significantly the revenues
of the Municipality.

CONTACTING THE MUNICIPALITY'S FINANCIAL MANAGEMENT

This financial report is designed to provide our citizens, taxpayers, and creditors with a general overview
of the Municipality's finances and to demonstrate the Municipality's accountability for the money it
receives. lf you have any questons about this report or need any additional information please contact
the Finance Department at the Municipality of Rincon, PO Box 97, Rincon, P.R. 00677.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RINCON

STATEMENT OF NET ASSETS
JUNE 30,2O1O

ASSETS

Cash and cash equivalents
Due from:

Commonwealth Government (note C)
Federal Government (note C)

Restricted assets:
Cash and cash equivalents
Cash with fiscal agent

Defened bond issuance costs, net of accumulated
amortization ol $22,087

Capital assets (note E):
Land and construction in progress
Other capital assets, net

Total capital assets, net
Total assets

LIABILITIES

Accounts payable and accrued liabilities
lnterest payable
Due to:

Commonwealth Government
Deferred revenues:

Municipal license taxes
I ntergovernmental-Com monwealth agencies
I ntergovemmental-Federal g rants

Long-term liabilities (note F):

Due within one year
Due in more than one year

Total liabilities

NET ASSETS

lnvested in capital assets, net of related debt
Restricted for:

Debt service
Capital projects
Other specified purposes

Unrestricted (deficit)
Total net assets

The accompanying notes are an integral part of this statement.

Governmental
Activities

$ 2,277 JA6

969,374
325,256

3,053,465
3,381,565

29,482

12,638,261
21.6M.176
34,242,437

$ 44,278.765

$ 1,074,958
110,752

'101,505

356,887
348,183
565,272

1,103,091
8,114,486

11.775.134

29,235,468

1,714,924
2,021,602

674,425
(1,142,788)

_$____3?89!f3l_
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RINCON

RECONCILIATION OF TOTAL GOVERNIIENTAL FUND BALANCES
TO NET ASSETS OF GOVERNMENTAL ACTIVITIES

JUNE 30,20{O

Total tund balances - governmental funds $ 5'E49'621

Amounts reported for govemmental aclivities in the Statement of
Net Assels are different because:

Capital assets used in govemmental activities are not cunent

financial resources and, therefore, are not reported in the
govemmental funds balance sheet

Other assets used in govemmental aclivities are not cunent

financial resources and, therefore, are not reported in the funds:

Defened charges - bond issuance costs, net

Other assets are not available to pay cunent-period expenditures

and, therefore, are defened in the funds:

Due from Commonwealth Govemment:
Christmas bonus reimbursement
Sales and use tax- Debt Service Fund

P.R. Department of Education

Line of Credit (Offce of Management and Budget)

P.R. Eleclric Power Authority (PREPA)

Ofiice of Elderly Affairs (OGAVE)

Others
Due from Federal Govemment:

Federal grant - CDBG

lnterest liabilities are not due and payable in the cunent period

period and, therefore, are not reported in the funds

Long-term liabilities, including bonds payable, are not due and

payable in the cunent period and, lherefore, are not reported in

in the funds:

General obligation bonds and notes

Note payable to CRIM-LaW No. 42
Note payable to cRlM-LIMS
Note payable to CRIM-financing of delinquent accounts

Payable to CRIM - property tax advances
Compensated absences
Christmas bonus
Debt payable to P.R. Electric Power Authority

Net assets of govemmental activities

The accompanying notes are an integral part of these statements.

u,242,437

29,482

$ 82,358
5,806

24,'t't3
194,868

365,241
13,114
5,071 690,571

'193,740

(17 ,524)

(6,347,000)
(419,083)

(32,766)

(45,247)
(24,919)

(1,085,684)
(164,716)
(365,241) (8,484,696)

17
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COIiIMOI{WEALTH OF PUERTO RICO
itut{tctPALtw oF RtNcoN

RECONCILIATIO OF STATE ENT OF REVENUES, EXPENDITURES A}ID CHAI,IGES IN FUNO
BALANCES (DEF|C|T) OF GOVERi|UEI{TAL FUitDS TO THE STATEMENT OF ACTtVtTtES

FISCAL YEAR ENDED JUNE 30, 20{O

Nei chanqo in fund balances (deficit) - total govemmental lunds

Amounts Epofted ior govemmental activities in the Statement of
Activities are difieent because:

Govemmental funds report capiial ass€ts outlays as eleenditures.
However. in the Statement of Aclivrties. the cost of those assets is
allocated over their eslimated useful lives and reponed as depreciatjon
expense:

Expendiiures lor capital assets
Less: cunent year depreciation

Govemmenhl funds report ihe effect of bond issuan@ @sts as
ependiturc when debt is lhst issued, whereas liese amounts are
defened and amonized in tie Statement of Actrvities. This amount is
the nel efiecl 0f lhese difierences:

Bond issuance costs
Amortizaton of bond issuance @sts

Revenues in the Statement of Activitjes that do not provide cunent
finanoal resources are not aepoated as revenues in the funds:

Chdsfnas bonus reimbursement
Sales and use tax-Debt Service Fund
P.R. Departrnent of Educafon
P.R. Eleclric Povi€r Authority (PREPA)
FederalG€nt - CDBG
Donaled ass€ts
Olhers

Revenues reported in funds which are not reported as revenues in the
Statement of A6livities:
Christrnas bonus rembursement-pnor year
Property traxes-General Fund
Sales and use tiax-General Fund
Sales and use trax-Debt SeNice Fund
P.R. Depanment ol Edr./cation
P.R. Electric Power Authority (PREPA)
Federal Grant - CDBG
FederalGranE Tide lll-8. C1 and C2
FedeEl Grant- Homeland Secuity
Federal Grant- NSIP

Proceeds fiom general obligation bonds are other finanong sources in the
govemmental funds. but inqease long-tem liabilitres in the slatement of
Net Assets

Govemmental funds only report the proceeds received in the disposal of
ass€ts- ln the Statement of Acfvities, a gain or loss is reponed icr each
disposal. Thus, the change in net assets difieE from the change in fund
balance by the cost of the disposed asset

Expenditures reponed in funds whjafi are not reported as expenses in lhe
Stratement of Aciivities:

Matured bonds principal payments (net change)

Repayment of long-term debt is an expenditure in the qovemmental

funds, but Educes long{erm liabilities in he Statement of Net
Assets:
General obliqation bonds and notes
Other iong-tem liabililies

Some expenses reported in the Statement of Activites do not lequire
lhe use of curent finanoal €sources and, therefore, are not reported
as erQenditures in the govemmental funds:
Compensated absences
Christrnas bonus
oebr paynenr to P.R. Elecrric Power Auhority
Acqued interest (net change)
Other

Change ln net asseb of govemmental activities

The ac.ompanyrng notes are an integral part of these statements.

5 4,655,552
{1,289,996)

t (704,1961

3,365,556

12.16n

1,258,069

'I,625
(3,812)

82,358
5,806

24,113
325,50'1
193,740
621,480

5,O71

84,277
53,834

29,597
20,500

155,173
201.o44
25,623
16,183

593,000
673,216

(153,234)
(164,716)
(488,251)

1,320
(3,4s0)

(621,008)

(325,000)

c/,463)

(25.000)

1,266,216

(808,331)

_!____1J!!f!!-
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COMMOIMEALTH OF PUERTO RICO
MUNICIPALITY OF RINCON

NOTES TO BASIC FINANCIAL STATEMENTS
JUNE 30, 2O1O

NOTE A- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Municipality of Rincon was founded in 1770. The Municipality is governed by an executive and by a
legislative branch elected for a four-year term during the general elections in Puerto Rico. The Mayor is
the executive officer and the legislative branch consists of twelve (12) members of the Municipal
Legislature. The Municipality engages in comprehensive range of services to the community such as:
general government administration, public works, health, environmental control, education, public
security, welfare, housing, community development and culture and recreation activities.

The financial statements of the Municipality have been prepared in accordance with accounting principles
generally accepted in the United States as applied to governmental units. The Governmental Accounting
Standards Board (GASB) is the standard-setting body for governmental accounting and financial
reporting. The GASB periodically updates its existing Governmental Accounting and Financial Reporting
Standards, which, along wiih subsequent GASB pronouncements (Statements and lnterpretations),
constitutes GAAP for governmental units.

1. Financial reporting entity

The financial reporting entity included in lhis report consists of the fjnancial statements of the
Municipality of Rincon (primary government). To fairly present the financial position and the results
of operations of the financial reporting entity, management must determine whether iis reporting
entity consists of only the legal entity known as the primary government or one or more
organizations called component units. The inclusion of a potential component unit in the primary
government's reporting entity depends on whether the primary government is financially accountable
for the potential component unit or on whether the nature and significance of the relationship with the
primary government is such that exclusion would cause the reporting entitys financial statements to
be misleading or incomplete. There are two methods of presentation of the component unit in the
financial statements: (a) blending the financial data of the component unit's balances and
transactions in a manner similar to the presentation of the Municipalitys balances and (b) discrete
presentation of the component unit's financial data in columns separate from the Municipalivs
balances and transactions.

The basic criteria for deciding financial accountability are any one of the following:

a. Fiscal dependency of the potential component unit on the primary government, or
b. The primary government appoints a voting majority of the potential component unit's governing

body and,

1) The primary government can impose its will on the potential component unit and/or,

2) A financial benefiu burden exists between the primary government and the potential component
unit-

20



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RINCON

NOTES TO BASIC FINANCIAL STATEMENTS
JUNE 30, 2010

NOTE A- SUMMARY OF SIGNIFICANT ACGOUNTING POLICIES - Continued

ln addition, a legally separale, tax-exempt organization should be discretely presented as a
component unit of a reporting entity if all of the following criteria are met:

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

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

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

Other organizations should be evaluated as potential component units if they are closely related to,
or financially integrated with, the primary government. Professional judgment is applied in
determining whether the relationship between a primary government and other organizations for
which the primary government is not accountable and that do not meet these criteria is such that
exclusion of the organization would render the financial statements of the reporting entity misleading
or incomplete.

Based on the above criteria there are no potential component units which should be included as part
of the financial statements.

2. Basis of presentation, measurement focus and basis of accounting

The financial report of the Municipality consists of the Management's Discussion and Analysis
(MD&A), basic financial statements, notes to the financial statements and required supplementary
information other than the NID&A. Following is a summary presentation of each, including the
measurement focus and basis of accounting. lveasurement focus is a term used to describe rryhich

transactions are recorded within the various flnancial statements. Basis of accounting refers to when
transactions are recorded regardless of the measurement focus:

Manaoement's Discussion and Analvsis

This consists of a narrative introduction and analytical overview of the Municipalitys ,inancial
activities. This analysis is similar to the analysis the private sector provides in their annual reports.

Basic financial statements

Basic financial statements include both government-wide and fund financial statements. Both
levels of statements categorize primary activities as governmental type, which are primarily
supported by taxes and intergovernmental revenues.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RINCON

NOTES TO BASIC FINANCIAL STATEMENTS
JUNE 30, 2O1O

NOTE A- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Government-wide statements

The government-wide statements consist of a Statement of Net Assets and a Statement of
Activities. These statements are prepared using the economic resources measurement focus,
which concentrates on an entity's net assets. All transactions and events that affect the total
economic resources (net assets) during the period are reported. The statements are reported on
the accrual basis of accounting. Revenues are recognized in the period earned and expenses
recognized in the period in which the associated liability is incurred. Fiduciary activities, if any,
whose resources are not available lo flnance government programs, are excluded from the
government-wide statements. The effect of inter-fund activities is eliminated.

The Statement of Net Assets incorporates all capital (long-lived) assets and receivables as well as
long-term debt and obligations. The Statement of Activities reports revenues and expenses in a
format that focus on the net cost of each function of the Municipality. Both the gross and net cost
of the function, which is otherwise being supported by the general government revenues, is
compared to the revenues generated directly by the function. This Statement reduces gross
expenses, including depreciation, by related program revenues, operating and capital grants, and
contributions. Program revenues must be directly associated with the function.

The types of transactions included as program revenues are: charges for services, fees, licenses
and permits; operating grants which include operating-specific and discretionary (either operating
or capital) grants; and capital grants which are capital-speciflc grants. lnternally dedicated
resources are reported as general revenues rather than as program revenues. Likewise, general
revenues include all taxes. Property taxes (imposed nonexchange transactions) are recognized as
revenues in the year for which they are levied and municipal license taxes and sales and use
taxes (derived tax revenues) when the underlying exchange has occurred and time requirements
are met. Revenues on both operating and capital grants are recognized when all eligibility
requirements (including time requirements) imposed by the provider have been met. For certain
expenditure-driven grants, revenue is recognized after allowable expenditures are incurred. As a
policy, indirect expenses in the Statement of Activities are not allocated. The Municipality first uses
restricted assets for expenses incurred for which both restricted and unrestricted assets are
available.

The Municipality reports deferred revenues in the government-wide statements. Deferred
revenues arise when resources are received before the Municipality has a legal claim to them or
before applicable eligibility requirements are met (in case of certain federal expenditure-driven
grants if resources are received before allowable expenditures are incurred)- ln subsequent
periods, when the Municipality has a legal claim to the resources, the liability for deferred revenues
is removed and the revenue is recognized-
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RINCON

NOTES TO BASIC FINANCIAL STATEMENTS
JUNE 30, 2010

NOTE A- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Privale-sector standards of accounting and financial reporting issued prior to December 1, '1989

generally are followed in the government-wide financial statements to the extent that those
standards do not conflict with or contradict guidance of the Governmental Accounting Standards
Board. The Municipality has elected not to follow subsequent statements and interpretations
issued by the FASB after November 30, 1989.

Fund Statements

The financial transactions of the Municipality are recorded in individual funds, each of which is
considered an independent Rscal entity. Each fund is accounted for by providing a separate set of
self-balancing accounts that comprise its assets, Iiabilities, reserves, fund equity, revenues and
expenditures. Funds are segregated according to their intended purpose which helps management
in demonstrating compliance with legal, financial and contractual provisions. Governmental Funds
are those through which most governmental functions of the Municipality are financed. The
governmental fund statements include a Balance Sheet and a Statement of Revenues,
Expenditures and Changes in Fund Balances with one column for the general fund, one for each
major fund and one column combining all non-major governmental funds. Ma.jor funds are
determined based on a minimum criterion, that is, a percentage of the assets, liabilities, revenues
or expenditures or based on the Municipality's official's criteria if the fund is particularly important
to flnancial statements users (for Rural Development Corporation - Marine Facilities and

$1 ,428,000 Loan lssuance Funds).

The Municipality reports the following major governmental funds:

General Fund: This is the operating fund of the Municipality and accounts for all financial
resources except those required to be accounted for in another fund.

Commonwealth Leoislature Resolutions Fund: This fund accounts for revenue sources from
grants provided by the Commonwealth's Legislature for specific purposes which include, among
others, acquisition, development and improvements of capital assets.

Debt Service Fund: This fund is used to account for the accumulation of resources for, and the
payment of, general long{erm debt principal and interest.

Gommuniw Development Block Grant Prooram Fund (CDBG): CDBG fund (including CDBG -
ARRA) is used lo account for revenue sources for the development of viable urban communities
by providing decent housing, a suitable Iiving environment and expanding economic opportunities,
principally for persons of low and moderate income.

Rural Develooment Comoration - Marine Facilities Fund: This fund is used for the acquisition
of marine facilities to be used by citizens of the Municipality.
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COMMOT.IWEALTH OF PUERTO RICO
MUNICIPALITY OF RINCON

NOTES TO BASIC FINANCIAL STATEMENTS
JUNE 30, 2O1O

NOTE A- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Barrero Sanitarv Sewer Svstem Fund: This fund accounts for revenue sources from a grant
provided by the USDA Rural Development for specific purposes, that is, the construction of a
sanitary sewer system for the Barrero community.

51.428.000 Loan lssuance Fund: This fund accounts for proceeds from a special obligation note
issued by the Governmental Development Bank of P.R. (GDB) for specific purposes, that are,
acquisition and improvements to land and recreational facilities.

The governmental funds flnancial statements are accounted for using the current financial
resources measurement focus and the modified accrual basis of accounting. Under this method of
accounting, revenues are recognized when they are susceptible to accrual (i.e- both measurable
and available). Revenues are considered to be available when they are collectible within the
current period or soon enough thereafter to pay liabilities of the cunent period. For this purpose,
the Municipality considers revenues to be available if they are collected within 60 days after the
end of the current fiscal period, except for reimbursemenlbased (expenditure-driven) grants for
which the availability period is 90 days.

Revenues susceptible to accrual include property taxes, recognized as revenues in the year for
which they are levied; municipal license taxes and sales and use taxes, recognized when the
underlying exchange has occuned and time requirements are met and interest. ln applying the
susceptible lo accrual concept to intergovernmental revenues, revenues are recognized when all
eligibility requirements (including time requirements) imposed by the provider have been met and
revenue becomes available. There are, however, essentially two types of these revenues. ln the
first case, on expenditure-driven grants, monies must be expended on the specific project or
purpose (eligibility requirement), before any amounts are paid to the Municipality. Revenue is,

therefore, recognized as expenditures are incuned to the extent available. ln the other cases,
monies are virtually unrestricted and are generally revocable only for failure to comply with
prescribed compliance requirements. ln these cases revenues are recognized as the time of
receipt or earlier if the susceptible to accrual criteria is met. Licenses and permits, charges for
services, rent, fines and miscellaneous revenues are generally recorded as revenues when
received or are recognized earlier if the susceptible to accrual criteria is met.

The Municipality reports in the governmental fund financial statements deferred revenues which
arise when potential revenue does not meet both measurable and available crileria for recognition
in the current period. ln the government-wide statements revenue is recognized as soon as it is
earned regardless of its availability. Defened revenues also arise when resources are received
before the Municipality has a legal claim to them or before applicable eligibility requirements are
met. ln the case of certain federal expenditure-driven grants if resources are received before
allowable expenditures are incurred. ln subsequent periods, when the revenue recognition criteria
is met, or when the Municipality has a legal claim to the resources, the liability for deferred
revenues is removed from the balance sheet and the revenue is recognized.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RINCON

NOTES TO BASIC FINANCIAL STATEMENTS
JUNE 30, 2O1O

NOTE A- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Gontinued

Expenditures are generally recognized when the related liability is incurred. Certain exceptions to
this fundamental concept include the following: (1) payments of principal and interest on general
long-lerm debt, which are recorded as expenditures when due, except for principal and interest
due on July 1 (in this case amounts are recorded as liabilities and expenditures on June 30 since
amounts have been accumulated or lransferred to the debt service fund before July 1 payments
are made) and (2) vested compensated absences, claims and judgments and special termination
benefits which are recorded as expenditures only to the extent that they are expected to be
liquidated with expendable financial resources. ln the government-wide statements the expense
and related accrual liability for long{erm portions of debt must be included.

Since the governmenlal funds statements are presented on a different measurement focus and
basis of accounting than the government-wide statements, reconciliation is necessary to explain
the adjustments needed to transform the funds financial statements into the government-wide
slatements. This reconciliation is part of the financial statements.

Notes to Financial Statements

The notes to financial statements provide information that is essential to a user's understanding of
the basic financial statements.

Required Supplementarv lnformation

Required supplementary information consists of the Budgetary Comparison Schedule - General
Fund as required by GASB.

3. Deposits and investnents

Cash and cash equivalents consist of cash on hand, demand deposits and short{erm investmenls
with original maturities of three months or less from the date of acquisition. The Municipality follows
the practice of pooling cash of all funds except ior certain Commonwealth's grants, restricted funds
generally held by outside custodians and federal grants. Available pooled cash balances beyond
immediate needs are invested in certificates of deposits- Cash and cash equivalents related to
Commonwealth and Federal grants (including Commonwealth Legislature Resolutions) are restricted
since their use is limited by applicable agreements or required by law.

The laws and regulations of the Commonwealth of Puerto Rico authorize the Municipality to invest
only in obligations of the Commonwealth, obligations of the Uniled States of America, certificates of
deposits, commercial paper, bankers' acceptances, or in pools of obligations of the municipalities of
Puerto Rico, which are managed by the Governmental Development Bank for Puerto Rico ("GDB").
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NOTE A- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

4. Resfricted assefs

Restricted assets are liquid assets which have third-party limitations on their use. Cash and cash
equivalents related to Commonwealth and Federal grants (including Commonwealth Legislature
Resolutions) are restricted since their use is limited by applicable agreements or required by law.
Restricted cash with fiscal agent in the debt service fund consists of the undisbursed balance of
property and sales tax collections retained by the Commonwealth of Puerto Rico which are restricted
for the repayment of the Municipality's general and special obligation bonds and notes as
established by law. Restricted cash with fiscal agent of the other governmental funds represent the
undisbursed proceeds of certain bonds, loans or grants which are maintained in a cash custodian
account by the GDB or a federal government agency.

5. Receivables and due from govemmental entities

Receivables are stated net of estimated allowances for uncollectible accounts, which are determined
based on past collection experience and cunent economic conditions. Amounts due from the federal
government represent amounts owed to the Municipality for the reimbursement of expenditures
incurred pursuant to federally funded programs. Amounts reported in the debt service fund
represent property and sales tax revenues of the cunent fiscal year collected by the CRIM (property
tax) and the Puerto Rico Department of Treasury (sales tax) on the subsequent fiscal year.

6. lnterfund receivables and payables

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

7. lnventories

The Municipality purchases gasoline, oil and other expendable supplies held for consumption. The
cost of those purchases is recorded as expenditure when incurred in the appropriate fund but the
year-end inventory is not recorded in the Statement of Net Assets, as management believes it is not
significant.

8. Capita, assets

Capital assets reported in the governmental activities in the Statements of Net Assets include
property, plant, equipment and infrastructure, (e.9., roads, bridges, sidewalks, and similar items).
The Municipality defines capital assets (except for infrastructure assets) as assets that have an
individual cost of $500 or more and have a useful life of one or more years. lnfrastructure assets are
capitalized based on a percentage of the estimated useful life. The cost of normal maintenance and
repairs that do not add to the value of the assets or materially extend assets lives are not capitalized.
Major outlays for capital assets and improvements are capitalized as projects are constructed.
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NOTE A- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Capital assets are capitalized at historical cost or estimated historical cost if historical cost is not
available. Donated assets are recorded as capital assets at their estimated fair market value at the
date of donation. All capital assets, other than land and construclion in progress, are depreciated
using the straight-line method over the following useful lives:

Descriplion

Land improvements
Buildings and building improvements
lnfrastructu re
Vehicles, machinery and equipment

ln accordance with cuffent accounting standards capital assets are reviewed for impairment.
lmpairment occurs when there;s a significant decline in asset service utility due to the occunence of
a prominent event or change in circumstances affecting the assel. Current standards provide
guidance for accounting and reporting for impairment and for insurance recoveries.

9. Long-term obligations

Long-term debt and other long{erm obligations, which are reported as liabilities in the governmental
activities column in the Statement of Net Assets, consist of general and special obligation bonds,
liabilities for compensated absences, claims and judgments, and long{erm liabilities to other
governmental entities.

10. Deferred bond ,'ssuance costs

Bond issuance costs are reported as deferred charges and amortized as required by currenl
standards. Governmental fund types recognize bond issuance costs as expenditures during the
current period. Those issuance costs, whether or not withheld from the actual debt proceeds
received, are reported as expenditures in the appropriate fund.

1 1. Compensated aDsences

The Municipality's employees accumulate vacation, sick leave and compensatory time based on
continuous service. Compensated absences are recorded as a liability if (1) are earned on the basis
of services already performed by employees, (2) it is probable that will be paid (in the form of paid
time off, cash payments at termination or retirement, or some other means) and (3) are not
contingent on a speciflc event (such as illness)- The compensated absences are accumulated on
the basis of 2y2 days per month of vacation and 1y, days per month of sick pay and compensatory
time up to a maximum of 60 days of vacations and 90 days of sick leave. Upon separation from
employment the accumulated vacations are liquidated up to the maximum number of days.
Accumulated sick leave, which is accrued based on all vesting amounts for which payment is
probable, is Iiquidated to employees with 10 years or more service up to the maximum number of
days.

YceE

20
20-50
2040
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NOTE A- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES- Gontinued

The accrual of compensated absences includes estimated payments that are related to payroll. The
entire compensated absence liabiliiy is reported on the government-wide financial statements. For
governmental funds financial statements, the current portion of unpaid compensated absences is the
amount that is normally expected to be paid using expendable available financial resources. The
non-current portion of the liability is not reported.

Pursuant to Law No. 152 of August 20, 1996, effective July 1, 1997 the Municipality is required to
pay any excess of vacations and sick leave accumulated over 90 days as of December 31 of each
year. Payments should be made on or before March 31 of the following year.

12. Fund balances and iret Assefs

ln the fund financial statements, governmental funds report reserved and unreserved fund balances.
Reservations of fund balances represent portions that are legally segregated for a specific future use
or are not appropriated for expenditure. The Municipality has the following reservations of fund
balances:

Encumbrances:

Debt Service:

Capital Poects:

Other specilied
purposes:

Advances:

Represent future expenditures under purchase orders and other commitments,
which generally will become liabilities in future periods as the goods or services
are received.

Represent net assets available to finance future debt service payments.

Represent amounts to be used for future expenditures for capital projects under
contracts and other commitrnents. These mmmitments generally will become
liabilities in future periods as the pmjects are completed.

Represent amounts to be used for future expenditures of Federal and
Commonwealth's grants as well as funds reserved through enabling legislation
passed by lhe govemment itself, to be used to finance activities other than
construction or capital improvement mmmitments.

Represent the non-current portion of interfund loans.

Fund balance unreserved-designated represents amounts assigned by management for future
spending to finance operational costs which are not legally segregated.

ln the government-wide statements net assets are segregated into three categories:

lnvested in capital Consist of capital asset balances net of accumulated depreciation and
assets, net of related outstanding balances of any bonds, notes and other bonowings that are
debt: attributable to the acquisition, construction, or improvement of those assets. This

category should not include cash that is restricted for capital asset acquisition or
crnstruclion (unspent bond proceeds) and any unamortized debt issue costs.
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NOTE A- SUMMARY OF SIGNIFICANT ACCOUNTING POLIGIES - Continued

Restricted net assets: Represent net assets (restricted assels net of related debt) that are subject to
restrictions beyond the i/unicipality's control. These include restrictions that are
extemally imposed (by creditors, grantors, contributors, or laws and regulations of
other govemments) or restrictions imposed by law through constitutional
provisions or enabling legislation (including enabling legislation passed by the
govemment itselO.

Unrestricted nel assets: Represent net assets lhat do not meet the definition of net assets invested in
capital assets, net of related debt or restricted. Unrestricted assets are often
designated to indicate that management does not consider them to be available
for general operations. These types of constraints are intemal and management
can remove or modiry them. Designations are not reported on the face of the
statement of net assets.

1 3. I nte rtu nd tra nsactions

The Municipality reports certain transactions as transfers, which are legally required transfers that
are reported when incurred as "Transfers-in" by the recipient fund and as "Transfers-out" by the
disbursing fund.

14. Risk financing

The Puerto Rico Treasury Department (PRTD) acts as an agent, obtaining and determining the
coverage for the municipalities of Puerto Rico. The coverage for the Municipality of Rincon consists
of professional, public responsibility, property and theft, auto and fidelity bond coverage.

lnsurance policies costs are allocated by PRTD among all the municipalities of Puerto Rico.
Payment of the Municipality's insurance premiums is deducted monthly from advances of property
lax and amounts of municipal equalization fund sent to the Municipality by the Municipal Revenue
Collection Center (CRIM). Workers' compensation insurance is also deducted from the monthly
advances by the CRIM. Setlled cases have not exceeded insurance coverage for any of the past
three years.

15. Use of estimates

The preparation of the basic financial statements in accordance with accounting principles generally
accepted in the United States of America requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the basic financial statements and the reported amounts of revenues and
expenditures during the reporting period. Actual results could differ from those estimates.
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NOTE A. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONtiNUEd

16. Future adoption of accounting pronouncements

The GASB has issued the following statements, which the Municipality has not yet adopted:

Statement

* Fund Balance Reporting and Govemmental Fund Type
Definition

57 OPEB Measurements by Agent Employers and Agent
Multiple-Employer Plans

59 Financial lnstruments Omnibus

To be adopted in
fiscal year ended,

June 30, 2011

June 30, 2012

June 30, 2011

The impact of these statements on
determined.

NOTE B. DEPOSITS

the Municipalitys financial statements has not yet been

Custodial credit risk is the risk that in the event of a bank failure, the government's deposits may not be
recovered. The Municipality maintains cash deposits in commercial and governmental banks located in

Puerto Rico. Under Commonwealth of Puerto Rico statutes, public funds deposited in commercial banks
must be fully collateralized for the amount deposited in excess of federal deposit insurance. All securities
pledged as collateral by the Municipality are held by the Secretary of Treasury of Puerto Rico in the
Municipalivs name.

At year-end, the Municipalih/s bank balance of deposits in commercial banks amounting to $5,506,640
was covered by federal depository insurance or by collateral held by the Secretary of Treasury of Puerto
Rico in the Municipalitys name. Deposits in governmental banks (all of which are uninsured and
uncollateralized) are exposed to custodial credit risk. At year-end the Municipalitys bank balance in
governmental banks amounts to $3,112,535.
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NOTE G. DUE FROM GOVERNMENTAL ENTITIES

Amounts due from governmental entities as of June 30, 2010 follows:

Commonwealth Federal
Govemment Govemment

Maior fund - General fund:
P.R. Eleciric Power Authority (PREPA) $ 365,241 $ -
Municipal Revenue Collection Center (CRIM)-

property taxes and intergovemmental
subsidy (general fund)

P.R. Department of Treasury - Christmas
bonus reimbursement

P.R. Department of Education
P.R. Department of Treasury - sales and use

taxes-1% and Municipal Development fund
P.R. Department of Labor - Law No. 52 and

82
Maior fund - Debt service fund:

Municipal Revenue Collection Center (CRIM)

- property taxes
P.R. Department of Treasury - sales and use

taxes-Municipal Redemption Fund
Maior fund - CDBG fund:

Ofnce of Commissioner of Municipal Affairs -
CDBG

Other oovemmental fu nds:
$1,200,000 Line of credit (Office of

Management and Budget)
P.R Department of Transportation
P.R. lnfrastruc{ure Financing Authority (PRIFA)
P.R Department of Family - Families and

Children Administration - Child Care and
Development Block Grant

Others

43,609

82,358
29,113

90,216

25,000

't2,952

32,549

- 289,784

194,868
50,708
36,621

16,426

6,139 19,046

_$_________999n21 -9_!?q&6
Certain amounts are recorded as deferred revenue in the governmental funds statements since they are
not available as required by cunent standards. See related note G.

NOTE D. INTERFUND TRANSACTIONS

1. Due lromno other funds

Amounts due/from lo other funds in the general fund represent advances to other funds by the general
and the debt service funds to finance payroll, payroll taxes and other expenditures, as follows:
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Amount
Major Funds:

CDBG
Other Govemmental Funds:

Child Care
OGAVE\OPEA
Other

ilaior Funds:
General Fund

56,923

49,710
21,738
10,928

Debt Service Fund

Total:

2. Advances to other funds

Advances to other funds includes $600,733 advances by the Commonwealth Legislative Grants Fund to
the general fund for the payment of payrolls, payroll taxes and other operational expenditures in previous
periods not reimbursed as of fiscal year-end. The general fund reimbursed $94,025 during fiscal year
2009-2010.

3. Tnnsfers in (out):

Transfers among individual funds were made for operational purposes. Transfers include: (1) interest
earned on restricted cash with liscal agent in the debt service fund and operating and capital improvement
loans in other govemmental funds which is transfened to the general fund, (2) interest in Commonwealth
Legislature Resolutions fund which is transfened to the general fund and, (3) pnncipal and interest
payments of long{erm debt transfened from the general fund to the debt service fund.

NOTE E- CAPITAL ASSETS

Capital assets and depreciation activity as of and for the year ended June 30, 2010 are as follows:

Balance Balance
July 1,2009 lncreas6 D€crcase€ June 30,2010

Govemmental activlties:
Capital assets, not being
depreciated:

Land
Construciion in progress

Total capital assets not b€ing
depreciated

Capital assets, being
depreciated:

Land improvements
Buildings and buildings
imprcvements
lnfrastructu re
Vehicles, machinery and
equipment

Total capital asaets being
depreciated

$531,072S$5,961,404
3,067,719 748,822 6,676,857

$ 5,430,332
4,357,960

9.788.292 3.598,791 748,A22 12,638,261

550,717

17,292,375
7,569,523

ffi,770

88,530
1,950,541 14,254

637,487

17,380,905
9,505,770

6,942,869 301,221 38,740 7,205,350

32,355,484 2,427,62 53,034 U,729,512

Receivable Funds
General Fund
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NOTE E- CAPITAL ASSETS - Continued

Less accumulated
depreciatlon for:

Land improvements
Buildings and buildings
improvements
lnfrastrudu re
Vehicles, machinery and
equipment

Total accumulated
depreclation

Total capital assets being
depreciated, net

$ 29,874

351,562
314,444

594,116

1,289,996

$-

10.935

u,637

45,572

Balance
July l, 2009

$ 39,270

3,764,540
3,531,538

4,545,564

11,880,912

lncEases Decreases
Balance

June 30, 20'10

$ 69,144

4,116,102
3,835,047

5,105,043

13,'125,336

20,474,572 1,'137,066 7,462 2',t,6c4,176

Govemmental activities capital
assets, net _9____99294q_ _!____!i$,qgz- 

-9___-Z!!,?!1- 
-9--34,24,437

Depreciation expense was charged to functions/programs of the Municipality as follows:

Govemmental activities:

$ 2't8,847
708,768

65,1116
266,825

30,036
374

General govemment
Public works and sanitation
Public safeiy
Culture and reffeation
Welfare and community development
Education

Total depreciation expense, governmental aclivities _!_____-----1199,996

On September 25, 200'l the US Department of Commerce, Economic Development Administration (EDA)

approved a 91,000,000 grant to the Municipality for the construction of a Waterfront Tourism Business Center
Sunset Mllage in the Municipality. The receipt of such grant is conditioned upon compliance with terms and
conditions of a grant agreement. As required by the grant agreement, for prgects involving acquisition,
construction, or improvement of a building, the Municipality should agree to declare and fumish to EDA, prior to
the initial award disbursement, a lien, covenant, or other statement satisfaclory to EDA in form and substance
of EDA'S interest in the property acquired or improved in whole or in part with funds made available under this
award. On December 20,2002 the Municipality signed a deed of a voluntary mortgage in the amount of
gI,OOO,OOO in favor of EDA over a parcel of land on which the project is located. During a 2o-year term, the
Municipality shall not sell, lease, modgage or otherwise use of alienate any right to, or interest in the grant
property as prohibited by the grant agreement, or use that property for any other purposes than the purposes
for which the project was financed by EDA unless prior approval of the Assistant Secretary of the Department
of Commerce is obtained. Upon violation of applicable restrictions, the total amount will become due and
payable by the Municipality to EDA.
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NOTE F. LONG.TERM DEBT

1. Summary of long- term debt actiyity

The following summarizes activity in long-term debt for the flscal year ended June 30, 2010:

Balance at
July l, 2009 lncrcases

Balance at oue within
Decrcases June 30, 2010 one year

General, Special
Obligation Bonds
and Notes

Note payable to
CRIM-LaW No. 42

Note payable to
CRIM-LIMS

Note payable to
CRIM-financing of
delinquent accounts

Line of credit - GDB
Payable to Puerto

Rico Treasury
Department - prior
years property

taxes
Compensated

absences
Christrnas bonus
Payable to CRIM-

property tax
advances curent

Payable to PREPA

$ 7,132,000 $

427,8U

53,063

47,U6
215,481

325,000 $ 593,000 $ 6,864,000 $ 570,000

419,083 9,3338,781

20,297 32,766 21,522

2,059 45,287 2,059
- 215,881 -

1,671

1,078,381
176,5U

153,2U
164,716

1,671

'145,931

176,554
1,085,684 111,502
164,716 164,716

21,469 3,450 - 24,919 21,469
194,913 488,251 317,923 365,241 202,490

_!___IEgJ_lL _{______]J_31'691- _!_____!q946 _9-___9217_,s71_ _9___!_q49L

2. General and special obligation bonds and notes

The Municipality's outstanding general and special obligation bonds and notes at June 30, 2010 amount to

$6,864,000. All these bonds are serviced by the Govemmental Development Bank of Puerto Rico (GDB)

maturing at various dates. As required by law, the Commonwealth Govemment is obligated to collecl
property taxes for payment of principal and interest on bonds and notes. ln addition, .2o/o of lhe .5o/o

municipal sales and use tax collected by the P.R. Department of Treasury is deposited in a'Municipal
Redemption Fund' to finance loans to Municipalities subject to restrictions imposed by law. Debt service
funds have been established for the bonds and notes at GDB with the proceeds of those property and
sales and use taxes, whereby suffcient funds must be set aside in order to cover the projected debt
service requirement, before any new bonds are issued. Principal and interest payments of certain long-
term debt issued for operational purposes (special obligation bonds of $635,000 and $910,000) are made
through withholdings from the advances of property tax and amounts of municipal equalization fund sent to
the Municipality by the Municipal Revenue Collection Center (CRIM).
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Principal and interest payments of special obligation notes of $705,000 and $1,428,000 are made through
the'Municipal Redemption Fund'. A detail of the general and special obligation bonds and notes as of
June 30, 2010 follows:

Outstanding
Amount

1994 public improvement bonds of $721 ,000 due in annual installments of
$17,000 to $52,000 through January 1, 2017i beating interest at 5.0%

2000 special obligation bonds of $910,000 due in annual installments of
$65,000 to $'125,000 through July 1, 2010; bearing interest at rates
ranging from 1.28Yo to 7 .81Yo (1.28o/o at June 30, 2010)

2002 special obligation bonds of $635,000 due in annual installments of
$5,000 to $50,000 through January 1, 2027; bearing interest at rates
ranging from 1.53% to 6.50% (1.53% at June 30, 2010)

2002 general obligation bonds of $1,660,000 due in annual installments of
$25,000 to $130,000 through July 1, 2026; bearing interest at rates
ranging from 2.7o/o lo 5.6Vo (4.30% atJune 30,2010)

2003 general obligation bonds of $530,000 due in annual installments of
$12,000 to $35,000 through January 1, 2029; bearing interest at 4.25%

2005 general obligation bonds of $192,000 due in annual installments of
$15,000 to $24,000 through July 1, 2014; bearing interest at rates
ranging from 1.53Yo lo 6.62% (1.53% at June 30, 2010)

2005 general obligation notes of $645,000 due in annual installments of
$80,000 to $115,000 through July 1,2012; bearing interest at rates
ranging from 4.17o/o lo 4.73Yo (4.50% at June 30, 2010)

2007 general obligation notes of $540,000 due in annual installments of
$60,000 to $100,000 through July 1, 2013; bearing interest at rates
ranging from 1.53o/o to7.50ok (1.53% atJune 30,2010)

2008 general obligation bonds of $500,000 due in annual installments of
$5,000 to $40,000 through July 1, 2032: bearing interest at rates
ranging from 1.53Yo lo7.25Yo (1.53% at June 30, 2010)

125,000

550,000

107,000

485,000

$ 312,000

1,380,000

450,000

310,000

345,000
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2008 general obligation bonds of $455,000 due in annual installments of
$15,000 to $50,000 through July 1,2023; bearing interest at rates
ranging from 1.53o/o lo7.SOYo (1.53% atJune 30,2010)

2008 special obligation notes of $705,000 due in annual installments of
$50,000 to $95,000 through July 1, 2018; bearing interest at rates
ranging from 1.53o/o to 7 .50o/o (1.53% at June 30, 2010)

2008 special obligation notes of $1,428,000 due in annual installments of
$48,000 to $159,000 through July 1, 2023; bearing interest at rates
ranging from 1.53o/o lo7.SOYo (1.530/o atJune 30,2010)

2009 general obligation bonds of $325,000 due in annual installments of
$5,000 to $30,000 through July 1, 2034; bearing interest at rates
ranging from 6.00Yo to 7 .50o/o (6.000/0 at June 30, 2010)

Outstanding
Amount

440,000

655,000

1,380,000

325,000

The annual requirement to amortize general and special obligation bonds and notes as of June 30,
20'10 follows:

June 30,
2011
2012
2013
2014
2015

2016-2020
2021-2025
2026-2030
2031-2035

Totals

Principal
570,000
478,000
516,000
43'1,000
350,000

1,812,000
1,722,000

750,000
235,000

$ 6,864,000

lnterest
$ 394,538

378,762
u7,291
319,102
297,174

1,121,708
533,471
159,977
37,243

__$_____3899t!9_
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NOTE F- LONG-TERM DEBT - Continued

3. Other long-term liabilities

Note payable to CRIM (Law No. 421 - Law No. 42 of
January 26,2000 (as amended by Law No. 146 of October
11, 2001 and Law No. 172 of August 11, 2002) was
enacted to authorize the CRIM to obtain a special loan in
the form of a line of credit from the Govemmental
Development Bank of Puerto Rico (GDB) to finance a debt
the municipalities of Puerto Rico owe to CRIM for excess
property tax advances as of June 30, 2000. Principal and
interest payments are financed through .48% of the net
increase of subsidy provided by the Commonwealth of
Puerto Rico's general fund. The amounts are retained
from advances of property tax and amounts of municipal
equalization fund sent to the Municipality by the CRIM.
Law No.42 was amended by Law no. 146 to extend from
10 to 30 years the financing period and by Law No. 172 to
extend the debt period to June 30, 2001. On November
26, 2002 the Municipality entered into the financing
agreement with the CRIM for a total amount of $476,395,
bearing interest at 6.18% and due on July 1, 2032. Debt
service requirements in future years are as follows:

Outstanding
Amount

$ 419,083

June 30,

2011
2012
2013
2014
2015

2016-2020
2021-2025
2026-2030
2031-2033

Totals

Principal

$ 9,333
o olo

10,543
11,205
11,909
71,755
97,314

131,977
65,128

$ 419,083

lnterest

25,889
25,103
24,579
23,917
23,213

103,853
78,294
43,631

5.114
$ 353,593
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NOTE F- LONG-TERM DEBT - Continued

Note payable to CRIM (Llins) - On November 28, 2001 the
Municipality entered into a financing agreement with the
CRIM in the amount of $172,655 for the payment of the
Municipality's share of the cost of a management
information system (LIMS) acquired by the CRIM for the
management of taxpayers' properties located in Puerto
Rico. The note is payable in semiannual installments of
$11,578, including interest of 5.95%, and is due on
November 28, 2011. The amount is financed with
unrestricted funds through withholdings from the advances
of properg tax and amounts of the municipal equalization
fund sent to the Municipality by the CRIM. Debt service
requirements in future years are as follows:

June 30, Principal lnterest

Outstanding
Amount

$ 32,766

2011
2012

Totals

1 ,527
279

$ 21,522
11,244

$ 32,766
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NOTE F- LONG.TERM DEBT - Continued

Note payable to CRIM (Financing of delinquent
accountsF On March 27, 2002 the Municipality entered
into a financing agreement with the CRIM in the amount of
$165,479 to finance delinquent property tax accounts sold
to private investors, under the provision of Law No. 146 of
October 11,2001. The agreement is in the form of a
non-revolving line of credit bearing interest of 6.5% for the
first five years and variable for the next twenty-five years at
125 points over London lnterbank Ofiered Rate (LIBOR)
and is due on December 1,2032. As described in Law No.
146, interest payments for the first five years were
financed through .48% of the net increase of subsidy
provided by the Commonwealth of Puerto Rico's general
fund. Also, during the first five years any collection from
those delinquent accounts was credited to the loan
principal. After the five year period the loan outstanding
balance was restructured for a twenty-five-year period.
Debt service requirements in future years are as follows:

June 30, Principal lnterest

Outstanding
Amount

$ 45,287

2011 $
2012
2013
2014
2015

2016-2020
2021-2025
2026-2030
2031-2033

2,059 $
2,059
2,059
2,059
2,059

10,292
10,292
10,292
4.116

2,817
2,689
2,561
2,433
2,305
9,603
6,402
3,201

384
Totals $ 32,395
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NOTE F- LONG-TERM DEBT - Continued

Line of credit, Government Development Bank of P.R.
(GDB) - On February 25, 2004, the Municipality entered
into a $1,200,000 (including interest) line of credit
agreement with GDB for the construction of a New City
Hall. Borrowings under this agreement bears interest at
vadable rates (LIBOR + 1.25o/o @nging lrom 5o/o to 12o/o

annually) and are payable upon maturity of the line of credit
agreement in June 30, 2008 (see related note O). This line
of credit is repaid from Commonwealth's Public
lmprovements Fund (RC del S. '1474 of November 9,
2003), up to a maximum amount of $1,200,000,
commencing on fiscal year 2004-2005 through fiscal year
2007-2008.

Compensated absences - includes accrued vacations, sick
leave benefits and other benefits with similar
characteristics such as compensatory time; represents the
Municipality's commitment to fund such costs from future
operations. The amount is paid with unrestricted funds

Christmas Bonus - represents the accrued portion
conesponding to fiscel year 2010 of the Christmas bonus
to be paid in December 2010.

Payable to CRIM, property tax advances - represents the
amount reported by CRIM of the settlement of excess of
advances over actual collections of property taxes
applicable to fiscal years 2009 and 2010. (See related note
H).

Outstanding
Amount

$ 21s,881

1,085,684

164,7',l6

24,919
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NOTE F. LONG-TERM DEBT - Continued

Payable to PREPA - As required by Act No. 83 of May 2,
1941 the Pue(o Rico Electric Power Authority ('PREPA')
should annually pay to the Municipalities of Puerto Rico a
contribution in lieu of tax ("CEL|") based on certain
requirements as specified by the mentioned Act. The
amount of CELI obligation is used by the Municipalities to
finance the annual electric utility expense payment to
PREPA. For fiscal year 2008-2009 the Municipality's
annual energy charges amounted to $1,227,678 but the
CELI obligation amounted to $739,427. The excess
amount of $488,251 was recorded as a payable and a
receivable for the same amount and will be amortized over
a three-year period. As of June 30, 2010 the outstanding
amount of $365,241 includes a balance of $39,740 from
fiscal year 2008 and is recognized by the Municipality as a
receivable and a liability to PREPA. Debt service
requirements in future years are as follows:

Outstanding
Amount

$ 365,241

June 30 Principal

$ 202,490
162,751

_!______1!!t11_

2011
2012
Totals
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NOTE G . DEFERRED REVENUES - GOVERNi'IENTAL FUNDS

Defened revenues - lntergovemmental Commonwealth Govemment represent revenues not available as
required by cunent standards and for Federal Grants represent resources received before allowable
expenditures are incurred or resources not available as required by cunent standards. A detail of these
balances follows:

Commonwealth
Govemment

Federal
Grants

Maior fund - oeneral fund:
Plerto Rico Department of Treasury - Christmas

Bonus Reimbursemenl
P.R. Department of Education
P.R. Electric Power Authority (PREPA)
Maior fund - debt service fund:
Municipal Revenue Collection Center (CRIM) -

sales and use iaxes, Municipal Redemption
Fund (debt service fund)

Maior fund - Communitv Development Block
GI?nt fund:

Office of Commissioner of Municipal Affairs -CDBG
Maior fund - Rural Develooment Comol?tion

u3ElcEslligcs
Rural Development Corporation - cash advances
Maior fund - Barero Sanitan Sewer Svstem
Rural Development - cash advances
Maior fund - $1.200.000 Line of Credit
Govemmental Development Bank of P.R.
Other qovemmental funds
P.R. Police Department - Public Order Code
Office of Elderly Affairs
lmprovements of Reseational Facilities - Banero
Office of Elderly Affairs - Title Ill-B and lll-E
ARRA - Homeless Prevention and Rapid Re-

housing Program Fund
Others

5,806

225,393

320,714

194,868

27 ,469
13,'114
5,O71

3,991

19,506

E.6!e

__!____149!t!1_ __E_r99r12

$ 82,358
24,',t',13

365,241

504,513
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NOTEH-PROPERWTAXES

The Municipal Revenue Collection Center (CRIM) of the Commonwealth of Puerto Rico is responsible for
the assessment, collection and distribution of real and personal property taxes. The tiax on personal
property is self-assessed by the taxpayer. The assessment is made on a return, which must be filed with
the CRIM by May 15 of each year and is based on the current value at the date of the assessment. Real
property is assessed by the CRIM. The tax is general assessed on January 1 on all taxable property
located within the Municipality and is based on the current value existing in the year 1957. For personal
property the tax is due with the return filed on or before May '15. Taxes on real property may be paid on
two equal installments, July 1st and January 1st. Total tax rates in force as of June 30, 2010 arc 7.03Vo
for personal property and 9.03% for real property. The distribution of these rates follows:

Description

Basic property tax rate, which is appopriated for general
purposes and accounted for in the Municipalivs
general fund

Percent that belongs to the Commonwealth's debt
service fund

Percent that belongs to the Municipalivs debt service
fund 2.0OYo

Personal Real
Property Property

4.OOo/o 6.00%

1.030/. 1.030/.

2.OOo/.

Total tax rate 7.O30 9.03%

Discount granted by law to the taxpayers but reimbursed
to the Municipality by the P.R. Treasury Deparlment (.2iyo\ (.z9yo)

Total percent to be paid by taxpayers 6.83% 8.83%

Residential real property occupied by rts owner is exempt by law from property taxes on the first $15,000
of the assessed value. For such exempted amounts, the Puerto Rico Department of Treasury assumes
payment of the basic tax to the Municipality, except for residential units assessed at less than $3,500 on
which a complete exemption is granted. Revenue related to exempt property is recorded in the General
Fund. The Municipality grants a complete exemption from personal property taxes up to an assessment
value of $50,000 to retailers with annual net sales of less than $150,000.

The CRIM advances funds to the Municipality based on an estimate of special governmental subsidies
end the property taxes to be levied and which are collected in subsequent periods. This distribution
includes advances of property tax and amounts of municipal equalization fund from the Commonwealth
government. The CRIM is required by law to prepare a settlement statement on a fiscal year basis,
whereby a comparison is made between the amounts advanced to the Municipality and amounts actually
collected from taxpayers. The CRIM prepares a preliminary settlement not later than three months after
fiscal year-end and a final settlement not later than six months after fiscal year-end. lf actual collections
exceed the advances a receivable from CRIM is recorded. However, if advances exceed actual
collections, a payable to CRIM is recorded. A net payable of $24,919 resulting from the settlement of
fiscal year 2009 and the preliminary settlement of fiscal year 20'10 is recorded as other long-term debt in
the govemment-wide financial statements since it will not be paid with current available financial
resources.
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NOTE I- TTIUNICIPAL LICENSE TAXES

Municipal License tiaxes are assessed annually by the Municipality to all organizations or entities, subject
to the tax, doing business in the Municipality's location except for entities totally or partially exempt
pursuant to certain Commonwealth's statutes. This tax is based generally on volume of business or gross

sales as shown in a tax retum that should be submitted on or before April 15.

During the fiscal year ended June 30, 2010, the tax rates were as follows:

Financial business - 1.50% of gross revenues
Other organizations - .50% of gross revenues

The tax is due in two equal installments on July 1 and January 1 of each fiscal year. Tax revenue is

recognized at that moment by the Municipality. A discount of 5% is allowed when full payment is made on

or before April 15. Municipal license taxes collected prior to June 30, 2010 but pertaining to the next fiscal
year in the amount of $356,887 are recorded as deferred revenues.

NOTE J - SALES AND USE TAXES

On July 4, 2006 the Commonwealth Legislature approved Act No. 117 CAct 117) which amends the
Puerto Rico lntemal Revenue Code of 1994 to provide, among other things, for a sales and use tax of
5.5% to be imposed by the Commonwealth Government. Act 1 17 also authorizes each municipal
govemment to impose a municipal sales and use tax of 1.5%. This municipal sales and use tax has in
general the same tax base and limitations (except for unprocessed foods) as those provided by the
Commonwealth's sales and use tax.

Section 6189 of the Puerto Rico Internal Revenue Code of 1994, as amended, authorizes the
Municipalities in Puerto Rico to impose a sales and use tax to consumers. This tax must be imposed in
conformity with the base, exemptions and limitations contained in Subtitle BB of the Code. The municipal
sales and use tax is specifically imposed over all sales transactions of taxable items and combined
transactions (as defined by the municipal intemal regulation) taking place within municipal limits. The
municipal sales and use tax is also specifically imposed over the purchase price for the use, storage or
consumption of taxable transactions (as defined by the municipal internal regulation) taking place within
Municipal limits. The Municipal Legislature approved the imposition of the municipal sales and use tax,
effective on November 15, 2006.

On July 29, 2007 the Commonwealth Legislature approved Act No. 80 ('Act 80), which amends Act No.

117 of July 4, 2006, to impose all Municipalities of Puerto Rico a uniform municipal sales and use tax of
1.5%. Effective August 1, 2007,1o/o of the 1.5% is collected by the Municipalities and the remaining .5%
of the 1.5% is collected by the Puerto Rico Treasury Department (PRTD). Act 80 also provides for
restrictions on the use of the sales tax, which is required to be invested in solid waste and recycling
programs, capital improvements and health and public safety costs.
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NOTE J - SALES AND USE TAXES - Continued

The amount collected by the PRTD, (the remaining .5% of the 1.5%) is deposited in accounts or special
funds in the Governmental Development Bank of Puerto Rico ('GDB'), subject to restrictions imposed,
and distributed as follows:

a. .2o/o ol lhe .5% will be deposited in a 'Municipal Development Fund" to finance costs as restricted
by the Act,

h. .2o/o oi the .5% will be deposited in a 'Municipal Redemption Fund" to finance loans to
Municipalities subject to restrictions imposed by the Act and,

c. .1% of the .5% will be deposited in a "Municipal lmprovement Fund" to finance capital
improvement projects; these funds will be distributed based on Iegislation from the
Commonwealth's Legislature

The Municipal Legislature approved a municipal ordinance to conform to dispositions of Act 80.

lndividuals, organizations and entities subject to the municipal sales and use tax must file a tax retum to
the PRTD. The tax is due the 10th day of each month based on tax collected in the preceding month. A
total of $24,665 sales and use tax receivable from PRTD represents the tax collected on June by
individuals, organizations and entities but reported and paid to the Municipality by the PRDT on or before
July 10, net of uncollectible accounts (1"/"); $65,551 and $32,549 represent amounts of 'Municipal
Development Fund" and "Municipal Redemption Fund", respectively, collected on June by individuals,
organizations and entities but paid by the PRTD subsequent to June 30. The amount of $5,806 (related to
Municipal Redemption Fund) is recorded as defened revenue since it is not available as required by
current standards.

NOTE K - INTERGOVERNUENTAL AND OTHER REVENUES

lntergovernmental revenues in the General Fund are comprised of the following:

Amount
Amount of municipal equalization fund and subsidy sent by

CRIM
Compensation in lieu of tax from the Puerto Rico Electric

Power Authority (PREPA)
Reimbursement from Commonwealth Govemment -

Christmas Bonus expenditures
Puerto Rico Department of Labor - Law No.52
Other inte€ovemmental revenues

$ 4,072,939

__$________!l!il!!_

Other revenues in the General Fund include $650,000 of proceeds from a legal case for fines imposed to
a construction contractor and the reimbursement of costs incuned by the Municipality to complete the
construction project.

1,436,615

1,14,008
99,116

407
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NOTEL-RETIREMENTPLAN

1, Plan desciption

Regular employees of the Municipality contribute to a cost-sharing multiple employer defined benefit
retirement plan administered by the Employee's Retirement System of the Government of Puerto
Rico and its lnstrumentalities (ERS). ERS covers all regular full-time public employees working for the
central government, the municipalities of Puerto Rico and certain public corporations not having their
own retirement systems. The system provides retirement pensions, death, and disability benefits.
Retirement beneflts depend upon age at retirement and number of years of credited service.
Disability retirement beneflts are available to members of occupational and non-occupational
disabilities. Benefits vest after ten years of plan participation. The system was created under Act 447,
approved on May 15, 1951, as amended, and became effective on January 1, 1952. Retirement
benefits are determined by the application of stipulated benefit ratios to the membefs average
compensation. Average compensation is computed based on the highest 36 months of compensation
recognized by ERS. The annuity, for which a plan member is eligible, is limited to a minimum of $200
per month and a maximum of 75% of the average @mpensation. ERS issues a public financial report
that lncludes financial statements and required supplementary information of the Plan, which may be
obtained from the ERS.

Law No. 305 of September 24, 1999 amended Act. No. 447 of 1951 and was enacted with the
purpose of establishing a new pension program (System 2000). The new pension program became
effective on January 1, 2000. Employees participating in the cunent system as of December 31, 1999
could elect either to stay in the defined benefit plan or transfer to the new program. Persons joining
the govemment on or after January 1, 2000 would only be allowed to become members of the new
program.

System 2000 is a hybrid defined contribution plan, also known as a cash balance plan. There will be a
pool of pension assets, which will be invested by the System, together with those of the cunent
defined benefit plan. Benefits at retirement age will not be guaranteed by the State govemment and
will be subiected to the total accumulated balance of the savings account. The annuity will be based
on a formula, which assumes that each year the employee's contribution (with a minimum ot 8.275%
of the employee's salary up to a maximum of 10%) will be invested in an account which will either: (1)
earn a fixed rate based on the two-year Constant Maturity Treasury Note or, (2) eam a rate equal to
75% of the return of the System's investment portfolio (net of management fees), or (3) earn a
combination of both alternatives. lf the savings accounts balance is $10,000 or less at time of
retirement, the balance will be distributed by the System to the participant as a lump sum.
Participants receive periodic account statements similar to those of defined contribution plans
showing their accrued balances. Disability pensions have not been granted under the new program.
The employer contributions (9.275% of the employee's salary) will be used to fund the cunent plan.
Under System 2000 the retirement age is reduced from 65 years to 60 for those employees who
.ioined the current plan on or after April 1 , 1990.
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NOTE L - RETIREMENT PLAN . Conlinued

2. Funding policy

Act 447, as amended, is the authority under which obligations to contribute to the Plan by the Plan
members, employers and other contributing entities are established or may be amended. Plan
members are required to contribute 5.775% of gross salary up to $6,600 plus 8.275% of gross salary
in excess of $6,600 except for the Mayor or employee under a supplementation plan, which
contributes 8.275% of gross salary. The Municipality is required to contribute 9.275% of gross salary.

The Municipality's actual contribution for the current and the previous two fiscal years, which is equal
to the required contribution, follows:

Fiscal year ended: Law No. 447 System 2000

__$_____?91,391
$ 193,069

2010
2009
2008

_9_____99.9?Z_
$ 101,305

99,155 92,912

NOTE M - POSTEMPLOYMENT BENEFITS

ln addition to the pension benefits described in Note L, the Municipality is required to cover annually the
3% increase in the retirement plan of its retired employees, as required by Commonwealth laws. Also, the
Municipality is required to finance costs related to the application of certain "Special Laws" issued by the
Commonwealth Government. Those Special Laws granted increases in pensions and other benefits to
retired employees of the Municipality such as medicines bonus, Christmas bonus and death benefits. For
the fiscal yeat 2010, costs related to these post employment benefits amounted to $63,204. These
benefits are recorded as expenditures in the general fund.

NOTE N - COMMITMENTS

1, Operating leases

The Municipality leases office equipment under operating lease agreements, which generally have
terms of one year or less and are automatically renewed for the same terms. Rental expenses
amounted to $44,013. Management believes that the summary of the future minimum rental
commitments under non-cancelable operating leases with terms exceeding one year is not significant.

2. Construction

As of June 30, 2010 the Municipality has commitments ol $2,475,527 for design, construction,
improvements or renovation of certain municipal facilities.
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NOTE O - CONTINGENCIES

1, Federal and Commonwealth Gran6

Projects financed by Federal and Commonwealth Grants are subject to audits by grantors and other
governmental agencies in order to determine that the expenditures comply with the conditions of such
grants. lt is the Municipality's opinion that no additional material unrecorded liabilities will arise from
audits previously performed or to be performed.

2. Litigations

The Municipality is, at present, a defendant in a number of legal matters that arise in the ordinary
course of the Municipality's activities. There are cases whereby the Municipality is a defendant or
codefendant that will be covered by insurance, certain cases whereby the legal counsel has not
determined an outcome and other cases that will not be covered by insurance. However, it ls the
opinion of the Municipality and the legal counsel that, based on their experience, such actions and the
potential liabilities will not impair the Municipality's financial position.

3. Expiration of line of crcdit agreement

As stated in note F, the Municipality entered into a $1,200,000 line of credit agreement with GDB to
finance construction costs of the New City Hall. The line of credit is being repaid from Commonwealth
Public lmprovements Fund appropriations maintained by the Puerto Rico Ofiice of Management and
Budget (PROMB). Underthis agreement, construction costs incurred and billed to the Municipality are
paid to contractors (net of 10% retention) by GDB through the line of credit. Then, and from the
referred appropriations, PROMB reimburses GDB these costs plus interest expense. Line of credit
outstanding balance at year-end represents amounts paid by GDB but not reimbursed by PROMB.

The line of credit agreement expired on June 30, 2008 and the project is completed. As of June 30,
2010 the amount of $194,868 remains unpaid by PROMB to GDB. ln addition, a principal balance of
$215,881 plus $40,260 of interest is due and payable. The Municipality recorded a receivable from
PROMB in the amount of $194,868 and a fund liability to GDB for the same amount in the $1 ,200,000
line of credit fund. The excess of principal and interest payable over the amount due from PROMB
($61,274) is recorded as due to the Commonwealth Govemment in the general fund. lt is the opinion
of the Municipality that the amount due from PROMB ($194,868) is fully collectible to finally pay the
line of credit debt balance.
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NOTE P - FUND BALANCE DEFICITS

Certain special funds included in the fund statements disclosed fund balance deficits as follows:

Funds Amount

Major Funds:
Community Development Block Grant

Program $ 225,333

Other Governmental Funds:
$1,200,000 GDB Line of Credit $ 194,816

- The deficits result from the accrual of expenditures without accruing intergovernmental revenues for
reimbursement of expenditures. As required by cunent standards, the Municipality recorded
intergovernmential revenues for reimbursement (expenditure{riven) grants on fund statements when all

applicable eligibility requirements have been met and the resources are available.

_ NOTE Q-SUBSEQUENT EVENT

On September 1, 2010 the Municipality issued $1,050,000 general obligation bonds through the
Government Development Bank for Puerto Rico (GDB) for the acquisition of two parcels of land. The
bonds will bear interest at variable rates (PRIME + 1.50%) and will be due on July 1, 2035.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RINCON

NOTES TO REQUIRED SUPPLEMENTARY INFORMATION -
BUDGETARY COMPARISON SCHEDULE - GENERAL FUND

FISCAL YEAR ENDED JUNE 30,2O1O

NOTE A - BUDGET PROCESS AND BUDGETARY BASIS OF ACCOUNTING

The Municipal budget is prepared for the General Fund following the requirements of the Autonomous
Municipal Law of 1991, as amended. lt is developed utilizing elements of performance-based program
budgeting and zero-based budgeting and includes estimates of revenues and other sources for the fiscal
year under laws existing at the time the budget is prepared.

Budget amendments are approved by the Municipal Legislature. Certain budget transfers within the
limitations and restrictions of the Municipal Law can be approved by the Mayor or by the Municipal
Legislature. The budget comparison schedule provides information about the original budget, the
amended budget and the actual results, under the budgetary basis of accounting.

The budgetary basis of accounting is different from GMP. Revenues are generally recorded when cash
is received and expenditures are generally recorded when the related expenditure is incuned or
encumbered. The encumbrances (that is, purchase orders, contracts) are considered expenditures when
a commitment is made. On a GAAP basis encumbrances outstanding at year- end are reported in the
govemmental funds statements as a reservation of fund balance since they do not constitute
expenditures or liabilities while on a budgetary basis encumbrances are recorded as expenditures of the
current year. Encumbrance appropriations iapse one year after the end of the fiscal year. Unencumbered
appropriations are lapsed at year-end. The legal level of budgetary control (the level at which
expenditures may not legally exceed appropriations) is at the function level.

The presentation of the budgetary data excludes other appropriations such as capital projects, debt
service and special revenue funds because projects are funded on a multi-year nature, generally
requiring several years to complete or etfective budgetary control is altematively achieved through
general obligation bond indentures and legal and contractual grant agreement provisions.

NOTE B - BUDGET TO GAAP RECONCILIATION

The accompanying budgetary comparison schedule presents comparisons of the original and final legally
adopted budget with actual data on a budgetary basis. Since accounting principles applied for the
purposes of developing data on a budgetary basis differ significantly from those used to present
accounting principles generally accepted in the United States, the following budget to GAAP reconciliation
is presented:
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JUNE 30,2O1O

NOTE B - BUDGET TO GAAP RECONCILIATION - Continued

Excess of rEvenues and other financing sources over expenditures and other financing
uses (budgetary basis):

Budget to GAAP differences:

Entity difrercnces:

Non-budgeted funds recorded as revenues for financial reporling purposes:

Non-budgeted funds recorded as expenditures for fnancial reporting:

Non-budgeted transfers in:

Non-budgeted transfers out:

Basis of accounting differences:

Revenues recorded for financial reporting purposes but not in budgetary basis:

Revenues recorded in budgetary basis purposes but not in financial reporting:

Expenditures .ecorded in budgetary basis but not for financial reporting purposes:

Expenditures recorded for financial reporting purposes but not in budgetary basis:

Timing differences:

Cunent year encumbrances recorded as expenditures for budgetary reporting
purposes:

Prior year encumbrances recotded as expenditures for financial reporting

purposes:

Net change in fund balance (GAAP basis):

123,6/t6

154,926

(563,441)

716,2s

(83,180)

692,474

(1e6,003)

u,426

(430,826)

55,942

(25,350)

-!___!9!.9!!_
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COU\IONIYEALTE OF PLTRTO RICO
YI]{ICIPALITY OF R[\-COIi

SL?PLE}IETTARY ]]iFOR.\I.ATIO\ - Fff A.\CIAL DAT.{ SCEf, DLTLE

BALd\Cf, SHEET ,{\D STATEME]\"T OF RE\TI{UES [\D f,XPf,\SES NFOR.\I,{TIO\
AS OF d\D FOR TEf, FISC.{L YEAR EIDED JL]E 30,2OTO

1L477

Un€ Ln Nio. D€scriprion

3
t 21-299

Ire enui.menr rn.l mr.hinefr - adminisraion 2.009

Accumular€d deDreciatror (1.718

oral caoital assels. net of accumulated deDreciation s 261

112
122 Accrued comDensate, 951

345 Other cunenl liabilities
Inrer-nromm - due to 2.t99

IO Tot l Current Liabiliti€8 s 3.r51)

508 l n CaDital Assets. Net of Related Debr 261
5t I l et Asse6 r.6t9
512.1 644

i13 T IF s I -521

-010 Housins assisbnce Da\menls
nsoine adminisEanve fees eamed

70600-070 Admin fee calcdation des.riDtion
70600 HLI PE{ oDerrtins lrants 137-67

71500 Other revenue s 7,70',7

700 s 145..3?7

Admimstrative salaries 14 259

lovee b€nefit contibutions- administmnve 5 172
555

s 19.986

lomDensated absences 534

Tot l (Xh€r C,€nerrl Ern€n*. s 1.786

9 Otlrcr s 117.06I

Housirs essist!trce orvmcnls s 117.06l
EAP Po.trbilitv-in s 6.105

r7400 DeDreaiation exDense s 46
900 s r4{.98.t

The accompanyiry note is an i egral pan ofthis schedule.



CO}ftION-WEALTE OF PLTRTO RICO
}{L]{ICIPAIITY OF RTNCON

SL?PLf,YEYIARY NTORMATION - FIN'Ar\CL{L D-{TA SCHf,DULE
BAI-fu\Cf, SEEET I\D ST.{TEMf,I'T OF Rf,}'ENL'ES.{:{D EXPENSES NTOR\IATIO\

AS OF A.\T FOR TEE FISCAL Yf,.{R f,:{DED JT-\E 30, 2OIO

14871

D€scripttrn

t t lmo IB"Fr"-.q "q*i, 

-

1770401 Adhinirranve Fe Eduirv - Beoinninp Balan.e
1170-0 0 Administrative Fee Revenue

-020 Hard ro House Fee Revenue

42 FSS Coordina&r Grart
.udil CosLs

FmDd Recoven Reve.ue
7 107

r 170-051 Comment For Olher Revenue

Ths amount corresponds 1o tht
administEtive fes eahed 6n thr

ponability-in vouchers administere(

by the Municipality (51602) pllls th(
reimburs€menr

received from the rnitral PtlAs oftht
HAP r€nt payments made on behall

of the portability-m units during 09.
to /q6 t05'

olal Admin Fee Revenues

lnnq ExDe.ses 2

1t7 6
1117 5 ns Assistance Potabilitv In 6,1 5

I170-l t0 Total ExDenses

I 170-002 Net Administ-ative Fee s 2.7 I
1r70-003 Administmtive Fee Eouitv - E.dins Balarce S 5.9 5

t70 Adminiltrrlive F€e Eouitv s 5.m5

ns Assistafte Pametu: Eouitv - Beplnnins Balance 14.957

ne Assistance Pavments Re! enues 14.723

5

I I 80-021 Comment For Other Revenue

t4.7 23
,lg AssFtance Pavments
{ousinsAssistance Pavmedts ExDenses

ns Asslstance Paments
ns Assistance Patments Eouitv - Endine Balance

Edn.inr A{.irtrn.. Plvm.rtr Ilonitv 12-519

I190-210 Iotal ACC HCV IInits 408

1190 Unii Yonths Available 408
l r210 Lnir Yonths Illscd 319

The acaompanyng note is an integral pan ofthrs schedule.

The accompanying note is an rntegral pan ofthis s.hedule.



COiITUONWEALTH OF PUERTO RICO
i,UNIGIPALIW OF R]NCON

NOTE TO SUPPLETUENTARY INFORMATION - FINANCIAL DATA SCHEDULE
JUNE 30, 2O1O

NOTE A - BASIS OF PRESENTATION

The accompanying financial data schedule (FDS) is a trial balance of the Section 8 Housing Choice
Voucher Program administered by the Municipality. The FDS was created in order to standardize the
financial information reported by Public Housing Authorities (PHA) to the Real Estate Assessment Center
(REAC), as required by the Uniform Financial Reporting Standards (UFRS). REAC is the US Department
of Housing and Urban Development (HUD) national management center created to assess the condition
of HUD owned and assisted properties. The UFRS are rules to implement requirements of 24 CFR, Part
5, Subpart H, ior the electronic fiiing of financial information to HUD.

ln accordance with the guidelines for reporting and attestation requirements of UFRS, the accompanying
FDS is included as information supplementary to the financial statements. lt was prepared using the
accrual basis of accounting, as required by REAC regulations.
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COMiIONWEALTH OF PUERTO RICO
MUNICIPALITY OF RINCON

SCHEDULE OF EXPENDIIURES OF FEDERAL AWARDS
FISCAL YEAR ENDED JUNE 30, 2O1O

!rs-9eD3IE4!-el-ASdectcr9
Diroct pogram:

Water and Wasl6 Oisposal Systems for Rural Comml]nnies

Passed-inrough program trom:
P.R. tt€oartment ol Education

ChiE and Adull Ca.e Food PrDgram
su btotal lJ.s. Dopartm€nt of agncutur€

Direcl program:
Sedion 8 Housing Choice Vouchers Program

Passed-lirough prcgrams lrom :

Omce of Commission6r of Municio€l A:fiairs:

CDBG - Stale-Adminbt red Small cltles Prcgram Clu3lsr:
Community Developmed Block Grant / State's Program (Stet6-Adminisle.ed Small Cilie.s Program)

ARRA - Communily Development Block Grani / Stat€'s Program (Stal+ldminislered Small Cilie-t Pmgram)

TotalCDBG - State-admlnist€red small citi€a Progam clu.t'r':
SubtotrlU.S. Depanmentof Housing and lJrb.n O€v€lopmellt

Fedeial Grantor/Pa$ Th.ough
G6nior/Proqram T'rtle

Pass-Through
Eniity ldentlfylng

Number
(not€ Bl

Fed€ral
Erpenditurra

(noter A and B)

685,889

137,670

Federal
CFDA

ilumb€r
(note B)

10.760

10 558 ccc-029

14.228
14.255

AB , 53, FD.53 1,3i10,37
14,2,351

1,442,698
1,620,368

Direcl program:
ARRA - Public Safery Partn€rship and Commuflity Policing Granls

Passe6hrcugh program from:
Nodhv€st Consorlium:

W]A Yodn Adiviiies

40.000

9,2U

ARRA - Energy Efficiencf and Coflsewalion Block Grant Program (EECBG)

lJ.S. D6oartmant ot Health and Human Services
Pass€&lhmugh programs hom:

P. R. Offce oI lno Omtudsman for lhe ElderlY:

Special Prcgrams for lhe Aging_]'itue lll Pan D_ Diseas€ Provenlion and Healli Promolion Serv|cgs
National Fami, Caregiver Support, TrUe llt, Part E

Aging Clult r:
Sp€dal Programs ior lhs Aging_Tittle lll Parl B_ Grants for Supponive Servic€s and Senior Ceders
Sp€cial Programs for lhe Aginl]-rtle lll, Pan C_NuMlion Servicas
Nutsiliofl Services hcenwe Program
Total Aglng clurtar:

P.R. Deoartment of Familv - Families and Children Administralion:
Child Care and Oevelopmenl Bloct Granl

subtot lu.s. D€p.run.nl of H.rlth.nd Homan sorvice6:

Passed-lhro{gh program from:

16675

EECBG EAA.FOA.@@oI 3

090297R2
090192R2

09092R2, 100267R2
090193R2. 1 00268R2
090154R2. 100312R2

93.043
93.052

93.0.{4
93.(x5
93.053

93 575

2@5.GE-TS-4@9

12,900

2,963
13,258

fi,224
101,203

9,660
141,@7

_l______r.Eug_

2009400r€, 201G0@r06 .227

Pass€d-through proerEm from:

Lav Entorcement Teno.ism Prevernion Prosram (LETPP)

Toirl apendlturs. of F€deral Awedr

fhe accomparyrng notes are an integral parl of lhis scn€duls-
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RINCON

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
JUNE 30, 2010

NOTE A - BASIS OF PRESENTATION

The accompanying Schedule of Expenditures of Federal Awards includes the federal grant activity of the
Municipality under programs of the federal govemment for the year ended June 30, 2010. The information in
this schedule is presented in accordance wilh the requirements of OMB Circular A-133, Audrfs of Stafes, Local
Govemments and Nonprcfit Oryanizations. Therefore, some amounts presented in this schedule may differ
from the amounts presented in, or used in lhe preparation of, the basic financial statements. Because the
schedule presents only a selected portion of the operations of the Municipality, it is not intended to and does
not present the financial position and changes in net assets of the Municipality.

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Expenditures reported on the Schedule are reported on lhe modified accrual basis of accounting. Such
expenditures are recognized when the related liability is incuned following the cost principles contained in OMB
Circular A-87 Cost Pinciples tor State, L@al and lndian Tibal Govemments, wherein certain types of
expenditures are not allowable or are limited as to reimbursement.

The Catalog of Federal Domestic Assistance (CFDA) Number is a program identification number. The first two
digits identify the federal department or agency that administers the program and the last three numbers are
assigned by numerical sequence.

State or local govemment redistributions of federal awards to the Municipality, known as 'pasHhrough
awards', should be treated by the Municipality as though they were received direclly from the federal
govemment. OMB Circular A-133 requires lhe schedule to include the name of the pass-through entity and the
identifying number assigned by the pass-through entity for lhe federal awards received as a subrecipient.
Numbers identined as N/A are not applicable and numbers identified as N/AV are not available-

NOTE C - RECONCILIATION OF EXPENDITURES PRESENTED IN THE SCHEDULE OF
EXPENDITURES OF FEDEML AWARDS TO THE EXPENDITURES PRESENTED IN THE BASIC
FINANCIAL STATEMENTS

Description

Community
Development
Block Grant

1,3/,o,v7
142,35'l

Barrero
Sanitary

Odrer
Govemmental

Sewersystem Funds
$ - $ 16,548

685,889

137,670
40,000

9,244
12,900
2,963

30,224
101,203

13,258
9,660
,27

10.558
10.760
14.228

ARRA - 14.255
14.871

ARRA - 't6.710
17.255

ARRA - 81. 128
93.043
93.044
93.045
93.052
93.053
93.575

Program
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RINCON

NOTES TO SCHEDULE OF EXPENDITURES OF FEDEML AWARDS
JUNE 30,2010

NOTE D - REGONCILIATION OF EXPENDITURES PRESENTED IN THE SCHEDULE OF
EXPENDITURES OF FEDERAL AWARDS TO THE EXPENDITURES PRESENTED IN THE BASIC
FINANCIAL STATEMENTS - Continued

Community
Development Banero Olher
Block Grant Sanitary Govemmental

Description Program Sewersystem Funds

97.O74
Total federal awards
expenditures
Total non-federal awards
expenditures
Total expenditures, fu nd
statements

1,482,698 685,889 470J60

2,343,851

$____ll!?.998 _!________E!!r99_ $____41!pt1-
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VALDES, GARCIA, MARIN & MARTINE.Z, LLP
CERTTFTED PuBLrc AccouNTANTs AND CoNSULTANTS

MEMBER OF THE AICPA PRIVATE COMPANIES PRACTICE SECTION

P.O. Box 364431
SAN JUAN PR 00936'4431

TELEPHoNE: (747) 7?5- I 60<)
'!EtEFAJ: <787 ) 721 2795

INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS

BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED
IN ACCORDANCE wlTH GOYER/V'}'EA'T AUDITING STA'VDARDS

To the Honorable Mayor
and lllembers of the Municipal Legislature

Municipality of Rincon
Rincon, Puerto Rico

We have audited the flnancial statements of the governmential activities, each major fund, and the
aggregate remaining fund information of the Municipality of Rincon (the Municipality), as of and for the
year ended June 30, 2010, which collectively comprise the Municipality's basic financial statements
and have issued our report thereon dated January 20,2011. We conducted our audit in accordance
with auditing standards generally accepted in the United States of America and the standards
applicable to financial audits contained in Govemment Auditing Standards, issued by the Comptroller
General of the United States.

lnternal Control Over Financial Reporting

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

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

Our consideration of internal control over financial reporting was for the limited purpose described in

the first paragraph of this section and was not designed to identify all deficiencies in intemal control
over financial reporting that might be deficiencies, significant deficiencies, or material weaknesses. We
did not identify any deficiencies in internal control over financial reporting that we consider to be
material weaknesses, as defined above.
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compliance and Other Matte6

As part of obtaining reasonable assurance about whether the Municipality's financial statements are
free of material misstatement, we performed tests of its compliance with certain provisions of laws,

regulations, contracts, and grElnt agreements, and other matlers, noncompliance with which could
have a direct and material effect on the determination of financial statement amounts. However,
providing an opinion on compliance with those provisions was not an objective of our audit, and
accordingly, we do not express such an opinion. The results of our tests disclosed no instances of
noncompliance or other matters that are required to be reported urtdet Govemment Auditing
Standards.

This report is intended solely for the information and use of the Munlcipality's management, the
Honorable Mayor, Members of the Municipal Legislature, the Commonwealth of Puerto Rico, and
federal awarding agencies and pass-through entities and is not intended to be and should not be used

by anyone other than these specified partjes.

VorA,l, fu-,>t rt- ->4, L//
San Juan, Puerto Rico
January 20,2011

Stamp 2587213 was affixed
to the original.
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VALDES, GARCIA, MARIN & MARTINEZ, LLP
CERTIFIEO PUALIC ACCOUNTANTS AND CONSULTANTS

MEMBER OF THE AICPA PRIVATE COMPANIES PRACTICE SECTION

PO Box 364431
sAN JuaN. PR. @936'443 |

TELEPHONET (74-7) 725- 1 6@
TELEF,j,J (747 ) 7 2 l -2795

INDEPENDENT AUDITORS' REPORT ON COMPLIANCE WITH REQUIREMENTS
THAT COULD HAVE A DIRECT AND MATERIAL EFFECT ON EACH MAJOR PROGRAM

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

To the Honorable Mayor
and Members of the Municipal Legislature

Municipality of Rincon
Rincon, Puerto Rico

Compliance

We have audited the Municipality of Rincon's (the Municipality) compliance with the types of compliance
requirements described in the U.S. Otfice of Management and Budget (OMB) Circular A-133 Compliance
Supplement that could have a direct and matenal effect on each of the Municipality's major federal
programs for the year ended June 30, 2010. The Municipality's major federal programs are identified in
the summary of auditors' results section of the accompanying schedule of findings and questioned costs.
Compliance with the requirements of laws, regulations, contracts, and grants applicable to each of its
major federal programs is the responsibility of the Municipality's management. Our responsibility is to
express an opinion on the Municipality's compliance based on our audit.

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

ln our opinion, the Municipality complied, in all material respects, with the compliance requirements
refened to above that could have a direct and material effect on each of its major federal
programs identifled in the accompanying schedule of findings and questioned costs for the year
ended June 30, 2010.
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lntemal Control Over Compliance

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

A deficiency in intemal control over compliance exists when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their assigned
functions, to prevent, or detect and correct, noncompliance with a type of compliance requirement of a
federal program on a timely basis. A mateial weakness in intemal control over compliance is a
deficiency, or combination of deflciencies, in internal control over compliance, such that there is a
reasonable possibility that material noncompliance with a type of compliance requirement of a federal
program will not be prevented, or detected and conected, on a timely basls.

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

This report is intended solely for the information and use of the Municipality's management, the
Honorable Mayor, Members of the Municipal Legislature, the Commonwealth of Puerto Rico, federal
awarding agencies, and pass{hrough entities and is not intended to be and should not be used by
anyone other than these specified parties.

San Juan, Puerto Rico
January 20,2011

Stamp 2587213 was affixed
to the original.

V^ra*, p.^or* >*- * )Z.*=ul
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COMMMOIIWEALTH OF PI]ERTO RICO
MI'MCIPALITY OF RINCON

SCHEDULE OF FINDINGS AND QUESTIOIIED COSTS

FISCAL YEAR ENDED JI]IIE 30, 2OIO

Section I - Summary of Audit Results

A. Summary of audit results:

Part I - Finatrcial Statements

I . T)?e of audit report:

2. Significant deficiencies

3. Significant deficiencies reported as

material weaknesses X None reported

XNo

XNo

7. Auditee qualified as low-risk auditeef I Ves

E v".

4. Material noncompliance disclosed E V..

Parttr-FederelAwards

1. Signifi cant defi ciencies

2. Significant deficiencies reported as

material weaknesses

3. Type ofauditors'report on compliance

major programs

4. Audit findings required to be reported
under Section 510(a) ofCircular ,{-133

5. Major programs

6. Dollar threshold used to distinguish
Type A and Type B programs:

X Unqualified opinion l-l q*tin"a opitrioo

| | Adverse opinion l__l Disclaimer of opinion

E v". XNo

E v".

Evo X None reported

X Unqualified opinion l-l Quin"a opioion

[-l edverse opinion l-l Disclaimer of opinion

E y"" XNo

CFDA Numbe(s)
Name ofFederal Program

or Cluster
14.228 Community Develqment Block

Grant/State's Program
14 .255 ARRA-Commmity Development

Block Grant/State's hogram
10.760 Water and Waste Disposal

Systems for Rural Communities

$300,000 tr
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v
COMMMOIYIWEAI]TE OF PIJERTO RICO

MIJI\ CIPALITYOFRINCON

SCIIEDIJLE OF FII\DINGS AND QIJESTIONED COSTS

rISCAL YEAR EIIDED JI'IYE 30, 2O1O

Section II - Financial Statements Findings

Finding No matters reported-

v

v

v

v

v

Y
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COMMMOIYWEALTE OF PI'ERTO RICO
MI]MCIPALITY OTRINCON

SCEEDI'LE OF FINDINGS AIII' QUESTIONED COSTS

FISCAL YEAR ENDED JIJI\E 30, 2(TO

Section III - Federal Awrrds Findings rnd Qu€stioned Costs

Finding No matters reported"

v

Y
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INIERNET REPORT ID:4T34G7 VERSION: , A12nU1 3t09:45 PM
OMB No. 0348-0057

u.s. DEpr. tr cot|M.- Eo...d y Adn !- u.s. cENsus auREAu

AUDITS OF STAIES, LoCAL Gr
for Fiscal Yea?

ACTING AS CII€CTING AGENT ;OR
r RepoTting on oFFCEOT U^NAO€UENT A',lOAUDGFT

AND NON-PROF!T ORGANIZATIOTIS
2OlA. 2011- or 2O7

) Complete this lorm, as required by OMB Circular A-i 33, "Audits o, States, Local Govemments, and Non-Profit Organizations."

GENERAL INFOBMATIOI{ (lo be compteted by audltee, except ror ,tens 6, T, and Ol
l. Fiscal period ending date For thls submission 2, Iype o, Circular A-133 audil

1 E Single audit

2 fl Program-specitic audit

3. Audit oeriod covered ._'lt
lmAnnuat rDOttrer-l llaonrtrs
2fl Biennial

4, Audlt€e ldentlrlcallon Xumbera
a. Primary Employer ldentitication Number (ElN) d. Dala Uoiversal Numbering Syslem (OUNS) Number

in thi6 report? r fl Yes zENo e. Are multiple DUNS cove(ed ln this report? tEyes :ENo
" complele Pad l, ltem 4c l. lt parl t, [em4e = "yes,. comptete part l, em4fI on Page 4. on lhe Anhruation sheit on iage 4.

s. AUDITEE CEBTIFICATION STATEITE I - Thl$ is
lo cerlify lhal, to lhe bcst of my knowlcdgc and bclief, thc
audilee has: (l) eneaoed an audilor lo perform an audil
in accordance with lhe provisionE of OMB Circula. A-133
lor lhe period described in Parl l, llems I and 3; (2) lhe
audrtor has compleled such audit and presenled a sigoed
audit reporl whft, stales that lhe audit was conducted n
accordance wilh lhe provisions ol tho Circular, and, (3)
the lntormalrcn i.cluded in Parts I, ll, and Ul ot lhis
data colleclios fotm is accurale and complole. I declare
thal lhe loregoing is true and conect.

6, PntiiAnY auDrroR r{Fonuarlo{

Primary audilor name
VA'DCs, CARqA IAiIII 

' 
IIiARIlxEE ILP

FO BOXt' ,a ,/* -\-7
RINCON V
St"i" ,tp . {

Primary audilor sddresa (Number 6nd slrcet)

Cily
SAII JUAN

SIale Ztp+4code
PR

Auditee conla6t
Name

Primary audilor cooiact
Namg

auditor coolact lelephone .:Audilee conlact lelephone

torm by lh€ audik r base{rfnlormalior
pac*age. The audilor has not perlormed

t. Auditeo conlact E-mail

elemenls ard intormalion
prescribed by OMB
in Patu ll and lll of lhe

9a-99, was transfered
desqibed in Part l, llems

for such reoeds. The audilor

l.ot l
tcn tn
ls eD
form.
ll ar

Audaite C6$fAa!o.rL: l:i i ::j::j !i.l f.; l.i. i-i t:: : :9?19':i . ,,'.
i\!ijl-f i.!.: ill.Jii:,lil:r:r:i{rl.i r.;:.); r-.'.';iri l:lrr i .' r: ,,..
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