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Independent Auditors' Report 

The Honorable Mayor, Members of the 
Municipal Legislature and People of 
the Municipality of Vega Alta 
Vega Alta, Puerto Rico 

I have audited the accompanying financial statements of the governmental activities, each major fund, and 
the aggregate remaining fund information of the Municipality of Vega Alta of the Commonwealth of 
Puerto Rico (the "Municipality"), as of and for the year ended June 30, 2006, which collectively comprise 
the Municipality's basic financial statements as listed in the accompanying table of contents. These 
financial statements are the responsibility of the Municipality's management. My responsibility is to 
express an opinion on these financial statements based on my audit. 

I conducted my audit in accordance with auditing standards generally accepted in the United States of 
America. Those standards require that we plan and perform the audit to obtain reasonable assurance 
about whether the respective financial statements are free of material misstatement. An audit includes 
examining, on a test basis, evidence supporting the amounts and disclosures in the respective financial 
statements. An audit also includes assessing the accounting principles used and significant estimates 
made by management, as well as evaluating the overall financial statements presentation. I believe that 
my audit provides a reasonable basis for my opinion. 

In my opinion, the financial statements referred to above present fairly, in all material respects, the 
financial position of the governmental activities, each major fund, and the aggregate remaining fund 
information of the Municipality of Vega Alta of the Commonwealth of Puerto Rico, as of June 30, 2006, 
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 America. 

In accordance with Government Audit Standards, I have also issued my report dated December 14, 2006 
on my consideration of the Government's internal control over financial reporting and my tests of its 
compliance with certain provisions of laws, regulations, contracts and grants. That report is an integral 
part of an audit performed in accordance with Government Audit Standards and should be read in 
conjunction with this reporting in considering the results of my audit. 

My audit was performed for the purpose of forming an opinion on the general purpose financial 
statements taken as a whole. The accompanying schedule of expenditure of federal awards is presented 
for purpose of additional analysis as required by US Office of Management and Budget Circular A- 133, 

Box 391 LETTERS 1t . TOA AL TA, P. R. 00954 PHONE (797) 279-3246, (797) 382-0733 
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Audit of States, Local Governments, and Non- Profit Organizations, and is not required part of the 
general purpose financial statements. Such information has been subjected to the auditing procedures 
applied in the audit of the general purpose financial statements and, in my opinion, is fairly stated, in all 
material respects, in relation to the general purpose financial statements taken as a whole. 

The accompanying Management 's Discussion and Analysis and the Budgetary Comparison Schedule are 
not required parts of the basic financial statements referred to above, but are supplementary infonnation 
required by GASB. I have applied certain limited procedures, which consisted principally of inquiries of 
management regarding the methods of measurement and presentation of the required supplementary 
information. However, I did not audit the information and express no opinion on it. 

December 15, 2006 
Toa Alta, Puerto Rico 

CPA Agustin Rodriguez Nieves 
License 4314 

Stamp No. of the Puerto Rico 
Society of Certified Public Accountants was 
affixed to the record copy of this report. 

Expire December I, 2007 

CPA AGUSTIN RODRIGUEZ NIEVES 
CERTIFIED PUBLIC ACCOUNTANT 

Box 391 LETTERS 11 TOA ALTA, P.R. 00954 PHONE (787) 279 ·3246, (787) 382-0733 2 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF VEGA ALTA 

MANAGEMENT'S DISCUSSION AND ANALYSIS 

Management of the Municipality of Vega Alta of the Commonwealth of Puerto Rico (the "Municipality") 
provides this Management's Discussion and Analysis of the Municipality's basic financial statements as 
an overview and analysis of the financial activities of the Municipality for the fiscal year ended June 30, 
2006. We encourage readers to consider the information presented here in conjunction with the additional 
information that we have furnished in the accompanying basic financial statements. 

During fiscal year ended June 30, 2006, the Municipality implemented the new required financial 
reporting standards established by Statement No. 34, Basic Financial Statements and Management's 
Discussion and Analysis for State and Local Governments, issued by the Governmental Accounting 
Standards Board (commonly known as "GASB 34"). According to this statement, significant required 
changes in content and structure have been made in the accompanying Municipality's basic financial 
statements as of and for the fiscal year ended June 30, 2006, which make the accompanying basic 
financial statements not easily comparable to the Municipality's general purpose financial statements 
issued in prior years. However, in future years, comparisons will be more meaningful and will go further 
in explaining the Municipality's financial position and results of operations. 

This Management's Discussion and Analysis (MD&A) is prepared as a result of the requirements of 
GASB 34, and it has been designed accordingly with the following goals: 

a) Assist the reader in focusing on significant financial issues, 
b) Provide an overview of the Municipality's financial activity, 
c) Identify changes in the Municipality's financial position (its ability to address the next and 

subsequent year challenges), 
d) Identify any material deviations from the financial plan (the approved budget), and; 
e) Identify individual fund issues or concerns. 

Since the MD&A is designed to focus on the current year activities, resulting changes and currently 
known facts, please read it in conjunction with the accompanying basic financial statements. 

FINANCIAL IDGHLIGHTS 

• The Municipality's has reported assets and net assets amounting to $63,484,089 and $39,315,491, 
respectively, in the accompanying statement of net assets, of which the most significant assets are 
capital assets amounting to $43,358,679 (68 percent of total Municipality's assets). 

• The Municipality has reported total liabilities amounting to $24, 168,598 in the accompanying 
statement of net assets, of which the most significant liabilities are: (I) account payables and accrued 
liabilities ($818,181), (2) bonds and notes payable ($14,882,196) and (3) intergovernmental 
($1,365,735). These liabilities account for 70 percent of the Municipality's total liabilities at June 30, 
2006. 

• The Municipality has reported total revenues amounting to $21,679,827 in the accompanying 
statement of activities, of which: (1) volume of business ($3,552,398), (2) restricted capital and 
operating grants ($3, I 01, 146), (3) property taxes ($4,843,409) and ( 4) intergovernmental 
contributions ($6,631,369) were the most significant revenues amounting to $18, 128,322 (84 percent 
of total revenues). 

• The Municipality has reported a net change in net assets (excess ofrevenue over expenses) amounting 
to $3,514,418 in the accompanying statement of activities. 

3 
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• The Municipality's governmental funds reported combined ending fund balances of $12,931,485 of 
which $3,230,949 represent the fund balances of the general fund, the CDBG fund and the debt 
service fund combined (jointly known as the Municipality's major funds). 

• The Municipality has reported unreserved fund balance for the general fund amounting to $2,676,139. 

• The Municipality has reported an excess of revenues and other financing sources over expenditures 
and other financing uses amounting to $2,968, 143 in the governmental funds. 

USING TIDS ANNUAL REPORT 

This annual report consists of a series of new financial statements with a change in the focus from the 
previous financial statements. The new focus is on both the Municipality as a whole (government-wide) 
and the major individual funds. Both perspectives (government-wide and major fund) allow the user to 
address relevant questions, broaden a basis for comparison (year to year or government to government) 
and enhance the Municipality's accountability. 

OVERVIEW OF THE BASIC FINANCIAL STATEMENTS 

The Municipality's financial statements include three components: (1) the government-wide financial 
statements, (2) the fund financial statements, and (3) the notes to the financial statements (collectively 
known as the basic financial statements). This report also contains additional required supplementary 
information (budgetary schedule) in addition to the basic financial statements themselves. These 
components are described below: 

Government-Wide Financial Statements 

The government-wide financial statements are designed to provide readers with a broad overview of the 
Municipality's operations and finance as a whole in a manner similar to private-sector business. These 
statements provide short-term and long-term information about the Municipality's financial position, 
which assist the Municipality's management to determine the economic condition at the end of the fiscal 
year. These financial statements are prepared using the flow of economic resources measurement focus 
and the accrual basis of accounting. This basically means that these financial statements follow methods 
that are similar to those used by most businesses. They take into account all revenues and expenses 
connected with the fiscal year ended June 30, 2006 even if cash involved have not been received or paid. 
The government-wide financial statements include: (I) the statements of net assets and (2) the statement 
of activities. 

Statement of Net Assets 

The statement of net assets presents all of the Municipality's assets and liabilities, with the difference 
between these two items reported as "net assets" (equity). Over time, increases or decreases in the net 
assets may serve as a useful indicator of whether the financial position of the Municipality is either 
improving or deteriorating. 

Statement of Activities 

The statement of activities presents information showing how the Municipality's net assets changed 
during the fiscal year ended June 30, 2006. All changes in net assets are reported as soon as the 
underlying event giving rise to the change occurs, regardless of the timing of related cash flows. Thus, 
revenues and expenses are reported in this statement for some items that will not result in cash flows until 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF VEGA ALTA 

MANAGEMENT'S DISCUSSION AND ANALYSIS 

future fiscal periods (such as uncollected taxes and earned but unused vacation leave). This statement 
also presents a comparison between direct expenses and program revenues for each function of the 
Municipality. 

Both of the abovementioned financial statements present all the governmental activities of the 
Municipality, which consist mostly by taxes and intergovernmental revenues (such as federal grants). 
Most services provided by the Municipality fall into this category, including culture and education, 
general government, health and sanitation, public safety, public housing and welfare, etc. 

Fund Financial Statements 

The Municipality's fund financial statements, which consist of: (1) the balance sheet - governmental 
funds and (2) the statement of revenues, expenditures and changes in fund balances - governmental 
funds. These financial statements report the financial position and results of operations of the 
Municipality's governmental funds. 

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

The fund financial statements focus on: (1) individual parts of the Municipality's government and (2) 
reporting the Municipality's operations in more detail than the government-wide financial statements. 
For financial reporting purposes, the Municipality classifies its funds within the following fund 
categories: (1) general fund, (2) debt service fund, (3) special revenue funds and (4) capital projects funds 
(collectively known as the "governmental funds"). 

Governmental funds are used to account for all of the services provided by the Municipality. 
Governmental funds are used to account for essentially the same functions reported as governmental 
activities in the governmental-wide financial statements. However, unlike the government-wide financial 
statements, governmental fund financial statements focus on near-term inflows and outflows of 
expendable resources. They also focus on the balances of expendable resources available at the end of the 
fiscal year (June 30, 2006). This approach is known as using the flow of current financial resources 
measurement focus and the modified accrual basis of accounting. These statements provide a detailed 
short-term view of the Municipality's finances that assists in determining whether there will be adequate 
financial resources available to meet the current needs of the Municipality, that is, evaluating the 
Municipality's near-term financing requirements. 

Because the focus of governmental funds is narrower than that of the government-wide financial 
statements, it is useful to compare the fund information presented for governmental funds with similar 
information presented for governmental activities in the government-wide financial statements. By doing 
so, readers may better understand the long-term impact of the Municipality's near-term financial 
decisions. 

For financial reporting purposes the Municipality has three major funds: (I) the general fund, (2) the 
CDBG fund and (3) the debt service fund. 

5 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF VEGA ALTA 

MANAGEMENT'S DISCUSSION AND ANALYSIS 

Notes to the Basic Financial Statements 

The notes to the basic financial statements provide additional information that is essential to a full 
understanding of the data provided in the government-wide and the fund financial statements. The notes 
to the basic financial statements can be found immediately following the basic financial statements. 

Req uired Supplementary Information 

The basic financial statements are followed by a section of required supplementary information consisting 
of a budgetary comparison between actual operating results with the original budget and the final 
amended budget for the general fund. 

INFRASTRUCTURE ASSETS 

Historically, a government's largest group of assets (infrastructure - roads, bridges, traffic signals, 
underground pipes [unless associated with a utility], etc.) have not been reported nor depreciated in 
governmental financial statements. GASB 34 requires that these assets be valued and reported within the 
governmental column of the Government-Wide Financial Statements. Additionally, the government must 
elect to either (a) depreciate these assets over their estimated useful life or (b) develop a system of asset 
management designed to maintain the service delivery potential to near perpetuity. If the government 
develops the asset management system (modified approach), which periodically (at least every third 
year), by category, measures and demonstrates its maintenance of locally established levels of service 
standards, the government may record its cost of maintenance in lieu of depreciation. The information 
about the condition and maintenance of condition of the government infrastructure assets should assist 
financial statement users in evaluating a local government and its performance over time. 

As of July I, 2003, the Municipality retroactively recorded the historical costs of infrastructure assets. 
Also the Municipality elected to depreciate infrastructure assets instead of using the modified approach. 

FINANCIAL ANALYSIS OF THE MUNICIPALITY AS A WHOLE 

Net Assets 

As noted earlier, net assets may serve over time as a useful indicator of the Municipality's financial 
position. In the case of the Municipality, net assets (excess of assets over liabilities) amounted to 
$39,315,491 at June 30, 2006. 

The largest portions of the Municipality's net assets are invested in capital assets net of their related debt 
$28,501,102. The Municipality's net assets are also composed of net assets amounting to $9,700,536 that 
are restricted for (1) future debt service payments and (2) the future acquisition or construction of capital 
assets. In addition, the Municipality's net assets are reported net of an unrestricted net asset of 
$1, 113,853. 

The unrestricted deficit is the consequence of previous budgets, which did not provide funding for 
incurred long-term obligations such as compensated absences and others. Historically, such obligations 
have been budgeted on a pay as you go basis without providing funding for their future liquidation. 
Consequently, the Municipality cannot draw from its existing assets to provide services to its citizens and 
depends on its taxing ability to continue its operations. 

6 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF VEGA ALTA 

MANAGEMENT'S DISCUSSION AND ANALYSIS 

The portion of the Municipality's net assets invested in capital assets such as land, buildings, equipment, 
etc., less any outstanding related debt used to acquire those assets, are used by the Municipality to provide 
services to its citizens; consequently these assets are not available for future spending. Although the 
Municipality's investment in its capital assets is reported net of related debt, it should be noted that the 
resources needed to repay this debt must be provided from the debt service fund, since the capital assets 
themselves cannot be used to liquidate these liabilities. 

The following is a condensed presentation of the Municipality's financial position, as reported in the 
government-wide financial statements: 

Condensed Statement of Net Assets: 

Current and other assets 
Noncurrent and other assets 

Total assets 

Long-term liabilities outstanding 
Other liabilities 

Total liabilities 

Net assets/(liabilities): 
Invested in capital assets, net of related debt 
Restricted 
Unrestricted 

Total net assets 

Changes in Net Assets 

$ 3,477,489 
60,006,600 

63,484,089 

15,191,165 
8,977,433 

24,168,598 

28,501,102 
9,700,536 
1,113,853 

$ 39,315,491 

The Municipality's net assets increased during the year. Approximately 31 percent of the Municipality's 
total revenues came from intergovernmental contributions, while 22 percent resulted from other 
municipal license taxes. The Municipality's expenses cover a range of services. The largest expenses 
were for general government (48 percent), highway and urban development (13 percent) and public safety 
(17 percent). 

7 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF VEGA ALTA 

MANAGEMENT'S DISCUSSION AND ANALYSIS 

The following is a condensed presentation of the Municipality's results of operations, as reported in the 
government-wide financial statements: 

Condensed Statement of Activities: 

Revenues: 
Program revenues: 

Operating grants and contributions 
Capital grants and contributions 

General revenues: 
Property taxes 
Municipal license taxes 
Construction excise taxes 
Intergovernmental contributions 
Other 

Total revenues 

Expenses: 
General government 
Urban and economic development 
High way and development 
Public safety 
Health and sanitation 
Culture, recreation and education 
Public housing and welfare 
Interest 

Total expenses 

Net increase in net assets 
Other Financial Resources 

Net assets - at beginning of year 

$ 

$ 

1,106,439 
1,994,707 

4,843,409 
3,552,398 
2,611,835 
6,631,369 

939,670 

21,679,827 

8,645,635 
1,071,267 
2,291,752 
3,140,077 

710,297 
720,931 
967,002 
618,448 

18,165,409 

3,514,418 
447,443 

35,653,630 

FINANCIAL ANALYSIS OF THE MUNICIPALITY'S GOVERNMENTAL FUNDS 

As discussed earlier, the Municipality uses fund accounting to ensure and demonstrate compliance with 
finance-related legal requirements. 

Governmental Funds - The focus of the Municipality's governmentaljimds is to provide information on 
near-tenn inflows, outflows, and balance of expendable 1:esources. Such information is useful in assessing 
the Municipality's financing requirements. In particular, unreserved fund balance may serve as a useful 
measure of a government's net resources available for spending at the end of fiscal year. 

The following is a condensed presentation of the Municipality's balance sheet and results of operations of 
governmental funds: 

8 
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MUNICIPALITY OF VEGA ALTA 

MANAGEMENT'S DISCUSSION AND ANALYSIS 

Condensed Balance Sheet - Governmental funds: 

Total Assets - Major Funds 
Total Assets - Nonmajor Funds 

Total assets 

Total Liabilities - Major Funds 
Total Liabilities - Nonmajor Funds 

Total liabilities 

Fund Balances - Major Funds 
Fund Balances - Nonmajor Funds 

Total net assets 

Condensed Statement of Operations - Governmental funds: 

Total Revenues - Major Funds 
Total Revenues - Nonmajor Funds 

Total revenues 

Total expenditures - Major Funds 
Total expenditures - Nonmajor Funds 

Total expenditures 

Revenues Over Expenses - Major 
Revenues Over Expenses - Nonmajor 

Total net assets 

GENERAL FUND BUDGETARY IDGHLIGHTS 

$ 

$ 

$ 

$ 

15,616,177 
7,364,625 

22,980,802 

8,679,806 
1,369,511 

10,049,317 

6,936,371 
5,995,114 

12,931,485 

6,936,371 
5,995,114 

12,931,485 

15,836,358 
3,206,597 

19,042,955 

1,715,186 
805,814 

2,521,000 

Over the course of the year, the Municipality revised the Municipality's budget in order to include 
increases in revenues that were identified during the course of the fiscal year based on current 
developments that positively affected the Municipality's finances. Increases in budgeted expenditures 
amounting $397,000 were also made since the law mandates using the beginning fund balances 
accumulated in the financial statements. 

The accompanying Budgetary Comparison Schedule shows a total positive variance between budgeted 
revenues and actual revenue results of $673,340, which was mainly caused by a increase in collection or 
of by 504,835. 

In addition, the accompanying Budgetary Comparison Schedule shows a total positive variance between 
budgeted expenditures and actual expenditures results of$1,805,538. 

9 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF VEGA ALTA 

MANAGEMENT'S DISCUSSION AND ANALYSIS 

CAPITAL ASSETS AND DEBT ADMINISTRATION 

Capital Assets 

The accompanying statement of net assets reported total gross capital assets, at cost, amounting to 
$73,210,122 of which $21 ,845,356 represents infrastructure assets at June 30, 2006. The related 
accumulated depreciation and amortization of capital assets amounted to $30, 115,891, of which 
$16,270,539 is related to infrastructure assets at June 30, 2006. This investment in capital assets includes 
land, buildings, improvements, equipment, infrastructure and construction in progress. Infrastructure 
assets are items that are normally immovable and of value only to the municipal government, such as 
roads, bridges, streets and sidewalks, drainage systems, lighting systems, and similar items. 

Actual costs incurred to purchase or construct capital assets were $2, 165,425 for the year ended June 30, 
2006. Depreciation and amortization charges for the year totaled $1,994, 707. 

The Municipality finances a significant portion of its construction activities through bond issuances and 
state and federal grants. The proceeds from bond issuances designated for construction activities are 
committed in its entirety for such purposes and cannot be used for any other purposes. 

Debt Administration 

The laws and regulations of the Commonwealth of Puerto Rico have established a limitation for the 
issuance of general obligation municipal bonds and notes for the payment of which the good faith, credit 
and taxing power of each municipality may be pledged. 

The applicable laws and regulations also require that in order for a municipality to be able to issue 
additional general obligation bonds and notes, such municipality must have sufficient "payment 
capacity". Act No. 64 provides that a municipality has sufficient "payment capacity" to incur additional 
general obligation debt if the deposits in such municipality's Redemption fund and the annual amounts 
collected with respect to such municipality's Special Additional Tax (as defined below), as projected by 
the Government Development Bank for Puerto Rico, will be sufficient to service to maturity the 
Municipality's outstanding general obligation debt and the additional proposed general obligation debt 
("Payment Capacity"). 

The Municipality is required under applicable laws and regulations to levy the Special Additional Tax in 
such amounts as shall be required for the payment of its general obligation municipal bonds and notes. In 
addition, principal of and interest on all general obligation municipal bonds and notes and on all 
municipal notes issued in anticipation of the issuance of general obligation bonds issued by the 
Municipality constitute a first lien on the Municipality's Basic Tax revenues. Accordingly, the 
Municipality's Basic Tax revenues would be available to make debt service payments on general 
obligation municipal bonds and notes to the extent that the Special Additional Tax Levied by the 
Municipality, together with moneys on deposit in the Municipality's Redemption Fund, are not sufficient 
to cover such debt service. It has never been necessary to apply Basic Taxes to pay debt service on 
general obligation debt of the Municipality. 

10 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF VEGA ALTA 

MANAGEMENT'S DISCUSSION AND ANALYSIS 

ECONOMIC FACTORS AND NEXT BUDGETS AND RATES 

The Municipality relies primarily on property and municipal license taxes, as well as, federal and state 
grants to carry out the governmental activities. Historically, property and municipal license taxes have 
been very predictable with increases not generally exceeding ten percent. Federal grant revenues may 
vary if new grants are available but the revenue is also very predictable. 

Those factors were considered when preparing the Municipality's budget for the 2006-2007 fiscal years. 
There were no significant changes between the budget for fiscal year 2005-2006 and the one for fiscal 
year 2006-2007. 

FINANCIAL CONTACT 

The Municipality's financial statements are designed to present users (citizens, taxpayers, customers, 
investors and creditors) with a general overview of the Municipality's finances and demonstrate the 
Municipality's' accountability. If you have any questions about the report or need additional financial 
information, contact the Municipality's Director of Finance, Mr. Damian Pabon, at PO Box 366, Vega 
Alta, Puerto Rico, 00670-0366. 

11 



I 

I 

I 

COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF VEGA ALTA 

Statement ofNet Assers 

ASSETS 
Current Assets: 
Cash and cash equivalents (notes I g and 3) 
Receivables, net of allowance for doubtful accounts (note lh): 

Taxes: 
Property taxes (note 5) 
Municipal license taxes (note 4) 

Total taxes receivable 

lnrergovemmental (note lh) 
Other 

Total receivables 

Total current assers 

Noncurrcnt Assets: 
Temporarily restricted cash and cash equivalents (notes lj and 3) 
Capllal assets, net of accumulated depreciation 

and amortizat ion (notes Im and 8) 

Total noncurrent assets 

Total assets 

LIABILITIES 
Current liabilities: 
Accounts payable and other accrued liabilities (note I h) 
Intergovernmental (notes lh and 7) 
Leased Payable - Current Portion (note 9) 
Interest Payable 
Chr1tsmas Bonus 
Legal Clamis (notes Ip and 12) 
Deposits 
Deferred revenues (notes In, 4 and 5) 

June 30, 2006 

Accrued compensated absences, excluding long-term portion (note lo) 
Bonds and nores payable (notes I q and 11) 

Total current liabiht1es 

Noncurrent linb ilities: 
Accrued compensated absences, excluding current portion (note lo) 
Bonds and notes payable, excluding current portion (notes lq and 11) 

Capital Leasing - net of curenl portion (note 9) 

Note Payable - "CRIM" (note 11) 

Total noncurrent liabilities 

Total linbiliries 

NET ASSETS 
Invested m capital assets, net of related debt 

Restricled for ( lj): 
Debt service 

Orher funds - Specific Purpose 

Total restricted net assets 

U nrestncted nel assels 

Total net assets 

Total Liabilities and Net Assers 

s 427,340 
46,654 

473,994 

1,282,911 
30,385 

1,313,296 

28,501,102 

3,763,653 
5,936,883 

9,700,536 

1,113,853 

The accompanying notes to the basic financial statements are an inlegral part of this statement 

$ 1,690,199 

1,787,290 

3,477,489 

16,912,369 

43,094,231 

60 006,600 

$ 63,484,089 

818,181 
1,365,735 

114,829 
522,153 
232,344 
651,513 
41,716 

3,771,416 
636,546 

823,000 

8,977,433 

636,972 
13,772,000 

494,997 

287,196 

15,191,165 

24,168,598 

39,315,491 

$ 63,484,089 
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Functions/Programs 

Governmental activities: 
General government 
Urban and economic development 
Highway and development 
Public safety 
Sanitation 
Health 
Culture, recreation and education 
Public housing and welfare 
Interest on bonds, notes, capttal lease obligations 

and long-tenn debt (notes 9 and 11) 

Total governmental activities 

COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF VEGA AL TA 

Statement of Activities 
Year Ended June 30, 2006 

Program Revenues 

Operating Capital Grants 
Grants and and 

Expenses Contributions Contributions 

$ 8,645,635 $ 
1,07 1,267 
2,291,752 
3,140,077 

677,530 
32,767 

720,931 
967,002 

618,448 

$ 18,165,409 $ 

General revenues: 
Taxes: 

Property taxes (note 5) 
Municipal license taxes (note 4) 
Construction excise taxes 

Total taxes 

$ 

657,405 

449,034 

1,106,439 $ 

Intergovernmental contributions and reimbursements 
Unrestricted interests, fines and penalties 
Other revenues 

Total general revenues 
Net change in net assets 
Other Financial source 

Net assets-beginning of fiscal year 
Net assets-end of fiscal year 

506,479 
163,378 
662,325 

662,525 

1,994,707 

The accompanying notes to the basic financial statements are an integral part of this statement. 

l 'll!l 

Expenses 
and Changes in 

Net Assets 

$ (8, 139, I 56) 
(907,889) 
(972,022) 

(3,140,077) 
(15,005) 
(32,767) 

(720,931) 
(517,968) 

(618,448) 

$ (15,064,263) 

$ 4,843,409 
3,552,398 
2,611,835 

11,007,642 
6,631,369 

572,059 
367,611 

18,578,681 
3,514,418 

447,443 
35,653,630 

$ 39,615,491 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF VEGA ALTA 

Balance Sheet 
Governmental Funds 

June 30, 2006 

Major Funds Other Total 
General Debt Service CDBG Governmental Governmental 

I 
Fund Fund Fund Funds Funds 

ASSETS 
Unresmcted cash and cash equivalents (notes lg and 3) $ 1,690,199 $ $ $ $ 1,690,199 
Receivables, net of allowance for doubtful accounts· 
Taxes: 
Property taxes (note 5) 427,340 427,340 
Municipal license tax (note 4) 46,654 46,654 
Interest Receivable 30,385 30,385 
Due from other funds 123,172 2,583,944 2,707,116 

I 
Due from governmental entities 1,166,739 1,166,739 

Temporarily restricted cash and cash 
equivalents (notes I g and 3) 7,020,836 5,108,806 2046 4,780,681 16,912 369 

Total assets 10,505,325 5,108,806 2,046 7,364,625 22,980,802 

LIABILITIES 
Account payable and accrued liabilities (note 1 h) 393,628 998 423,555 818,181 
Due from other funds 2,583,944 59,279 63,893 2,707,116 

I 
lntergonvernmental 1,365,735 1,365,735 
Other Deposit 1,345,153 41,716 1,386,869 
Deferred revenues (notes In, 4 and 5) 2,931 069 840 347 3 771 416 

Total Liabilities 7 274 376 1,345,153 60,277 1,369 511 10,049 317 

I FUND BALANCES 
Encumbrances 554,810 554,810 
Capital Assets 5,995, 114 5,995,114 
Debt Service 3,763,653 3,763,653 
Unreserved 2,676,139 !58,231) 2,617 908 

Total fund balances 3 230 949 3,763,653 (58,23 1) 5995114 12931485 

Total liabilities and fund balances $ 10,505,325 $ 5,108,806 $ 2,046 $ 7,364,625 $ 22,980,802 

I 
The accompanying notes to the basic financial statements are an integral pan of this statement. 

I 

I 
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COMMONWEA LTH OF PUERTO RICO 

MUNICIPALITY OF VEGA ALTA 

Statement of Revenue, Expenditures and 

Changes in Fund Balances - Governmental Funds 

Year Ended June 30, 2006 

Mnjor Funds Other T otal 

G eneral Debt Service C DBG G overnmental Governmental 

F und Fund Fu nd Funds Funds 

REVENUES : 

Taxes: 

Property Taxes (note 5) 3,1 14,822 1,728,587 4,843,409 

Municipal license taxes (note 4) 3,552,398 3,552,938 
License, pennit and fines 2,611,835 2,611,835 

Intergovernmental Revenues 4,519,082 3,029,406 7,548,488 

Investment Earnings 439,856 132,203 572,059 

Federal grants and contributions 657,405 457,377 1,114,782 

Rent 2 88,622 78,989 367,611 

Inter Other Revenues 506,734 446,339 953,073 

Total revenues 15,033,349 1,860.790 657,405 4,0 12,111 21,563,655 

EXPENDITURES; 

Current. 

General government 7,428,852 18 1,532 858,614 8,468,998 

Highway and Urban 1,278,228 244,25 1 209,024 1,731,503 

Public Safety 2,88 1,549 117.443 2,998,992 

Urban Development 84,036 4,153 88.189 

Sanitation 677,530 677,530 

Health 32,767 32,767 

Culture and education 446,950 7,000 37,306 491,256 

Public Housing and we lfare 164,6 16 285,71 g 496,513 946,847 

Ca pital outlays 681,881 1,483,544 2, 165,425 

Debt Service: 

Principal (notes I q, 9 and 11) 823,000 823,000 

Interest on bonds and notes (notes 9 and 11) 618,448 618,448 

Total expenditures 13,676,409 1,441,448 718,501 3,206,597 19,042,955 

Excess {deficiency) of revenues under expenditures 1,356,940 419,342 (61,096) 805,514 2,520,700 

OTHER F£NANCING SOURC ES (USES): 

Proceeds from leased contract (note 9) 447,443 447,443 

Operating transfer - m from other funds (note 6) 115,877 490,204 606,081 
Operating transfer-out 10 other funds (note 6) (490,204) ( 115,877) (606,08 12 

Total other financing sources (uses) 73,1 16 374,327 447,443 

EXCESS (DEFICIENCY) O F REVENUES AND 

1,430,056 1/ OTHER FINANC ING SOURCES OVER (UNDER) 793,669 {61,096) 805,514 2,968,143 

FUND BA LANC ES AT BEGINNING OF YEAR I,800,893 2,969,984 2,865 5, 189,600 9,963,342 

FUND BALNCES AT END OF YEAR $3,230,949 j $3,763,653 $~58,231) $5,995,114 $12,931,485 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF VEGA ALTA 

Reconciliation of Statement of Revenues, 
Expenditures and Changes in Fund Balances 

Governmental Funds to the Statement of Activities 
Year Ended June 30, 2006 

Amounts reported for governmental activities in the accompanying statement are different because: 

Net change in fund balances as reported in the accompanying statement of revenues, 
expenditures and changes in fund balances - governmental funds 

Governmental funds report capital outlays as expenditures. However, in the accompanying 
statement of activities, the cost of those assets is allocated over their estimated useful lives as 
depreciation expense. 

Depreciation expenses 

The issuance of long-term debt provides current financial resources to govermental funds while 
repayment of bond and notes principal is recorded as expenditures in the governmental funds, 
but the repayment reduces long-term liabilities in the statement of net assets. Also, 
governmental funds report the effect of issuance costs, whereas these amounts are deferred 
and amortized in the statement of activities. This amount is the net effect of the three 
differences. 

Expenditures recorded for government-wide and not for governmental funds 

Net change in net assets as reported in the accompanying statement of activities 

$ 2,968,143 

(2, 165,425) 

1,994,707 

833, 165 

(116,172) 

$ 3,514,418 

The accompanying notes to the basic financial statements are an integral part of this statement. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF VEGA ALTA 

Notes to Basic Financial Statements 
June 30, 2006 

1. GOVERNMENTAL ENTITY AND SUMMARY OF SIGNIFICANT ACCOUNTING 
POLICIES 

A. Government Background Information 

The Municipality of Vega Alta of the Commonwealth of Puerto Rico (the "Municipality") is a 
local government constituted in 1871 with full legislative, fiscal and administrative powers to 
operate as a government. The Municipality assumes responsibility for public safety, health and 
sanitation, public housing and welfare, culture and education, urban and development and many 
other general and administrative duties. 

The laws and regulations of the Commonwealth of Puerto Rico (the "Commonwealth") provide 
for separation of powers of the executive, legislative and judicial branches of the 
Commonwealth's and the Municipality's governments. The executive power of the Municipality 
is exercised by a Mayor, who is elected every four years and is assisted by the Administrative 
Cabinet, which is appointed by the Mayor. The legislative power is exercised by the Municipal 
Legislature, which is also elected every four years. The judiciary power is exercised by the 
General Justice Court System of the Commonwealth, which has jurisdiction over the 
Municipality. 

B. Financial Reporting Entity 

The accounting policies and financial reporting practices of the Municipality conform to the 
accounting principles generally accepted in the United States of America ("GAAP") as 
applicable to state and local governments. 

According to GAAP, the financial reporting entity for the Municipality consists of: (I) the 
primary government, which is composed of all municipal departments and units under the legal 
and administrative control of the Mayor and the Municipal Legislature, and (2) all component 
units. 

In evaluating how to define the Municipality for financial reporting purposes, the Municipality's 
management has addressed all potential entities and organizations that may be considered 
component units according to the criteria set forth by Statement No. 14, The Financial Reporting 
Entity, as amended by Statement No. 39, Determining Whether Certain Organizations are 
Component Units, both issued by the Governmental Accounting Standards Board. 

GAAP defines component units as those entities that: (1) are legally separate organizations for 
which the Municipality's elected officials are financially accountable, and (2) other organizations 
for which the nature and significance of their relationship with the Municipality are such that 
exclusion of their financial statements from those of the Municipality would cause the 
Municipality's basic financial statements to be misleading or incomplete. Financial 
accountability exists if the Municipality appoints a voting majority of the organization's 
governing body, and if either one of the following conditions exist: (1) the Municipality can 
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COMMONWEAL TH OF PUERTO RI co 
MUNICIPALITY OF VEGA ALTA 

Notes to Basic Financial Statements 
June 30, 2006 

impose its will on the organization or (2) the potential for the organization to provide specific 
financial benefits to, or impose specific financial burdens on, the Municipality. 

GASB Statement No. 39, which was early adopted by the Municipality on July 1, 2003, amended 
the provisions of GASB Statement No. 14 to provide additional guidance to determine whether 
certain organizations for which the Municipality is not financially accountable should be reported 
as component units based on the nature and significance of their relationship with the 
Municipality. Generally, GASB Statement No. 39 requires reporting, as a discretely presented 
component unit, an organization that raises and holds economic resources for the direct benefit of 
a governmental entity. Such organizations are legally separate, tax-exempt entities that meet all 
of the three specific criteria that address benefit, entitlement or access, and significance. 

The Municipality's management has concluded that, based on the aforementioned criteria, there 
are no legally separate entities or organizations considered component units of the Municipality 
according to GAAP as of June 30, 2006 nor for the year then ended. 

C. New Financial Reporting Model 

On July 1, 2003, the Municipality adopted the provisions of Statement No. 34, Basic Financial 
Statements - and Management's Discussion and Analysis - for State and Local Governments 
(commonly known as "GASB 34"), issued by the Governmental Accounting Standards Board 
(GASB). This statement, as amended, established a new financial reporting model for state and 
local governments. 

In addition, on July 1, 2001 the Municipality also adopted the following required statements 
issued by GASB and the Financial Accounting Standards Board ("F ASB"): 

i. GASB Statement No. 33 - Accounting and Financial Reporting for Nonexchange 
Transactions; 

ii. GASB Statement No. 36 - Recipient Reporting for Certain Shared Nonexchange 
Revenues; 

iii. GASB Statement No. 37 - Basic Financial Statements - and Management's Discussion 
and Analysis - for State and Local Governments: Omnibus; 

iv. GASB Statement No. 39 - Determining Whether Certain Organizations are Component 
Units; 

v. GASB Interpretation No. 6 -Recognition and Measurement of Certain Liabilities and 
Expenditures in Governmental Fund Financial Statements; 

Simultaneously to the adoption of GASB Statement No. 34, the Municipality adopted certain 
pronouncements issued by FASB and all of its predecessor bodies, such as the Accounting 
Principles Board (APB), for its governmental activities. In this respect, the Municipality 
adopted the pronouncements issued by these entities that were issued on or before November 30, 
1989, and that do not conflict with GASB pronouncements. Accordingly, on July 1, 2003 the 
Municipality adopted the provisions of APB Opinion No. 21, Interest on Receivables and 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF VEGA AL TA 

Notes to Basic Financial Statements 
June 30, 2006 

Payables, to account for non-interest bearing receivables and payables reported in the 
accompanying basic financial statements. 

The effects of implementing the aforementioned pronouncements have been reported as changes 
in accounting principles in the accompanying basic financial statements. Accordingly, the 
cumulate effects of such transactions have been reported retroactively as restatements of fund 
balances at July I, 2003. 

According to the new financial reporting model established by GASB 34, as amended, the 
minimum required presentation for financial reporting purposes of the Municipality is composed 
of the following elements: 

I. Management's Discussion and Analysis ("MD&A") - MD&A is a required 
supplementary information used to introduce the basic financial statements and provide 
an analytical overview of the Municipality's financial activities for the year ended June 
30, 2006 based on the Municipality's management knowledge of the transactions, events 
and conditions reflected in the basic financial statements and the fiscal policies that 
control the Municipality's operations. 

2. Government-Wide Financial Statements ("GWFS") - GWFS is a set of financial 
statements composed of: (I) a statement of net assets and (2) a statement of activities. 

The government-wide financial statements are aimed at presenting a broad overview of 
the Municipality's finances by focusing on operational accountability through reporting 
the financial position and results of operations of the Municipality as a whole using 
methods that are similar to those used by most private businesses. 

The statement of net assets provides short-term and long-term information about the 
Municipality's financial position, which assist management to determine the 
Municipality's economic condition at June 30, 2006 by presenting all of the 
Municipality's assets and liabilities, with the difference between these two items 
reported as "net assets" (equity). Net assets are reported in the following three 
categories: 

• Invested in Capital Assets, Net of Related Debt - This consist of capital 
assets, net of accumulated depreciation and amortization and reduced by 
outstanding balances for bonds, notes, and other debt that are attributed to the 
acquisition, construction, or improvement of those assets. 

• Restricted Net Assets -These result when constraints placed on them are either 
externally imposed or are imposed by constitutional provisions or enabling 
legislation. Internally imposed designations of resources are not presented as 
restricted net assets. When both restricted and unrestricted resources are 
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COMMONWEAL TH OF PUERTO Rico 
MUNICIPALITY OF VEGA ALTA 

Notes to Basic Financial Statements 
June 30, 2006 

available for use, generally it is the Municipality's policy to use restricted 
resources first, and then unrestricted resources as they are needed. 

Unrestricted Net Assets - These consist of net assets which do not met the 
definition of the two preceding categories. Unrestricted net assets often are 
designed, to indicate that management does not consider them to be available for 
general operations. Unrestricted net assets often have constraints on resources 
that are imposed by management, but can be removed or modified. 

The statement of activities presents financial information showing how the 
Municipality's net assets changed during the year ended June 30, 2006. The statement of 
activities demonstrates the degree to which direct expenses of a given function or 
segments are offset by program revenues. Direct expenses are those that are clearly 
identifiable with a specific function, segment or operational unit. Program revenues 
include charges to customers or applicants who purchase, use or directly benefit from 
goods, services or privileges provided by a given function, segment or operational unit. 
Program revenues also include grants and contributions that are restricted to meeting the 
operational or capital requirements of a particular function or segment. Taxes and other 
items not properly included among program revenues are reported instead as general 
revenues. Resources that are dedicated internally by the Municipality are reported as 
general revenues rather than as program revenues. The Municipality does not allocate 
general government (indirect) expenses to other functions. 

Under the provisions of GASB 34, all activities carried out by the Municipality are 
considered governmental in nature for financial reporting purposes. As a result, no 
business-type activities are reported in the accompanying basic financial statements. 

3. Fund Financial Statements ("FFS")- FFS is a set of financial statements composed of: 
(1) a balance sheet (financial position) and (2) a statement of revenues, expenditures and 
changes in fund balances (deficits) of the Municipality's governmental funds (results of 
operations). 

The fund financial statements focus on: (I) financial accountability, (2) individual parts 
of the Municipality's government and (3) reporting the Municipality's operations in more 
detail than the government-wide financial statements. 

Each fund is considered an independent fiscal entity accounted for within a set of self
balancing accounts that comprise its assets, liabilities, fund equity, revenue, and 
expenditures. Fund accounting segregates funds according to their intended purpose and 
is used to aid management in demonstrating compliance with legal, financial and 
contractual provisions. The minimum number of funds is maintained consistent with 
legal and self-imposed managerial requirements established by the Municipality. For 
financial reporting purposes, the Municipality classifies its funds within the following 
governmental fund categories: 
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MUNICIPALITY OF VEGA ALTA 
Notes to Basic Financial Statements 

June 30, 2006 

General Fund - The general fund is the chief operating fund used to account for all 
financial resources and governmental activities of the Municipality, except for financial 
resources required to be accounted for in another fund type. It is presumed that the 
Municipality's activities have been reported in the general fund except for transactions 
for which one of the following compelling reasons has required the use of another fund: 
(1) legal requirements, (2) GAAP requirements or (3) the demands of sound financial 
administration requiring the use of a fund other than the general fund. 

Special Revenue Funds - The special revenue funds are used to account for revenues 
derived from grants or other revenue sources (other than major capital projects) that are 
either self-restricted by the Municipality or legally restricted by outside parties for use 
in specific purposes. The uses and limitations of each special revenue fund are specified 
by municipal ordinances or federal and state statutes. 

Debt Service Fund- The debt service fund is used to account for the accumulation of 
resources for, and the payment of, principal and interest for: (1) general long-term debt 
for which debt service payments are legally mandated to be accounted for in a debt 
service fund, and/or (2) general long-term debt for which the Municipality is being 
accumulating financial resources in advance, to pay principal and interest payments 
maturing in future years (such bonds payable and notes payable). 

General long-term debts for which debt service payments do not involve the advance 
accumulation of resources (such as capital leases, compensated absences, claims and 
judgments, advances from CRIM, and landfill closure and post closure maintenance 
costs) are accounted for in the general fund. 

Long-term debt's principal and accrued interest due on July 1 of the following fiscal 
year are accounted for as liabilities in the debt service fund at June 30, if resources are 
available at June 30 for its payment. 

Capital Projects Funds - Capital projects funds are used to account for the financial 
resources used in the acquisition or construction of major capital facilities, other assets 
and permanent improvements. The use of the capital projects funds has been reserved 
for major capital acquisitions or construction activities that would distort financial 
resources trend data if not reported separately from the other Municipality's operating 
activities. 

The routine purchase of capitalizable assets (such as vehicles and other minor capital 
assets) has been reported in the general fund. 

The Municipality has no significant operations or activities that: (1) are financed and 
operated primarily in a manner similar to private business enterprises, where the costs 
of providing goods or services to the general public is financed primarily through user 
charges, or (2) are fiduciary in nature. As a result, the Municipality does not report 
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Notes to Basic Financial Statements 
June 30, 2006 

proprietary nor fiduciary funds in the accompanying fund financial statements. All 
Municipalities' funds are classified as governmental for financial reporting purposes. 

4. Notes to the Basic Financial Statements - A set of notes that provide information that is 
essential to a user's understanding of the basic financial statements. 

5. Required Supplementary Information (other than MD&A) - A set of reports and 
information reported along with, but separate from, the basic financial statements of the 
Municipality, such as: (I) Budgetary Comparison Schedule- General Fund, (2) the Notes 
to Budgetary Comparison Schedule and (3) the Schedule of Funding Progress -
Employees' Retirement System of the Commonwealth of Puerto Rico and Its 
Instrumentalities. 

D. Measurement Focus and Basis of Accounting 

The term measurement focus refers to what is being expressed in reporting financial position and 
performance, that is, which resources are being measured in the accompanying basic financial 
statements. Two different measurement focuses have been applied in the accompanying basic 
financial statements: (I) the flow of current financial resources and (2) the flow of economic 
resources. Basis of accounting refers to when transactions have been recognized in the 
accompanying basic financial statements. GAAP provides for the use of two different bases of 
accounting, which have been used in the accompanying basic financial statements: (I) the 
accrual basis and (2) the modified accrual basis. 

The accompanying government-wide financial statements are reported using the economic 
resources measurement focus and the accrual basis of accounting. Accordingly, revenues are 
generally recorded when earned and expenses are generally recorded when a liability is incurred, 
regardless of the timing of related cash flows. Grants and similar items are recognized as 
revenue as soon as all eligibility requirements imposed by the provider have been met. All 
significant interfund activities have been eliminated from these government-wide financial 
statements. 

The accompanying fund financial statements are reported using the current financial resources 
measurement focus and the modified accrual basis of accounting. Revenues are generally 
recognized as soon as they are both measurable and available (that is, earned and collected or 
expected to be collected within the next 90 days following the fiscal year-end) to pay liabilities 
of the current period, except property tax revenues, for which the availability period is 60 days. 

In applying the susceptible to accrual concept to intergovernmental revenue in the accompanying 
fund financial statements, there are essentially two types of revenue. For the majority of grants, 
moneys must be expended by the Municipality on the specific purpose or project before any 
amounts will be reimbursed. Revenue is, therefore, generally recognized as expenditures are 
incurred. For the other revenue, moneys are virtually unrestricted and are generally revocable 
only for failure to comply with prescribed compliance requirements. These resources are 

22 



I 
I 
I 
I 
I 
I 
I 

I 
I 
I 

COMMONWEALTH OF PUERTO RICO 

MUNICIPALITY OF VEGA ALTA 
Notes to Basic Financial Statements 

June 30, 2006 

generally reflected as revenue at the time of receipt or earlier if the susceptible to accrual criteria 
is met. 

In the accompanying fund financial statements, expenditures and related liabilities are generally 
recorded in the accounting period in which the liability is incurred, except for: ( 1) principal 
payment and interest on long-term obligations, which are recorded when due, except for 
principal and interest due in July 1 of the following fiscal year which are recorded when 
resources are available in the debt service funds (generally June 30); and (2) vacation leave, sick 
leave, christmas bonuses, obligations under capital leases, amounts subject to judgments under 
litigation, and other long-term obligations, which are recorded under the accrual basis of 
accounting in the accompanying government-wide financial statements. 

In December 1998, the Governmental Accounting Standards Board issued Statement No. 33, 
Accounting and Financial Reporting for Nonexchange Transactions ("GASB 33"), effective for 
financial statement for periods after June 15, 2000, which the Municipality adopted on July 1, 
2003. This statement established accounting and reporting standards for nonexchange 
transactions involving cash and financial or capital resources (for example, most taxes, grants and 
private donations). In a nonexchange transaction, a government gives (or receives) value without 
directly receiving (or giving) equal value in return. This is different from an exchange 
transaction, in which each party receives and gives up essentially equal values. The statement 
groups nonexchange transactions of governments into four classes, based on their principal 
characteristics: (a) derived tax revenue; (b) imposed nonexchange revenue; (c) government 
mandated nonexchange transactions; and (d) voluntary nonexchange transactions. The adoption 
of this statement altered significantly the basis of accounting used by the Municipality for the 
recognition of revenue and expenditures and related assets and liabilities, as described above. 
The effect of the adoption of this pronouncement has been reported as changes in accounting 
principles in the accompanying basic financial statements. Accordingly, the cumulate effects of 
such transactions have been reported retroactively as restatements of fund balances at July 1, 
2003. 

E. Major and Non major Funds 

Under the provisions of GASB 34, the Municipality is required to segregate funds among major 
and nonmajor categories within the fund financial statements. Major individual governmental 
funds are reported as separate columns in the accompanying fund financial statements, while data 
from all nonmajor governmental funds are aggregated into a single column, regardless of fund 
type. At minimum a fund is considered major if: (1) it is the primary operating fund of the 
Municipality (i.e. the general fund) or; (2) meets both of the following criteria: 

(a) Total assets, liabilities, revenues or expenditures of that individual governmental 
fund are at least I 0 percent of the corresponding total for all funds of that category or 
type; and, 
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June 30, 2006 

(b) Total assets, liabilities, revenues, or expenditures of the individual governmental 
fund are at least 5 percent of the corresponding total for all governmental funds 
combined. 

Based on the above-mentioned criteria, the Municipality's general fund, the CDBG fund and the 
debt service fund are the only three funds that qualify as major funds for the fiscal year ended 
June 30, 2006, and accordingly, have been reported as major funds in the accompanying fund 
financial statements. All other governmental funds of the Municipality are considered nonmajor 
for financial reporting purposes. 

F. Statutory {Budgetary) Accounting 

The Municipality's budget is adopted in accordance with a statutory basis of accounting, which is 
not in accordance with GAAP. Revenue is generally recognized when cash is received. 

Expenditures are generally recorded when the related expenditure is incurred or encumbered. 
Available appropriations and encumbrances are established to lapse one year after the end of the 
fiscal year. Amounts required to settle claims and judgments against the Municipality, and 
certain other liabilities, are not recognized until they are encumbered or otherwise processed for 
payment. 

Under the statutory basis of accounting, the Municipality uses encumbrance accounting to record 
the full amount of purchase orders, contracts and other commitments of appropriated resources as 
deductions from the appropriation prior to actual expenditure. In the governmental funds, 
encumbrance accounting is a significant aspect of budgetary control. 

The accompanying budgetary comparison schedule- general fund, only presents the information 
for the general fund, which is the only Municipality's fund with a legally adopted budget, as 
required by GAAP. Because accounting principles applied for purposes of developing data on a 
budget basis differ significantly from those used to present financial statements in conformity 
with GAAP, a reconciliation of differences in the deficiency of revenues and other financing 
sources under expenditures and other uses of financial sources for the year ended June 30, 2006 
was presented for the general fund as part of the accompanying budgetary comparison schedule. 

G. Cash and Cash Eguivalents 

The Municipality's cash and cash equivalents are composed of cash on hand, demand deposits, 
and short-term investments in certificates of deposit with original maturities of three months or 
less from the date of acquisition. 

The Municipality follows the practice of pooling cash and cash equivalents. The balance in the 
pooled cash accounts is available to meet current operating requirements and any excess is 
invested in various interest-bearing deposits with private commercial banks. 
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Cash with fiscal agent in the debt service fund represents additional property tax collections 
retained by the Municipal Revenue Collection Center ("CRIM", by its Spanish Acronyms), a 
municipal corporation (not a component unit of the Commonwealth nor of the Municipality). 
Such cash balances are restricted for the payment of the Municipality's debt service, as 
established by law. 

H. Receivables and Payables 

Activity between funds that are representative of lending/borrowing arrangements outstanding at 
the end of the fiscal year are referred to as either "due to/from other funds" (i .e. the current 
portion of interfund loans). 

Tax receivables in the general fund represent amounts owed by taxpayers principally for 
individual and corporate property taxes, municipal license taxes and construction excise taxes. A 
portion of these tax receivables is recognized when they become measurable and available based 
on actual collections during the 90 days (60 days for property taxes) following the fiscal year-end 
related to tax returns due before year-end. Tax receivables also include amounts owed by 
taxpayers from taxable years prior to June 30, 2006, estimated to be collectible but not currently 
available, as a result of the adoption of GASB 33. 

Accounts receivables are stated net of estimated allowances for doubtful accounts, which are 
determined based upon past collection experience and current economic conditions. 
Intergovernmental receivables mainly represent amounts owed to the Municipality by the 
Commonwealth and the federal government of the United States of America for: (1) 
intergovernmental charges, and (2) for reimbursement of expenditures incurred pursuant to 
federally funded programs, respectively. 

In the accompanying government-wide financial statements, receivables consist principally of all 
revenues earned at year-end and not yet received. Allowances for doubtful accounts are based 
upon historical trends and the periodic aging of accounts receivable. Major receivable balances 
for the governmental activities include municipal license taxes, property taxes and construction 
excise taxes, among others. 

Nonexchange transactions collectible but not available are deferred in the accompanying fund 
financial statements in accordance with the modified accrual basis of accounting, but not deferred 
in the accompanying government-wide financial statements in accordance with the accrual basis 
of accounting. Interest income is recorded when earned only if collected within 90 days after 
year-end since they would be considered both measurable and available. Allowances for 
uncollectible accounts receivable are based upon historical trends and the periodic aging of 
accounts receivable. 
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I. Inventories and Prepaid Expenses 

Inventories consist of materials and supplies held for consumption. Generally, inventories and 
prepaid expenses are valued at cost and predominantly on the first-in, first-out basis. 
Governmental fund inventories and prepaid expenses are recorded as expenditures consumption 
method) when purchased rather than capitalized as an asset. Only significant amounts of 
inventory and prepaid expenses at the end of the year would be capitalized, if any, in the 
governmental funds. However, inventories are always capitalized (purchase method) in the 
statement of net assets. 

J. Temporarily Restricted Assets 

Certain cash and cash equivalents set aside by the general fund, the capital projects fund and the 
special revenue fund are classified as temporarily restricted assets since their use is limited for: 
(a) the compliance with debt service requirements of bonds and notes payable as established in 
the respective debt agreements, (b) the funding of construction and permanent improvement 
projects, and ( c) the funding of federal and state sponsored programs. Temporarily restricted cash 
and cash equivalents amounted to $16,912,369 (note 3) at June 30, 2006. 

K. Deferred Charges 
Deferred charges in the accompanying statement of net assets consist of debt bond issuance 
costs, which are amortized over the term of the related debt using the straight-line method. In the 
fund financial statements, bond issuance costs are recognized in the current period as 
expenditure, whether or not withheld from the actual debt proceeds received. 

L. Interfund Transactions 

Permanent reallocations of resources between the Municipality's funds are classified as interfund 
transfers. The Municipality has the following types of transactions recorded among funds in the 
accompanying fund financial statements: 

• Operating Transfers - Legally required transfers that are reported when incurred as 
"operating transfers-in" by the recipient fund and as "operating transfer-out" by the 
disbursing fund. 

• lntelf und Payments (Quasi-external Transactions) - Charges or collections for services 
rendered by one fund to another that are recorded as revenue of the recipient fund and as 
expenditure of the disbursing fund. 

For the purposes of the accompanying government-wide statement of activities, all interfund 
transfers between individual governmental funds have been eliminated. 
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The accounting and reporting treatment applied to the capital assets associated with a fund are 
determined by its measurement focus. General capital assets are long-lived assets of the 
Municipality as a whole, such as land, land improvements, easements, buildings, building 
improvements, vehicles, machinery, equipment, works, infrastructure and all other intangible 
assets that are used in the operations of the Municipality and that have initial useful lives 
extending beyond a single reporting period (fiscal year). Infrastructure assets are generally 
immovable in nature and include roads, bridges, streets and sidewalks, drainage systems and 
other similar assets. In the accompanying government-wide statement of net assets, all individual 
capital assets over the threshold amount of $500 have been capitalized and depreciated. 

In the accompanying government-wide statement of net assets, all capital assets are valued at 
their historical cost or estimated historical cost if actual is unavailable, except for donated capital 
assets, which are recorded at their estimated fair value at the date of donation. Estimated 
historical cost was used to value the majority of the assets acquired prior to June 30, 2006. The 
costs of normal maintenance and repairs that do not add value to the asset or materially extend 
capital asset lives are not capitalized. 

All capitalized assets are depreciated over their estimated useful lives under the straight-line 
method. All individual capital assets under the above mentioned capitalization threshold are 
charged directly to expense in the accompanying government-wide statement of activities. The 
estimated useful lives of major capital asset categories are: 

Land improvements 
Buildings and building improvements 
Infrastructure 

Motor vehicles 
Furniture and fixtures 
Machinery and equipment 

20 years 
50 years 
20 to 50 years 

7 to 10 years 
5 to 20 years 
5 to 20 years 

Equipment held under capital leases is depreciated under the shorter of its estimated useful life of 
the assets or the lease term. Capital assets are recorded as capital outlays expenditures in the 
acquiring fund for the purposes of the accompanying statement of revenues, expenditures and 
changes in fund balances - governmental funds. 

N. Deferred Revenues 

The Municipality reports deferred revenue on its basic financial statements. Deferred revenue 
arises when potential revenue does not meet both the "measurable" and "available" criteria for 
revenue recognition in the current period. Available is defined as due (or past due) at June 30, 
and collected within 90 days (60 days for property taxes) thereafter to pay obligations due at June 
30. Deferred revenues also arise when the Municipality receives resources before it has a legal 
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claim to them. In subsequent periods, when the revenue recognition criterion is met, or when the 
Municipality has a legal claim to the resources, the liability for deferred revenue is removed and 
revenue is recognized. Deferred revenues at the government-wide level arise only when the 
Municipality receives resources before it has a legal claim to them. 

Deferred revenues at June 30, 2006 amounted to $3,771,416 in the accompanying government
wide statement of net assets and balance sheet - governmental funds, respectively. 

0. Compensated Absences 

Compensated absences are accounted for under the provisions of Statement No. 16, Accounting 
for Compensated Absences, issued by the Governmental Accounting Standards Board (GASB 
16). 

Compensated absences include paid time off made available to employees in connection with 
vacation, sick leave and compensatory time. According to GASB 16, the liability for 
compensated absences recorded in the accompanying government-wide statement of net assets is 
strictly limited to leave that: (1) is attributable to services already rendered on or before June 30, 
2006, and (2) is not contingent on a specific event (such as illness) that is outside the control of 
the Municipality and the employee. The liability for compensated absences, include salary
related costs, which are directly and incrementally related to the amount of salary paid to the 
employee (such as employer's share of Social Security taxes, Medicare taxes, employer 
contributions to retirement system and others). 

The vacation policy of the Municipality provides for the accumulation of regular vacations at a 
rate of 2.5 days per month (30 days per year). Employees accumulate regular sick leave at a rate 
of 1.5 days per month (18 days per year). Employees accumulate compensatory time at a rate of 
1.5 times the overtime worked. All vacation and sick leave days accumulated by employees in 
excess of 30 days and 90 days, respectively, are paid to employees each year if not consumed, as 
required by law. In the case of compensatory time, the excess of 240 hours is paid to employees 
each year, if not consumed. Upon termination of employment, an employee receives 
compensation for all accumulated unpaid regular vacation leave at the current rate. In the case of 
regular sick leave, if the employee terminates his or her employment with the Municipality 
before reaching 10 years of services, such regular sick leave days is not paid to the employee. 
Upon termination of employment, an employee does not receive compensation for compensatory 
time, if not consumed. After 10 years of services any regular sick leave balance is paid to the 
employee. Accumulated vacation time is fully vested to the employees at any time. At June 30, 
2006, the Municipality has recorded a liability for compensated absences amounting to 
$1,273,518 in the accompanying government-wide statement of net assets. 

P. Claims and Judgments 

The estimated amount of the liability for claims and judgments, which is due on demand, such as 
from adjudicated or settled claims, is recorded in the general fund. 

28 



I 

I 

COMMONWEALTH OF PUERTO RICO 

MUNICIPALITY OF VEGA ALTA 
Notes to Basic Financial Statements 

June 30, 2006 

Q. Long-Term Debt 

All long-term debt to be repaid from governmental resources is reported as liabilities in the 
government-wide statement of net assets, except for principal and interest payment on long-term 
obligations due in July 1 of the following fiscal year, which is recorded in the fund financial 
statements when resources are available in the debt service fund (generally at June 30). Bonds 
and notes premiums and discounts, as well as, issuance costs, are deferred and amortized over the 
life of the debt in the accompanying government-wide financial statements. 

Long-term debt for governmental funds is generally not reported as liabilities in the fund 
financial statements. In the governmental fund financial statements, governmental funds 
recognize bond premiums and discounts, as well as bond issuance costs, during the current 
period. The face amount of the debt issued is reported as other financing sources. Premiums 
received on debt issuance are reported as other financing sources while discounts are reported as 
other financing uses. 

R. Reservations of Fund Balances 

Reservations of fund balances represent portions of fund balances that are legally segregated for 
specific future uses or are not appropriated for expenditure. The Municipality has the following 
types of reservations of fund balances: 

• 

• 

• 

• 

Encumbrances - Represent future expenditures under purchase orders and other 
commitments. These committed amounts represent reservations of unexpired 
appropriations and generally will become liabilities in future periods as the goods or 
services are received. 

Capital Assets - Represents net assets available to finance future acquisitions of capital 
assets. 

Debt Service - Represents fund balances available to finance future debt service 
payments. 

Advances and Otlter Specified Purposes - Represent the reservation of moneys set aside 
principally for long-term commitments related to federally-funded programs. 

S. Risk Financing 

The Municipality purchases commercial insurance covering casualty, theft, tort claims, and other 
losses. The Commonwealth, through its Department of Treasury, pays the insurance premiums 
on behalf of the Municipality and then is reimbursed each year through monthly equal payments. 
The current insurance policies have not been canceled or terminated. For workers' compensation 
and disability insurance, the Municipality obtains insurance coverage through the State Insurance 
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Fund Corporation (a component unit of the Commonwealth) and the Occupational Disability 
Fund (which is a trust fund administered by the Department of Labor and Human Resources of 
the Commonwealth). 

T. Total Columns 

Total columns on the fund financial statements are presented only to facilitate financial analysis. 
Data in these columns does not present consolidated financial position or results of operations in 
conformity with GAAP. Such data is not comparable to a consolidation since interfund 
eliminations have not been made in the accompanying fund financial statements. 

U. Use of Estimates 

The preparation of basic financial statements in conformity with accounting principles generally 
accepted in the United States of America requires the Municipality's management to make 
significant estimates and assumptions that affect the reported amounts of assets and liabilities 
and the disclosure of contingent assets and liabilities at the date of the basic financial statements 
and the reported amounts of revenue and expenses during the reporting period. Actual results 
could differ from those estimates. 

2. STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY 

The Municipality's general fund is the only governmental fund for which an annual budget is legally 
adopted. The Municipality's elected Mayor is legally required to prepare and submit to the elected 
Municipal Legislature an annual balanced budget for the ensuing fiscal year. The annual budget is 
prepared by the Municipality's Department of Finance, and takes into consideration the advice 
provided by all municipal departments and divisions. The appropriations made for any fiscal year 
shall not exceed the total revenues, including available surplus, estimated for said fiscal year, unless 
the imposition of taxes sufficient to cover said appropriations is provided by law. 

The annual budget, which is developed utilizing elements of performance-based program budgeting 
and zero-based budgeting, includes an estimate of revenues and other financing resources of the 
ensuing fiscal year under: (1) laws existing at the time the budget is submitted; and (2) municipal 
legislative measures proposed by the Mayor and submitted with the proposed budget, as well as the 
Mayor' recommendations as to appropriations that in his judgment are necessary, convenient, and in 
conformity with the four-year governmental plan adopted by the Municipality. 

The Municipal Legislature may amend the budget submitted by the Mayor but may not increase any 
items so far to cause a deficit without imposing taxes or identifying other sources of revenue to cover 
such deficit. Upon approval by the Municipal Legislature, the budget is referred to the Mayor who 
may decrease or eliminate any line item but may not increase or insert any new line item in the 
budget. The Mayor may also veto the budget in its entirety and return it to the Municipal Legislature 
with his objections. If a budget is not adopted prior to the end of the fiscal year, the annual budget for 
the preceding fiscal year, as approved by the Legislature and the Mayor, is automatically renewed for 
the ensuing fiscal year until the Municipal Legislature and the Mayor approve a new budget. This 
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permits the Municipality to continue making payments for its operations and other purposes until the 
new budget is approved. 

The Municipality's annual budget is prepared on the budgetary basis of accounting, which is not in 
accordance with GAAP. Accordingly, for budgetary purposes the Municipality uses encumbrance 
accounting. The encumbrances (principally purchase orders and contracts) are considered 
expenditures when a commitment is made. For GAAP reporting purposes, encumbrances outstanding 
at year-end are reported as reservations of budgetary appropriations and GAAP fund balances and do 
not constitute expenditures or liabilities on a GAAP basis because the commitments will be honored 
during the subsequent year. The encumbered balance of any appropriation of the general fund at the 
end of the fiscal year will lapse to the following fiscal year. In addition, the Municipal Legislature 
may direct that certain revenues be retained and made available for spending within a specific 
appropriation account. 

Generally, expenditures may not exceed the level of spending authorized for an individual department 
or division of the Municipality. However, the Municipality is statutorily required to satisfy the debt 
service requirements, regardless of whether such amounts are appropriated or not. 

Appropriations are enacted for certain departments and divisions. Appropriations for capital projects 
are made for each bond/note issue and the authorization continues for the expected construction 
period. 

The Municipality's Finance Department has the responsibility to ensure that budgetary spending 
control is maintained on an individual department/division basis. The Finance Department may 
transfer part or all of any encumbered balance within a department to another department subject to 
approval. Budgetary control is exercised through the Municipality's accounting system. This system 
ensures that encumbrances or expenditures are not processed if they exceed the department/division's 
total available spending authorization, which is considered its budget. The legal level of budgetary 
control is at the individual department level for the general fund expenditures, principal and interest 
due for the year for the debt service fund, and by bond/note authorization for capital expenditures. 

The annual budget as presented in the accompanying Budgetary Comparison Schedule - General 
Fund is the budget ordinance at June 30, 2006 representing the original budget, as amended. There 
were no supplemental appropriations for the year ended June 30, 2006. 

3. DEPOSITS 

The Municipality maintains its deposits of cash in the Government Development Bank for Puerto 
Rico ("GOB") (a governmental bank and component unit of the Commonwealth) who serves as 
fiscal agent of the Municipality; and in various commercial banks located in Puerto Rico. The 
balances deposited in GOB are uninsured and uncollateralized. The balances deposited in 
commercial banks are insured by the Federal Deposit Insurance Corporation ("FDIC") up to a 
maximum of $100,000 per depositor. However, under the laws and regulations of the 
Commonwealth, public funds deposited in commercial banks must be fully collateralized for the 
amount deposited in excess of federal depository insurance provided by the FDIC. All securities 
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pledged as col lateral are held by an agent of the Secretary of the Treasury of the Commonwealth in 
the name of the Municipality. 

Cash, cash equivalents and investments at June 30, 2006 consist of the following: 

Included 
Included in Included in Included in in Other 

General Debt Service CDBG Governmental 
Fund Fund Fund Funds Total 

Unrestricted cash and 
cash equivalents in 
commercial bank $ 1,690,199 $ $ $ $ 1,690,199 

Temporarily restricted 
cash and cash equivalents 7,020,836 5,108,806 2,046 4,780,681 16,912,369 

Total $ 8,711,035 5,108,806 2,046 4,780,681 $ 18,602,568 

The Municipality's bank balance of deposits and investments with financial institutions are 
categorized to provide an indication of the level of collateral risk assumed by the Municipality at 
June 30, 2006. Risk categories are described as follows: 

Category 1: 

Category 2: 

Category 3: 

Insured or collateralized with securities held by the Secretary of the Treasury' 
agents in the Municipality's name. 

Collateralized with securities held by pledging financial institution's trust 
department or agent in the Municipality's name. 

Uncollateralized; including any bank balance that is collateralized with 
securities held by the pledging financial institution or by its trust department 
or agent but not in the Municipality's name. 

The carrying amount (book balance) and the bank balance of deposits and investments with financial 
institutions of the Municipality at June 30, 2006 consist of the following: 
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Deposits in commercial banks 
Deposits in governmental banks 

Total 

Bank balances of deposits and investments : 
Category 1 
Category 2 
Category 3 

Total bank balances 

4. MUNICIPAL LICENSE TAXES 

Carrying 
Amount 

$ 5,169,538 
13,433,030 

$ 1816021568 

Bank 
Balance 

$ 5,511,742 
13,081,808 

~ 1815931550 

$ 13,081,808 

5,511,742 

$ 18,593,550 

The Municipality imposes a municipal license tax on all businesses that operate within the 
Municipality, which are not totally or partially exempt from the tax pursuant to the Industrial 
Incentives Acts of the Commonwealth of Puerto Rico. This is a self-assessed tax based on the 
business volume in gross sales as shown in the tax return that is due on April 15 of each year. Entities 
with sales volume of$ 1 million or more must include rates are established by the Municipality. At 
June 30, 2006, the municipal tax rates imposed by the Municipality were 1.50 percent for financing 
institutions and 0.30 percent for any other taxpayers. Any taxpayers, who have been granted with 
partial tax exemptions under any of the incentive tax laws of the Commonwealth, ultimately pay 
municipal license taxes at reduced tax rates, generally between 60 percent and 90 percent under 
standard rates. 

Each taxpayer must asses his/her corresponding municipal license tax by declaring his/her volume of 
business through a tax return every April 15 based on the actual volume of business generated in the 
preceding calendar year. The tax can be paid by the taxpayer in two equal installments: (1) the first 
payment due at the filing date of the return (generally April 15), and (2) January 15 subsequent to the 
filing of the declaration. The first installment of the tax covers the taxable period (six months) ended 
December 31 subsequent to the filing date of the declaration, while the second installment of the tax 
covers the taxable period (six months) ended June 30 of the subsequent calendar year. If a taxpayer 
elects to pay the tax in full on the filing date of the declaration (April 15), a 5 percent discount is 
granted automatically on the tax amount due. 

Any municipal license taxes collected in advance (that is, prior to June 30 but pertaining to the next 
fiscal year) are recorded as deferred revenues. As of June 30, 2006, the total municipal license tax 
receivable (net of the allowance for estimated uncollectible amounts) was $46,654 (base of 
subsequent or days collections). 
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The Municipality is authorized by law to impose and collect personal and real property taxes. 
Personal property taxes can be imposed to any natural or legal person engaged in trade or business 
that at January 1 of each year is owner of personal property used in trade or business. 

Personal property taxes are self-assessed by taxpayers every year using the book value of personal 
property assets owned by the taxpayer at January 1 and reporting such taxable value through a 
personal property tax return filed on May 15 subsequent to the assessment date. At June 30, 2006, 
the total personal property tax rate in force was 6.38 percent (of which taxpayers pay 6.18 percent 
and .20 percent is reimbursed by the Department of Treasury of the Commonwealth. Real property 
taxes are assessed by CRJM. The assessment on real property is made every January 1 and is based 
on estimated current values of the property deflated at 1957 market prices. At June 30, 2006, the 
total real property tax rate in force was 8.38 percent (of which 8.18 percent is paid by taxpayers). 

Residential real property occupied by its owner is exempt by law from property taxes on the first 
$15,000 of the assessed value (at 1957 market prices). For such exempt amounts, the Department of 
Treasury of the Commonwealth assumes payment of the basic tax (4.00 and 6.00 percent for personal 
and real property, respectively) to the Municipality, except for property assessed of less than $3,500 
(at 1957 market prices), for which no payment is made. Revenue related to the basic tax on exempt 
property is recorded in the general fund when collections are received from the CRIM. 

CRIM is required to remit 1.03 percent of the personal and real property tax collected to the 
Municipality to be used for the partial funding of the debt service requirements on general 
obligations and notes payable of the Municipality. In addition, 1.35 percent of the total personal and 
real property taxes collected by CRIM is restricted for debt service requirements of the Municipality 
and is retained by GDB for such purposes. Accordingly, such amount is recorded as revenues in the 
debt service fund when collected and reported by the CRIM. 

The Additional Lottery System of the Commonwealth (the "Additional Lottery") is an operational 
unit reported as an enterprise fund of the Commonwealth, which currently operates several betting 
alternatives to the citizens of Puerto Rico. The Additional Lottery is required every year to distribute 
a portion of its excess of revenues over expenses as follows: 

1. Thirty five percent (35%) of its net earnings (defined as the excess of revenues over expenses 
less an amount earmarked for the Fund for Rent and Home Improvement Subsidy Program 
for the Low-Income Qualifying Elderly) is earmarked to the municipalities of the 
Commonwealth of which a maximum of $26 million, on an annual basis, is distributed to the 
Municipal Equalization Fund held by CRJM to cover operating expenses and permanent 
improvements of the municipalities. 

11. An additional amount not exceeding $16 million, on an annual basis, is distributed to the 
Municipal Equalization Fund, provided it is within the 35 percent corresponding to the 
municipalities of the Commonwealth. When the accumulated municipal appropriations from 
the municipalities' Puerto Rico Health Reform is covered up to June 30, 1997, these 
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resources will be assigned to the Health Insurance Administration, a component unit of the 
Commonwealth. 

Total property tax receivable, net of allowance for uncollectible accounts amounted to $427,340 
at June 30, 2006. The composition of the property tax receivable and the related allowance for 
doubtful accounts as follows: 

6. INTERFUND BALANCES 

On July 1, 2001 the Municipality adopted the provisions of Statement No. 38, Certain Financial 
Statement Note Disclosures, issued by the Governmental Accounting Standards Board. This 
statement requires the disclosure of the flow of resources between funds and to assess the collectibles 
of interfund balances. Interfund balances at June 30, 2006 consisted of the following: 

Operating Transfers to: 
Major funds: 

General fund 
Other fund 

T otal 

Due to and Due From 
Due To 

General fund 
Uther Uovermental 1-unds 

Total 

Due From 
General fund 
Other Govermental Fund 

Total 

General 
Fund 

$ 
115,877 

$ 115,877 

General 
Fund 

$ 
123,172 

$ 123,172 

$ 
2,583,944 

$ 2,583,944 

Oeeratin~ Transfer from: 
Major Funds 

Debt Other 
Service Fund Fund Total 

$ 490,204 $ $ 490,204 
115,877 

$ 490,204 $ - $ 606,081 

Debt Other 
Service Fund Fund Total 

$ $ 2,583,944 $ 2,583,944 
123,172 

s - $ 2,583,944 $ 2,707, 116 

$ $ 123,172 $ 123,172 
2,583,944 

s - $ 123,172 $ 2,707,116 

At June 30, 2006 all amounts due to among funds are considered collectible by the Municipality's 
management. 
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7. INTERGOVERNMENTAL RECEIVABLE AND PAY ABLE 

Intergovernmental receivable 

Other 
Mayor Governmental 
Fund Fund 

Intergovernmental receivable: 
Puerto Rico Electric Power Authority 1,166,739 

Total $ 1,166,739 $ -

Intergovernmental payable: 
General Govermental Services 71,069 
Commonwealth of Puerto Rico 
Employees Retirement System of 
the Government of Puerto Rico 63,889 
Wokmen Compensation Insurance 45,886 
Puerto Rico Aqueduct and Sewer 
Authority 18,147 
Puerto Rico Electric Power Authority 
CRIM 1, 166,739 

Total $ 1,365,730 $ -

Total Statement 
Governmental of net 

Fund assets 

1,166,739 1, 166,739 

$ 1,166,739 $ 1,166,739 

71,069 71,069 

63,889 63,889 
45,886 45,886 

18,147 18,147 

1, 166,739 166,739 

$ 1,365,730 $ 1,365,730 
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8. CAPITAL ASSETS 

Capital asset activity for the year ended June 30, 2006, was as follows: 

Balance 
at 

COST BASIS: June 30, 2005, Additions 
Cost basis of capital assets, not subject 

to depreciation and amortizatlon: 
Infrastructure land $ 14,335,022 $ 200,000 
Construction In progress 167,945 37,500 

Total cost basis of capital assets, not 
subject to depreciation and amortization 14,502,967 237.500 

Cost basis of capital assets, subject to 
depreciation and amortization: 

Buildings, structures and buildlng i~rovements 26,400,295 386,276 
Infrastructure 21,845,356 69,420 
Leasing vehicles 248,522 432,802 
Licensed vehicles 6,553, 141 508,801 
Machinery and equipment 1.494,416 530,626 

Total cost basis of capital assets subject 
to depreciation and amortization 56,541,730 1,927,925 

Total cost basis of capital assets 71,044,697 2 ,165.425 

Balance DepreclaUon and 

at Amortization 

June 30, 2005 Expense 
AC~!,1MULAT!;D DEPR!;Cl[!TION AND 8MORTIZATIQN: 

Buildings. st.ructures and building Improvements 6,328,822 506,479 
Infrastructure 15,744,199 526,340 
Land Improvements 872,872 183,343 
Licensed vehicles 5,102,682 662,325 
Machmery and equipment 72.609 116,220 

Total accumulated depreciation and amorti; 28,121,184 1,994.707 

CAPITAL ASSETS, NET $ 42.923,513 s 170.718 

Balance 
at 

ReclasslflcaUons June 30, 2006 

$ $ 14,535,022 
(167,945) 37,500 

(167,945) 14,572.522 

26,786,571 
167,945 22,082,721 

681,324 
7,061,942 
2.025,042 

167.945 58,637,600 

73.210, 122 

Balance 

at 

Reclasslficatlons June 30,2006 

6,835,301 
16,270,539 
1,056,215 
5,765,007 

188,829 

30,1 15,891 

$ 43,094,231 

Depreciation and amortization expense was charged to functions in the accompanying government
wide statement of activities as follows: 

General government 
Public safety 
High 1/1/aY and urban development 
Public housing and welfare 
Culture, recreation and education 
Urban and economic development 

Total depreciation and amortization expense 

$ 60,465 
141,085 
560,249 
20,155 

229,675 
983,078 

$ 1,994,707 
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MUNICIPALITY OF VEGA ALTA 
Notes to Basic Financial Statements 

June 30, 2006 

The Municipality leases certain machinery and equipment under long term leases, this equipment was 
finance as capital lease with Lehigh Municipal Leasing, Inc. The Municipality is required to pay 
$21,688 for equipment mentioned above till cancellation. The following is schedule of future 
minimum lease payments required above capital leasing as of June 30, 2006. 

Schedule of Future Leasing Payments 

Years After 

Year Ending 
613012007 
613012008 
613012009 
6/30/2010 

Amount Representing Interest 

Short Term 
Long Term 

10. EMPLOYEES RETIREMENT SYSTEM 

Amount 
234,169 
147,417 
147,417 
134,121 
125,996 

$789,120 

179.294 
$609.826 

$114,829 
$494,997 

The Municipality's employees participate in the Employees' Retirement System of the Government 
of Puerto Rico and its Instrumentalities (the "System"). The System is the administrator of a multi
employer cost-sharing (as related to the Municipality's reporting entity) defined pension plan 
established by the Commonwealth. The System was created under Act. No. 447 approved on May 
15, 1951, as amended, and became effective on January 1, 1952. The System covers all regular 
employees of the Commonwealth and its instrumentalities, the Municipality and other municipalities 
of the Commonwealth. 

The System is independent, thus assets may not be transferred to another system or used for any 
purpose other than to benefit each system's participants. The System issue publicly available 
financial reports that include its basic financial statements and required supplementary information 
for each of them, including required six-year trend information. Those reports may be obtained by 
writing to the administrator of the System. 

The System provides for retirement, death and disability benefits. Death and disability retirement 
benefits are available to members for occupational and non-occupational death and disabilities. 
Retirement benefits depend upon age at retirement and number of years of credited service. Benefits 
vest after 10 years of plan participation. 

Retirement benefits are determined by the application of stipulated benefit ratios to the member's 
average compensation. Average compensation is computed based on the highest 36 months of 
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COMMONWEALTH OF PUERTO RICO 

MUNICIPALITY OF VEGA ALTA 
Notes to Basic Financial Statements 

June 30, 2006 

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 of75 percent of the average compensation. 

On September 24, 1999, an amendment to Act No. 447 of May 15, 1951, which created the System, 
was enacted with the purpose of establishing a new pension system ("System 2000"). System 2000 
became effective on January l, 2000. Employees participating in the current system as of December 
31, l999, had the option to either stay in the defined benefit plan or transfer to the new program. 
Persons joining the government on or after January 1, 2000, are the only required becoming members 
of System 2000. 

System 2000 is a hybrid defined contribution plan, also known as cash balance plan. Under this new 
plan, there is a pool of pension assets, which will are invested by the System, together with those of 
the current defined benefit plan. The Commonwealth nor the Municipality will not guarantee 
benefits at retirement age. The annuity will be based on a formula which assumes that each year the 
employees' contribution (with a minimum of 8.275 percent of the employees' salary up to a 
maximum of 10.00 percent) will be invested in an account which will either: (1) earn a fixed rate 
based on the two-year Constant Maturity U.S. Treasury Note; (2) earn a rate equal to 75 percent of 
the return of the System 2000's investment portfolio (net of management fees); or (3) earn a 
combination of both alternatives. Participants receive periodic account statements similar to those of 
defined contribution plans showing their accrued balances. Disability pensions are not being granted 
under System 2000. The employer's contributions (9.275 percent of the employees' salary which is 
applicable to the Municipality) will be used to fund the current plan. 

System 2000 reduced the retirement age from 65 years to 60 for those employees who joined the 
current plan on or later January l, 2000. 

Funding Policy: 

Contribution requirements are established by law and are as follows: 

Municipality 
Employees: 
Hired on or before March 31, 1990 

Hired on or after April I, 1990 

9.275% of gross salary 

5.775% of gross salary up to $6,600 
8.275 % of gross salary over $6,600 
8.275% of gross salary 

During the fiscal year ended June 30, 2006 the employer's contributions paid by the Municipality to 
both retirement systems amounted to $353,727. On August 12, 2000, Act No. 174 was approved to 
allow certain participants of the ERS to be eligible for early retirement upon attaining at least age 55 
with 25 years of service, provided they made their election on or before April 1, 2001. Those who 
elected early retirement under this law will receive monthly benefits of 75 percent (if 25 or more year 
of service and 55, or 30 or more years or services and age 50) or benefits of 65 percent (if25 years of 
service by less than age 55) of their average compensation which is computed based on the highest 
36 months of compensation recognized by the System. In these cases, the employer (including the 
Municipality) is responsible for contributing to the System the amount needed to cover the benefit 
payments and employer contribution with respect to the participants covered until the participants 
reach the normal retirement age. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF VEGA ALTA 

Notes to Basic Financial Statements 
June 30, 2006 

Historically, the Commonwealth has reported the System as a single-employer plan (as relates only 
to the financial reporting entity of the Commonwealth) in its comprehensive annual financial report. 
Accordingly, the Commonwealth will assume any actuarial deficiency that may exist or arise related 
to the Municipality's participating employees since the System does not allocate any actuarial 
deficiencies pertaining to municipal employees participating in the System. The Municipality is only 
required by law to make statutory contributions in the rates mentioned above. As a result, no net 
pension obligation nor net pension asset that may be allocable to the Municipality's participating 
employees, if any, has been recorded in the accompanying basic financial statements. 

LONG-TERM DEBT 

The Municipality's Legislature is legally authorized to determine the contracting of debts of the 
Municipality. Nevertheless, the laws and regulations of the Commonwealth also provide that: 

• Direct obligations of the Municipality (evidenced principally by bonds and notes) are 
backed by the full faith, credit and taxing power of the Municipality; and 

• Direct obligations are not to be issued if the amount of the principal of, and interest on, 
such bonds and notes (and on all such bonds and notes issued thereafter) which are 
payable in any fiscal year, together with any amount paid ·by the Municipality in the 
preceding fiscal year on account of bonds or notes guaranteed by the Municipality, 
exceed 10 percent of the total assessed value of the property located within the 
Municipality plus the balance of the ad valorem taxes in the debt service fund, for bonds 
payable to be repaid with the proceeds of property taxes restricted for debt service. 

In addition, before any new bonds or notes are issued, the revenues of the debt service fund should be 
sufficient to cover the projected debt service requirement. At June 30, 2006, the Municipality is in 
compliance with the debt limitation requirements. 

The general long-term debt activity for the year ended June 30, 2006 was as follows: 

Balance at Borrowings or Payments or Other net Balance at Due Within 
June 30, 2005 Additions Deductions changes June 30, 2006 One Year 

Notes payable to the Government 
Development Bank 13,008,000 2.115,000 (528.000) 14,595,000 
CRIM-Note 278,756 278,756 
Compensated absences 1,160,760 112,758 1,273,518 

Total $ 14, 168,760 $ 2,506,514 $ (528,ooo) $ 16, 147,274 $ 

The Municipality issues general and special {public improvements) obligations bonds and notes to 
provide for the acquisition and construction of major capital facilities and equipment, as well as, to 
cover certain operating needs. Long-term debt at June 30, 2006 is composed of the following debts: 
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COMMONWEALTH OF PUERTO RICO 

MUNICIPALITY OF VEGA ALTA 
Notes to Basic Financial Statements 

June 30, 2006 

General obligation bonds: Outstanding 
Amount 

1995 serial bonds, original issues amount of $990,000 due in annual principal 
installments ranging from $45,000 to $95,000; plus interest due in semiannually 
installments at rates 6% to 6.63 at June 30, 2006 780,000 

1995 serial bonds original issues amount of $3,425,000, due in annual principal 
installments ranging from $95,000 to $295,000; plus interest due in semiannually 
installments at rates 5.93% to 6.63% at June 30, 2006 through July 1, 2006 

1997 serial bonds, original issues amount of $610,000, due in annual principal 
installments ranging from $15,000 to $65,000; plus interest due in semiannually 
installments at rates 5.42% to 6.56% at June 30, 2006 through July 1, 2021 

l 999 serial bonds, original issues amount of $995,000, due in annual principal 
installments ranging from $100,000 to $140,000; plus interest due in semiannually 
installments at variable rates 5.0% to 7.5% at June 30, 2006 through July l, 2009 

1999 serial bonds, original issues amount of $940,000, due in annual principal 
installments ranging from $40,000 to $95,000; plus interest due in semiannual 
installments at variable rates 2.89% to 4.91 % at June 30, 2006) through July, 1, 2016 

2000 serial bonds issues amount of $135,000, due in annual principal installments 
ranging from $5,000 to $10,000, plus interest due in semiannual installments at 
variable rates 2.89% to 5.60% at June 30, 2006 through July 1, 2024 

2000 serial bonds, original issues amount of $230,000, due in annual principal 
installments ranging from $5,000 to $20,000; plus interest due in annual installments at 
variable rates 5.0% to 8.0% at June 30, 2006 through July, 1, 2025. 

2001 serial bonds, original issues amount of $230,000, due in annual principal 
installments ranging from $50,000 to $55,000; plus interest due in semiannually 
installments at rates 2.89% to 3.21% at June 30, 2006 through July, l, 2006 

General obligation bonds (Cont.) : 

2001 serial bonds, original issues amount of $500,000, due in annual principal 
installments ranging from $15,000 to $ 50,000; plus interest due in semiannually 
installments at variable rates 2.89% to 5.39% at June 30, 2006 through July, 1, 2021. 

2003 serial bonds, original issues amount of $1,235,000, due in annual principal 
installments ranging from $20,000 to $95,000; plus interest due in semiannual 
installments at variable rates 5.0% to 6.5% at June 30, 2006 through July, 1, 2028. 

2,750,000 

515,000 

490,000 

735,000 

105,000 

205,000 

55,000 

450,000 

1,195,000 
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MUNICIPALITY OF VEGA AL TA 
Notes to Basic Financial Statements 

June 30, 2006 

2003 Operational Bond - Serial bond issues amount of $2,585,000 due in annual 
installments ranging from $40,000 to $200,000 plus interest due in semiannual 
installments at rates 5.0% to 6.50% through 2024installments at variable rates (5.0% to 
6.5% at June 30, 2006) through July 1, 2028. 

2005 Serial Bonds issues amount of $2, 115,000, due in annual principal installments 
ranging from $255,000 to $355,000, plus interest due in semiannual through July 2012. 

1995- Public Improvement Bonds issues amount of $4,965,000 due in annual 
installments of principal ranging from $40,000 to $295,000; plus interest due in 
semiannual installments variable rate from 5.925 % to 6.63% at June 30, 2006 trough 
July 1, 2020 

Total general municipal obligation bonds 

Notes payable to the Puerto Rico Treasury Department: 

Payable to CRIM (Delinquent accounts) 

On March 19, 2002, the Resolution Num. 36 Series 2001-2002 was enacted which 
authorized the Municipality to obtain up to $301,534, for a term not exceeding 30 
years, for the repayment of bonds issued for the sale of delinquent accounts. The 
repayment agreement bears interest at variable rates (beginning in 6.50% at June 30, 
2004) The outstanding principal balances f the note payable to CRIM amounted to 
$278,756 

Total long-term debt 

12. COMMITMENTS AND CONTINGENCIES 

2,450,000 

2,115,000 

2,750,000 

$14,595,000 

278,756 

$16,147,274 

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

With respects to pending or threatened litigation, the Municipality has reported liabilities of $651,513 
or awarded and anticipated unfavorable judgments as of June 30, 2006. This amount was reported 
within claims and judgments liabilities in the government-wide statement of net assets. Management 
believes that the ultimately liability in excess of amounts provided, if any, would not be significant. 

The Municipality had several outstanding or planned construction projects as of June 30, 2006. 
These projects are evidenced by contractual commitment with contractors. The construction projects 
of the Municipality are commitments of the Capital Projects' funds that amount to $811,942. 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF VEGA ALTA 

BUDGETARY COMPARISON SCHEDULE - GENERAL FUND 
YEAR ENDED JUNE 30, 2006 

Budgeted Amounts 

Revenues: 
Property taxes 
Municipal license taxes 
Licenses and Permits 
Govermental Revenue 
Interest. fines and penalties 
Rent 
Other 

Expenditures: 
General government 
Highway and Urban 
Public Safety 
Sanitation 
Enviromental Control 
Culture, Recreation and Education 
Public . Housing Walfare 

Explanation of Differences: 

Sourcesnnflows of financial resources: 

Original 

$ 3,350,947 
3,370,000 
1,710,000 
5,436,260 

185,000 
300,000 
640,000 

$ 14,992,207 

$ 8,237,000 
1,256,203 
3,493,190 
1,049,939 

109,930 
645,366 
200.579 

$ 14,992,207 

Actual amounts (budgetary basis) "available for 
appropriations" 

from the budgetary comparison 
schedule 

Differences - budget basis to GAAP: 
Transfers from other funds are inflows of budgetary 

resources 
but are not revenues for financial reporting 

purposes 

Total revenues as reported on the statement of revenues, 
expenditures 

and changes in fund balances -
governmental funds 

Uses/outflows of financial resources: 
Actual amounts (budgetary basis) ·~otal charges to 

appropriations" 
from the budgetary comparison 

schedule 
Differences - budget basis to GAAP: 
Prior year receivable adjustment 

Transfers to other funds are outflows of budgetary 
resources 

but are not expenditures for financial reporting 
purposes 

Resources considered expenditures for financial 
reporting purposes 

but are not expenditures for 
budgetary purposes 

Encumbrances recorded as current year 
expenditures for GAAP basis 

Total expenditures as reported on the statement of 
revenues, expenditures 

and changes in fund balances -
governmental funds 

Final 

$ 3,350,947 
3,370,000 
2,107,000 
5,436,260 

185,000 
300,000 
640,000 

$ 15,389,207 

$ 8,882,637 
1,518,301 
3,228,621 

894,713 
93,792 

589,911 
181,232 

$ 15,389,207 

Actual 
Amounts 

(Budgetary 
Basis) 

!See Note 11 

$ 3,350,947 
3,513,272 
2,611,835 
4,187,442 

455,621 
288,622 
581,769 

$ 14,989,508 

$ 7,243,356 
1,278,228 
2,881,549 

894,713 
84,036 

446,950 
164,616 

$ 12,993,448 

Variance 
with 
Final 

Budget-
Positive 

!Negative! 

$ 
143,272 
504,835 

(1,248,818) 
270,621 
(11,378) 
(58,231) 

$ (399,699) 

$ 1,639,281 
240,073 
347,072 

9,756 
142,961 

16,616 
$ 2,395,759 

$ 14,989,508 

43,841 

$ 15,033,349 

$ 12,993,448 

587,160 

(161,300) 

1,719,848 

(1,462,747) 

$ 13,676,409 

The accompanying notes to the basic financial statements are an integral part of this schedule. 
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COMMONWELATH OF PUERTO RICO 
MUNICIPALITY OF VEGA ALTA 

SCHEDULE OF EXPENDITURES OF FEDERAL A WARDS 
FOR THE YEAR ENDED JUNE 30, 2006 

Federal Grantor/Pass-Through 
Grantor/program Title 

Federal 
CFDA 

Number Expenditures 

U.S. Department of Housing and Urban 
Development 

Direct Award: 
Section 8 Housing Choice Vouchers 

Pass-through Commonwealth of PR 
Commissioners Office of Municipal Affairs 

Community Development Block Grants/State's 
Program 

Pass-through Commonwealth of PR Municipality 
of San Juan 

Housing Opportunities for Persons with AIDS 

Total U.S. Department of HUD 

U.S. Federal Emergency Management Agency 

Pass-through Emergency Management State and 
Local Assistance 

Public Assistance Grants 

Total U.S. FEMA 

Total Federal Assistance 

14.871 395,056 

14.228 718,501 

14.241 48,482 

I, 162,039 

83.544 34,646 

1,196,685 

The accompanying notes to the basic financial statements are integral parts of this schedule. 
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NOTE 1-

COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF VEGA ALTA 

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL A WARDS 
FOR THE YEAR ENDED JUNE 30, 2006 

GENERAL 

The accompanying Schedule of Expenditures of Federal Awards presents the activities of all federal 
awards programs of the Municipality of Vega Alta (the Municipality). The Municipality's reporting 
entity is defined in Note 1 to the financial statements. All federal awards received directly from 
federal agencies, as well as federal awards passed through other governmental agencies, are 
included in the schedule. The information in this schedule is presented in accordance with the 
requirements ofOMB A-133, Audits of States, Local Governments, and Non-Profit Organizations. 

NOTE2- BASIS OF ACCOUNTING 

The accompanying schedule of expenditures of federal awards is presented using modified-accrual 
basis of accounting, which is described in Note 1 of the financial statements. 

NOTE.3- FEDERAL CFDA NUMBER 

The CFDA numbers included in this schedule were determined based on the program name review 
of grant contract information and the Office on Management and Budget Catalog of Federal 
Domestic Assistance. 

NOTE4- RELATIONSHIP TO FINANCIAL ST A TEMENTS 

Federal financial assistance expenditures are reported in the Municipality of Vega Alta, Puerto Rico 
Combined Statement of Revenues, Expenditures and Change in Fund Balance - All Government as 
Follow: 

Expenditures as per financial statements 

Less: Non federal expenditures 

Total expenditures per schedule of expenditures 

of federal awards 

Expenditures 

$ 19,042,955 

Cl 7.846.270) 

$ I .196.685 
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MEMBERS: 
AMERICAN INSTITUTE OF CERTIFIED PUBLIC 
ACCOUNTANTS (AICPA) 
PuERTO R ICO BOARD OF CERTIFIED PUBLIC 

ACCOUNTANTS 

CPA AGUSTiN RODRiGUEZ NIEVES 
CERTIFIED PUBLIC ACCOUNTANT 

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

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

To Honorable Mayor and Municipal Legislature 
Municipality of Vega Alta 
Vega Alta, Puerto Rico 

I have audited the financial statements of the Municipality of Vega Alta, Puerto Rico as of and for 
the year ended June 30, 2006, and have issued my reporting thereon dated December 15, 2006. I 
conducted my audit in accordance with auditing standards generally accepted in the United States of 
America and the standards applicable to financial audits contained in Government Auditing 
Standards, issued by the Comptroller General of the United States. 

Compliance 

As part of obtaining reasonable assurance about whether the Municipality of Vega Alta financial 
statements are free of material misstatement, I performed tests of its compliance with certain 
provisions of laws, regulations, contracts and grants, noncompliance with which could have a direct 
and material effect on the determination of financial statement amounts. However, providing an 
opinion on compliance with those provisions was not an objective of my audit, and accordingly, I do 
not express such an opinion. The results of my test disclosed no instances of noncompliance that are 
required to be under Government Auditing Standards. 

Internal Control over Financial Reporting 

In planning and performing my audit, I considered the Municipality of Vega Alta internal control 
over financial reporting in order to determine my auditing procedures for the purpose of expressing 
my opinion on the financial statements and not to provide assurance on the internal control over 
financial reporting. My consideration on the internal control over financial reporting would not 
necessarily disclose all matters in the internal control over financial reporting that might be material 
weaknesses. A material weakness is a condition in which the design or operation of one or more of 
the internal control components does not reduce to a relatively low level the risk that misstatements 
in amounts that would be material in relation to the financial statements being audited may occur 
and not detected within a timely period by employees in the normal course of performing their 
assigned functions. I noted no matters involving the internal control over financial reporting and its 
operation that I consider material weaknesses. 
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This report is intended solely for the information and use of the management and federal awarding 
agencies and pass-through entities, is not intended to be, and should not be used by anyone other 
than these specific parties. 

Toa Alta, Puerto Rico 
December 15, 2006 

The stamp No. 2202095 of the Puerto Rico 
Society of Certified Public Accountants was 
affixed to the record copy of this report. 

CPA Agustin Rodriguez Nieves 
License Number 4314 
Expire December 1, 2007 

CPA AGUSTf N RODRIGUEZ N IEVES 
CERTIFIED PUBLIC ACCOUNTANT 

Box 391 LETTERS 11 TOA ALTA, P.R. 00954 PHONE (787) 279 -3246, (787) 382-0733 47 
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MEMBERS: 
AMERICAN INSTITUTE OF CERTIFIED PUBLIC 
ACCOUNTANTS (AJCPA) 
PUERTO RICO BOARD OF CERTIFIED PUBLIC 
ACCOUNTANTS 

CPA AGUSTiN RODRiGUEZ NIEVES 
CERTIFIED PUBLIC ACCOUNTANT 

INDEPENDENT AUDITORS' REPORT ON COMPLIANCE WITH 
REQUIREMENTS APPLICABLE TO EACH MAJOR PROGRAM 

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

To Honorable Mayor and Municipal Legislature 
Municipality of Vega Alta 
Vega Alta, Puerto Rico 

Compliance 

I have audited the compliance of the Municipality of Vega Alta with the types of compliance 
requirements described in the "U.S. Office Management and Budget (OMB) Circular A-133 
Compliance Supplement" that are applicable to each of its major federal programs for the year 
ended June 30, 2006. The Municipality of Vega Alta 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 of Vega Alta management. My 
responsibility is to express an opinion on the Municipality of Vega Alta compliance based on my 
audit. 

I conducted my audit of compliance in accordance with auditing standards generally accepted in the 
United Stated of America; the standards applicable to financial audits contained in Government 
Auditing Standards, issued by the Comptroller General of the United States; and OMB Circular A-
133, Audit of States, Local Government, and Non-Profit Organizations. Those standards and OMB 
Circular A-133 require that I 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 occurred. An audit includes examining, on a 
test basis, evidence about the Municipality of Vega Alta, compliance with those requirements and 
performing such other procedures, as I considered necessary in the circumstances. I believe that my 
audit provides a reasonable basis for my opinion. My audit does not provide a legal determination 
on Municipality of Vega Alta compliance with those requirements. 

In my opinion, the Municipality of Vega Alta complied, in all material respects, with requirements 
referred to above that are applicable to each of its major federal programs for the year ended June 
30, 2006. 
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Internal Control over Compliance 

The management of the Municipality of Vega Alta is responsible for establishing and maintaining 
effective internal control over compliance with the requirements of laws, regulations, contracts and 
grants applicable to federal programs. In planning, and performing my audit, r considered the 
Municipality of Vega Alta internal control over compl iance with requirements that could have a 
direct and material effect on a major federal program in order to determine my auditing procedures 
for the purpose of expressing my opinion on compliance and to test and report on internal control 
over compliance in accordance with OMB Circular A-133. 

I noted certain matters involving the internal control over compliance and its operations that I 
consider reportable conditions. Reportable conditions involve matters coming to my attention 
relating to significant deficiencies in the design or operation of the internal control over compliance 
that, in my judgment, could adversely affect the Municipality ability to administer a major federal 
program in accordance with applicable requirements of laws, regulations, contracts, and grants. 

A material weakness is a condition in which the design or operation of one or more of the internal 
control components does not reduce to a relatively low level the risk that noncompliance with 
applicable requirements of laws, regulations, contracts and grants that would be material in relation 
to a major federal program being audited may occur and not be detected within a timely period by 
employees in the normal course of performing their assigned functions. My consideration of the 
internal control over compliance would not necessarily disclose all matters in the internal control 
that might be reportable conditions and, accordingly, would not necessarily disclose all reportable 
conditions that are also considered material weaknesses. However, I believe that none of the 
reportable conditions described above is a material weakness. 

This report is intended solely for the information and use of the management and federal awarding 
agencies and pass-through entities, is not intended to be, and should not be used by anyone other 
than these specific parties. 

Toa Alta, Puerto Rico 
December 15, 2006 

The stamp No. 2202096 of the Puerto Rico 
Society ofCe.rtified Public Accountants was 
affixed to the record copy of this report. 

A)H-
CPA Agustin Rodriguez Nieves 
License Number 4314 
Expire December 1, 2007 

CPA AGUSTIN RODRf GUEZ NIEVES 
CERTIFIED PUBLIC ACCOUNTANT 

Box 391 LETTERS 11 TOA ALTA, P.R. 00954 PHONE (787) 279 -3246. C787) 382-0733 49 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF VEGA ALTA 

SCHEDULE OF FINDINGS AND QUIESTIONED COSTS 
FOR THE YEAR ENDED JUNE 30, 2006 

J. SUMMARY OF AUDIT RESULTS 

a. The auditors' report on the financial statement was unqualified opinion dated December 16, 
2006. 

b. There were no reportable conditions on internal control. 

c. There were no instances of noncompliance, which are material to the financial statements. 

d. There were no reportable conditions on internal control over major programs. 

e. The auditors' report on compliance for major programs was unqualified opinion. 

f. The auditor did not find any condition that requires disclosures as per Section 510 (a) of 
OMB Circular A-133. 

g. Programs tested as major programs: CFDA 14.871 Housing Choice Voucher and CFDA 
14.228 Community Development Block Grants/State's Program (CDBG) 

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

i. The Municipal ity of Vega Alta was determ ined to be a low-risk auditee. 

2. FINDINGS - FINANCIAL STATEMENTS 

None. 

3. FINDINGS AND QUESTIONED COSTS FOR THE FEDERAL A WARDS 

None. 
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Condition 
Number 

COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF VEGA ALT A 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
FOR THE PRIOR YEAR AUDIT 

FOR THE YEAR ENDED JUNE 30, 2006 

SUMMARY SCHEDULE OF PRIOR YEAR AUDIT FINDINGS 

Finding/Condition 

05-01 During the audit we observed that the written procedures of Condition was 
housing quality standards (HQS) exist but not implemented corrected. 
followed and there are people living in houses that fail the 
inspection. 

05-02 During the review the tenant file I observed in three cases Condition was 
that the form 50058 was computed incorrect the tenant corrected. 
utilities. In two cases the Municipality computed the utility 
under the schedule of utility and one over the schedule. 

05-03 During my test of compliance for allowable costs/cost Condition was 
principle I observed that the Municipality paid services not not observed 
covered by contract and makes a double payment for the this year. 
same service. 

05-04 The Municipality did not perform Davis-Bacon Act Condition was 
procedures. corrected. 
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INTERNET REPORT ID: 230032 119/2007 OMB No. 0348-0057 

FORMSF·SAC 
(5·2004) 

U.S. DEPT OF COMM.- Econ. and Siii. Admon.- U.S. CENSUS BUREAU 
ACTING AS COLLECTING AGENT FOR 

OFRCE OF MANAGEMENT AND BUDGET 
Data Collection Fonn for Reporting on 

AUDITS OF STATES, LOCAL GOVERNMENTS, AND NON.PROFIT ORGANIZATIONS 
for Fiscal Year Ending Dates in 2004, 2005. or 2006 

GENERAL INFORMATION (To be completed bv auditee, except tor Items 4 and 7} 

1. Fiscal period ending date for this submission I Month Day Year I . 
06 I 30 I 2006 Fiscal Penod End Dates Must 

Be In 2004, 2005, or 2006 

3. Audit period covered 

1 ~ Annual 2 0 Biennial 3 0 Other - D Months 

5. Auditee ldentfflcatlon Numbers 
a. Primary Employer Identification Number (EIN) 

~-I ol 413 131512141 
d. Data Universal Numbering System (DUNS) Number 

DJ-DIJ-1 I I 11 
6. AUDITEE INFORMATION 
~~~~~~~~~~~~~~~~~~~~---1 

a . Auditee name 
MUNICIPALITY OF VEGA AL TA 
b. Auditee address (Number and street) 

POBOX1390 
City 

VEGA ALTA 
State 
PR 

c . Auditee contact 
Name 

ZIP+ 4 Code 

MR. DAMIAN 0. PAB6N COL6N 
Title 

FINANCE DIRECTOR 
d. Auditee contact telephone 

787 883 - 3835 
e. Auditee contact FAX 

787 883 - 5961 
f. Auditee contact E·mail 

0 0 6 9 2 1 3 9 0 

g. AUDITEE CERTIFICATION STATEMENT - This is to 
certify that, to the best of my knowledge and belief, the auditee 
has: (1 ) engaged an auditor to perform an audit in accordance 
with the provisions of OMB Circular A-133 for the period 
described in Part I, Items 1 and 3; (2) the auditor has completed 
such audit and presented a signed audit report which states that 
the audit was conducted in accordance with the provisions of the 
Circular; and, (3) the information included in Parts I, II, and Ill 
of this data conection form is a rate and complete. I declare 
that the regoing is tru and r t. 

2. Type of Circular A-133 audit 

, !XI Single audit 2 0 Program-specific audit 

4. FEDERAL Date received by 
GOVERNMENT Federal Clearinghouse 
USE ONLY 

b. Are multiple EINs covered in this report? 1 D Yes 2 IXl No 

c. If Part I, Item Sb= "Yes,° complete Part I, Item 5c 
on the continuation sheet on Page 4. 

e. Are multiple DUNS covered in this report? 1 0 Yes 2 0 No 

f. If Part I, Item 5e ="Yes,• complete Part I, Item Sf 
on the continuation sheet on Page 4 . 

7. AUDITOR INFORMATION (To be completed by auditor) 

a . Auditor name 
CPA .AGUSTIN RODRIGUEZ NIEVES 
b . Auditor address (Number and street) 

BOX 391 LETIERS 11 
City 

TOA ALTA 
State 
PR 0 

c . Auditor contact z 
Name 

0 
AGUSTIN RODRiGUE2, CPA 

Tiile 
OWNER 

d. Auditor contact telephone r-

787 279 - 3246 
~ 

e. Auditor contact FAX r 
787 279 - 3246 0 

f. Auditor contact E-mail 
AGUSTIN CP YAHOO.COM 

9 5 , 4 
__, 
.__ 

~ 

!" .... -
w "") 

(""'") 

:::> ": 
:::.;; .. . ., 

~-z 
0 r:J:> 
0-. r:ic:::i 

9° AUDITOR STATEMENT- The data elements and 
information included in this form are lmlted to those prescribed 
br OMS Circular A-133. The intonnation included in Parts II and 
II of the form. except for Part Ill, Items 7. 8. and 9a·9f, was 
transferred from the auditor's report(s) for the period described 
in Part I, Items 1 and 3, and Is not a substitute for such 
reports. The auditor has not performed any auditing procedures 
since the date of the auditor's report(s). A copy of the reporting 
package required by OMB Circular A-133, which includes the 
complete auditor's report(s), is available in its entirety from the 
auditee at the address provided in Part I of this fonn. As 
required by OMB Circular A· 133, the information in Parts II 
and Ill of this form was entered in this form by the auditor 
based on information included In the reportin9. package. The 
auditor has not perfonned any additional auditing procedures m 
connection with the completion of this form. 

Signature of auditor Date 
Month Day Year 

I I 0 f I dW 



INTERNET REPORT ID: 230032 1/9/2007 

I FINANCIAL STATEMENTS (To be completed by auditor} 

1 • Type of audit report 

Mark either. 1 00 Unqualified opinion OR 

any combination of: 2 D Qualified opinion 3 0 Adverse opinion 4 0 Disclaimer of opinion 

2. Is a •going concern· explanatory paragraph included In the audit report? 1 Oves 200No 

3. Is a reportable condition disclosed? 10Yes 2 00 No - SKIP to Item 5 

4. Is any reportable condition reported as a material weakness? 10Yes 20No 

5. Is a material noncompliance disclosed? 10Yes 200 No 
. I FEDERAL PROGRAMS (To be completed by auditor] 

1. Does the auditor's report include a statement that the auditee's financial 
statements include departments, agencies, or other organizational units 
expend in9 $500,000 or more in Federal awards that have se~rate A-133 

10Yes200No audits which are not included in this audit? (AICPA Audit Guide, Chapter 12) 

2. What is the dollar threshold to distinguish Type A and Type B programs? 1$ 300,000 I (OMB Circular A-133 §_ .520(b)) 

3. Did the auditee qualify as a low-risk auditee? (§_ .530) 1 00 Yes 20No 

4. Is a reportable condition disclosed for any major program?(§ _ .510(a)(1)) 1 Oves 2 00 No -SKIP to Item 6 

5. Is any reportable condition reported as a material weakness? (§ _ .510(a)(1)) 10Yes 20No 

6. Are any known questioned costs reported? (§ _ .510(a)(3) or (4)) 1 Oves 200No 

7. Were Prior Audit Findings related to direct funding shown in the Summary Schedule of 
Prior Audit Findings? (§_ .315(b)) 1 ~Yes 20No 

8. Indicate which Federal agency(ies) have current year audit findings related to direct funding or prior audit findings shown 
in lhe Summary Schedule of Prior Audit Findings related to direct funding. (Mark (X) all that apply or None) 

sa 0 U.S. Agency for Inter· 83 0 Federal Emergency 43 0 National Aeronautics and 96 0 Social Security 
national Development Management Agency Space Administration Administration 

100 Agriculture 39 0 General Services Administration 89 0 National Archives and 19 0 U.S. Department 
23 0 Appalachian Regional 93 0 Health and Human Services Records Administration of State 

Commission <n 0 Homeland Security os 0 National Endowment for 20 0 Transportation 

11 D Commerce 14 00 Housing and Urban 
the Arts 21 0 Treasury 

94 D Corporation for National Development 06 0 National Endowment for 02 0 United States 
and Community Service 03 0 Institute of Museum and the Humanities lnfonnation Agency 

12 0 Defense Library Services 47 0 National Science 64 0 Veterans Affairs 

84 0 Education 15 0 Interior Foundation 
ooO None 

01 0 Energy 1s 0 Justice 01 0 Office of National Drug 
0 Other - Specify: Control Policy 

66 0 Environmental 110 Labor 59 0 Small Business I I 
Protection Agency 09 0 Legal Services Corporation Administration 

I I 
Each agency identified is required to receive a copy of the reporting package. 

In addition, one copy each of the reporting package is required for: 

• the Federal Audit Clearinghouse archives . . . . . . . . ............... . ........... IXI 
• and, if not marked above, the Federal cognizant agency .... . .... . ........... . .. . . . . 0 

Count total number of boxes marked above and submit this number of reporting packages . .. . 12 I 

Page2 FORM SF·SAC (5·2004) 



INTERNET REPORT ID: 230032 1/912007 (Page 3 • #1 of 1) 

. l I FEDERAL PROGRAMS - Continued 

9. FEDERAL AWARDS EXPENDED DURING FISCAL YEAR t O. AUDIT FINDINGS 

CFDA Number Research Major program 
Type(s) of Audit finding 

Federal I and Name of Federal Amount Direct 
Major 

If yes, type compliance reference 
Agency I Extension 2 develop- program expended award of audit requirement(s)" number(s)5 
Prefixf I ment program 

report 3 
(a) I (b) (c) (d) (e) (f) (g) (h) (a) (b) 
I I 

10Yes 11.Xl Yes 11.Xl Yes 
1 I 4 

I 
I .871 21Xl No SECTION 8 HOUSING CHOICE VOUCHERS $ 395,056 .00 20No 20No u 0 N/A I 

I I 10Yes 10Yes 100Yes 
1 I 4 : .228 2IXIN0 COMMUNITY DEVELOPMENT BLOCK GRANTS $ 718,501 .00 200 No 20 No u 0 NIA 

I I 
10 Yes 10Yes 10Yes 

1 I I 
I 4 t .241 2!XIN0 HOUSING OPPORTUNmES FOR PERSONS WfTH AIDS $ 48,482 .00 200No 200 No 0 NIA 

I 
I 

10Yes 10Yes 1 OYes I 
8 j 3 I .544 2 IXI No PUBLIC ASSISTANCE GRANTS $ 34,646 .00 200No 200No 0 N/A 

I 

10Yes 10Yes 10 Yes I 
I 
I 

2DN0 $ .00 20No 20No I I • 

I I 
10Yes 10Yes 1 OYes I I I • 20No $ .00 20No 20 N0 

I . I 

10Yes 1 OYes 10Yes I I 

I I 20No $ .00 20No 20No I o 

I l 10Yes 10Yes 10Yes 
I I 

20N0 $ 20No 20No 
I I • .00 

I 
I 

10Yes 10Yes 10Yes I 
I I • 20No $ .00 20No 20No 
I 

I 1DYes 1 OYes 1 OYes I I 20No $ 20No 20No I I o .00 

TOTALFEDERALAWARDS EXPENDED 
$ 1,196 685 .00 

IF ADDITIONAL LINES ARE NEEDED, PLEASE PHOTOCOPY 
THIS PAGE, ATTACH ADDITIONAL PAGES TO THE FORM. 

AND SEE INSTRUCTIONS 
1 See Appendix 1 of Instructions for valid Federal Agency two-digit prefixes. 
2 Or other identifying number when the Catalog of Federal Domestic Assistance (CFOA) number is not available. (See Instructions) 
3 If major program is marked •ves," enter only one letter (U = Unqualified opinion, Q =Qualified opinion, A= Adverse opinion, D =Disclaimer of opinion) corresponding to the 

type of audit report in the adjacent box. If major program is marked "No,• leave the type of audit report box blank. 
4 Enter the letter(s) of all type(s) of compliance requrement(s) that drily to audit findings (I.e., noncollllllance, reportable conditions (includlng material weaknesses), questioned 

costs. fraud. and other items reported under§_ .510(a)) reporte or each Federal program. 

A. Activities allowed or unallowed E. Eligibility I. Procurement and suspension L. Reporting 

B. Allowable costs/cost principles F. Equipment and real property management and debarment M. Subrecipient monitoring 

C. Cash management G. Matching, level of effort, earmarking J. Program income N. Special tests and provisions 

D. Davis - Bacon Act H. Period of availability of Federal funds K. Real property acquisition and 0 . None 

\. 5 NIA for NONE relOcatlon assistance P. Other 


