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MUNICIPALITY OF VEGA BAJA
MANAGEMENT’S DISCUSSION AND ANALYSIS

Management of the Municipality of Vega Baja. provides this Management’s Discussion and
Analysis for the reader of the Municipality’s basic financial statements. This narrative overview
and analysis of the financial activities of the Municipality for the fiscal year ended June 30,
2009, and is intended to provide an easily readable explanation of the information provided in
the attached basic financial statement. We encourage readers to consider this information with
the Municipality’s basic financial statements that follow.

The Commonwealth of Puerto Rico during the last five years presents a stagflation, together with
an increasing in the unemployment rate and stagnant in business activity. Continuous increase in
the price of good and cost living affects all cities of Puerto Rico.

Fiscal year 2008-2009 operations sustain the Municipality’s deteriorated economic condition do
to its decreases of incomes of Volume of Business budget and Intergovernmental Revenues
received from the Commonwealth of Puerto Rico. In spite of these reductions in revenues and
difficult economic situation that the island of Puerto Rico is running through, our administration
has continued to offer quality services to the community, in the construction of the “Casa Portela
Museum™ and the first phase of the Electronic Library. This condition is achieved in a time of
economy constrains and low revenues growth rates, however through the following management
discussion and analysis it will be shown our approach to face the actual deficit situation of the
Municipality.
FINANCIAL HIGHLIGHTS

» The assets of the Municipality exceeded its liabilities at the close of the current fiscal
year by $55.089.863 millions (net assets).

» The general fund, ended with a fund balance (deficit) amounting to ($7,390,293).

» The adjusted actual of the General Fund operations resulted in an unfavorable variance of
$4.151,163 as compared to the revised budget due to a reduction in revenue receipts.
During the 2008-2009 fiscal y ear the General Fund decrease excess tax revenue by
approximately $2.960,166.

» As June 30, 2009 the Municipality’s General Fund (the primary operating fund) reported
a fund balance of $(7.390,293) an increase of $2,960,166 in comparison with the prior
year.

» Total restricted cash of $3,304,736 is available for payment of principal and interest in
the Debt Service Fund.

> Long Term Debt loans principal payments were $2,150,000 during fiscal year 2008-09.



MUNICIPALITY OF VEGA BAJA
MANAGEMENT DISCUSSION AND ANALYSIS

New Requirements for the Financial Reporting

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

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

General Fund

In spite of the difficult economic situation during fiscal year 2008-2009 and the budgetary deficit
that the island of Puerto Rico has run through, our administration has worked very responsible
paying attention to most urgent requests but without overlooking what is important and
necessary. To that effect we have promoted and completed several projects related to permanent
improvements in various areas that will provide quality facilities to the citizens of the
Municipality.

The Property Tax revenue represents 30% of total revenues of the municipality during the last
five years. The Municipal Revenue Collection Center (CRIM) of the Commonwealth of Puerto
Rico is responsible for the assessment of all real and personal property located within the
Municipality of Vega Baja and for the levy, administration and collection of the corresponding
taxes.

However, we have had to deal with a deficit situation in the General Fund of approximately
$2.960.166 at June 30, 2009. The increase in the deficit during fiscal year 2008-2009 is due
mainly to Excise Tax and Taxes that were projected but were not realized as needed. Certain
significant Construction projects in our Municipality, like Playa Hermosa Project, were not
started since final endorsement has not been received to begin the development. In addition, one
industry company did not obtain their expected volume of business and, accordingly, this
affected our revenue estimates. Therefore, we expect that during fiscal year 2009-2010 the
construction projects receive final endorsement from the authorities and, accordingly, our
Municipality’s Management will correct the deficit in the general fund with 2009-2010 revenue
sources.

Financial Statements Components

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

The Statement of Net Assets reports information of the municipality as a whole. Increase or
decrease of net assets may serve as an indicator of whether municipality’s financial position is
improving or deteriorating. Those statements include all assets and liabilities using the accrual
basis of accounting, which is similar to the accounting used by most private sector companies.
Accrual of the current year’s revenues and expenses are taken into account regardless of when

cash is received or paid.
2.



MUNICIPALITY OF VEGA BAJA
MANAGEMENT’S DISCUSSION AND ANALYSIS

The statement of Activities is focused on both the gross and net cost of various activities, which
are supported by the Municipality’s property tax, municipal licenses tax and other revenues. It is
intended to summarize and simplify the user’s analysis of the costs of governmental services.
The governmental activities reflect basic services, including police, public works, solid waste
disposal, community services, and general administration. Property tax, municipal license tax,
state and federal appropriations finance most of the services.

The Statement of Net Assets and the statement of activities, on page 11-12 report the
Municipality net assets and changes in them. One can analyze of the Municipality’s net assets, as
the difference between assets and liabilities, as one way to measure the Municipality’s financial
position. Over time increase decreases in the Municipality’s net assets are one indicator of
whether its financial health is improving or deteriorating. However, other non-financial factors
should be considered, such as changes in the Municipality’s property tax base, and the condition
of roads, to assess the overall health of the Municipality’s of Vega Baja.

A fund is a grouping of related accounts that is used to maintain control over resources that have
been segregated for specific activities or objectives. The Major Governmental Funds presentation
provides detailed information about the most significant funds. not the Municipality as a whole.
The Municipality uses fund accounting to ensure and demonstrate compliance with financial
related legal requirements. The Municipality’s basic services are reported in governmental
funds, which focus on how money flows into and out of those funds and the balances left at year-
end that are available for spending. These funds are reported using an accounting method called
modified accrual accounting, which measures cash and all other financial assets that can readily
be converted to cash. The Governmental funds statement provides a detailed short-term view of
the Municipality general governmental operations and the basic services it provides.
Governmental funds information help you determine whether there are more or fewer financial
resources that can be spend in the near future to finance Municipality’s programs. We describe
the relationship between governmental activities and governmental funds in reconciliation
besides the fund financial statements.

The notes provide additional information that is essential to a full understanding of the data
provided in the government-wide and fund financial statement.

Infrastructure Assets

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

government and its performance over time.
3=



MUNICIPALITY OF VEGA BAJA
MANAGEMENT’S DISCUSSION AND ANALYSIS

Government-Wide and fund financial Statements

Statement of Net Assets

The Statement of Net Assets reports information of the municipality as a whole. Increase or
decrease of net assets may serve as an indicator of whether municipality’s financial position is
improving or deteriorating. In the case of the Municipality primary government assets exceeded
liabilities by $55.089.863 at the close of the recent fiscal year. The following reflects the
condensed Statement of Net Assets.

Statement of Net Assets

June 30
2009 2008
Current and other assets $ 13,045,046 | $ 16,929,325
Capital assets 91,371,884 92,011,854
Total assets S 104,416,930 | S 108,941,179
Current $ 11,323,756 | $ 8,456,444
Long-term liabilities 38.003.311 36.692.230
Total liabilities 49,327,067 45,148,674
Net assets:
Invested in capital assets, net of related debt 59,928,432 62,078,432
Debt service 1,445,377 1,760,225
Special and other funds 554,834 1,861,360
Capital project fund 8.059.827 8,322,026
Unrestricted (deficit) (14,898.607) (10,229,538)
Total Net assets ) 55,089,863 [ S 63,792,505

The principal increase of the net assets was due mainly to the inclusion of the capital outlays of
the municipality. The Capital Assets” amount will increase as the infrastructure and construction
in progress assets are identified and included in the financial statements.



MUNICIPALITY OF VEGA BAJA
MANAGEMENT’S DISCUSSION AND ANALYSIS
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The following reflects the condensed Statement of Activities of the Primary Government:

Year ended June 30

2009 2008

Revenues:

Program Revenue $ 10,682.365 | $ 11,696.697

General Revenue 28.380.583 29,756,956

Total Revenue 39,062,948 41,453,653

Expenses:

Governmental activities (42,353.264) (39.168,177)
Changes in net assets I $ (3,290316)| S 2,285,476




MUNICIPALITY OF VEGA BAJA

MANAGEMENT’S DISCUSSION AND ANALYSIS

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

Governmental Funds
Balance Sheet

June 30
2009 2008

Assets:

Cash $ 8,118,453 |$ 6.031,886

Restricted Cash 3,857,688 9,237,141

Accounts Receivable 2,127,453 3,371,683
Total Assets A 14,103,594 | § 18,640,710

Liabilities and Fund Balance

Liabilities:

Accounts payable and liabilities $ 7,552,418 | $ 6,772,458

Deferred revenue 4,019,571 4,022,371
Total Liabilities 11,571,989 10,794,829
Funds Balances 2,531,605 7,845,881

Total liabilities and Fund Balances S 14,103,594 | § 18,640,710

The most significant changes in this statement were as follows:

» Noticeably, the fund balances are mostly in cash and cash restricted.
» The decrease in liabilities is due mainly to the accounts payable of special and capital

project outlays.




MUNICIPALITY OF VEGA BAJA
MANAGEMENT’S DISCUSSION AND ANALYSIS

Statement of Revenue, Expenditures and Changes in Fund Balances

Year ended June 30
2009 2008

Revenues:

Property taxes $ 7,666,935 | § 8,481,129

Municipal licence tax 4,925,970 4,313,512

Federal grants 10,390,543 11.612.431

Sales Tax 2.046.986 2,203,703

Other 14.057.367 15,098.121
Total Revenues $ 39,087,801 (S 41,708,896
Expenditures:

General Government $ 17,135,088 | § 15,702,174

Public works 3.216.436 3,487.587

Public safety 1,307,880 1,468,743

Health 1.429,032 1,405,282

Capital outlays 6,622,154 12,020,776

Culture and recreation 1,948,765 2,044,415

Bonds, notes and interest 4.005.365 3,805,218

Education and training 6,843,049 6,699,572

Other expenditures 2,031,056 201,313
Total Expenditures S 44538,825| S 46,925,080
Excess of revenues (expeditures)

Over expenditures (revenues) $ (5.451,024)| $ (5,216,184)
Other Financing (uses) sources,
debt (expenditures) issuance (335,143) 1,325,842

Fund balance, beginning 7,841,881 13,010,809
Prior period adjustment 475,891 (1,274,586)
Fund balance, ending S 2,531,605 | S 7,845.881

The most significant changes of this statement were as follows:

e The larger decrease in revenues is related to federal grants for the amount of 1.3 million.

e The larger decreases in revenues were related Property Tax for 1.3 and Federal Fund
received for the amount of $1.3 million.

e The most significant changes in the expenditures were decrease in capital outlays for
approximately $5.4 millions related with capital outlays and an increase in the General
Government expenditures by $1.4 millions.

=



MANAGEMENT’S DISCUSSION AND ANALYSIS

Economic Factors and Next Year Budget

The Municipality is a political legal entity with full legislative and administrative powers in
every area of municipal government, with perpetual existence and legal personality, separate
and independent from the central governmental of Puerto Rico. The Municipal Government
comprises the executive and legislative branches. The Mayor exercises the executive power
and the legislative power by the Municipal Legislature, which has 14 members.

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

The municipality has a industrial base which included one large pharmaceutical, wholesalers,
retail stores, financial institutions, restaurants, among others. This industrial base has
decreased substantially during the most recent years.

Contacting the Municipality’s Financial Management
The Municipality’s financial statements are designed to present users with general overview

of the Municipality’s finances. If you have questions about the report or need additional
financial information, contact the Municipality’s Finance Director.

Myrna Rivera Muiiiz, Finance Director PO Box 4555, Vega Baja, PR 00694. Telephone
(787) 858-8447 Fax: (787) 858-1945 E-mail: finanzas@vegabaja.gov.pr




JUAN A. FELICIANO CHARNECO
Certified Public Accountant

Urbanizacién Matienzo
151 Calle Miguel Salas Tel: (787) 879-4433
Arecibo, PR 00612 Fax: (787) 880-1402
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INDEPENDENT AUDITOR'S REPORT

To the Mayor and Municipal Council of
the Municipality of Vega Baja
Vega Baja. Puerto Rico

I have audited the accompanying financial statements of the Governmental Activities, each major
fund and the remaining fund information of the Municipality of Vega Baja, Puerto Rico, as of and
for the year ended June 30. 2009, which collectively comprise the Municipality of Vega Baja 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 opinions on
these financial statements based on my audit.

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

My responsibility is to express an opinion on, the financial statements referred to above present
fairly, in all material respects, the respective financial position of the governmental activities, each
major fund and the aggregate remaining fund information of the Municipality of Vega Baja, Puerto
Rico. as of June 30..2009. and the respective changes in financial position, thereof and the respective
budgetary comparison for the general fund for the vear then ended in conformity with accounting
principles generally accepted in the United States of America.

As discussed in Note 16 to the Financial Statements. on October 28, 2009 the Municipality received
a letter from The United States Environmental Protection Agency, Region 2 New York to clarify the
Vega Baja Municipal Landfill Closure. The estimate cost to Closure and Post-closure of the Vega
Baja Municipal are in process of analysis.

9.



[n accordance with Government Auditing Standards, I have also issued my report dated December 8,
2009 on my consideration of the Municipality of Vega Baja, Puerto Rico internal control over
financial reporting and on my tests of its compliance with certain provisions of laws, regulations,
contracts and grants. The purpose of that report is to describe the scope of our testing of internal
control over financial reporting and compliance and the result of that testing. and not to provide an
opinion on the internal control over financial reporting or on compliance. That report is an integral
part of and audit performed in accordance with Governmental Auditing Standards and should be
considered in assessing the results of our audit.

My audit was performed for the purpose of forming an opinion on the Governmental Activities
financial statements of the Municipality of Vega Baja. Puerto Rico taken as a whole. The
accompanying schedule of expenditures of federal awards is presented for purposes of additional
analysis as required by U.S. Office of Management and Budget Circular A-133, Audits of States,
Local Governments, and Non-profit Organizations, and is not a 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 the by general purpose financial statement a taken as whole.

As described in Note 1, on July 1, 2004. the Municipality implemented a new financial reporting
model required by GASB Statement No. 34. (GASB No. 34). Basic Financial Statements — And
Management s Discussion and analysis-for State and Local Governments. In conjunction with the
adoption of GASB No. 34, the Municipality has also adopted the following pronouncements: (1)
GASB Statement No. 37-Basic Financial Statements-and Management's Discussion and Analysis-
for State and Local Governments: Omnibus, (2) GASB Statement No.38-Certain Financial
Statement Note Disclosures, and (3) GASB Interpretation No. 6-Recognition and Measurement of
Certain Liabilities and Expenditures in Governmental Fund Financial Statements.

The Management’s Discussion and Analysis and budgetary comparison schedule information on
pages 1 through 8 and page 16. are not a required part of the basic financial statements but is
supplementary information required by the Governmental Accounting Standards Board. 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.

Arecibo, Puerto Rico
December 8. 2009

i Woma Agssens

A IUAN . FELICIANO CHARNECO
icense Nqg. 1263
Expires D¢cember 1, 2010

The stamp number 2481176
was affixed to the
original of this report.
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MUNICIPALITY OF VEGA BAJA, PUERTO RICO
STATEMENT OF NET ASSETS
JUNE 30, 2009

ASSETS

Cash and investments
Cash with fiscal agent and other
Accounts receivable volume of business tax and other
Accounts receivable federal government
Capital assets, net of accumulated depreciation
Total assets

LIABILITIES AND FUND EQUITY

Liabilities:
Accounts payable and accrued liabilities
Due to government entity
Deferred revenue (Volume business tax)
Deferred revenue
Non-current liabilities:

Due within one year

Due in more than one year

Total liabilities

NET ASSETS

Invested in capital assets, net of related debt
Restricted for:
Reserve for debt service
Special funds
Capital project fund
Unrestricted (deficit)
Total net assets
Total liabilities and net assets

See notes to financial statements.

<11=

Governmental
Activities

8,118,453
3.857.688
193,260
875,645
91,371,884

104,416,930

2,153,558
1,538,110
4,019,571
1,019,202

2,593,315
38,003,311

49,327,067

59,928,432

1,445,377

554,834

8,059,827
(14.,898.607)

55,089.863

104,416,930




Functions/Programs

EXPENDITURES:
General government
Public safety
Public works
Health
Education and training
Culture and recreation
Other expenditure
Interest and fiscal charges

Total governmental activities

GENERAL REVENUES:
Property taxes
Municipal licenses tax
Licenses, permits and fines
Intergovernmental revenues
Rent
Interests

Other revenues
Municipal sales tax
Total general revenues

Changes in net assets

Net assets at beginning of year
Prior period adjustment (Note 19)
Net assets at end of year

See notes to financial statements.

| I { I I { | | { {
MUNICIPALITY OF VEGA BAJA, PUERTO RICO
STATEMENT OF ACTIVITIES
FOR THE FISCAL YEAR ENDED JUNE 30, 2009
Net (expense)
Program Revenues revenue and change
Expenses Capital Grants Operating Grants in Net Assets
Charges for and and Governmental
Services Contributions Contributions Activities
$ 18,005,780 - 8 (2,272,089) $ (1,584,664) 14,149,027
2,818,980 - - - 2,818,980
6,370,036 (71.452) - - 6,298,584
1,888,933 - - - 1,888,933
6,843,049 - - (6,754,160) 88.889
2,540,065 - - - 2,540,065
2.031,056 B - - 2,031,056
1,855,365 - - - 1,855,365
42,353,264 (71,452) (2,272,089) (8,338,824) 31,670,899
7,666,935
4,925970
755,069
12,232,950
205,075
369,326
178,272
2,046,986
28,380,583

)

(3,290,316)
63,792,505
(5,412,326)

55,089,863
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MUNICIPALITY OF VEGA BAJA, PUERTO RICO
BALANCE SHEET - GOVERNMENTAL FUNDS
JUNE 30, 2009
Head Capital Debt Total
General Bond HUD Start Projects Service Other Governmental
Fund Issue Fund Programs Programs Fund Fund Funds Funds
ASSETS
Cash and investments 414,689 $§ 4467093 $ 323,779 § 232,091 § 2080474 $ - § 600327 % 8.118.453
Cash with fiscal agent and other - - 552952 - - 3,304,736 - 3.857.688
Accounts receivable (volume business) and other 193.260 - - - - - - 193,260
Accounts receivable federal government - - 562,153 278,769 - - 34,723 875,645
Due from general fund and other - - - - - - 1,058,548 1,058,548
Total assets and other debits $ 607949 $ 4467.093 _$ 1438884 _$ 510860 _$ 2.080.474 _$ 3304736 _$ 1.693.598 _$ 14,103.594
LIABILITIES AND FUND BALANCES
Liabilities:
Accounts payable and accrued liabilities $ 500951 § - $ 654546 % 321,030 §$ - % 2412311 § 47,720 % 3.936,558
Due to general fund and other 920,408 - - - - - 138,140 1,058,548
Due to government entities 1,538,110 - - - - - - 1,538,110
Deferred revenue (Volume Business Tax) 4,019,571 - - - - - - 4,019,571
Deferred revenue 1,019,202 - - - - - - 1,019,202
Total liabilitics 7,998,242 - 654,546 321,030 - 2,412,311 185860 § 11,571,989
Fund balances
Reserve for debt services - - 552,952 - - 892,425 - 1,445,377
Encumbrances 469,948 - - - - - - 469,948
General Fund (7.860,241) B - - - - - (7,860,241)
Special and other funds - - 231,386 76.338 B E 247,110 554,834
Capital project fund - 4,467,093 - 113,492 2,080,474 - 1,260,628 7.921,687
Total fund balances (7.390,293) 4,467,093 784,338 189,830 2,080,474 892,425 1,507,738 2,531,605
Total liabilities and fund balance $ 607949 $ 4467093 § 1438884 § 510.860 _$ 2080474 _$ 3304736 _$ 1693598 § 14,103,594
RECONCILIATION OF THE GOVERNMENTAL FUNDS BALANCE SHEET TO THE STATEMENT OF NET NET ASSETS:
TOTAL FUND BALANCE - GOVERNMENTAL FUNDS $ 2,531,605

Amounts reported for governmental activities in the statement of net assets are different because:
Capital assets used in governmental activities are not financial resources and therefore, are not reported in the funds
Long-term liabilities, including bonds payable. are not due and payable in the current period and. therefore, are not reported in the funds:
Accrued compensated absence
Bonds payable
Legal claims

$ 2123626
36,392,000
298,000

§ 38.813,626

91,371.884

(38.813,626)

TOTAL NET ASSETS OF GOVERNMENTAL ACTIVITIES

See notes to financial statements,
<13
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MUNICIPALITY OF VEGA BAJA, PUERTO RICO
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES - GOVERNMENTAL FUNDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2009

2008 and 2009 | Head Capital Debt Total
General Bond HUD Start Project Service Other Governmental
Fund issue Fund Programs Programs Funds Fund Funds Funds
REVENUES:
Property taxes $ 5741644 § - 8 - 5 - § - 5 1925291 § - $ 7666935
Municipal license tax 4,925970 - - - - B - 4,925,970
Licenses, permits, fines and sales tax 826,521 - - - - - - 826,521
Intergovernmental revenues 5,632,508 - - - 5,552,271 - 1,048,171 12,232,950
Rent of properties 205,075 - . - - - - 205,075
Interest income 369,326 - - - - 24,853 - 394,179
Other revenues 178,272 - 220,370 - - - - 398,642
Municipal sales tax 2,046,986 - - - - - - 2,046,986
Federal financial award - - 2,051,719 6.754,160 - - 1,584,664 10,390,543
Total revenues 19,926,302 - 2,272,089 6,754,160 5,552,271 1,950,144 2,632,835 39,087,801
EXPENDITURES:
General government 12,765,082 - 2,033,079 - 1,165,559 - 1,171,368 17,135,088
Public safety 1,307,880 - - - - - - 1,307,880
Public works 3,216,436 - - - - - - 3,216,436
Health 1,429,032 - - - - - - 1,429,032
Capital outlays 66,600 - 29,994 - 6,062,789 - 462,771 6,622,154
Culture and recreation 1,948,765 - - - - - - 1,948,765
Other Expenditures 2,031,056 - - - - - 2,031,056
Education and training - - B 6,843,049 - - - 6,843,049
Debt service:
Principal retirement - - - - - 2,150,000 - 2,150,000
Interest and fiscal charges B - - - - 1,855,365 - 1,855,365
Total expenditures 22,764,851 - 2,063,073 6,843,049 7,228,348 4,005,365 1,634,139 44,538,825
Excess of revenues over (under) expenditures (2,838,549) - 209,016 (88,889) (1,676.077) (2,055.221) 998,696 (5.451,024)
Other financing source (uses):
Transfer in (out) to debt service fund (121,617) - (1,116,592) - - 1,221,617 - (16,592)
Interest expenditure - - - - . (24.853) - (24,853)
Net bond issued debt - 5429231 - - - - B 5,429,231
Tranfer to other fund - - 443 422 - - - (443,422)
Net bond expenditures - (5,722,929) - - - - - (5,722,929)
Total other financing source (uses) (121,617) (293,698) (673,170) - - 1,196,764 (443,422) (335,143)
Excess of revenues and other sources over
(under) expenditures and other uses (2.960,166) (293,698) (464,154) (88,889) (1,676,077) (838,457) 555,274 (5.786,167)
Net change in fund balance (2,960,166) (293,698) (464,154) (88,889) (1,676,077) (B58,457) 555,274 (5,786,167)
Fund balance June 30, 2008 (4.097,730) 4,760,791 777,780 278,756 3.756,551 1,760,225 605,508 7,841,881
Prior period adjustment (Note 19) (332,397) - 470,712 (37) - (9,343) 346,956 475,891

Fund balance June 30, 2009 § \('?.390.2932 S 4,467,093 § 784,338 § 189,830 § 2,080,474 § 892,425 § 1,507,738 § 2,531,605

\_J\\\ \.J K ;\\) |
See notes to financial statements, S\- \)\-' '&4/
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MUNICIPALITY OF VEGA BAJA
RECONCILIATION OF THE STATEMENT OF REVENUES,
EXPENDITURES, AND CHANGES IN FUND BALANCES OF
GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES
JUNE 30, 2009

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

Net change in fund balance - total governmental funds S (5,786,167)
Governmental funds report capital outlays as expenditures. However,

in the statement of activities the cost of those assets is allocated
over their estimated useful lives and reported as depreciation expense.

Expenditures for capital assets 6.622.154
Less: current year depreciation (6,570,001)
52,153
The issuance of long-term debt provides current financial resources
to governmental funds, while the repayment of the principal of
of long-term debt consumes the current financial resources of
governmental funds. Neither transaction, however, has any effect
on net assets.
Principal payments 2,150,000
Net bond issued proceeds (5.429.231)
Bond expenditures 5,722,929
2,443,698
Change in net assets of governmental activities S (3,290,316)
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MUNICIPALITY OF VEGA BAJA, PUERTO RICO

STATEMENT OF REVENUES, EXPENDITURES AND
BUDGETARY COMPARISION SCHEDULE (BUDGET BASIS) GENERAL FUND

FOR THE FISCAL YEAR ENDED JUNE 30, 2009

Adjusted Variance
Budgeted Amounts Actual Favorable
Original Final Note | (Unfavorable)
REVENLES:
Property taxes $ 1,557,730 §$ 1,557,730 S 1,557,730 § -
Local taxes 7,500,000 7,500,000 4,811,303 (2,688,697)
Intergovernmental revenues 5,623,992 5,623,992 5,632,508 8,516
Licenses, Permits and Fines 2,070,000 2,070,000 826,521 (1,243,479)
Interest income 158,000 158,000 369,326 211.326
Landfill 5,000 5,000 - (5,000)
Rent 174,176 174,176 205,075 30,899
Other revenues 643,000 643,000 178,272 (464,728)
Other financial sources 5,203,116 5,203,116 5,203,116 -
Total revenues 22935014 22,935,014 18,783,851 (4,151,163)
EXPENDITURES:
Current:
General Government 13,655,804 13,729,608 12,291,873 1,437,735
Public Work 3,568,343 3,624,348 3,216,436 407,912
Public Safety 1,616,704 1,551,904 1,307,880 244,024
Health 1,447,631 1,447,631 1,429,032 18,599
Culture and Recreation 2,443,159 2,378,150 1,948,765 429,385
Other Expenditure 81,373 81,373 190,565 (109,192)
Transfer-out 122,000 122,000 121,632 368
Total expenditures 22,935,014 22,935,014 20,506,183 2,428,831
Excess of revenues over (under) expenditures $ (1,722332) § (1,722,332)

Explanation of Differences:

Sources/inflows of resources:

Actual amounts (budgetary basis) "available for appropriation" from the
budgetary comparison schedule
Differences - budget to GAAP:

Revenues for financial purpose only not for budgetary purpose

Revenues for budgetary resources but are

not revenues for financial reporting purposes.
Total revenues as reported on the statement of revenue, expenditure, and
changes in fund balances

Uses/outflow of resources
Actual amounts (budgetary basis) "total charges to appropiations” from the
budgetary comparison schedule
Differences - budget to GAAP:
Non budgeted expenditures
Total expenditures as reported on the statement of revenue, expenditures
and change in fund balances

See notes to budgetary comparison schedule.

See notes to financial statements.
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$ 18,783,851

2,161,653

(1,019,202)

$ 19,926,302

$ 20,506,183

2,258,668
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MUNICIPALITY OF VEGA BAJA, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2009

GENERAL ORGANIZATION

The Municipality of Vega Baja (The Municipality) was founded in 1776. The governmental
system of the Municipality is composed of the executive and legislative bodies. The Mayor is the
Chief Executive Officer and is elected every four years in the general elections of Puerto Rico.
The legislative body consists of fourteen (14) assemblymen also elected in the general elections
of Puerto Rico for a four-year period.

The Municipality provides a full range of services for it’s citizens services such as: health,
public safety, sanitation, recreation and sports, education, housing, transportation, welfare,
construction and/or improvements of highways and streets, and other general and administrative
services.

The financial statements of the Municipality have been prepared in accordance with Generally
Accepted Accounting Principles (GAAP) in the United States of America as applicable to
governmental units. The Governmental Accounting Standards Board (GASB) is the standard-
setting body for governmental accounting and financial reporting. The GASB periodically
updates its existing Governmental Accounting and Financial Reporting Standards, which along
with subsequent GASB Pronouncement (Statements and Interpretations,) constitute GAAP for
governmental units. A summary of the Municipality’s significant accounting policies
consistently applied in the preparation of the accompanying basic financial statements follows:

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

a. Reporting Entity

The Municipality’s financial statements include the operations of all departments and
separate legal entities for which the Municipality is financially accountable.

In June 1999, the GASB issued Statement No. 34 Basic Financial Statement and
Management Discussion and Analysis for State and Local Governments. This Statement
establishes new financial reporting requirements for state and local governments. It
requires new information and restructures much of the information that governments
have reported in the past. Comparability with reports issued in prior years is affected. In
June 2001, the GASB issued Statement No. 37 Basic Financial Statements and
Management Discussion and Analysis for State and Local Governments Omnibus, which
in part addressed the Management Discussion and Analysis (MD&A) requirements,
Program Revenue Classifications and Major Fund criteria requirements in the reporting
model in Statement No. 34.

The Municipality implemented this Standard for the fiscal year ended June 30, 2003.
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MUNICIPALITY OF VEGA BAJA, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2009
1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation)

b. Financial Reporting Entity

The accompanying basic financial statements include all departments, agencies and
municipal entities that: (1) are under the legal and administrative control of the Mayor,
and (2) whose funds are under the legal custody and control of the Municipality’s
Director of Finance, as prescribed by Law No. 81 of August 30, 1991, as amended, know
as the Autonomous Municipalities Act of the Commonwealth of Puerto Rico. The
Municipality’s management has considered all potential component units for which it
may be financially accountable and other legally separate organizations for which the
nature and significance of their financial statements from those of the Municipality
would cause the Municipality’s basic financial statements to be misleading or
incomplete according to GASB Statement No. 14, -The Financial Reporting Entity
(GASB No. 14.)

The Municipality’s management has concluded that, based on the aforementioned
criteria, there are no legally separate entities or organizations that should be reported as
component units of the Municipality as of June 30, 2009 nor for the year then ended.

As indicated in Note 19, during fiscal year 2009, the Municipality noted that certain
adjustments were noted to present properly the net assets and fund balances at June 30,
2006 as a result assets, liabilities and net assets were restated

¢. Basic Financial Statement — GASB Statement No. 34

The basic financial statements include both government-wide and fund financial
statements. While the previous model emphasized fund types (the total of all funds of
particular type), in the new reporting model the focus is on major individual funds
(within the fund financial statements). Both the government- with and fund financial
statements categorize activities as governmental activities. In the government-wide
Statement of Net Assets the governmental activities (a) are presented on a consolidated
basis in one column, and (b) are reflected, on a full accrual, economic resource basis,
which incorporates long-term assets and receivables as well as long-term debt and
obligations.
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MUNICIPALITY OF VEGA BAJA, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2009

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation)

c. Basic Financial Statements-GASB Statement No. 34 (Continuation)

The Government-wide Statement of Activities reflects both the gross and net cost per
functional category. The Statement of Activities reduces gross expenses (including
depreciation) by related operating grants and contributions. The operating grants include
operating-specific grants.

This government-wide focus is more on the substantiality of the Municipality the change
in aggregate economic position resulting from the activities of the fiscal period.

The fund financial statements are, in substance, very similar to the financial statements
presented in the previous model. Emphasis here is on the major funds in the
governmental category. Non-major funds are aggregated into a single column.

The governmental funds financial statements are presented on a current financial resource
measurement focus and modified accrual basis of accounting. This is the manner in
which these funds are normally budgeted. This presentation is deemed most appropriate
to (a) demonstrate legal and covenant compliance, (b) demonstrate the source and use of
liquid resources. and (c¢) demonstrate how the Municipality actual experience conforms
to the budget or fiscal plan. Since the governmental fund statements are presented on a
different measurement focus and basis of accounting than the government-wide
statement, reconciliation is presented on the fund statement. which briefly explains the
adjustments necessary to transform the fund statements into the governmental wide
statements.

. Basis of Presentation

The new model as defined in Statement No. 34 establishes criteria (percentage of the
assets, liabilities, revenues or expenditures/expenses of either fund category or the
governmental and enterprise combined) for the determination or major funds. The
Municipality reports the following major funds on Fund Financial Statements:

Major Funds

General Fund — Always a major fund. The general fund is the main operating fund of the
Municipality. It is used to account for all financial resources except those required to be
accounted for in another fund.

HUD Programs Fund — This fund accounts for revenues sources for the development of
viable urban communities, decent housing suitable living environment, rental assistance
to help very low-income families afford decent, safe and sanitary housing by encouraging
property owners to rehabilitate substandard housing and lease the units with rental
subsidies to low income families.
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MUNICIPALITY OF VEGA BAJA, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2009

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation)

d. Basis of Presentation (Continuation)

Major Funds

Special Revenue Fund Head Start — The special revenue fund of Head Start is a major fund
used by the Municipality to account for revenues derived from the grant that is legally
restricted by outside parties for use on specific purpose. The uses and limitations of this
revenue fund is specified by municipal ordinances or federal and state statutes.

However, resources restricted to expenditure for purpose normally financed from the
general fund are reported in the Municipality’s general fund provided that all applicable
legal requirements are appropriately satisfied. In this case, a special revenue fund to
account for such kind of transactions will be used only if legally mandated.

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

Capital Projects Fund — Capital projects fund is used to account for the financial resources
for the acquisition of personal property and/or construction of major improvements which
are not financed by other funds.

Other Funds (not major funds) — Speci al revenue funds are used to account for the
proceeds of specific revenues sources that are legally restricted to expenditures for
specified purposes. Capital projects fund is used to account for the financial resources for
the acquisition of personal property and/or construction of major improvements, which are
not financed by other funds.

. Basis of Accounting

The accounts of the Municipality are organized on the basis of funds, each of which is
considered to be a separate accounting entity. The Municipality has created various types
of funds. Each fund is accounted for by a separate set of self-balancing accounts, which
include its assets, liabilities, fund balances, and revenues and expenditures/expenses, as
applicable. The individual funds accounts for the governmental resources allocated to the
Municipality for the purpose of carrying on specific activities in accordance with laws,
regulations, or other restrictions.
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MUNICIPALITY OF VEGA BAJA, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2009

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation)

e. Basis of Accounting (Continuation)
Measurement Focus, Basis of Accounting

Government-wide Financial Statements. The government wide financial statements are
reported using the accrual basis of accounting. Revenues are recorded when earned and
expenses are recorded at the time liabilities are incurred, regardless of when the related
cash flows take place. Non-exchange transactions, in which the Municipality gives (or
receives) value without directly receiving (or giving) equal value in exchange, include
grants. Revenue from grants is recognized in the fiscal year in which all eligibility
requirements have been satisfied.

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

Governmental Fund Types/Governmental Activities. Governmental funds are those
through which m