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Apartado 4555
Vega Baja, Puerto Rico 00694. Tel: 855-2500

Francisco R. Rivera
Director de Finanzas

MANAGEMENT’S DISCUSSION AND ANALYSIS

The Management’s Discussion and Analysis of the Municipality of Vega Baja (the
Municipality), financial performance provides an overview of the Municipality’s financial
activities for the fiscal year ended June 30, 2010. The Management Discussion and Analysis
(MD & A) should be read it in conjunction with the transmittal letter on page 10 and the
Municipality’s financial statements, which begin on page 13. The discussion and analysis
includes comparative data for prior year as this information is available for the fiscal year
ended June 30, 2010. This MD & A is prepared in order to comply with such pronouncement
and, among other purpose, to provide the financial statements users with major information.

FINANCIAL HIGHLIGHTS

» The Net assets of the Municipality exceeded its liabilities at the close of the current fiscal
year by $31,956,096 net assets decreased by $415,889 when compared with prior year.

» Revenues were $1,561,696 more than last year; expenses were $1,312,731 less than last
year as reported in the Statement of Activities.

» The Municipality had reported in the General Fund a deficiency of revenues over
expenditures amounting to $198,008 in the accompanying Statement of Revenues,
Expenditures and Changes in Fund Balance.

» Loans principal payments were $2,433,000 during fiscal year 2009-10, new bonds
obligations for the amount of $7,250,000 were issued, for obligations and Beach of
Puerto Nuevo.

» The actual revenue was $914,706 and the expenditures were $765,437 less creating an
excess of $149,269 under the revenues in the Budgetary Schedule mainly due to
unfavorable variances in revenues, (Municipal tax). '

» The Municipality government fund reported combined ending fund balances of

$2,486,875 in the accompanying statement of revenues, expenditures and changes in fund
balances.

» The Municipality has reported a net undesignated fund balance deficit for the general
fund amounting $7,290,064.
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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 2009-2010 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 27% 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 deal with a deficit situation in the General Fund of approximately $7,290,064 at
June 30, 2010. The increase in the deficit during fiscal year 2009-2010 is due mainly to Excise
Tax and Taxes that were projected but were not realized as needed. Construction projects in our
Municipality have not been accomplished due to local banks have not financed projects to due
economic hardships. 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 2010-2011 the construction projects receive final endorsement from the appropriate
authorities and, accordingly, our Municipality’s Management will correct the deficit in the
general fund with 2010-2011 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.

Governmental-wide financial statements - The government-wide financial statements which begin
on page 13 of this report are designed to provide reads with a broad overview of the
Municipality’s finances, in a manner similar to a private-sector business. The government wide
statements provide short and long term information about the municipality’s status as a whole.
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MUNICIPALITY OF VEGA BAJA
MANAGEMENT’S DISCUSSION AND ANALYSIS

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.

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 13-14 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 prior years. Historically, the governmental larger group of assets have not been reported
nor depreciated in governmental financial statements. The new statement required that this asset
be evaluated and reported within the Governmental column of the Governmental Wide Statement.
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MUNICIPALITY OF VEGA BAJA
MANAGEMENT’S DISCUSSION AND ANALYSIS

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.

Government-Wide Financial Analysis

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 $31,956,096 at the close of the recent fiscal year compared to $32,371,985 at the end
of the previous year, as restated and showed in the following condensed Statement of Net Assets
of the Primary Government,

Statements of Net Assets
As of June 30, 2010 and 2009

2010 2009 Changes

Current and other assets $ 19,568,030 || $§ 13,045,046 || $ 6,522,984
Capital assets net 94,523,900 91,371,884 3,152,016

Total assets 114,091,930 104,416,930 9,675,000
Current and other liabilities 17.593,470 11,323,756 6,269,714
Long-term liabilities 64.542,364 60,721,189 3,821,175

Total liabilities 82,135,834 72,044,945 10,090,889
Net assets:
Invested in capital assets,

net of related debt 64,576.908 59,928,432 4,648,476
Debt service 892,563 1.445.377 (552.814)
Special and other funds 1,835,582 554,834 1,280,748
Capital project fund 7,048,794 8.059.827 (1,011,033)
Unrestricted (deficit) (42,397.751) (37,616,485) (4,781,266)
~ Totalnetassets  |S 31,956,096 || § 32,371985|| S  (415,3889)




MUNICIPALITY OF VEGA BAJA
MANAGEMENT’S DISCUSSION AND ANALYSIS
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The increase of current net assets was due mainly to the cash with fiscal agent of $8 million. The
Capital Assets increased as the infrastructure and construction in progress assets are identified and
included in the financial statements, capital outlays were 8.4 million for the current year,
principally in the Bond issued fund. Long- term debt increased by 3.8 million is reflected in the
estimated for the Landfill closure cost in both years. The unrestricted deficit increased 4.8 million
and the invested in capital assets 4.6 million. Current liabilities increased by fifty five percent

caused by an increased of accounts payable.

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

June 30,2010 | % | June 30,2009 | % Changes
Land $ 10,455,899 | 11% | $ 10,455,899 [11%| $ -
Construction in progess 18,465,712 | 19% 11,575,615 | 13% 6,890,097
Building and improvements, net 31,425,514 | 33% 30,730,414 |(33% 695,100
Infraestructure 33,102,577 | 35% 37,635,109 |41% (4,532,532)
Equipment, net 651,258 | 1% 669,245 | 1% (17,987)
Vehicles 422940 | 1% 305,602 | 1% 117,338
_Total Net Capital Asset | | § 94,523,900 $ 91,371,884 S 3,152,016




MUNICIPALITY OF VEGA BAJA
MANAGEMENT’S DISCUSSION AND ANALYSIS
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The net Building improvements represent 28 percent and 33 percent of total asset and net capital
asset respectively. Construction in progress represents 16 percent of total asset and 19 percent and
net capital asset. The Increase in Construction in progress by $6.9 million when compare with
prior year, includes $9.5 million increase in projects from Bond Issued Funds.

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

For the year ended June 30, 2010 and 2009
Changes in Net Assets

2010 2009 Changes %
General Revenues $ 27,593,301 || $ 28,452,035 || % (858.734) -3%
Program Revenues 13,031,343 10,610,913 2,420,430 23%
Total Revenues 40,624,644 39,062,948 [| § 1,561,696 4%
Expenses
Governmental activities (41,040,533) (42,353,264) 1,312,731 -3%
~ Changesinnetassets [|$ (415,889)] 8 (3,290,316)[| s 2,874,427 || -87%

The Statement of Activities reflects for fiscal year 2010, the net effect of revenues derived from
several programs plus current operating revenues. Total revenues compared to the total expenses,
amounted to a decrease of $415,889 in the Municipality’s net assets. Approximately 47 percent of
the Municipality’s total revenue came from taxes, while 32 percent resulted from Federal grants
and 19 percent resulted from Intergovernmental Revenues. The Municipality’s expenses cover a
range of services like health, public safety, sanitation, recreation and sports, education, housing,
transportation, welfare, construction and improvements. The largest expenses were for general
government, capital outlays, education and training and culture and recreation. With this analysis,
the readers have comparative information with the percentage of change in revenues and expenses

from prior year to current year.
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MUNICIPALITY OF VEGA BAJA
MANAGEMENT’S DISCUSSION AND ANALYSIS

A brief review of the Statements of Activities of the Municipality at June 30, 2010, shows total
expenses incurred to afford the cost of all functions and programs amounted to $28,009,190.
Upon examining the sources of revenues for the financing of the programs, the Statement reflects
the following services: $6,900 for charges for service, $8,575,796 from operating grants and
contributions; and $4,448,647 from capital grants and contributions obtained from other sources.
General revenues for the year amounted to $27,593,301. There was a change in net asset
($415,889) that represents -97.68 percent of total revenues and a decrease of 4 percent when
compared with prior year. Expenses decreased by $1.3 million or 3 percent when compare with
prior year.

FINANCIAL ANALYSIS OF THE GOVERMENTAL FUNDS
The following reflects the condensed Balance Sheet of the Governmental Funds:

Governmental Funds
Balance Sheets

June 30, 2010 and 2009
2010 2009 Changes %

Assets:

Cash $ 6,259,250 || $ 8,118,453 ||$ (1,859,203) -23%

Restricted Cash 11,976,833 3,857,688 8,119,145 210%

Accounts Receivable 2,659,514 2,127,453 532,061 25%
Total Assets $ 20,895,597 ||§ 14,103,594 ||$ 6,792,003 48%

Liabilities and Fund Balance

Liabilities:

Accounts payable and liabilities $ 12,755868 ||$ 7,946,320 ||$ 4,809,548 61%

Deferred revenue 5,652,854 4,019,571 1,633,283 41%
Total Liabilities 18,408,722 11,965,891 || § 6,442,831 54%
Funds Balances 2,486,875 1 349.172 16%

20,895,597 || 5 14, 4/|s 6,792,003 '

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



MUNICIPALITY OF VEGA BAJA
MANAGEMENT’S DISCUSSION AND ANALYSIS

During the year 2010 the municipality had $6.0 million of cash restricted, in the Bond issued
Fund and in the Debt service fund is obligated by $5.3 million. Cash for the amount of $3 million
is obligated for Special Revenue Funds and accounts payable of the general fund. The accounts
payable has increased by $4.8 millions. Deferred revenues decreased by $1.6 million.

Statement of Revenue, Expenditures and Changes in Fund Balances
Year ended June 30, 2010 and 2009

2010 2009 Changes %

Revenues:
Property taxes $ 10,687,738 || S 7.666,935 (|5 3.020.803 39%
Municipal licence tax 4,888,123 4,925,970 (37.847) -1%
Intergovermental 7,728,521 12,232,950 (4,504,429) -37%
Federal grants 13,024,443 10,390,543 2.633.900 25%
Sales Tax 2,645,468 2,046,986 598,482 29%
Other 1,650,351 1,824,417 (174,066) -10%

Total Revenues 40,624,644 || $ 39,087,801 [|S 1,536,843 || 4%

Liabilities and Fund Balance

Expenditures: j
General Government $ 19,762,140 || $ 17.135,088 || § 2,627.052 15%
Public works 2,744,657 3,216,436 (471,779) -15%
Public safety 996,428 1,307,880 (311,452) -24%
Health 1,423,478 1,429,032 (5.554) 0%
Capital outlays 8,425,475 6,622,154 1,803,321 27%
Culture and recreation 1,397,031 1,948,765 (551,734) -28%
Bonds (principal and interest) 4,104,124 4,005,365 98.759 2%
Education and training 7.390,503 6,843,049 547,454 8%
Other expenditures 36,587 2,031,056 (1,994,469) -98%

Total Expenditures - IS 46,280,423 ||$ 44,538,825 ||§S 1,741,598 4%

Excess of revenues (expenditures)

Over expenditures (revenues) (5.655,779) (5,451,024) (204,755) 4%

The most significant changes of this statement were as follows:

j.  Revenues from property tax were increased by $3 million due to increase in property tax
in the amount collected. The decrease in Intergovernmental revenue of $4.5 was the result
of the funds received in prior year to from central government to from Joint Resolution
for projects. Volume business tax declaration was reduced by $37,847 on funds received
when compare with prior year, reflected in sales reported in the municipal tax declaration
was reduced approximately by 10 percent in many taxpayers.

Expenditures were increase by approximately $1.7 million in Capital outlays expense
when compare with the prior year. The payroll expenses decrease by $1.5 million, and
other all other expenses by remain in the same total level.



MUNICIPALITY OF VEGA BAJA
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 Budget for Revenues and expenditures were $19 million for the general fund, total
revenues decreased $914,706 million when compared the budgeted revenues with the actual
revenue. Municipal license tax decreased by $818,330 and excise tax by $881,309 the actual
expenditures were $765,437 less than budgeted expenditures. General Government and
Culture and Recreation reflected a decreased of $650,227 when compares Budget
Expenditures with actual expenditures. Excess of revenues under expenditures reflect a
deficiency of $149,269.

The Municipality has an 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.

The Municipality finalized the following projects during the year: portals and improvements
to various communities, replaced bus stops on road 670 and road 2, improvements to Museum
Casa Portela, Home for Seniors “Bartolo Joy”, School Ofelia Diaz , Ojo de Agua court,
Tortuguero Recreation Area, benches for the “Plaza del Mercado™ and urban lighting.

The Municipality projects in process are Phase I of the Balneario Puerto Nuevo at a cost of
$2,658,159, the pipe cleaning in Cabo Caribe and Los Naranjos at a cost of $150,000,
construction of the Head Start Center in Arenales at a cost of $149,500, construction of a park
for children with special needs in Urb. El Rosario at a cost of $99,600, improvement to the
Courts in Brisas del Rosario at a cost of $86,965, and the improvements to the Municipal
Security Building at a cost of $79,800.

The Municipality future projects are the final phase construction of the Electronically Library,
the new Panaini community, and the rehabilitation of the old municipal public library.
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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.

Francisco R. Rivera Hernandez, Finance Director PO Box 4555, Vega Baja, PR 00694.
Telephone (787) 858-8447 Fax: (787) 858-1945 E-mail: finanzas@vegabaja.gov.pr
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JUAN A. FELICIANO CHARNECO
Certified Public Accountant

Urbanizaciéon Matienzo

151 Calle Miguel Salas Tel: (787) 879-4433
Arecibo, PR 00612 Fax: (787) 880-1402
m

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, 2010, 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.

[ 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, 2010, and the respective changes in financial position, thereof for the general
fund for the year then ended in conformity with accounting principles generally accepted in the
United States of America.

-11-



In accordance with Government Auditing Standards, I have also issued my report dated December 9,
2010 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, grants, agreements and others matters. 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 my 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 financial statements and in my opinion, is fairly stated in all material respects, in relation
the by 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-
Jor 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 9 and page 17, 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 13, 2010

The stamp number 2541925 A JUAN A. FELICIANO CHARNECO
was affixed to the 25-141;“1_2 c ) icense N¢’ 1263

original of this report. Expires Plecember 1, 2013

12



MUNICIPALITY OF VEGA BAJA, PUERTO RICO
STATEMENT OF NET ASSETS
JUNE 30, 2010

ASSETS

Cash and investments
Cash with fiscal agent and other
Accounts receivable volume of business tax and other
Accounts receivable from government
Accounts receivable from 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)
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.

13-

Governmental
Activities

$ 6,259,250
11,976,833
204,140
97,156
1,030,651
94,523,900

S 114,091,930

$ 5,397,109
1,607,192
5,652,854

4,936,315
64,542,364

82,135,834

64,576,908

892,563
1,835,582
7,048,794

(42,397.751)

31,956,096

$ 114,091,930




960956 1€ $

(8.8°L1L°2T)
£98°680°6S
(688°S1¥)

10€°€65°LT

89¥°St9°T
£L8°60€

1v1iey

LILOLI
126°8TL°L
0L9"IVL
£C1°888"Y
8ELL8I0I $

I.v—l

061°600'8T  $  (96L'SLS'8) (LY9'8tP'Y) (006°9) £ES'OF0° 1
FTI°1L9°1 E 5 - PTI1L9°1
L8S°9€ - - = L85°9¢
F0LT06°1 - ) 3 $0L'T06°1
(P8E°6¥1) (£88°6£S°L) - - £05°06£°L
6LL918°1 . - - 6LLOIS
8L9VEY'S = - (0069) 8LS 1¥¥°S
T0L'88TT - - - T0L'88T°T
000°800°S 1 $  (606CE£0°1) (Ly9'8¥Y'y) $ - 965°T6¥°0T $
SAINIANDY suonnqLIuo) suoynqLuo)) ESRTEMETN sasuadx3y
[EJUDWUIIAOS) pue —-:ﬂ 40} mow‘:«:U

sjuean) dunesadQ

sjuean) jende)

SIISSY JIN Ul
adueyd pue INUIAM
(asuadxa) jaN

SaNUIAIY weadoa

0102 ‘0€ ANNL AAANT AVAX TVOSIA FHL O
SHILIALLDYV 40 LNINH.LV.LS
OO OLYANd ‘VIVE VOIA 0 ALI'TVAIDINAN

"SJUOWIDJE}S [BIDUBUL) O} SAJOU 295

ABIA JO pUd B SJISSE JIN|
(g1 @10N) yuaunsnlpe pouiad JoLi ]
Ieak Jo uruuidaq Je s19sse PN
$19sSE Jau ul safuey)
SaNUAALI [BIdUT [B10],

xe) safes [eddiuniy
SONUIAL JIIYIO
s)saIau|
ey
SANUIALL [BJUIWIUIDA0ZINU]
sauly pue syuad ‘sasuadi|
Xe) sasu291] [eddiuniy
saxe) Auadoag

SSANNIATY TVHINTD

SIJIALIE [EJUIWLIIACS [)O ],
saf1eyo [BOSI) pUe ISAIU]
aamypuadxa Y10
UOIeaIoal pue ANy
Buiuren pue uoreonpy
peaH
SyoMm d1[qnd
Ayoyes otjqnd
JUSWILLIDAOT [BIQUAD)
SHANLIANAIXH

SWEL304 J/SUondun



960°956'1€  §

lm — -
‘SJUdLIR)E]S [BIDURULY O} S2J0U 295

SHLLIALLDY TV LNHANYIAOD 40 SLASSY LAN TVLOL

(6L9°FS0°59) 6LOFS0'S9 § SaNIIQEN Wwad)-Suo] 1e10 |
CEI'PPP LT amsojo-1sod pue aInso[) [[ypue’]
000°¢8C swreo [edar]
001000 1% s|qeAed spuog
9ar'sTeET § aouasqe pajesuadwod paniooy
:spuny ay3 ut papioda jou are ‘a10ja1ay) ‘pue poriad Juannd ayy ur ajqeded pue anp jou are ‘djqeded spuoq Surpnpour ‘saniigel] wue)-Juor
006°€TSt6 spury ay} ul papodal J0U 218 “210JAIAY) PUB $I0IN0SAI [BIDUBULJ JOU JE SO[IAIDE [EJUSWLIAA0S ul pasn sjosse [ende))
10SNBIAY JUDIYJIP DB SIOSSE 1OU JO JUIWDILIS Y UI SANANOE [BIUSWIIA0F 10] paptodal sjunowy
SL98Y'T $ SANNA TVINANNYIAOD - AONVIVE ANNA TVLOL
SSLASSY LUN AO INHWALVLS HHL OL LAAHS AONVIVE SANNA TV ININWNATAOD HHL 4O NOLLVI'TIDNODTH
L6SC680C § _TLT6CY1 § _£9S9 I€6 § _€ElSel1 § €£e59c § CIL8K6L S O0LC696C S VIEIELE  § aque[eq punj pue sanlfiqel] [e10],
SL8'98Y'T Zr6'Tol’l £9¢°768 EEISEL] LST'RET LY9°LOO’] L6E'08L' Y (#90°06Z°L) saoue[eq punj [e10],
POL'8F0'L 8LL'66 - EEI'CEL’] - 98Y Y L6E08LY g puny 1o0fo1d [ende)
786°CE]’l F91°€00°1 = = LST'8ET 191°7LS = = spuny Jayjo pue [eadg
(969°898°L) = - - . - - (969°898°L) pajeusisopup)
TE9'8LS - - & % ® = TE9'8LS seoueIqUINOUY
£96°768 é £9€°C68 - " = - - SIOIAIDS 1Q3p 10} AAIISIY
saouR[Rq pun,j
TTLBOP'Bl  § _0EE9TC 000°vZF Y = 9L0°LOE €90°1t6 £L8°881°1 8LE1TOLL SanlIqel] [eo],
PE8°TE9°C = - - - - - #$8°CS9°C (xe ], ssaulsng] AWN[OA ) NUIADL PALIJI(]
61°L09°1 - - - # = = T61°L09°1 SAIUD JUAWLIDAOT 0} (]
LIS LTE'L #05°65€ % = 91¥°CS wi's - SOP°L06 1ay10 pue punj [B10Ud3 0} on(]
601°128°6 $  978'991 $  000vTFY § - $ 099°%ST § €I8TE6 $  ELV'8RITT 0§ LT6'ESYT sanifiqer| pantooe pue s|qeded sjunoooy
‘sanIqery
SHONVIVH ANNA ANV SALLI'TIIVI'T
L6S°668°0T § _TLT6TIL § _€9S91ES § _EEISELT § _£6£69S§ CILGr61 § 0L26965 $  vlelele § SHQap J910 pue S1aSSE [0,
L9SLTE SOV°LO6 = ¥91°261 " W' - 9¢L'61T 19Yj0 pue puny [e10U53 Woly an(
159°0€0°1 615°96 “ 691°59 £96°898 = = JUSUILIDAOS [EIPAJ WIO) ABAISOAI SIUNOIDY
9S1°L6 2 ¥ = = = = 9C1°L6 JUDWULLIDAOG WOL] 9[qBAIS0AI SJUNOJOY
or1v0T - - & = £LV'68 & L99pII 13110 pue (Ssaulsnq SWN[OA) A|QBALIAI SUNOIOY
€E8'9L611 = £96°91¢€°¢ = - 000°169 0LT'696°S = Joy10 pue Juage [edsI) YuMm yse))
0SC65C9 $ 8vESzy § - §  696TPST § 900§ §  pEOI6T § - $ ceL'e6Te  $ SJUDLLSIAUL pUe Yse?)
SLASSY
spuny spun,| puny| punyj SWeadod | Sweagod g pun,| anss| punyj
[BIUIWUIIA0E) BETTITo) ERTIRETY spaloag FRLATN anH puog [CAETIETS)
o], 19q ende) PeIl
010Z ‘0O€ ANNr
SANNA TVINTNNATAOD - LATHS HONVIVE
OO 0L¥ANd ‘VOVE VOIA J0 ALI'TVAIOINAIN
l ! ] ) ] l | ] ) ; ) ]



9[-

SJUDWIDIEYS [BIDUBUL] O] S2J0U 20§

/..\T

o)
SLB'98Y'T $  TWETWI'T  § €£95'T68 $  EEI'SEL'l S LST'SST § LPOL00L S L6E08Lt S (r90°06TL)  § (2Yap) 0107 ‘0€ dQun( 2duejeq pun,y
(Z06'€6€) SOF'LO6 (091°009°1) #91°T61 EPLE (162°c61) s LET'86T ,\.ﬂ&; (81 20N) wounsnlpe poriad ot
S09°1£5°T BEL'LOS' STH'T68 rLY080°C 0£8°681 8EE'VBL £60°L9V'y (€£6T°06E°L (oy2p) 600 “0€ dunf ddue[Rq pUn,|
ZL'6bE (oz'zien 86Z°009° (S05°LES) v89°¥9 009'81¢ POEEIE (800°861) aour|eq puny ut a3ueyo JoN
ZLI'6YE (roz'zie'n) 86770091 ($08°LES) v89°19 00981 ¥ POEELE (800°861) S9SN JALIO PUE SAINYpUAdXD (12pun)
J9A0 S30INO0S 2O PUB SAINUIAII JO SSIIXH
156'P00'9 (90+*951) 9SI'L61'1 - = (90L'sL0'T) LSE'I91'9 (os¥121) (59sn) $204n0s JupuUEUY 1IY)O [BIO ],
(90¥°951) (90v'9s51) - - - - - - Jojuesd oy Jajsued ]
(TI1'eso’) . = g R g (zireso’n) 2 saamyipuadxa puoq 19N
- - 90L'SLO - - 90L'SLO'T - S punj 1ayjo 03 Jajsuel],
69%'0TT'L - = - . " 69¥°0TT'L - 1qap pansst puoq JaN
s - " = - - - - amnyipuadxo 1sa103u]
- 4 0S¥IT1 G . 7 - (ost'121) puny 2214135 1q9p 0 (N0) Ut JajsueL],
i(sasn) sa21nos Surdueuly 12410
(6LL°5S9°S) (s6L°SS1°1) rleory (S0S°LES) ¥89°+9 90€ 611 (£50°848°C) (855°9L) saunipuadxa (Japun) JIAO SINUIASI JO SSIOXE]
€TP 0879 OB ILE'S rTIvoL'y 68L'6LI'T €0T'SLY'L IPE'PS6'T £50'8F8'S 601°LYE'81 saanyipuadxa jejo],
[ANTEY = YTI'ILY'] E - - - - sad1eyp [B9s1) puE 152103
000°€EY'T 2 000°€EFT . - = - = Juawianal [ediduti]
1ADIAIAS 199
£0S°06E°L - - - £0S°065°L s E - duiuren pue uonednpy
L8S9€ - . - - 9zl - 19Z°s¢ saunyipuadxs QO
1€0°L6E°1 - - = - - = 1E0°L6E°] UONEDIIAI PUE dInyny)
SLY'STY'S OLL'SEL = 9EEEEY | 00L't8 80T 16L £50°8¥8°S 0¥ TEL skeino [ende)
SLY'ETY'| - - - = 8 E SLY'ETH' | yeay
LS9'PYLT " - - 2 - 2 LSS PPL'T s310Mm D1 qnd
82966 - . 5 = - - 8TH 966 Aiopes onqnd
oF1°T9L'61 FE0'9ET'S - X1 - LOS'I91°T - 98 LIS LI UAWILIDAOT [BIIUSD)
STUNLIANAdXA
PrO'FT9"0F 600'91Z'y 997°L0S'Y ¥8T'THY'l LBB'6ES L LYO'SPY'Y E I1SS°0LT'81 SINUIA [B)O],
PP HT0El 606'S£0°1 E E L886ESL LY9'8¥Y Y E g PJeME [BIOURUL [BIOPI |
89¥°SH9°'T 0€0°TEIT BEV'EIS - - - g £ xe) safes [edidiunpy
€LL9IE - - s - - - €LLOIE SaNUAAAL IO
11Ty 011 000°¢ . g < - 1€0'81¥ awoou1 jsaIau|
LOL'OLI - r - = - " LILOLL saradoad jo ey
12S°8TL°L 096°L¥0°1 2 P8TTHY'l 2 3 = LLT'8E0'S SANUIADI [BIUDWLIIAOT U]
o...uw, 1§78 - - - - - - O__.o, 1¥L XB) S9[es pue saulj nm:ctun_ rmomcou_)_
£T1°888°F - ¥ # s - - £21°888°F Xe} asuad1] [ediotuniy
8€L°L8901 § - $ 88066 § - $ - $ - $ - § 0169699 §$ saxey Apadoig
SANNAAT
spuny Spuny puny spuny nEu..uc._am nEﬂ._mc._m pun, anssi puny
[EIUIWUIIA0D) DRYIO ERIRWEIN 1afoag FRLL TN anHy puog [LAETETS)
1101, 1921 rende) peaH
0102 ‘O£ ANNC AFANT ¥VIA TVOSId THL 304
SANNA TVINTNNAIAOD - SHONVIVE ANNA NI STONVHO ANV STANLIANAIXT ‘SHANTIATA 40 LNAWALV.LS
OO OLIANd ‘VIVE VOIA 40 ALITVAIDINAIN
] l l l | | . ) ] l ) ] ) ) ]



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, 2010

Net change in fund balance - total governmental funds S 349,172

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

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 8,425,475
Less: current year depreciation (5,618,585)
2,806,890
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. Transfer to grantor. Neither transaction,
however, has any effect on the assets.
Principal payments 2,433,000
Net bond issued proceeds (7,220,469)
Bond expenditures 1,059,112
Returned to grantor 156,406
(3,571,951)
Change in net assets of governmental activities $ (415,889

AT



MUNICIPALITY OF VEGA BAJA, PUERTO RICO
BUDGETARY COMPARISION SCHEDULE - GENERAL FUND (BUDGET BASIS)
FOR THE FISCAL YEAR ENDED JUNE 30, 2010

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 appropriations” from the
budgetary comparison schedule
Differences - budget to GAAP:
Transfer for budgeted
Non budgeted expenditures
Total expenditures as reported on the statement of revenue, expenditures
and change in fund balances

See notes to budgetary comparison schedule.

-18-

Adjusted Variance
Budgeted Amounts Actual Favorable
Original Final Note 1 (Unfavorable)
REVENUES:
Property taxes $ 1,557,730  $ 1,557,730 1,557,730 § -
Local taxes 5,769,432 5,769,432 4,888,123 (881,309)
Intergovernmental revenues 4,648,915 4,648,915 5,038,277 389,362
Licenses, Permits and Fines 1,560,000 1,560,000 741,670 (818,330)
Interest income 185,000 185,000 418,031 233,031
Rent 125,000 125,000 170.767 45,767
Other revenues 200,000 200,000 316,773 116,773
Other financial sources 5,042,023 5,042,023 5,042,023 -
Total revenues 19,088,100 19,088,100 18,173,394 (914,706)
EXPENDITURES:
Current:
General Government 11,563,853 12,254,585 11,604,358 650,227
Public Works 3,096,615 2,825,345 2,744,657 80,688
Public Safety 1,177,215 1,010,364 996,428 13,936
Health 1,477,452 1,423,513 1,423,478 35
Culture and Recreation 1,546,388 1,410,533 1,397,031 13,502
Other Expenditure 99,577 36.760 35,261 1,499
Transfer-out 127,000 127.000 121,450 5,550
Total expenditures 19,088,100 19,088,100 18,322,663 765,437
Excess of revenues over (under) expenditures (149,269) $ (149.269)
Explanation of Differences:
Sources/inflows of resources:
Actual amounts (budgetary basis) "available for appropriation" from the
budgetary comparison schedule $ 18,173,394
Differences - budget to GAAP:
Revenues for financial purpose only not for budgetary purpose 97,157

$ 18,270,551

S 18322663

(121,450)
145,896

518347109




MUNICIPALITY OF VEGA BAJA, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2010

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 its 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.

-19-



1.

MUNICIPALITY OF VEGA BAJA, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2010

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 Auronomous
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, 2010 nor for the year then ended.

As indicated in Note 19, during fiscal year 2010, 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.

-20-



MUNICIPALITY OF VEGA BAJA, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2010
1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation)

¢. 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 sustainability of the Municipality as an entity
and 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 sources 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 based financial statements into the column of the government-
wide presentation.

d. 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.

Bond Issue Fund — Bond Issue fund are used to account for the proceeds of specific revenue
sources that are legally restricted to expenditures for specified purposes

21
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MUNICIPALITY OF VEGA BAJA, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2010

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation)

d. Basis of Presentation (Continuation)

Major Funds

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.

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 (non major funds) — Special revenue funds are used to account for the proceeds
of specific revenues sources that are legally restricted to expenditures for specified purposes.
Capital projects fund is used to account for the financial resources for the acquisition 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.

9.



1.

MUNICIPALITY OF VEGA BAJA, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2010

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 most governmental functions of the Municipality are financed. The acquisition, use,
and balances of the Municipality’s expendable financial resources and the related liabilities
are accounted for through governmental funds. The measurement focus is upon determination
of changes in financial position, rather than upon net income determination.

Licenses and permits, charges for services, fines and forfeits and miscellaneous revenues
(except investment earnings) are recorded as revenues when received. Investment earnings
(interest) are recorded as earned since they are measurable an available.

R



MUNICIPALITY OF VEGA BAJA, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2010

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation)

f. Encumbrances

Governmental funds employ encumbrances accounting. Under the encumbrance system, all
purchase orders; contracts and other commitments for the expenditure of funds are recorded in
order to reserve that portion of the applicable appropriation. Under generally accepted
accounting principles, encumbrances outstanding at year-end are reported as reservations of
fund balances and they constitute neither expenditures, nor liabilities. Encumbrances
constitute the equivalent of expenditures for budgetary purposes only, and accordingly, are
reported with expenditures in all budgetary basis statements.

g. Budgetary Data

The Municipality follows the following procedures, which are in accordance with the
municipal law in establishing the budgetary date reflected in the basic financial statements.

(1) On or prior to May 15, the Mayor submits to the Municipal Assembly a proposed
budget for the fiscal year commencing the following July 1st. The proposed budget includes

estimated expenditures and their financing sources.

(2) The budget document is available for public inspection prior to its approval by the
Municipal Assembly.

(3) Prior to July 1 the annual budget is legally enacted through passage of the annual
appropriation ordinance.

(4) Subsequent to the enactment of the annual appropriation ordinance, the Municipal
Assembly has the authority to make necessary adjustments to the budget.

The budget is prepared following the modified accrual basis of accounting, except for the
encumbrances, as described ahead.

4.



MUNICIPALITY OF VEGA BAJA, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2010
1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation)

g. Budgetary Data (Continuation)

The actual results of operations, presented in the Statement of Revenues, Expenditures and
Changes in Fund Balances-Budget and Actual-General Fund, are reflected in conformity with
the budgetary accounting of the Municipality for a better comparison with the budget
information.

Amendments to the budget, and budgetary transfers related to personal expenditures, require
the approval of the Municipal Assembly. Non-capital encumbrances lapse at the end of the
next fiscal year.

Since the budgetary basis differs from generally accepted accounting principles (GAAP),
actual amounts for the general fund and debt service fund in the accompanying Statement of
Revenues and Expenditures-Budget and Actual are presented on the budgetary basis to
enhance comparability. The principal differences are as follows:

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

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

(3) The Municipality receives certain revenues as contributions from governmental
entities, legislative and private parties, which are not included therein nor are the
related expenditures.

(4) Certain debt issuance to acquire personal property is reflected in the general fund and
is restricted for that purpose.

The Municipality has not legally adopted a budget for the Head Start special revenue and
capital projects funds. Accordingly, it has not presented an annual comparison of budget and
actual for these major funds.

Legal Compliance

Article 7.003, Law No. 81 of August 31, 1991, amended require that Mayor provide to
Municipal Legislature an annual balanced budge indicating: 1) interest, amortization and
retirement public debt, 2) statutory obligations, 3) judicial claims payments, 4) any amount to
cover prior years deficit, 5) contract commitments and operational expenditures. For annual
interest and principal debt amortization, CRIM provides annual estimated resources that will
be obtained of additional special property tax (municipal) collections. The Municipality’s
management shows budgetary financial statements in general funds in compliance with state
law and which are based in annual activity. The legal level of budgetary control is at the
individual department level for general fund (Mayor and Legislature funds) expenditures, and
annual principal and interest due for debt service fund.

e



1.

MUNICIPALITY OF VEGA BAJA, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2010

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation)

h.

Deposits

Substantially all cash balances are commingled in a general checking account and several
special purpose bank accounts, except for cash and investments restricted by law. Each fund
records its equity interest in the pooled cash balance. The available cash balance in the general
checking account beyond immediate needs is invested in interest-bearing deposits. Generally,
cash is deposited in interest-bearing bank accounts. Investment earnings are credited to the
respective fund.

Inventories

The general fund purchases office and printing supplies, gasoline, oil, medicines and other
items. The cost of purchases is recorded as expenditures and the inventory is not recorded in
the basis financial statements since amount is insignificant.

Capital Assets

Fund Financial Statements

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

Government Wide Financial Statements

Purchased capital assets are recorded at cost. Donated capital assets are recorded at their
estimated fair value at the time they are received by the Municipality and are capitalized in
the Statement of net Assets. Major renewals and betterment are capitalized: replacement,
maintenance and repairs, which do not improve or extend the life of the respective assets, are
charged to operations.

Depreciation is provided over the estimated useful life of the respective assets on straight-line
basis.

Vacation and Sick Leave and Other Compensated Absences

Municipal employees are granted 30 days of vacation and 18 days of sick leave annually.
Vacation leave may be accumulated up to a maximum of 60 days and sick leave up to a
maximum of 90 days. In the event of employee resignation, the employee is paid for
accumulated vacation days up to the maximum allowed. Separation from employment prior
to use of all or part of the sick leave terminates all rights for compensation, except for
employees with ten years or more of service who are entitled to sick leave pay to the
maximum allowed. The Municipality is required to pay excess sick leave over 90 days on or
before March 31 of the accumulated excess at December 31, of prior year. Employees’
maximum allowed accumulated vacations, with the employer’s share of payroll taxes, are
accounted for in the Statement of Net Assets.
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MUNICIPALITY OF VEGA BAJA, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2010

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation)
Insurance

The Municipality has insurance coverage for its public facilities and equipment, primarily to
provide protection in case of disaster and other losses. Also, principal officials of the
Municipality are covered under various surety bonds. The Secretary of the Department of the
Treasury of the Commonwealth of Puerto Rico is the designated agency to obtain the
necessary insurance coverage for the Municipality.

. Restricted Assets

Investments and Certificates

Certain proceeds of the Municipality revenue bonds as well as certain resources set aside for
their repayment are classified as restricted assets on the balance sheet because their use is
limited by applicable bond covenants. The “revenue bond” maintenance account is used to
report those rental proceeds that are restricted for use in maintenance of the properties. The
“revenue bond fund account” is used to segregate resources accumulated for debt service
payments over the next twelve months. The “Debt Service Account” is used to report
resources set aside to make up potential future deficiencies in the “revenue bond fund
account™.

Cash with fiscal agent

The cash with fiscal agent pertaining to the debt service represents property tax collections
retained by the Government Development Bank for Puerto Rico and another financial
institution restricted for the payment of Municipality’s debt service (See Note 11) and unused
proceeds from bonds and notes issued principally for the acquisition or construction of
permanent improvements are accounted in the capital project fund.

Reservations of Fund Balance

Undesignated- fund balance available for any purpose.

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

* Encumbrances — Represent future expenditures under purchase orders, contracts and
other commitments. These committed amounts generally will become liabilities in
future periods as the goods or services are received.

*  Debt Service — Represents net assets available to finance future debt service payments.
T
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MUNICIPALITY OF VEGA BAJA, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2010

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation)

n. Reservations of Fund Balance (Continuation)

* Capital Projects — Represent net assets available to finance future capital outlays.

*  Special and Other Funds — Represent mainly resources set aside for use in federal and
state grant programs accounted for in the special revenue funds, and resources
available in the general fund for the payment of certain accounts payable and
commitments approved by GDB.

0. 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 and in the
Statement of Net Assets.

. Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported
amounts of asses and liabilities and disclosure of contingent assets and liabilities at the date
of the financial statements and the reported amounts of revenues and expenses during the
reporting period. Actual results could differ from those estimates.

q. Totals Column (Memorandum Only) Governmental Funds Statement

The total data under this column is presented only to facilitate financial analysis. Data in this
column do not present financial position or results of operations in conformity with generally
accepted accounting principles. Such data is not comparable to a consolidation, since inter-
fund eliminations have not been made.
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MUNICIPALITY OF VEGA BAJA, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2010

2. PROPERY TAXES

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.

The property tax is levied each year on the assessed value of the property at the beginning of
the calendar year. Assessed values of real property are established at the estimated current
value existing in the year 1957 and of personal property at the current value at the date of the
assessment.

Real property taxes are billed by the CRIM and are due in two equal installments in July and
January following the assessment date. Personal property taxes are self-assessed ad are due in
May 135, when the property tax return is required to be filed.

The tax rate per annum is 10.33% for real property and 8.33% for personal property of which
3.58% and 1.58%, respectively, belongs to the Commonwealth of Puerto Rico and 4.84% of
both percents belong to the Municipality. From the portion belonging to the Municipality,
3.25% represents the Municipality’s basic rate, which is appropriated for general purposes
and, therefore, accounted for through the general fund. The remaining portion belonging to
the Municipality of 1.6% represents the “ad-valorem” tax withheld by the CRIM as fiscal
agent, and restricted for debt service, which is accounted for through the debt service fund
(See note 2).

The Municipality has reached the maximum statutory tax rate limit for the basic tax while
there is no limitation for the ad-valorem tax rate.

Complete real property tax exoneration is granted by the Commonwealth of Puerto Rico on
the first $15,000 of the assessed valuation of owner occupied residential units. However, the
Municipality receives the full amount levied, except for residential units assessed at less than
$3.500, on which a complete exemption is granted. Veterans have additional exemption from
taxes of $5,000 of the assessed value of real property. The Department of Treasury instead of
the property taxpayer becomes the source of payment in these cases.

Complete exemption from personal taxes up to an assessment of $50,000 is granted to
retailers with an annual volume of net sales under $150,000.
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MUNICIPALITY OF VEGA BAJA, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2010

2. PROPERY TAXES (Continuation)

The CRIM reports annually to the Municipality the estimated basic property tax and the tax to
be used for the debt service, which will be collected in the fiscal year. The basic tax is
advanced to the Municipality during such fiscal year. It is the practice to amortize these
advances through the subsequent collection by the CRIM of the basic tax from the taxpayers.

The basic property tax advances from the CRIM are recorded in the general fund as other
financing sources. As this tax is collected and reported by the CRIM, it is recorded in the
general fund as revenue. The property tax received from the Department of Treasury, which is
related to the exoneration granted by the Commonwealth of Puerto Rico is reflected as
revenue in the general fund.

Since the collection of property taxes from the taxpayers is under the administration of the
CRIM, the Municipality recognized as an expenditure the operational expenses allocated by
the CRIM to the Municipality, which amounted to $246,348.

The following is a summary of the property tax advances that resulted in an account payable,
for the year ended June 30, 2010. The resulting payable is presented as decrease in the
General Fund in Financial Statement and Government Wide Financial Statements.

Accounts receivable:

Amortization through collections of property taxes by the CRIM

07-01-09 - 06-30-10 $ 9,385,720
Advance received, 07-01-09 - 06-30-10 (9,252,667)
Sub-Total 133,053
**[ess: amount pald in exceeds to the Mummpahty (35,897)
Account receivable - 2010 - 3 - 97,156

**The modified accrual basis of accounting allows the use of 90 days of collection of
Property Taxes after June 30, 2010 to be used to pay liabilities of the current period, as
revenue of the period.
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MUNICIPALITY OF VEGA BAJA, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2010

3. DEPOSITS

The Municipality’s cash and investments at June 30, 2010, were entirely covered by the
Federal Depository Insurance Corporation by collateral provided by the banks and held by the
Department of the Treasury pursuant to applicable laws and regulations. Cash with fiscal
agent is maintained in interest-bearing accounts in the Government Development Bank for
Puerto Rico and is collaterized by the Commonwealth of Puerto Rico.

Puerto Rico laws authorize governmental entities to invest in direct obligations or obligations
guaranteed by the federal government or the Commonwealth of Puerto Rico. The
Municipality is also allowed to invest in bank acceptances, other bank obligations and
certificates of deposit in financial institutions authorized to do business under the federal and
Commonwealth laws. During the year, the Municipality invested its funds in interest-bearing
bank accounts, and short-term certificates of deposit.

4. CONCENTRATION OF CREDIT RISK

The Municipality maintains its cash account in local commercial banks, whose accounts are
warranty by the Federal Deposit Insurance Corporation (FDIC) up to $250,000. Deposits in
excess of $250,000 are collaterized by the bank securities to property safeguard such funds.
Nevertheless, management believes that concentration of credit risk is limited because
balances are deposited with high standing financial institutions.

5. MUNICIPAL LICENSE TAXES

The volume of business tax is levied each year based on the prior year's gross revenues for all
commercial and industrial organizations doing business in the Municipality and which are not
totally or partially exempt from this under the Industrial Incentives Acts of Puerto Rico. All
taxpayers are required to file their declarations by April 15 of each year.

The tax rates are as follow:
1.5% for financial institutions

for all other organizations 0.5%

Taxes are payable in two equal semiannual installments on July 1 and January 1 following the
levy date. If they are paid before their maturity, the taxpayer is granted certain discounts.
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MUNICIPALITY OF VEGA BAJA, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2010

S. MUNICIPAL LICENSE TAXES (Continuation)

The deferred revenue of the general fund correspond to the business tax levied received from
the next fiscal year.

The minimum gross revenue to file the Volume of Business Tax Declaration is $5,000 and the
minimum tax payable is $25. The date to file the Volume of Business Tax Declaration is April
15. The Municipality grants a 5% discount, if the taxes are paid on or before April 15.
Otherwise, 50% of taxes payable must be paid within the firs 15 days of each semester
beginning with the first semester ending December 31.

The Municipality recognized an account receivable for the estimated municipal license taxes to
be collected during the first three months of next year, but corresponding to current year.
Municipal license taxes collected prior to June 30, but pertaining to the next fiscal year is
recorded as deferred revenues.

6. INTERFUND TRANSACTIONS

Due From/To Other Funds (Fund Financial Statement)

Interfund receivables and payables generally reflect temporary loans, billings for services
provided and recovery of expenditures. The balances are as follows:

Funds Due From Due To
General $ 219756 || $ 907,405
Hud Fund 8.242 8,242
Capital proyect Fund 192,164 -
Special revenue fund 907,405 359,504
Head Start Programs - 52,416
"TOTAL $ 1,327,567 || $ 1,327,567

For the most part, the effect of interfund activity has been removed from the Statement of Net
Assets (Government Wide Financial Statement).
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MUNICIPALITY OF VEGA BAJA, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2010

INTERGOVERNMENTAL REVENUES

Sources of intergovernmental revenue consist primarily of governmental payments from the
Commonwealth of Puerto Rico “in lieu of tax” payments from certain “quasi-public”
corporations, such as the Puerto Rico Electric Power Authority.

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

DUE TO GOVERNMENT ENTITIES AND DUE FROM GOVERNMENTAL ENTITIES

As of June 30, 2010 balances due to governmental entities of the general fund consists of the
following:

Governmental Entities Due to

Puerto Rico Water and Sewer Authority $ 371,639
Puerto Rico Retirement System 480,680
Puerto Rico Department of Labor - 564,020
General Administration Services 1,890
Puerto Rico Telephone Co. 157,909
Puerto Rico Land Authority 12,200
Puerto Rico Association System 18,854

= Totals $1,607,192
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MUNICIPALITY OF VEGA BAJA, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2010
9. CAPITAL ASSETS

Include those changes pursuant to the implementation of GASB Statement No. 34, follows.
Land and construction in progress are not subject to depreciation.

Capital assets activity for the year ended June 30, 2010 was as follows:

Retirements
Balance and Transfers Balance

Governmental activities: 6/30/2009 Additions dispositions 6/30/2010
Capital assets, not being depreciated:

Land $ 10455899 | $ -1 S -11$ 10455899

Construction in progress 11,575,615 8,553,493 1,663,396 18,465,712
Total capital assets not being depreciated 22,031,514 8,553,493 1,663,396 28,921,611
Capital assets, being depreciated

Buildings and building improvements 43,543,718 1,663,396 - 45,207,114

Infrastructure 55,027,799 - - 55,027,799

Licensed vehicles 8,336,681 155,407 - 8,492,088

Equipment 4517427 61,701 - 4,579,128
Total capital assets being depreciated 111,425,625 1,880,504 - 113,306,129
Less: accumulated depreciation for:

Buildings and building improvements 12,813,304 - 968,296 13,781,600

Infrastructure 17,392,690 - 4,532,532 21,925222

Vehicles 8,031,079 - 38,069 8,069,148

Equipment 3,848,182 - 79,688 3,927,870
Total accumulated depreciation 42,085,255 - 5,618,585 47,703,840
Total capital assets being depreciated, net 69,340,370 1,880,504 5,618,585 65,602,289
Governmental activities capital assets, net $ 91,371,884 || §$ 10,433,997 || § 7281981 || § 94,523,900

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

Governmental activities:
General government $ 730,416
Public safety 1,292,274
Public works 2,696,921
Culture and recreation 505,673
Health 393,301
Total depreciation expense governmental activities | $ 5,618,585
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Government Wide Financial Statements

Capital assets purchased are carried at historical costs. Contributed assets are recorded at fair
value as of the date donated. Additions, Improvements and other capital outlays that significantly
extend the useful life of an asset are capitalized. Other costs incurred for repairs and maintenance
is expensed as incurred. Depreciation on capital assets is calculated using the straight-line
method over the following estimated useful lives:

Vehicles, Heavy Equipment 5-25 $300
Furniture and Fixture 5-10 $300
Computer and Electronic Equipment 5 $300
Buildings 50 $1
Infrastructure 60 $1
Improvements 20-40 $1

In addition, the Municipality assigned a 10% residual value on most Capital Assets.

Fund Financial Statements

The Municipality charged costs of capitalizable outlays as expenditures categories in the
Governmental Fund Financial Statements.

10. GENERAL LONG-TERM DEBT

The principal long-term obligation of the Municipality is obligation bonds issue to finance
permanent improvements and purchases of equipment. The Municipality’s long-term debt
retirements are appropriated and paid from resources accumulated in the debt service fund.

The following is a summary of bonds transactions of the Municipality of Vega Baja for the year
ended June 30, 2010.

Description Beginning Additions | Reductions Ending
s S PR an e _ _ _Balance
General Obligations Bonds | $38,175,000 | $7,250,000 | $2,443,000 | $42,982,000

-35-



MUNICIPALITY OF VEGA BAJA, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2010
10. GENERAL LONG-TERM DEBT (continuation)

Long-term debt at June 30, 2010 is comprised of the following General and Special Obligation’s

issues:
Descrintion Balance Due within
P 06-30-10 One year
Series of 1994, $1,635,000 payable in annual instalments of $55,000 to
$160,000 until 2014; with interest ranging form 6.5% to 7.706% $ 675,000 | $ 115,000
Series of 1995, $6,665,000 payable in annual installments of $275,000 to
$720,000 until 2012; with insterest ranging from 6.875% to 6.28% 1,980,000 600,000
Series of 1997, $4,340,000 payable in annual installments of $75,000 to
3 i - with i ; 0 0
$375.,000 until 2022; with interest ranging from 6.69% to 6.56% 3305.000 150,000
Series of 1999, $3,115,000 payable in annual installments of $70,000 to
$290,000 until 2019; with interest at ranging from 5.69% to 6.51% 2.085.000 145.000
Series of 2002, $1,410,000 payable in annual installments of $20,000 to
$120,000 until 2026; with interest ranging from 5.0% to 5.6%
1,185,000 40,000
Series of 2002, $310,000 payable in annual installments of $5,000 to
$25,000 until 2026; with interest ranging from 5.0% to 5.6%
265,000 10,000
Series of 2003, $2,900,000 payable in annual instaliments of $50,000 to
$230,000 until 2007; with interest ranging from 2.7% to 5.6%
2,485,000 | § 75,000
Series of 2003, $215,000 payable in annual installments of $5,000 to
$15,000 until 2007; with interest ranging from 5% to 6.5%
180,000 5,000
Series of 2004,$1,760,000 payable in annual installments of $30,000 to
$130,000 until 2028; with interest at ranging from 2.36% to 6%
1,535,000 45,000
Series of 1987, $3,175,000 payable in annual installments of $170,000 until
2007; with interest at 9%
170,000
Sub Total 13,865,000 1,185,000
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JUNE 30, 2010

10. GENERAL LONG-TERM DEBT (continuation)

General and Special Obligations (Continuation)

et Balance D ue within
g 06-30-10 One year
Series of 2003, $545,000 payable in annual intallments of $10,000 to
$45,000 until 2027; with interest ranging from 5.0% to 6.5%
$ 465,000 | $ 15,000
*Qperational Bonds (Serie of 2005) $720,000, payable in annual
installments of $85,000 to $125,000 until 2012; with interest ranging from
5.0% to 7.5% 335,000 110,000
Serie of 2006, $815,000 payable in annual installments of $10,000 to
$65,000 until 2030; with interest ranging from 4.23% to 5.31%
765,000 20,000
Serie of 2006, $3.530,000 payable in annual installments of $65,000 to
$26,000 until 2030, with interest ranging from 5.9% to 7.25%
3,245,000 | $ 80,000
Serie 0 2005, $1,375,000 payable in annual installments of $65,000 to
$125,000 until 2019; with interest ranging from 6% to 5%
1,025,000 80,000
Series of 1994 *Bonds with Section 108 $6,455, 000 payable in annual
installments of $300,000 to 455,000 until 2013; with interest ranging from
0, 0
2204 167.66% 2,430,000 350,000
Series of 1998 *Bonds with Section 108 $2,370,000 payable in annual
installments of $125,000 to 185,000 until 2019; with interest ranging from
7.066% to 7.95% 1,370,000 125,000
Sub Total 9,635,000 780,000
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10. GENERAL LONG-TERM DEBT (continuation)

General and Special Obligations Continuation)

D - Balance Due within
escription 06-30-09 One year
Series 0f2001 *Bonds with Secction 108 $3,200,000 payable in
annual installments of $35,000 to $175,000 until 2023; with interest
ranging from 2.41% to 5.69%. $  2.325.000 |8 175.000
Series 0f2003, $545,000 payable in annual installments
0of$10,000 to $45,000 until 2027; with interest
ranging from 5.0% to 6.5% 280.000 5.000
Series 02003, $545,000 payable in annual intallments
0f$10,000 to $45,000 until 2027; with interest
ranging from 5.0% to 6.5% 4.320.000 80.000
Series 0f 2008, $360,000 payable in annual intallments of $25,000 to
$50,000 until 2018, with interest ranging from2.43% to 7.5%.
335,000 30,000
Series 0f2009, $131,000 payable in anuual installments of $15,000 to
$25,000 until 2015, with interest ranging from 2.43% to 7.5%.
116,000 15,000
Series 02009, $150,000 payable in annual intallements of $15,000 to
$25,000 until 2015, with interest ranging from 2.43% to 7.5%.
135,000 20,000
Series 02009, $1,530,00 payable in annual intaliments of $20,000 to
$130,000 until 2033, with interest ranging from 2.43% to 7.5%.
1,510,000 25,000
Series 0f2009, $1,460,00 payable in annual intallments 0of $35,000 to
$135,000 until 2028, with interest ranging from 4.75% to 7.5%.
1,425,000 35,000
Series 02009, $1,390,000 payable in annual intallments of $20,000 to
$120,000 until 2033, with interest ranging from 4.75% to 7.5%.
1,370,000 20,000
Series 0f2009, $454,000 payable in annual intallments of $38,000 to
$65,000 until 2017, with interest ranging from 2.43% to 7.5%.
416,000 41,000
Sub-Total 12,232,000 446,000
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10. GENERAL LONG-TERM DEBT (Continuation)

D ot Balance Due within
escription 06-30-10 One year
Series of 2010, $170,000 payable in annual installments of $20,000 to
$30,000 until 2016; with interest ranging from 5.0% to 7.5%
$ 170,000 | $ 20,000
Series of 2010, $505,000 payable in annual installments of $20,000 to
$55.000 until 2024; with interest ranging from 4.75% to 7.5%
505,000 20,000
Series of 2010, $355,000 payable in annual installments of $40,000 to
$60,000 until 2016; with intererst ranging from 5% to 7.5%
355,000 40,000
Series of 2010, $4,110,000 payable in annual installments of $60,000 to
$350,000 until 2034; with interest ranging from 5% to 7.5%
4,110,000 60,000
Series of 2010, $2,110,000 payable in annual installments of $80,000 to
$225,000 until 2024; with interest ranging from 6% to 7.5%
2,110,000 80,000
Sub-Total 7,250,000 220,000
ora | 42,982,000 | 2,631,000

The annual debt service requirements for the bonded debt outstanding as June 30, 2010,
are as follows:

Year Ending June 30 Principal Interest Total

2011 2,631,000 || $ 2,015,787 4,646,787

2012 2,773,000 2,512,317 5,285,317

2013 2,936,000 2,331,200 5,267,200

2014 2,210,000 2,165,660 4,375,660

2015 2,378,000 2,015,433 4,393,433
Subsequent years 30,054,000 15,896,442 45,950,442
~ TOTAL  [[S 42,982,000 ||S 26,936,839 ||$ 69,918,839
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10. GENERAL LONG-TERM DEBT (Continuation)

The Municipality is required to limit the amount of general obligation debt to 10% of the
total assessment of property located within the Municipality, for bonds to be repaid with the
proceeds of property tax restricted for debt services. Other obligations include compensated
absences; LIMS refinance debt, claims and judgments.

11. DEBT SERVICE FUND

The revenues of the debt service fund arise from the additional property tax and are
recognized when collected and informed by the CRIM (See Note 2). The CRIM retains these
collections for the payment of principal and interest of bonds and notes issued by the
Municipality. Interest income is for the payment of interest or special obligations notes and
property taxes are for the debt service requirements of the genera obligations bonds and notes.

The Government Development Bank pays principal and interest on these obligations for
Puerto Rico from funds obtained from the Following:

Property taxes $ 3.990,828
General funds 121,450
Municipal sales tax 513,438
ToTAL- > e 516

Expenditures for year 2009-2010 were as follows:

Principal $ 2,433,000
Interest 1,671,124
TOTFAL — = . E=RTiaer

-40-



MUNICIPALITY OF VEGA BAJA, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2010

12. RETIREMENT PLAN

Plan Description

Regular employees of the Municipality contribute to a cost sharing multiple-employer defined
benefit retirement plan, administered by the Employee’ Retirement System of the Government of
Puerto Rico and its instrumentalities (ERS). ERS covers all regular full time public employees
working for the central government, public corporations and the municipalities of Puerto Rico.
The system provides retirements pensions, death and disability benefits. Retirement benefits
depend upon age at retirement and number of years of credited service. Disability retirement
benefits are available to members for occupational and non-occupational disabilities. Benefits
vest after ten years of plan participation. The system was created under Act 447, approved on
May 15, 1951, “Retirement Pensions, Disability and Death Benefits”, as amended, and became
effective on January 1, 1952. ERS issues a publicly financial report that includes financial
statements and required supplementary information of the Plan, which may be obtained from the
ERS at G.P.O. Box 42005, San Juan Puerto Rico. 00940.

The annual retirement benefits for those regular full-time employees hired on or before March 31,
1990 or those attaining permanent status before that date (Old Plan) and for those hired or
attaining permanent status on or after April 1, 1990 (New Plan) are as follows:

OLD PLAN (LAW 447)
Eligibility Pension Benefits
Age 55 and 30 years 75% of average highest compensation
Of service during any years of credited service
Under 55 and 30 years 65% of average highest compensation
Of service during any 3 years of credit service

Participants in the System who retire prior to 30 years of credited service are entitled to an annual
retirement benefit equal to 1.5% of the highest compensation in any 3 years of credited service for
each year of service up to 20 years, and 2% for each year in excess of 20 years.

No benefit is payable if the participant receives a refund of his accumulated contributions.
Additional information of ERS is provided in its financial statements for the year ended

June 30, 2010 a copy of which can be obtained from the ERS, Minillas Station, PO Box
42003, San Juan, PR 00940.
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12. RETIREMENT PLAN (Continuation)

NEW PLAN (REFORMA 2000)
Eligibility Pension Benefits
Age 65 with 10 years 1.5% of average compensation during
of service the final 5 years of credited services

multiples by the numbers of years
credited service

For both plans, the employees are vested when attaining ten years of plan participation. Disability
and death benefits are available with certain limitations and all annuities in pay status will be
increased every three years by 3% subject to the approval by the Legislature of Puerto Rico.

Reforma 2000 is a hybrid defined contribution plan, also known as a cash balance plan. Under
this new plan, there will be a pool of pension assets, which will be invested by ERS, together with
those of the current defined benefit plan. Benefits at retirement age will not be guaranteed by the
Commonwealth of Puerto Rico. The annuity will be based on a formula which assumes that each
year the employee’s contribution (with a minimum of 8.275% of the employee’s salary upon to a
maximum of 10%) will be invested in an account which will either: (1) earn a fixed rate based on
the two-year Constant Maturity Treasury Note or, (2) earn rate equal to 75% of the return of the
ERS’s investment portfolio (net of management fees), or (3) earn a combination of both
alternatives. Participants will receive periodic account statements similar to those of defined
contribution plans showing their accrued balances. Disability pensions will not be granted under
Reforma 2000. The employer’s contribution (9.275% of the employee’s salary) will be used to
fund the current plan.

Funding Policy

The Act 447, as amended, is the authority under which obligations to contribute to the Plan by the
Plan members, employer and other contributing entities are established or may be amended. The
required contributions made by the Municipality were based on percentages established by the
Administrator of the System. Such percentages were not based on actuarial studies as required by
generally accepted accounting principles. An actuarial computation of the annual contribution
applicable to the Municipality has not been prepared. Accordingly, the amounts by which the
actual contributions differ from the required actuarial contributions are not known.
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12. RETIREMENT PLAN (Continuation)

Contribution Requirements

The Municipality’s total payroll for the fiscal year 2010 amounted to approximately $18,118,371
Common wealth legislation requires employees to contribute 5.775% of gross salaries up to
$6,600 plus 8.275% of the gross salary in excess of $6,600. Municipality is required to contribute
9.275% of gross salary annually during year 2010. Municipality is required and actual
contribution under Act 447 and Reforma 2000 were $350,241 and $238,310 respectively.

Actuarial Valuation

As of June 30, 2009, the ERS has an unfunded accrual liability of approximately $17.1 billion,
representing a 9.7% funding ratio. This information is not available by each participating
government agency or municipalities.

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

a) Interest rate 7.5% a year
b) Salary increases 3.0% year
c) Pre-retirement Mortality For General Employees and Mayors, RP-2000

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

Post-retirement Health Mortality Gender-specific mortality rates were developed
based on a study of plan’s experience from 2003 to
2007. Sample rates shown below are as of 2005 and
are thereafter projected on a generational basis using
Scale AA.

Post-retirement Disabled Mortality RP 2000 Disabled Annuitant Mortality Rates,
without projection.
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12. RETIREMENT PLAN (Continuation)

Actuarial Valuation (Continued)
d) Termination

¢) Disability

JUNE 30, 2010

Withdrawal rates vary by employee category.

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

Adjustment to 1987 CGDT

Act Members Covered under Other
Act 127 Members

447 | 100% 75%

1 100% 75%

2000 | 100% if more than 10 years 75%
from retirement eligibility.

300% if at or past retirement
eligibility.

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

100% of disabilities occurring while in active service
are assumed to be occupational for members covered
under Act 127. For other members, 90% of
disabilities occurring while in active service are
assumed to be occupational and 10% are assumed to
be non-occupational.

-44-



MUNICIPALITY OF VEGA BAJA, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2010

12. RETIREMENT PLAN (Continuation)
Actuarial Valuation (Continued)

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

f) Retirement

Act 447 General Employees (Includes General Hazardous Employees)
Service Condition
Age 10 years 25 years 30 years

45 to 49 10.0%
50 to 53 15.0

54 20.0
550 57 10.0% 20.0

58 5.0% 10.0 20.0
59 to 64 10.0 15.0 20.0
65 to 69 15.0 15.0 20.0

70 100.0 100.0 100.0

System 2000 General Employees
Age Non-hazardous Hazardous
60 to 66 15.0% 12.0%
67 100.0 100.0
Act 447 Police & Fire
Service Condition
Age 10 years 25 years 30 years

45 to 48 10.0%

49 15.0

50 7.0% 15.0
51 to 56 15.0 20.0

a7 20.0 30.0

58 2.5% 20.0 100.0
59 to 64 10.0 25.0
65 to 69 10.0 30.0

70 100.0 100.0
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12. RETIREMENT PLAN (Continuation)

Actuarial Valuation (Continued)

System 2000 Police & Fire
Service Condition
Age 10 years 25 years 30 years
4510 48 9.0%
49 13.5
50 6.3% 13.5
51 to 56 13.3 18.0
57 18.0 27.0
58 2.25% 18.0 27.0
59 to 64 9.0 22.5 27.0
65 to 69 9.0 27.0 31.5
70 100.0 100.0 100.0

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

h) Number of employees electing high

contributions

i) Cost-of-living adjustments

Accordingly, the pension expense for fiscal year 2010 was approximately $588,551 that
represented 100% of the contributions required by funding policies of the Plan.

LONG TERM LIABILITIES

Compensated Absences

The liability for compensated absences was recorded in the Government-wide financial
statements. The balance consists of unpaid, accumulated annual and sick leave balances. The
liability has been calculated using the vesting method, in which sick leave amounts for both
employees who currently are eligible to receive termination payments and other employees who
are expected to become eligible in the future to receive such payments upon termination are

included.

retirement, with females assumed to be four years
younger than males.
15% of retiring employees assumed to pay
retroactive contributions at retirement.

3% every third year

The changes in Compensated absences for the year ended June 30, 2010 are as follows:

Governmental activity June 30, 2009 | Net Increase | June 30,2010 Buersitin
One year
Compensated Absences $2,123,626 $201,820 $2,325,446 $412,315

-46-




14.

15.

MUNICIPALITY OF VEGA BAJA, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2010

LEASES

Operating Leases

The Municipality has several short-term operating lease agreements covering some of the
Municipality’s premises and equipment. Most of the agreements are renewed annually. Total
rental expenditures for the year ended June 30, 2010, were approximately $99,967 included in
all funds.

CLAIMS AND CONTINGENCIES

Contingencies per Act No. 72 of September 7, 1993, Act of the Health Insurance of PR
Administration”, (HIA) should negotiate with the municipalities a contribution from the
operational budget for the medical services covered by the Health Care Reform The
Municipality paid $1,236,487 during the year to Health Insurance of PR Administration.

On July 1, 1997, there was an amendment to Act No. 72 in which it was established that the
balance due to HIA from October 1994 to June 30, 1997 would be earned on the additional
lottery games.

Federal Programs

The Municipality participates in a number of federal financial assistance programs. Although the
Municipality’s grant programs have been audited in accordance with the provisions of the Single
Audit Act of 1984, as amended, these programs are still subject to financial and compliance
audits and resolution of previously identified questioned costs. These grants are also subject to
audit on behalf of the grantors to assure compliance with grant provisions. If expenditures are
disallowed due to noncompliance with grant program requirements, the Municipality may be
required to reimburse the grantor agency. Accordingly, the Administrations compliance with
applicable grant requirements will be established at some future date. The Office of the
Governor’s Authorized Representative of FEMA (GAR) demanding to return the sum of
$434,707 for the deobligated of ineligible projects of the Presidential Declaration DR PR 1247.
The Municipality, during the year, paid $156,406 leaving a balance of $278,301, the
Municipality agreed to pay the difference before July 2011.

Comptroller’s Office Audits

The Municipality of Vega Baja, Puerto Rico, has been audited by the Comptroller’s Office of the
Commonwealth of Puerto Rico. The Comptroller’s Office has issued a final report related to the
financial operations of the Municipality before the period of the single audit. These audit report
do not cover any findings subsequently disclosed to Municipality operations by the
Comptroller’s Office.
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15. CLAIMS AND CONTINGENCIES (continuation)

16.

Contingencies and claims and judgments against the Municipality

The Municipality is a defendant in a number of lawsuits arising principally from claims against
the Municipality for alleged improper actions. It is management’s opinion, based on the advice
of the legal counsel, that the probable claims against the Municipality not covered by insurance
are by the amount of $285,000 at June 30, 2010.

CLOSURE AND POST-CLOSURE CARE COST AND LANDFILL OBLIGATION AND
SUBSEQUENT EVENT

State and federal laws and regulations require the Municipality to place a final cover on the
Municipality’s landfill site when it stops accepting waste and to perform certain maintenance and
monitoring functions at the site for 30 years after closure. In accordance with Statement No. 18
of the GASB (GASB 18), “Accounting for Municipal Solid Waste Landfill Closure and Post-
closure Care Costs”, the Municipality has to perform a study of the activities that need to be
implemented at the Municipality’s landfill to guarantee the maximum yield of available space and
to comply with applicable state and federal regulations.

The Municipality owns a landfill of approximately 50 acres of which 23.87 acres are currently in
use, which is used by several municipalities including Vega Baja and is administered by AR
Waste Disposal Enterprise, Inc. (the landfill administrator), an independent private entity, under
an agreement with the Municipality, for a period of twenty (20) years from August 22, 2005 to
August 22, 2025. According to the landfill’s management and administration contract, the
municipality will transfer the 40 acres mentioned above, plus another 30 acres of land that will be
acquired from the “Autoridad de Tierras de Puerto Rico”, for the term of the contract to the
landfill administrator. This transfer will be made free of cost to the administrator as sublease. In
the other hand the administrator will be responsible for the operation and management of the
landfill and the rehabilitation work in relation to the horizontal expansion of the landfill. The
Municipality will pay a fixed amount of $250,000 per annum for the first 200 daily tons of solid
waste. In addition, the Municipality will pay $30.00 for each ton of solid waste in excess of the
200 daily tons received by the administrator.

The Municipality of Vega Baja formalized an agreement with Atlantic Waste Disposal Company
for the gathering, transportation and disposal of municipal waste for a period of ten (10) years
from August 5, 2005 to March 31, 2015 on established routes per contract. The change for service
amount is $6.50 by residential unit and payable monthly to AW (considering presently 10, 995
residential units in the 1* year).

The Municipality received the order RCRA 7003 Order on Consent, Docket No. RCRA-02-
2007-7306 from the United States Environmental Protection Agency Region 2, New York to
permanently cease receiving all waste for disposal at the Municipality solid Waste Facility
no later than December 31, 2009 and shall secure the Facility against unauthorized disposal.
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16. CLOSURE AND POST-CLOSURE CARE COST AND LANDFILL OBLIGATION AND
SUBSEQUENT EVENT (continuation)

The estimated Closure and Post-closure cost for the twenty—five acres of the Landfill is as
follows:

Closure Cost Post Closure and Maintenance Cost

Final Cover $ 2707384 Revegetation $ 91,000
Revegetation 285999  Erosion Control 91,000
Landfill Gas Monitoring and Control 1,945,000  Monitoring 53,700
Groundwater Monitoring/Remediation 78200 Remediation/Control 50,000
Leachate Control 210,000  Drainage 60,600
Drainage 1495492  Security 5,500
Security 28,500  Inspection/Reporting 60,000
Structure Removal/Abandonment 15000  Other 30,000
Documents/Reports 680,000

Subtotal 7445575  Subtotal 441,800
10% Contingency 744558  Total Postclosure Maintance Cost (30 years)  $13,254,000
Total Closure Cost $8,190,133

- TOTALCOST

Estimates are based on current costs in 2010. These costs may be adjusted in the future for

inflation.

17. MUNICIPAL SALES TAX

Pursuant to the provisions of the Law number 80 of July 29, 2007 and effective August 1, 2007,

the citizenship contribution was uniformly established in 1.5% of which 1% will be collected by
the Municipalities and the remaining .5% will be collected by the Treasury Department of the

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

the following activities; solid waste disposal costs, recycle, public works and improvements,
health services and security services.

The Municipalities of Puerto Rico are responsible to collect 1% of the corresponding tax with the
same exemptions and limitations that the portion collected by Treasury Department. The Act
provides and optional surtax on the un-processed food. This surtax must be approved by the
Municipal Legislature. The Treasury Department is responsible to create the Municipal
Development Fund (.02%), the Municipal Redemption Fund (.02%) and the Municipal
Improvements Fund (.01%0 with the remaining 0.5%. The Municipality collected $2,132,030
during the year ended June 30, 2010.
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18. RESTATEMENT OF 2009 FINANCIAL STATEMENTS

During the fiscal year ended June 30, 2010 the Municipality notes that certain liabilities had
been overstated or understated as well as other differences related with adjustments to capital
assets and reclassification of certain fund balances. As a result the net assets at June 30, 2009, as
previously reported, had been decreased by $22,717,878 and the fund balance of various funds at
June 30, 2009, as previously reported, had been increased by $1,298,237 and the debt service
fund decreased by $1.6 million, the other funds an increase of $907,405, HUD programs by
195,291, Head Start Program $3,743, Capital Project fund $192,164.

Head Capital
Net General Hud Start Debt Proyect Other
Assets Fund Program || Programs Service Funds Funds
Beginning balance at
June 30, 2009 $ 55.089.863 || $ (7.390,293)|| $784.338 || $ 189,830 || $§ 892,425 || $ 2,080,474 || $ 1,507,738
Accounts payable from
prior year cancelled - 298.237 195,291 3,743 192,164 || $ 907,405
Accounts payable from
prior year - (1,600,160)
Net Accrual Expense for
Landfill closure and
post closure cost (22,717,878) - - -
Beginning balance, as
restated June 30,2009 | § 32,371,985 || $ (7,092,056)|| $979,629 || s 193,573 ||'s (707,735)|| s 2272638 || s 2,415,143
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JUAN A. FELICIANO CHARNECO
Certified Public Accountant

Urbanizacion Matienzo
151 Calle Miguel Salas Tel: (787) 879-4433
Arecibo, PR 00612 Fax: (787) 880-1402

REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND
COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL
STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT
AUDITING STANDARS

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

I have audited the financial statements of the governmental activities of Municipality of Vega Baja,
Puerto Rico as of and for the year ended June 30, 2010 and have issued my report thereon dated
December 13, 2010 which was unqualified. 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.

Internal Control Over Financial Reporting

In planning and performing my audit, I considered Municipality of Vega Baja, internal control over
financial reporting as a basis for designing my auditing procedures for the purpose of expressing my
opinions on the financial statements, but not for the purpose of expressing an opinion on the
effectiveness of the Municipality of Vega Baja internal control over financial reporting.
Accordingly, I do not express an opinion on the effectiveness of the Municipality of Vega Baja,
Puerto Rico’s internal control over financial reporting.

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination of
control deficiencies, that adversely effects the Municipality of Vega Baja Puerto Rico’s ability to
initiate, authorize, record, process or report financial data reliably in accordance with generally
accepted accounting principles such that there is more than a remote likelihood that a misstatement
the of the Municipality of Vega Baja, Puerto Rico’s financial statements that is more than
inconsequential will not be prevented or detected by the Municipality of Vega Baja, Puerto Rico’s
internal control. I consider the deficiencies described in the accompanying schedule of findings and
questioned costs to be significant deficiencies in integral control over financial reporting as item
2010-03.
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A material weakness is a significant deficiency, or combination of significant deficiencies, that
results in more than a remote likelihood that a material misstatement of the financial statements will
not be prevented or detected by the Municipality of Vega Baja, Puerto Rico’s internal control.

My consideration of the internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and would not necessarily identify all deficiencies in
the internal control that might be significant deficiencies and, accordingly, would not necessarily
disclose all significant deficiencies that are also considered to be material weaknesses. However, I
believe that none of the significant deficiencies described above is a material weakness.

Compliance and Other Matters
As part of obtaining reasonable assurance about whether Municipality of Vega Baja, Puerto Rico’s

financial statements are free of material misstatement, I performed test of its compliance with certain
provisions of laws, regulations, contracts, and grant agreements, 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 our tests disclosed instances of no
compliance or other matters that are required to be reported under Government Auditing Standards
and which are described in the accompanying schedule of findings and questioned costs as item
2010-03.

I noted certain matters that I reported to management of Municipality of Vega Baja Puerto Rico in a
separate letter dated December 13, 2010.

Municipality of Vega Baja, Puerto Rico’s response to the finding identified in my audit is described
in the accompanying schedule of findings and questioned costs. I did not audit Municipality of Vega
Baja, Puerto Rico’s response and, accordingly, I express no opinion on it.

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

Arecibo, Puerto Rico
December 13, 2010 ; : :
The stamp number 2541926 CPA JUAN A. FELICIANO CHARNECO

was affixed to the  soyl9En cense No/ 1263
original of this report  [Frp—— xpires Décember 1, 2013
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JUAN A. FELICIANO CHARNECO
Certified Public Accountant

Urbanizacion Matienzo
151 Calle Miguel Salas Tel: (787) 879-4433
Arecibo, PR 00612 Fax: (787) 880-1402

REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO
EACH MAJOR PROGRAM AND INTERNAL CONTROL OVER COMPLIANCE
IN ACCORDANCE WITH OMB-CIRCULAR A-133

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

Compliance
I have audited the compliance of the Municipality of Vega Baja, with the types of compliance

requirements described in the U.S. Office of 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, 2010. The Municipality of Vega Baja major federal programs are identified in the summary
of auditor's results section of the accompanying schedule of findings and questioned costs.
Compliance with the requirements of laws, regulations, contracts and grants applicable to each of its
major federal programs is the responsibility of Municipality of Vega Baja Management. My
responsibility is to express an opinion on of Municipality of Vega Baja compliance based on my
audit.

I conducted my audit of compliance in accordance with auditing standards generally accepted in the
United States of America; the standards applicable to financial audits contained in Government
Auditing Standards issued by the Comptroller General of the United States; and OMB Circular A-
133, "Audits of States, Local Governments 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 non-compliance 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 Municipality of Vega Baja’s 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 of
Municipality of Vega Baja’s compliance with those requirements.

As described in the findings 2010-02, the accompanying schedule of findings and questioned costs,
Municipality of Vega Baja did not comply with the requirements regarding reporting and cash
management applicable to its Special Program for the Aging. Compliance with such requirements is
necessary, in my opinion, for the Municipality of Vega Baja, to comply with the requirements
applicable to that program.
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In my opinion, Municipality of Vega Baja, Puerto Rico, complied in all material respects, with the
requirements referred to above that are applicable to each of its major federal programs for the year
ended June 30, 2010. The results of my auditing procedures also disclosed other instances of non
compliance with those requirements, which are required to be reported in accordance with OMB
Circular A-133 and which are described in the accompanying schedule of findings and questioned
costs as item 2010-02.

Internal Control Over Compliance

The management of Municipality of Vega Baja is responsible for establishing and maintaining
effective internal control over compliance with requirements of laws, regulations, contracts and
grants applicable to federal programs. In planning and performing my audit, I considered
Municipality of Vega Baja internal control over compliance with the 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, but not for the purpose of expressing an
opinion on the effectiveness of internal control over compliance. Accordingly, I do not express an
opinion on the effectiveness of Municipality of Vega Baja, Puerto Rico’s internal control over
compliance.

My consideration of internal control over compliance was for the limited purpose described in the
preceding paragraph and would not necessarily identify all deficiencies in the entity’s internal
control that might be significant deficiencies or material weaknesses as defined below. However, as
discussed below, I identified certain deficiencies in internal control over compliance that I consider
to be significant deficiencies and others that I consider to be material weakness.

A control deficiency in an entity’s internal control over compliance exists when the design or
operation of a control does not allow management or employees, in the normal course of performing
their assigned functions, to prevent or detect noncompliance with a type of compliance requirement
of a federal program on a timely basis. A significant deficiency is a control deficiency, or
combination of control deficiencies, that adversely affects the entity’s ability to administer a federal
program such that there is more than a remote likelihood that noncompliance with a type of
compliance requirement of a federal program that is more than inconsequential will not be prevented
or detected by the entity’s internal control. I consider the deficiency in internal control over
compliance described in the accompanying schedule of findings and questioned costs as item 2010-
02 to be significant deficiencies.

A material weakness is a significant deficiency, or combination of significant deficiencies, that
results in more than a remote likelihood that material noncompliance with a type of compliance
requirement of a federal program will not be prevented or detected by the entity’s internal control.
Of the significant deficiency in internal control over compliance described in the accompanying
schedule of findings and questions costs, I consider item 2010-02 to be material weakness.
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Municipality of Vega Baja, Puerto Rico’s response to the findings identified in my audit are
described in the accompanying schedule of findings and questioned costs. I did not audit
Municipality of Vega Baja, Puerto Rico’s response and, accordingly, I express no opinion on it.

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

Arecibo, Puerto Rico

December 13, 2010 / %
The stamp number 2541927 A JUAN A/FELICIANO CHARNECO
was affixed to the B é c HJFIE? icense No./1263

original of this report Expires Detember 1, 2013
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MUNICIPALITY OF VEGA BAJA, PUERTO RICO
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2010

Federal CFDA Pass-through Federal
Federal Grantor / Pass-through Grantor Program Title Number Grantors Number | Expenditures
U.S. Department of Housing and Urban Development
Direct Program:
Community Planning and Development
Community Development Block Grant (Entitlement Grants)
CDBG - 2009 14.218 B-09-MC-72-0014 § 1,534,300
CDBG - 2008 14.218 B-08-MC-72-0014 158,227
CDBG - 2007 14.218 B-07-MC-72-0014 31,194
CDBG - 2006 14.218 B-06-MC-72-0014 16,970
CDBG - 2005 14.218 B-05-MC-72-0014 439
CDBG - 2004 14.218 B-04-MC-72-0014 20,000
CDBG - 2002 14.218 B-02-MC-72-0014 21,287
1,782,417
Direct Program:
ARRA - Community Development Block Grant Program
ARRA Entitlement Grant 14.253 N/A 345,125
345,125
Direct Program:
Community Development Block Grant - Section 108
loan guarantee 14.248 B-94-98 MC-72-0014 77,032
77,032
Direct Program:
ARRA - Homeless Prevention & Rapid Re-housing Program 14.257 N/A 44,954
44,954
Direct Program:
Public and Indian Housing
Section 8 Housing Choice Voucher 14.871 RQ-032-V-0004/5 1,718,036
Housing Opportunities for Persons with AIDS 14.241 N/A 40,418
1,758,454
Passed-through Commonwealth of Puerto Rico Governors Office
Federal Emergency Management
Emergency Shelter Grant 14.231 §-03-MC-72-0015 17,065
Emergency Shelter Grant 14.231 $-02-MC-72-0015 5,000
22,065
Total U.S. Of Housing and Urban Development 4,030,047
U.S. Department of Health and Human Services:
Passed-through Commonwealth of Puerto Rico Governors Office
for the Care and Integral Development of Children:
Department of Families of Puerto Rico
Head Start 93.600 02-CH-0483 6,477,493
Maternal and Child Health Service Block Grant to the
States (Escuela Maternal) 93.994 N/A 61,830
Maternal and Child Health Service Block Grant to the
States (Cuidado del Nifio) 93.994 N/A 307,742
ARRA - Head Start 93.708 N/A 239,170
ARRA - Child Care Development Block Grant 93.713 N/A 8,656
7,094,891
Administration on Aging
Passed-through Commonwealth of Puerto Rico Governors Office
for the elderly
Special Program for the Aging Title III Part C Nutrition
Nutrition Services 93.045 Title 111 380,312
Total U.S. Department of Health and Human Services T 7475203
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MUNICIPALITY OF VEGA BAJA, PUERTO RICO
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2010

Federal CFDA Pass-through Federal
Federal Grantor / Pass-through Grantor Program Title Number Grantors Number | Expenditures
U.S. Department of Agriculture:
Passed-through Commonwealth of Puerto Rico Governors Office
Department of Education of P.R.
Child and adult care food program 10.558 N/A 730,347
Direct Program: - Rural Business
Rural Development Grant 10.769 N/A 9
Total U.S. Department of Agriculture: 730,356
U.S Department of Transportation Federal Transit Administration
Direct Program:
Federal Transit - Capital Investment Act 20.500 PR-90-X208 2,605
Federal Transit - Capital Investment Act 20.500 PR-90-X219 1,516
Federal Transit - Capital Investment Act 20.500 PR-90X141 131,649
Federal Transit - Capital Investment Act 20.500 PR-90X185 1,060
Federal Transit - Capital Investment Act 20.500 PR-90X197 12,713
Total U.S Department of Transportation 149,543
U.S. Department of Homeland Security
Passed-through Commonwealth of Puerto Rico Governors Office
of Authorized Representative to FEMA (GAR)
Homeland Security Grant Program 97.067 N/A 62,512
Total U.S. Department Homeland Security 62,512

TOTAL FEDERAL ASSISTANCE

See notes to the schedule of expenditures of federal awards.
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MUNICIPALITY OF VEGA BAJA, PUERTO RICO
NOTES TO SCHEDULE OF FEDERAL FINANCIAL AWARDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2010

GENERAL

The accompanying Schedule of Federal Financial Awards presents the expenditures of all
Federal financial awards programs of the Municipality of Vega Baja, Puerto Rico. The
Municipality of Vega Baja reporting entity is defined in Note 1-A to the basic financial
statements. Federal financial awards received directly from Federal agencies as well as
Federal financial awards passed through other government agencies are included in the
schedule.

MAJOR FEDERAL AWARDS

The Community Development Block grants, Housing Assistance Payments Programs, Health
and Human Services Programs, Child and Adult Care Food Program, U.S. Department of
Agriculture and American Recovery and Reinvestment Act Programs represent the major
federal financial awards of the Municipality. Major federal awards represent 97% of total
expenditures.

FEDERAL CFDA NUMBER

The CFDA numbers included in this schedule were determined based on the program name
review of grant contract information and the office of management and budget catalog of
Federal Domestic Assistance.

RELATIONSHIP TO BASIC FINANCIAL STATEMENTS

Federal financial assistance expenditures are reported in the Municipality of Vega Baja,
Puerto Rico combined Statement of Revenues, Expenditures and Change in Fund Balances all
Governmental and Types as follow:

Hud Head Start Other
Description Programs Programs Programs Total
Federal
Programs
Expenditures $ 4,030,047 | $ 7,475,203 | § 942,411 | $ 12,447,661
State &
M unicipal
Expenditures - - 4,429,393 | $ 4,429,393
~ TOTAL |S 4,030,047 | S 7,475,203 | § 5,371,804 | $ 16,877,054
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MUNICIPALITY OF VEGA BAJA, PUERTO RICO
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2010

SECTION I - SUMMARY OF AUDITOR’S RESULTS

Part I — Financial Statements

1. Type of auditor’s report issued
2. Internal control over financial

reporting:

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

to be Material weaknesses?

3. Noncompliance material to financial
statements noted?

Part Il — Federal Awards
1. Internal control over major programs:

Material weakness (es) identified?

Significant deficiency(s) identified not
considered

bearing Material weaknesses?

2. Type of auditor’s report issued on
compliance for major programs.

3. Any audit findings disclosed that are
required to be reported in accordance
with Section 510 (a) of Circular A-133?

Identification of major programs:
CFDA Number (s)
93.600
93.994

14.218
14.871
10.558
14.253

14.257
93.708
93.713
93.045

Dollar threshold wused to distinguish
between type A and type B programs:
Auditee qualified as low-risk auditee?

Unqualified
__ Yes X No
_X Yes No
__ Yes X__ No
. Yes _X No
X Yes ___No
Unqualified
X Yes No

Yederal Program or Cluster

Head Start

Maternal and Child Health Service Block Grant to the States
(Cuido del Nifio)

Community Development Block Grant

Section 8 Housing Choice Voucher

Child and Adult Care Food Program

ARRA — Community Development Block Grant Program
ARRA Entitlement Grant

ARRA — Homeless Prevention & Rapid Re-housing Program
ARRA - Head Start

ARRA - Child Care Development Block Grant

Special Program for the Aging Title III Part C Nutrition Services

$373,430
X Yes  No
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MUNICIPALITY OF VEGA BAJA, PUERTO RICO
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2010

Program: Accounting and Finance Department
General Fund — Deficit

Year ended June 30, 2010
Questioned
Ref. No. Finding / Noncompliance Cost
2010-01 Statement of Condition and Criteria -0-

It was noted in my test of balance of accounts that the Municipality is not
complying with the criteria established by the Standards of Financial
Management Systems for Regulations for Municipal Administration; and
with GASB codifications 1700, with requirements stated in OMB Circular
A-133.

Cause
The Municipality has some deficiencies in its financial management systems,
and financial reporting practices as related to the General Fund.

Effect

The lack of deficiency in the financial management systems does not permit

the Municipality:

a) To provide services to citizens without affecting them.

b) To determine compliance with finance — related legal and contractual
provisions.

Auditors Recommendation

The Municipality should revised and evaluate in a monthly basis revenues
and disbursements to adjust disbursements to the revenues receipt to comply
with the Standards of Financial Management Systems for Regulation for
Municipal Administrator; and with GASB codifications 1700, with
requirements stated in OMB Circular A-133. Implement measure to reduce
the Municipal deficit. Evaluate the impact in the revenues of the change in
construction tax and the increase of the real and personal taxes. Evaluate the
impact in the disbursement to reduce hours of services of employees,
evaluate and revised transitory contracts with employees, approve only
necessary professional services, reduce confidence employees salary and
consolidate services.

Municipality Response
The Municipality management took serious and radical measure to minimize
the impact of this condition and expect to correct in the near future.
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Ref. No.

MUNICIPALITY OF VEGA BAJA, PUERTO RICO
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2010

U. S. Department of Health Human Service
CFDA No. 93.045

Grant No. Special Program for the Aging
Title III Part C Nutrition

Year ended June 30, 2010

Finding / Noncompliance

2010-2 Statement of Condition and Criteria

Accounting and Cash Management
It was noted in my test of compliance that the Municipality is not complying

with the criteria established by the Standards of Financial management Systems,
in 45CFR Part 74, Sub-Part C, Section 74.21, Uniform Administrative
Requirements, were is established that management system shall provide for the
following:

1. Accurate, current and complete disclosure of the financial results of
each federally sponsored project or program in accordance with the
reporting requirements.

2. Records that identify adequately the source and application of funds for
federally sponsored activities. These records shall contain information
pertaining to Federal awards, authorizations, obligations, unobligated
balances, assets, outlays, income and interest.

To established procedures to comply with Financial and Program Management
Standards of funds of the Title III Program. It was noted during my audit that
Municipality does not maintain proper segregated accounting records general
ledger, check register, Trial balance, Budget comparison by program years.

Cause

The Municipality does not comply with the Financial and Program Management
System Standards. The municipality does not maintained a General Ledger by
year grant to properly segregate fund by grant, do not prepare accurate trial
balance in a monthly basis.

Effect

The Municipality does not maintain adequate accounting procedure that
segregates accounting rewards by program year for the Administration of funds
from Title III Program by grant funds.
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MUNICIPALITY OF VEGA BAJA, PUERTO RICO
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2010

Auditors Recommendation

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

Municipality Response:
The Municipality accepts the auditor recommendation and the Mayor grave
instructions to implement immediately.
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MUNICIPALITY OF VEGA BAJA, PUERTO RICO
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2010

Department of Homeland Security
Passed through Commonwealth of Puerto Rico
Governors Office of Authorized Representative to FEMA (GAR)
CFDA No. 97.036
Grant No. Disaster Grant Public Assistance

Year ended June 30, 2010
Questioned
Ref. No. Finding / Noncompliance Cost
2010-3  Statement of Condition and Criteria -0-

Effective control and accountability must be maintained for the grant.
Administrative personnel must verify that all program transactions must
be properly documented and are allocated to federal awards in
accordance to OMB Circular A-87.

Cause

The Municipality federal program made disbursement transaction to other
funds during the year. It was not correctly documented as per OMB
Circular A-87. The amount belongs to the remaining amount of inactive
bank account since 1999.

Effect

The disbursement is not allowable for the grant requirements because it
did not have the adequate documentation required in OMB Circular A-
87.

Auditor’s Recommendation

We recommend the Municipality to revise, improve and modify the
internal control procedures relative to disbursement to comply with
program regulations and the Municipality must return the amount to the
program.

Municipality Response:

The Municipality returned the amount on September 2009 to the Grantor
account and made the appropriate improvement to the internal control
procedure to comply with federal programs regulations required. The
finance director gave instructions to the federal officers in the
municipality to maintain documentation to support revenues and
expenditures separately for each grant until final use of resources.
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MUNICIPALITY OF VEGA BAJA
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
FOR THE FISCAL YEAR ENDED JUNE 30, 2010

2009 Finding No. 1: Accounting and Finance Department
General Fund - Deficit
Year ended June 30, 2009
Finding reported again.

2009 Finding No. 2: U.S. Department of Housing and Urban Development
Public and Indian Housing
CFDA No. 14.871
Grant No. Section 8 Housing Choice Voucher
Year ended June 30, 2009.
Finding corrected.

2009 Finding No. 3: U.S. Department of Health and Human Services and Administration
for Children and Families
CFDA No. 93.600
Grant No. Head Start Program
Year ended June 30, 2009
Finding corrected.

2009 Finding No. 4: U.S. Department of Homeland Security
CFDA No. 97.036
Grant No. Disaster Grant Public Assistance
Year ended June 30, 2009
Finding reported again.
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Francisco R. Rivera
Director de Finanzas

Fstado Libre Asociado de Puerto Rico
Gobierno Municipal de Vega Baja
Departamento de Finanzas

Apartado 4555
Vega Baja, Puerto Rico 00694. Tel: 855-2500

CORRECTIVE ACTION PLAN
YEAR ENDED JUNE 30, 2010

Ref. No. Finding /Corrective Action
2010-01 Planned/Person Responsible:

Statement of Condition:

The General Fund is not complying with budget balances
and criteria established by the Standards of Financial
Management System for Regulations for Municipal
Administration CFR, with GASB codification 1700,
with requirements stated in OMB Circular A-133 and
with Budget requirements of Municipal Law number

81 of August 30, 1991 as amended.

Corrective Action Planned:

The Municipality management took serious and radical measure
to minimize the impact of this condition and expect to correct
then in the near future.

Person Responsible:
Francisco R. Rivera Hernandez

Finance Director

Ref. No. Finding /Corrective Action
2010-02 Planned/Person Responsible:

Statement of Condition:
The financial accounting for each federally sponsored project or
program will be in accordance with the reporting requirements.

Corrective Action Planned:

The Finance Director will establish adequate procedure to
permit the preparation of reliable budget and comply with all
standards, requirements and laws that apply. The mayor gave
instructions to implement the financial reporting requirements
as soon as possible.

Person Responsible:
Francisco R. Rivera Hernandez
Finance Director
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Anticipated
Completion Date

On or before
end of 2010-11
fiscal year

Anticipated
Completion Date

On or before
en of 2010-11
fiscal year



Estado Libre Asociado de Puerto Rico
Gobierno Municipal de Vega Baja
Departamento de Finanzas

Apartado 4555
Vega Baja, Puerto Rico 00694. Tel.: 855-2500

Francisco R. Rivera

Hirbcor te Fivntds CORRECTIVE ACTION PLAN
YEAR ENDED JUNE 30, 2010
(continued)
Ref. No. Finding /Corrective Action Anticipated
2010-03 Planned/Person Responsible: Completion Date
Statement of Condition:
Effective control and accountability must be maintained for On or before
the grant. Administrative personnel must verify all program end of 2009-
10
transactions and must assure that are solely for authorized fiscal year

purpose, necessary and reasonable and allocate to federal awards.

Corrective Action Planned:
The Municipality returned the balance due on August 2009 to the

program and made improvement to the control procedure to comply
with programs re ion

Francisco R. Rivera Hernandez
Finance Director
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