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MUNICIPALITY OF VEGA BA"IA
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, 201 1. The Management Discussion and Analysis (MD
& A) should be read it in conjunction with the transmittal letter on page l0 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, 2011. 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 ofthe current fiscal
year by $35,458,553 net assets increased by 5374,027 when compared with prior year.

) Revenues were $1,105,845 more than last year; expenses were $1,232,669 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 $615,953 in the accompanying Statement of Revenues,

Expenditures and Changes in Fund Balance.

) Loans principal payments were $2,806,000 during fiscal year 2010-11, new bonds

obligations for the amount of$10,625,000 were issued.

F The actual revenue was $48,063 and the expenditures were $566,772 less creating an

excess of $614,835 in revenues over expenditures in the Budgetary Schedule mainly due

to favorable variances related to general govemment, public works, and recreation

expenditures.

F The Municipality govemment fund reported combined ending fund balances of
$10,347,837n 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 to $5,870,637.
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MUNICIPALITY OT VEGA BAJA
MANAGEMENT DISCUSSION AND ANALYSIS

New Requiremenls for the Financial Reporting

The new approach on the preparation of the Municipality's financial statements emphasize on a
govemment 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.
Genersl Fund

In spite ofthe difficult economic situation during fiscal year 2010-2011 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 26yo of toral 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

Municipatity 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 $6,650,700 at

June 30, 201 l. The increase in the deficit during fiscal year 2010-2011 is due mainly to Municipal
tax that was realized as needed. Constructions 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
2010-201 1 revenue sources.

F inanc i a I S t ale me n ts C omp on e nt s

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

details.

Govemmental-wide financial statements - The govemment-wide financial statements which begin
on page 14 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 govemment wide
statements provide short and long term information about the municipality's status as a whole.
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MUNICIPALITY OT' 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 simplifu the user's analysis of the costs of govemmental 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 ofthe 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
ofroads, to assess the overall health of the Municipality's ofVega Baja.

A fund is a gtouping of related accounts that is used to maintain control over resources that have

been segregated for specific activities or objectives. The Major Govemmental 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 govemmental 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 Govemmental funds statement provides a detailed short-term view of
the Municipality general govemmental operations and the basic services it provides.

Govemmental 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 govemment-",ride and fund financial statement.
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MUNICIPALITY OF VDGA BAJA
MANAGEMENT'S DISCUSSION AND ANALYSIS

Infrastructure Assets

The Municipality implemented the major model portions of GASB statement 34 during the

current prior years. Historically, the govemmental larger group of assets have not been reported

nor depreciated in govemmental financial statements. The new statement required that this asset

be evaluated and reported within the Governmental column of the Govemmental Wide Statement.

Additionally, the govemment 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, measues 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 govemment

infrastructure assets should assist financial statements users in evaluating a local govemment and

its performance over time.

Government-Wide Financial Analysis

Stotement 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 $35,458,553 at the close of the recent fiscal year compared to $35,084.526 at the end

of the previous year, as restated and showed in the following condensed Statement ofNet Assets

of the Primary Govemment.

Statements of Net Assets
As ofJune 30,2O11 and 2O11

Current and other assets $ 28.390,625 $ t 9.568.030 $ 8.822.595

Capital assets net 98,2b9,712 94.52 3.900 3.7 4 5,8',12

Total assets 126,660,397 I14,091,930 12,568,467

Current and other liabilities t9.7 59.29-1 t6.6:] 5.0 77 3.t24.2?0
Long-term liabilities 7 1.112.517 62.37 2.327 9.070,220

Total liabilities 91,2 0l ,844 79.00 7,404 't2,19 4,440

Net assets:
lnr ested in capital assets.

net of related debt 56.7 57 .907 64.57 6.908 (7.819.00r

Debt service 2.3sl.764 892.5 63 1.459.201

Other activities 10.045 1.835.582 t .825.537 )

CaDital Droiect activity 3.3 48.525 7.080.844 (3.732.319\

Assined for Buildin s 9.61 1.694

Unrestricted (deficit) (36.62r.382) (39.10t.371 2,67 9.989

Totil n€t ass€ts $ 35.458553 $ 35,084526 $ 374,02.,
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MUNICIPALITY OF VEGA BAJA
MANAGEMENT'S DISCUSSION AND ANALYSIS

Components of Net Assets

C\u l ent rnd ('npittl
othel ass€ts .\ssr(s

Long-teIIn
deb t

outstindins

Othel Net.\ssets
li:rbilities

The increase of current net assets was due mainly to the cash with fiscal agent of $8 million and

$3.7 million respectively' however this increase u,as ollset significantly due to increase in Bond
Payable and Landfill Closure Cost. The Capital Assets increase as the infrastructure and

construction in progress assets are identified and included in the financial statement, capital
outlays were $9.4 million for the current year, principally in the Bond issued fund. Long- term

debt increased by $9.1 million mainly for $6.8 additional bonds issued and in increase in the

estimation for the Landfill closure cost of $2.1 in both years. The unrestricted deficit decreased

2.7 million and the net assets invested in capital assets decreased by 7.8 million. Cunent liabilities
increased by nineteen percent caused by an increased ofaccounts payable and accrued liabilities.

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

June 30, 20l l June 30,2010 Changes

Land $ 10.455,899 I loh s r0,455,899 l loa

Construction in progess 27.888.844 280/0 18,465,712 200/0 9,423,132
Buildins and improvements. net 30.420.254 3 to/o 3t.42s,514 33Yo (l.005.260)

Infraestructure 28,570,O45 29vo 33,102,577 35Yo ( 4.532.532)
Eouipment. net 565.400 .o50/" 65 1.258 .o60/0 (85.858)

Vehicles 36e.330 .o5vo 422,940 .050/o (s3,6 r0)
Total Net Capital Asset $ 9A269:772 $ 94.s23900 s 3.74s,472

I
I
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MUNICIPALITY OT' VEGA BA.IA
MANAGEMENT'S DISCUSSIOIT AITD ANALYSIS

2OLL

The net Building improvements represent 24 pacent and 3l percent of total asset and net capital
asset respectively. Construction in progtess represents 22 percent of total asset and 28 percent and

net capital asset. The Increase in Construction in progress by $9.4 million when compare with
prior year, includes $4.7 million increase in projects from Bond Issued Funds.

The following reJlects the condensed Statement of Activities of the Primary Government:

Statements of Activities
For the year ended June 30, 2011 and 2010

Changes in Net Assets

201I 20t0 Chanses o/"

General Revenues $ 28.639.592 $ 27.593.301 $ t,046,291 4yo

Program Revenues 10,879,207 t 3.03 1.343 (2.152.r36) -170/"

Total ReveDues .!9,5r 8,799 40,624,6U $ (1,105,845 -3Yo

Expenses
Governmental actiYities (39 -t 4 4-'772) (37.9r2.103) 0.232.669\ 30/o

The Statement of Activities reflects for fiscal year 2011, 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 $374,027 in the Municipality's net assets. Approximately 47 percent of
the Municipality's total revenue came from taxes, while 28 percent resulted from Federal grants

and 24 percent resulted from Intergovemmental 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
govemment, 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 30,2011, shows total
expenses incuned to afford the cost ofall functions and programs amounted to $39,144772. Upon
examining the sources of revenues for the financing of the programs, the Statement reflects the
following services: $52,536 for charges for service, 57,559,964 from operating grants and
contributions; and $3,319,243 from capital grants and contributions obtained from other sources.

General revenues for the year amounted to $28,639,592. There was a change in net asset
($415,889) that represents -97.68 percent of total revenues and a decrease of4 percent when
compared with prior year. Expenses decreased by $1.2 million or three percent when compare
with prior year.

FINANCIAL ANALYSIS OF THE GOVERMENTAL FUNDS

The following reJlects the condensed Balance Sheet of the Governmental Funds:

Governmental Funds
Balance Sheets

June 30, 201I and 2010

201I 2010 Chan ses
Assets:

Cash $ 8.29r.471 $ 6.259.250 s 2.032.221 32"/.
Restricted Cash 19.981.298 I I .97 6.833 8-004_465 6'7%

Accounts Receivable t-102-t27 2.65 9-5 t4 ( 95 7.i 87 -369.

Total Assets s 29.97.t.896 s 20.895.597 s 9.079.299 130/"

Liabilities and Fund Balance
l.iu hilities:

Acco,rnrc na\'rhle rnd liahilir;es 5 I 7.609.641 $ I r.797.475 $ 5.812.166 490/"

Deferred revenue 3.695.927 5.652.854 t.956.927 -35%
Total Liabilities 21,305,568 17,.150,3 29 s 3.855,219 22./"

Funds Balances 8-671-32 8 3.44 5.268 5.226.060 15290

$ 29976fi96 $ 20.895597 s 9,081299 43Vo

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 govemment only instead of the
govemment as a whole. Govemment funds are used to account for essentially the same functions
as those reported as govemmental activities.

-7-



MUNICIPALITY OF VEGA BAJA
MANAGEMENT'S DISCUSSION AND ANALYSIS

During the year 2011 the municipality had $12.7 million of cash restricted. in the Bond issued

Fund and in the Debt service fund is obligated by $7.3 million. Cash for the amount of $2.8

million is obligated for Special Revenue Funds and accounts payable of the general fund. The

accounts payable has increased by $4.9 millions. Deferred revenues decreased by $ 1.9 million.

Statement of Revenue, Expenditures and Changes in Fund Balances
Year ended June 30,2011 and 2010

201 2010 C h anges

Reven ues:

Properll la\es $ t0.327.019 $ 10.687.738 $ (160.7ls) -10/.

M un icipa I licence ta\ 4.791.326 4.888.123 (9 6,797 ) -20/.

Intergovermental 9.10s.0 t2 1 -728,521 t,676.491 220/o

Federal srants 10.87 9.207 l:l-02,1-4{3 {1.1.15.216) 160/.

Sales Tax 2.75 9.992 2.64 5.16 8 I 14.524

Other 1.356.243 1.650,35 I (294, t08) 18%

Totrl Revcnu es $ 39.sr 8,799 s 40.624.644 $ (r,105,84s) -3o/o

Liabilities and Fund Balancc
f.\Denditures:

General Go\'ernment $ 17.93 7.651 $ 18.803.?47 $ (866.0961 5%

Public !vorks 2.882.912 2.114.657 138.285 50/o

Public salet] 981.568 996.428 r{.860) to/"

Health I .23 6.488 1.423..t78 r86.990) t3%
Capital outlays 9 -123.132 8.42 5.17 5 991.651 12V"

Culture and recreation 1.261.039 r.397.01 I r 3 5.992 ) r0%

Bonds {DrinciDal and interest) 1.911.599 4,104,11{ 8 t 0,475 200/o

Education and training 't -001.261 7.3 9 0.50 3 (i83.2-12)

Other exoenditures 51.964 36.587 15.377 420/"

Totsl Expenditure! $ 45,696,6.14 s 45322.030 $ 374,614 to/"

Excess of revenues (expenditures)

o\ er exDendifures (re! en ue s (6. r 77.845 ) (4.69 7.38 6) (1.480.459) 320/.

The most significant changes of this statement were as follows:

j. Revenues from property tax were decreased by $1.1 million mainly due to a decrease in

federal grants of $2.1 million that was offset partially by a increase n intergovernmental

revenues of $1.7 million. Volume business tax declaration was reduced by $96,797 on
funds received when compare with prior year. reflected in sales reported in the municipal

tax declaration was reduced approximately by 2 percent in many taxpayers.

Expenditures were increase by approximately $1.0 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.

-8-



Istttdb filtre Asttcittdb db ?uerto'Rico
Qo1iern o lMrutlc iya.[ db \'e11a Baia

'Departantertto de f inttnzas

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, sepalate

and independent from the central governmental of Puerto Rico. The Municipal Govemment

comprisei 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 govemment and federal grants.

The Budget for Revenues and expenditures were $18 million for the general fund, total

revenues increased $48,063 when compared the budgeted revenues with the actual revenue.

Municipal license tax increased by $77 6,326 and excise tax decrease by $511,209 the actual

expenditures were $566,772 less than budgeted expenditures. General Govemment and

Culture and Recreation reflected a decreased of $443,490 when compares Budget

Expenditures with actual expenditures. Excess of revenues over expenditures reflect a of
ss66,772.

The Municipality has an industrial base which included one large pharmaceutical,

wholesalers, retail stores, financial institutions, restauants, among othels. This industrial

base has decreased substantially during the most recent years.

The Municipality future projects are the final phase construction ofthe Electronically Library,

and other municipal projects.

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'

Mr. Noel F. Rosario, Finance Director PO Box 4555, Vega Baja, PR 00694. Telephone (787)

858-8447 Fax: (787) 85 8- 1 945 E-mail: fi nanzas@vesabaja. gov.pr

-9-



JUAN A. FELICIANO CIIARIIECO
Certified Rrblic Accountaat

151 Calle Miguel Salas
Arecibo, PR 00612

TeL (787) 8794433
Fax: (787) 880-1402

INDEPENDENT AUDITORIS REPORT

To the Mayor and Municipal Council of
the Municipality of Vega Baja

Vega Baja, Puerto Rico

we have audited the accompanying financial statements of the Govemmental Activities, each majorfimd and the aggregate remaining fund information of the Municiparity of vega Baja, puerto Rico,as of and for the year ended JunL 3o,2orr, which collectivery comprise the Municiparity of vegaBaja basic financial statements, as.listed in tne accompanying table of contents. These financialstatements are the responsibility of the Municipality's management. My responsibility is to expressopinions on these financial statements based on my audit.

Except as described below, we conducted my audit in accordance y1h auditine standards generallyaccepted in the united states of America and the standards applicable to nn ri"iur 
"raits 

containedin Govemment Auditing Standards, issue{ by the comfroler General of the united states. Those
*u"d-*S require that I plan and perform the audit to obtain reasonable assurance about whether thefinancial statements are free of material misstatement.- t audit includes consideration of intemalcontrol over financial reporting as a basis for. designing audit procedurer trr"i*" lppr"iriate in thecircumstances, but not the purpose of.expressing ; ;prrri;, on the effectivener. or'til" tr,t*i"ipaityintemal contror over fiaanciar re.nortilg. a""oiangry, *" express no such opinion. An audit arsoincludes examining, on a test, basis, .di.r.. .uppoil'ng the amounts and disclosures in the financialstatements' An audit also includes assessing the-accoun-ting principles ;;"ilJ-atgr;#ant estimatesmade by management' as well as cvaluatin! *r" ou.*ti nri*cial statement presentation. we believethat my audit provides a reasonable basis fo-r my opirrj";:'**" Prer'lrlauulr'

cash accounts were not reconc ed timely during year ended June 30,20[. The Municipality didnot provide information as to capitar asserc aaaltitns ouring oo. audit. Therefore, we were unableto perform audit procedures to form are opinion on .*r, trr*"*, ."d th" ;;;;'oilpital assets,accumulated depreciation or the amount oiaepreciatron expense for the year ended June30,20l1.

-10-



In my opinion, except for th.e. etrecp of such adjusunents, if any, as might have been determined tobe necessary had we been abre ro form an ffii;;;;; uo,o*t, .;r"; i;'"*hhances, capitarassets, accumulated depreciation and depreciation expenses. The financial statements referred toabove present fairly, in all material .".p".,r, ,ii" ,"Gtive financial position of the govemmentalactivities, each major fund and the aggregaie ,;;;;g runa inform'ation or,iJLa*i"ipality ofvega Baj4 Puerto Rico, *-"f-J-*" :.0,]lor i 4 tii**p""rir. 
"r,*go i;f;aniJ iosmon, thereof

f i#ti.,ffi ,HS##mf endedin#;;t;,il;;;;;f;;;A;;,l"Xl,r,,accepted

In accordance with Government Auditing standards, I have also issued my report dated March 27,2012 on my consideratior_:| 
9".*llifprlfty JV.S, Baja, puerro Rico internat control overfinancial reporting and on my tests of its .o.iri*". ,iitr, .J.t"i, p.ri.iorr;-lr*, regulations,contracts, gant, agreements and others matters. The purpose of that report i. i" J"r"Iil. ,rre scope ofour testing of intemal control over financial reporting aia comptian.J;rrh; i!-r,iilrtnut t".tirrg,and not to provide an opinion on the intemal controt Sver rnancial reporting or on compliance. Thatreport is an integra.l part of an audit performed in accordance witfr coremmlnta d;i-g Standardsand should be considered in assessing the .esutts oimy urAt.

Accourting principres geneJally accepted in the united States of America require that themanagement's discussion and anarysis and budgetary comparison inro.o,uti* on pffi t tmough t oand page 18 be presented to suppliment the biic i-*"ia starements. srr"t ii,6#"tion, althoughnot a part of the basic frnanfal statements, is required by the Govemm""r"r a*"*iirg StandardsBoard, who considers it to be an essentiar p".t 
"f 

n"*"ia reporting iili;;,;;^ic financialstatements in an appropriate operationar, economic, o. histo.i"4 co-ntext.' w" t"* alpnea ce.tuinlimited procedures to the required r"ppt"-"rtury i;;""",i", il";;;;""';;';dling standardsgenerally accepted in the United staies of amlri"i *t i"l consisted of inquiries of managementabout the methods of preparing the information andio-p-irg trre uro.rn"tiJ, roicinsistency withmanagement's responses to our inquiries, the basic frnanci4ltatem"rrr, ;d-",h";;owredge weobtained during our audit of the basic financiar ;t";;;. wrc do nor express an opinion or provideany assurance on the information because the limited procedures do not provide us with sufificientevidence to express an opinion or provide -y *.**.i 
'

our audit was conducted for. thc purpose of forming opinions on the financial statements thatcollectively comprise ttre Munic,iryafitr tr v.g"-g;;fir".r" Rico, financial sratements as a whore.The intoductory section' combining -d ildi;ii;i 
*ioo-u;o. 

fund financial statemenrs, andstatistical section. are Dresented for pi.po.", oi"daitio# *avri, *a *. not ."q,J"i part of ttrefinancial sratements. 'i1," u.*-p-yirg ..t"a.r" oi 
"*fJrairrr., of federar awards is fresented forpurposes of additional anarvsis as required by u.s. offi'ce of Management and Budgel circular A-133, Audits of States, hci covernm;; ;d ,ti;; ;."d o.d;;;;;;;;.i;, a requiredpart of the financial statements. rrr"-.o-Lioirg -i'inliria"ur nonmajor fund financial statementsand the schedure of expenditures of federal ";;;;;;ir; responsibiliry of management and werederived from and rerate directrv to th. il;dr;;;;;;;irg_ and the otirer .""".d;;; to preparethe financial statements. *. r1""""1il#;:""ffi#;"d to tie auditing procedures appried inthe audit of the frnancial statements and 

"".r.i, ;;i;;;;cedures, including comparing and
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reconciling such infoflnation directly to.the underlying accounting and other records used to preparethe financial statements or to the financial statements ihemselves,"and 
"rr". 

,aart"J froceaures ln*3f*:t 1vt$ auditing standards generally accepted in the United States of America. In ouropinion, the information is fairly stated in att materia req)ects in relation to the financial statementsas a whole' The introductory and statistical sections 
-have 

not been subjected to the auditingprocedures applied in the audit of the basic financial statements and, accordingly, we do not expressan opinion or provide any assurance on them.

Arecibo, Puerto Rico
March20,2012

The stamp number 2!o28b
was affixed to the
original of this report. 1,2013
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MITNICIPALITY OF VEIGA BA",A, PUERTO RrCO
STATEMENT OF NET ASSETS

Jt NE 30, 2011

ASSETS

Cash and investments

Cash with fiscal agent

Accounts receivable from federal govemment

Capital Assets, net of accumulated depreciation
Total assets

LIABILITIES AT{D F{ET ASSETS

Liabilities:
Accounts payable and accrued liabilities
Due to govemment entity
Deferred revenue

Non-current liabilities :

Due within one year

Due in more than one year
Total liabilities

Net Assets:
Invested in capital assets, net ofrelated debt
Restricted for:

Debt service
Other activities
Capital proj ect activity

Assigned for building repair and maintenance projects
Unrestricted (deficit)

Total Net Assets
Total Liabilities and Net Assets

See notes to financial statements.

Governmental
Activities

$ 8,291,471
19,983,298

115,856

98,269,772

_$_JzS@fl_

$ 8,796,347
2,298,964
1 .(q5 0r7

4,968,0s9
71,442,547
91,201,944

56,757,907

2,351,764

10,04s

3,348,525
9,611,694

(36,621,382)
35,458,553

-$-J2!@3e7-
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MI'NICIP/ILITY OF VEGA BA.'A
RECOIYCILIATION OF THE STATEMEITT OF REVEITI'ES,

EXPENDITURES', AIID CHAITGES IIY FT'ITD BALANCES OF
CTOVERIMEIYTAL FIINDS TO THE STATEMEI|T OF ACTMTIES

YEAR EITDED JrrItE 30, 2011

Net change in fund balance - total govemmental funds $ 5226,060

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

Govemmental funds report capital outlays as expenditures. However,

in the statement ofactivities the cost ofthose assets is allocated

over their estimated useful lives and reported as depreciation expense.

Expenditures for capital assets

Less: current year depreciation

The issuance of long-term debt (e.g., bonds, leases) provides current

financial resources to govemmental funds, while the repayment of the

principal of long-term debt consumes the current financial resources

of govemmental funds. Neither transaction, however, has any effect

on net assets.

Net bond issued debt

Principal payments

Change in net assets of governmental activities

See notes to financial statements.

9,423,132
(s,677,260)

3,745,872

( 10,660,098)

2,806,000
743,807

(8,s97,90s)

_$___37!M_
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MUNICIPALITY OF VEGA BAJA' PUERTO RICO

BUDGETARY COMPARISON SCHEDI'LE - GENERAL FI'ND (BUDGET BASIS)

FOR THE FISCAL YEAR ENDED JUNE 3()' 2011

REVENUES:
Propcrty taxes

Municipal license tax

lntergovemmental revenues

Licenses. permits and fines

Rent of properties

Interest income

Other revenues

Other financial sources

Total revcnues

EXPENDITURES:
Current:

General Govemment

Public safety

Public Works
Health
Cuhure and Recreation

Other
Transfer out to debt service

Total erpenditures

Excess of revenues over (uoder) expenditurcs

$ ts.oa+.ooo $ 18.084.006 s ra,t:z,ooq $ 48,063) I O.UOq.UUU

Budget Amounts
Final

Actual
Note I

$ 1,557,730 $

4;191,326
5,491,842

853,474
137.9r9
l'12,249
159.204

4,968,325

Favorable
nfavorable

1.557.731

4,015,000
5,456,588
1.364,683

140,000

137,000

292.502

I 1,375.020

1,233,681

2,684.120
I,145,286
1,436,506

82.643
126,750

|,557.731
4.015.000
5,456,588
1.364,683

140,000

137,000

292,502

|.49',1 .445
I,000.1 l9
2,950.940
1.240,286
1,288.540

53,517

(1)

7'16.326

35,254
(sl r,209)

(2,08r )
35,249

(133,298)
(ts2,r'77)

I1,053,955
981,568

2,882,942
|,236.487
1,261,039

5l,965
122.869

443,490
18,551

6',7.998

3;799
27,501

1.552

I

614,

18.132,069

(8r6.587)
33,39',7

t7.590.825

(735.030)
(122,869)

Explanation of differences:

Sources/infl ows of resources:

Actual amounts (budgetary basis) "available for appropriation" from the

budgetary comparison schedule

Differcnces - budget to GAAP:

Transfers from other funds are inflows ofbudgetary resources but are or (not)

revenues for financial reporting purposes.

revenues for financial reponing purposes.

Total revenues as reported on the statement of revenue, expenditure' and

changes in fund balances

Uses/outfl ow of resources

Actual arnounts (budgetary basis) "total charyes to approp ations" fiom the

budgetary comParison schedule

Differencas - budget to GAAP:

Non budgeted exPenditures

Transfer from general fund for budgetary purpose only

Total expenditures es reported on the statement of revenue, eapeoditures

and change in fuod balances

See notes to budgetary comparison schedule'

l1
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MUNICIPAI,ITY OF VEGA BAJA, PUERTO RICO
NOTES TO HNAIYCIAL STATEMENTS

JUNE 30, 2011

GENERAL ORGANIZATION

The Municipatity of vega Baja (The Municipatity) was founded in 1776. The govemmental
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
govemmental units. The Govemmental Accounting Standards Board (GASB) is the standard-
setting body for govemmental 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 ofthe 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 dnd Mqnagement
Discussion and Analysis for State ond Local Governments. This Statement establishes new
financial reporting requirements for state and local govemments. It requires new information
and restructures much of the information that govemments 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-



MUNICIPALITY OF VEGA BAJA, PUERTO RICO
NOTES 11O FINANCIAL STATEMENTS

JUNE 30, 2011

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation)

b. Financial Reportine Entity

The accompanying basic financial statements include all departments, agencies and municipal
entities that: (1) are under the legal and administrative control of the Mayor, and (2) whose
funds are under the legal custody and control of the Municipality's Director of Finance, as

prescribed by Law No. 81 of August 30, 1991, as amended, know as the Autonomous
Municipalities Act of the Commonwealth of Puerto Rico. The Municipality's management

has considered all potential component units for which it may be financially accountable and

other legally separate organizations for which the nature and significance of their financial
statements from those of the Municipality would cause the Municipality's basic financial
statements to be misleading or incomplete according to GASB Statement No. 14, -The

Financial Reporting Entity (GASB No. 14.)

The Municipality's management has concluded that, based on the aforementioned criteria,
there are no legally separate entities or organizations that should be reported as component
units ofthe Municipality as ofJune 30,2011nor for the year then ended.

As indicated in Note 19, during fiscal year 2011, the Municipality noted tlat certain
adjustments were noted to present properly the net assets and flmd balances at June 30, 2006
as a result assets, liabilities and net assets were restated

c,

The basic financial statements include both govemment-wide and fund financial statements.

While the previous model emphasized fund tlpes (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 govemment- with and fund financial statements categoize activities as

governmental activities. In the govemment-wide Statement of Net Assets the govemmental

activities (a) are presented on a consolidated basis in one column, and (b) are reflected, on a
full accrual, economic resource basis, which incorporates long-term assets and receivables as

well as long-term debt and obligations.
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MUNICIPALITY OF VEGA BA"'A, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2Ol1

l. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation)

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

The Govemment-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-specifi c gmnts.

This govemment-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 govemmental

category. Non-major funds are aggregated into a single column.

The govemmental funds financial statements are presented on a current financial resource

meas*"ment 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 Municipatity actual experience conforms to the

budget or fiscal plan. Since the govemmental fund statements are presented on a different

measurement focus and basis of accounting than the govemment-wide statement,

reconciliation is presented on the fund statement, which briefly explains the adjustrnents

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 govemmental and

enterprise combined) foi 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

tvtunicipality. 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
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MUNICIPALITY OF VF,GA BAJA, PUERTO RICO
ilOTES TO FINANCIAI, STATEMENTS

JUNE 30, 2011

l SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation)

d. Basis of Presentation (Continuation)

Major Funds

HUD Progams 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 frrnd
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 oftransactions 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 Proiects Fund - Capital projects fund is used to account for the financial resources for
the acquisition ofpersonal property and/or construction of major improvements which are not
financed by other funds.

Other Funds (non major frrnds) - 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 govemmental resources allocated to the Municipality
for the purpose of carrying on specific activities in accordance with laws, regulations, or other
restrictions.
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MUNICIPALITY OF VEGA BAJA, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS

JUI{E 30, 2011

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation)

e. @!p[1!q1[4g (Continuation)

Measurement Focus, Basis of Accounting

Government-wide Financial Statements. The govemment wide financial statements are

reported using the accrual basis of accounting. Revenues are recorded when eamed 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. Govemmental 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 cunent 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 Tvpes/Goyernmental Activities. Governmental funds are those through
which most govemmental 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 govemmental 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 eamings) are recorded as revenues when received. Investment eamings
(interest) are recorded as eamed since they are measurable an available.
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MUNICIPALITY OF vElGA BAJA, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS

JUNE 30,2011

l. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation)

f. Encumbrances

Govemmental firnds 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. Budeetary 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 lst. 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 I 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.

-24-



MUNICIPALITY OT VEGA BA"'A, PUERTO RICO
T{OTES TO FINANCIAL STATEMENTS

JUNE 30, 2011

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 Municipatity 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:

(l) 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 govemmental

entities, legislative and private parties, which are not included therein nor are t}re
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 ofbudget and

actual for these major funds.

Leeal Comnliance

Article 7.003, Law No. 8l 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 slate
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.
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MUNICIPALITY OF VEGA BAJA, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS

JUNE 30,2011

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation)

Denosits

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 eamings 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 Financ i al S tat e me nt s

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

Government ll'ide 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 ofthe 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 Comoensated Absences

Municipal employees are granted 30 days of vacation and l8 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 ofNet Assets.

h.

k
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MUNICIPALITY OF VEIGA BA"IA, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2()11

1. 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 ofthe
Treasury of the Commonwealth of Puerto Rico is the designated agency to obtain the

necessary insurance coverage for the Municipality.

Restricted Assets

Investments and C ertilicate s

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 ogenl

The cash with fiscal agent pertaining to the debt service represents property tax collections
retained by the Govemment 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.

n. Fund Balances

During year ended June 30,2011, the Municipality implemented GASB Statement No. 54,
Fund Balance Reporting and Govemmental Type Definitions ("GASB 54"). The objective of
GASB 54 is to enhance the usefulness of frrnd balance information by providing clearer fund
balance classifrcations that can be more consistently applied and by clarifring the existing
govemmental fund type definitions. GASB 54 establishes fund balance classifications that
comprise a hierarchy based primarily on the extent to which a govemment is bound to observe
constraints imposed upon the use of the resources reported in the govemmental funds. The
implementation of this statement had no impact on the total fund balances for the
Municipality's govemmental fu nds.
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The Municipatity classifies govemmental fund balances as follows:

D Nonspendable- includes amounts that inherently cannot be spent either because it is not
in spendable form (i.e., prepaid, inventories, long-term portions of loans receivable, etc.)

or because oflegal or contractual requirements (i.e., principal ofan endowment, etc.).

) Restricted - includes amounts that are constrained by specific purposes which are

extemally imposed by (a) other govemments through laws and regulations, (b) grantors or
contributions through agreements, (c) creditors through debt covenants or other contracts,

or (d) imposed by law through constitutional provisions or enabling legislation.

) Committed - includes amounts that are constrained for specific purposes that are

intemally imposed by the govemment through formal actions made by the Municipality's
legislative body, which is the highest level ofdecision making authority, before the end of
the reporting period. Those committed amounts cannot be used for any other purpose

unless the government removes or changes the specified use by taking the same type of
action it employed to previously commit those mounts.

F Assigned - includes amounts that are intended to be used for specific purposes that are

neither consider restricted nor committed; in addition, such assignments are made before
the report issuance date.

) Unassigned - include amounts that do not qualiff to be accounted for and reported in any
of the other fund balance categories. This classification represents the amount of fund
balance that has not been assigned to other funds and that has not been restricted,
committed, or assigned to specific purposes within the General Fund. The General Fund
should be the only fund that reports a positive unassigned fund balance amount. In other
govemment funds, if expenditures incurred for specific purposes exceeded the amounts
that are restricted, committed, or assigned to those purposes, it may be necessary to report
a negative unassigned fund balance.

The Municipality generally uses restricted amounts first when both restricted and unrestricted
(committed, assigned, and unassigned) fund balance is available unless there are legal documents,
contracts, or agreements that prohibit doing such. Additionally, the Municipality generally
would first use committed, then assigned, and lastly unassigned amounts of unrestricted fund
balance when expenditures are made.
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MUNICIPALITY OF VEGA BAJA, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2011

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation)

o. elalgs3gCJcgssls

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.

p. l]se of Estinates

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 Onlv) 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 HNANCIAL STATEMENTS

JUNE 30, 2011

2. PROPERYTAXES

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 ofthe
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 15, when the property tax retum is required to be filed.

The tax rate per annum is 10.33% for real property and 8.33Yo for personal property of which
3.58% and 1.587o, respectively, belongs to the Commonwealth of Puerto fuco and 4.84%o of
both percents belong to the Municipality. From the portion belonging to the Municipality,
3.2502 represents the Municipality's basic rate, which is appropriated for general pulposes

and, therefore, accounted for through the general fund. The remaining portion belonging to
the Municipality of 1.6%o 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 ofthe assessed value ofreal property. The Department of Treasury instead of
the property taxpayer becomes the source ofpayment in these cases.

Complete exemption from personal taxes up to an assessment of $50,000 is ganted to
retailers with an annual volume ofnet sales under $150,000.
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MUIUCIPALITY OF VEGA BA.'A, PUERTO RICO
I{OTES TO FII{ANCIAL STATEMENTS

JUNE 30, 2011

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 ofthe 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 Departrnent 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 $218,036.

The following is a summary ofthe property tax advances that resulted in an account payable,

for the year ended June 30, 2011. The resulting payable is presented as decrease in the
General Fund in Financial Statement and Govemment Wide Financial Statements.

Accounts payahle:

ortiz ati on collections oforooerty taxes by the CRIM
8.442.40107-01-10 -06-30-l I

Advance received.0T-01-10 - 06-30-l I
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MUNICIPALITY OF VEGA BAJA, PUERTO RICO
NOTES TO TINANCIAL STATEMENTS

JUNE 30, 2011

DEPOSITS

The Municipality's cash and investments at Jme 30,2011, 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 Govemment Development Bank for
Puerto Rico and is collaterized by the Commonwealth of Puerto Rico.

Puerto Rico laws authorize govemmental entities to invest in direct obligations or obligations
guaranteed by the federal govemment 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 Iirnds in interest-bearing

bank accounts, and short-term certiflcates of deposit.

CONCENTRATION OT' 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.

MTJNICIPAL LICENSE TAXES

The volume ofbusiness 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:
I .5% for financial institutions
for all other organizations 0.570

Taxes are payable in two equal semiannual installments on July 1 and January I following the
levy date. Ifthey are paid before their maturity, the taxpayer is granted certain discounts.
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MUNICIPALITY OF VEGA BA.IA, PUERTO RICO
NOTES TO FINANCHL STATEMENTS

JUNE 30,2011

5. 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 5olo 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. INTERFTJNDTRANSACTIONS

Due From/To Other Funds (Fund Financial Statement)

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

For the most part, the effect of interfund activity has been removed from the Statement of Net
Assets (Govemment Wide Financial Statement).

Due From

1 .189.708
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MUNICIPALITY OF VEIGA BA.'A, PUERTO RICO
NOTES TO FINA.ITCHL STATEMENTS

JUI{E 30, 2011

INTERGOVERNMENTAL REYENUES

Sources of intergovemmental revenue consist primarily of govemmental 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 intergovemmental revenues are

accounted for in the general fund.

DUE TO GOYERNMENT ENTITIES AI\D DUE FROM GOVERNMENTAL ENTITIES

As of June 30,2011 balances due to govemmental entities of the general fund consists of the
following:

Puerto Rico Water and Sewer 357.759
361.417

Puerto Rico DeDartmerfi of Labor

Municipal Revernre Collection Center
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9.

MUNICIPALITY OF VEGA BAJA, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2011

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 30,20ll was as follows:

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

Retircments

Balarrce and Transfes Balancc

Governnetrtal rtiviti€s: u 30rn to AdditiGls disposrtrons 6BUT I

CaDital assets rpt b€ing deDreciated:

Land $ 10.455.89 $ 10.455.899

Cmsfuclion in Erolress 18,465;712 9,4?3,132 27,EEE.844

Tdal capital assets n(f being deprcriated 2&92t,6| 9,423,132 38344;143

Capital assets beirE depreciated

Buildinm ad buildins imrovemerrs 45,20',1,114 4s 207,114
Infrastrucfire 55,027,79 55p27,799
Licensed vehicles &49208E ES9Z088

Equipmert 1,579,t^ 4 579,128

Tcaal capital assets being deFeciated t3J06,tD r3; 129

l,ess: accurnul ated depreci atlm for:
Buildinpe ard buildins imrrovemerls 13,781,6m l_m5. 0 14.786860

Intasfiuctrre 21,9?5,2D 4,532,532 26457,7s4

Vehicles &069.1,l8 53,610 8,1227s8

Equipmeft 3,9n,8m 8s,85 8 4,013,728

Tctal accunu.rlated depreciation 47.70B3q 5.677,:260 53,38 t,100

Tdal caDital assets beins derreciated, rpt 65,6V2,29 5,677,:260 59,925,029
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MUNICIPALITY OF VEGA BAJA, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS

JUNE 3(),2011

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 useflrl life ofan 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
Fumiture and Fixture
Computer and Electronic Equipment
Buildings
Infrastructure

5-25
5-10

5

50
60

$300
$300
$300
$l
$l

Improvements 20-40 $ I
In iddition, the Municipality assigned a 100/o residual value on most Capital Assets.

Fund Financial Statements

The Municipatity 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 Baiafor the year

ended June 30, 201 I .
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MUIUCIPALITY OT'VEGA BA"'A, PUERTO RICO
NOTF,S TO FINANCIAL STATEMENTS

JUNE 30, 2011

10. GENERAL LONG-TERM DEBT (continuation)

Long-term debt at June 30, 201 1 is comprised ofthe following General and Special Obligation's
issues:

Description
Balance Due within

June 30.2011 One year

Series of 1994, $1,635,000 payable in annual installments of $55,000
to$l60,000until20l4;withinterestrangingform6.5YotoT.T06Yo$560,000$120,000

Series of 1995, $6,665,000 payable in annual installments of $275,000
to $720,000 unti I 20 l2; with insterest ranging from 6.87 SYo to 6.28Yo 

I .3 g0.000 660.000

Series of 1997, S4,340,000 payable in annual installments of $75,000
to $3 75,000 until 2022; with interest ranging from 6.69Y, to 6.56%o 3,065,000 I 60,000

Series of 1999, $3,115,000 payable in annual installments of$70,000
to S290,000 until20l9; with interest at ranging from 5.690/o to 6.5lYo 1,940,000 155,000

Series of2002, $1,410,000 payable in annual installments of $20,000
to $120,000 until2026: with interest ranging from 5.|Yo to 5.6Yo 1.145.000 40.000

Series of2002, $310,000 payable in annual install ments of $5,000 to
$25,000 until 2026: with interest ranging from 5.0Yo to 5.6%o 255,000 t0,000

Series of2003, $2,900,000 payable in annual installments of$50,000
to $23 0,000 unti I 2007; w ith interest ranging from 2.7%o to 5 .6Yo 

2,4 10,000 80,000

Series of2003, $215,000 payable in annual installments of $5,000 to
$ I 5,000 until 2007; w ith intere st ranging from 5oh to 6.5Yo 

I 75,000 5,000

Series of 2004,$ 1,760,000 payable in annual installments of $3 0,000

to $130,000 until2028; with interest at ranging from 2.36%;oto 6Yo 1,490,000 50,000
Sub Total 12,420,000 r,280,000
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MUMCIPALITY OF VEIGA BAJA, PUERTO RICO
ilOTES TO FINANCIAL STATEMENTS

JUNE 30, 2011

10. GENERAL LONG-TERM DEBT (continuation)

General and Special Obligations (Continuation)

Description
B alance

June 30,2011
Due within
One vear

Series of2003, S545,000 payable in annual intallments of$10,000
to $45,000 until2027; with interest ranging from 5.0%o to 6.5%o $ 4s0,000 $ 15,000
*Operational Bonds (Serie of 2005) $720,000, payable in annual

installments of $85,000 to $125,000 until 2012; with interest

mnsins from 5 .0oh to 7 .5o/o 240,000 I 15,000

Serie of2006, $815,000 payable in annual installments of$10,000
to $65,000 until 2030; with interest ranging from 4.23Yo to 5.31Yo

745,000 20,000

Serie of2006, $3,530,000 payable in annual installments of
$65,000 to $26,000 until2030, with interest ranging from 5.97o to

7 .25o/o 3,1 65,000 $ 85,000

Serie o 2005, $1,375,000 payable in annual installments of$65,000
to $125,000 until 2019; with interest ranging from 60/o to 5Yo

945,000 85,000

Series of 1994 *Bonds with Section 108 $6,455,000 payable in

annual installments of$300,000 to 455,000 until20l5; with interest

ransinA from 5.260/o to 7 .66%o 1,905,000 3 s0,000

Series of 1998 *Bonds with Section 108 S2,370,000 payable in

annual installments of$125,000 to 185,000 until 2019; with interest

ranginA from 7 .0660/o to 7 .95o/o 1.245.000 125.000
Sub Total 8,695,000 7 95,000
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10. GENERAL LONG-TERM DEBT (continuation)

General and Special Obligations Continuation)
Due within

June 30, 2011

; ! i,xi"i,lli ; iil l ;Tl l?i:l: J;ill il J ;:'; " ";

-.,-- ^rroo*. sl.lq0000 payable in annLral

i:;:o"o'r',""Ti ;;i;: sith interes ot 6 5o/o to 4,2 40.000

305,000

Jl=-.---=-*r*rr-r0pavabretlll:x:l:'TlT;Jl:;1,t")":"""

;tt :t#,'f,f'',S'!,'ffi '1?::i'';lllJ 
ilil'1 ];T";J": ;"'"1"''"

se ries of 200e' $ I .s 30'00 ry 1l: I fl ;:ll,"Lillilj', 3 !lil;1"'
$ I 30,000 until 2013 ' with inleres

Series of2009, Sl,460,00 payable in annual intallments of$35'000 to

;:;;^t;;;ii tti8, *itt' ini""'t 
'anging 

rrom 4'75o/o ro'7 5Yo'

Series of2009, S1,390,000 payable in annual intallments of$20'000

. 's 
iii,iloo ,,irir ,o::, w lttr intercst ransing from 475o/oto7 5o/o '

1.350,000

Series of2009, $454,000 payable in annual intallments of$38'000 to

iot,ooo .",, io t z, *i,t interest ranging ftom 2 43yo to 1 '5yo'

Sub-Total

-39-



MUNICIPALITY OF VEGA BA"IA, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS

JUNE 30,2011

12. RETIREMENT PLAN

Plan Description

Regular full time employees of the Municipality contribute to a cost sharing multiple-employer
defined benefit retirement plan, administered by the Employee' Retirement system of the
Govemment of Puerto Rico and its instrumentalities (ERS). ERS covers all regular full time
public employees working for the central govemment, public corporations and the municipalities
of Puerto Rico. The system provides retirements pensions, death and disability binefits.
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)

Elisibility

Age 55 and 30 years
Of service

Under 55 and 30 years
Of service

Pension Benefits

7 5%o of averuge highest compensation
during any years olcredited service

65%o of average highest compensation
during any 3 years of credir service

Participants in the System who retire prior to 30 years ofcredited 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%o for each year in excess of 20 years.

No benefit is payable if the participant receives a refund ofhis accumulated contributions.

Additional information of ERS is provided in its financial statements for the year ended
June 30' 2011 a copy of which can be obtained from the ERS, Minillas station, po Box
42003, San Juan, PR 00940.
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MUNICIPALITY OF VEGA BA"IA, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS

J{,NE 30, 2O11

10. GENERAL LONG-TERM DEBT (continuation)

General and Special Obligations Continuation)

Descr ip tion
Balan ce

Ju ne 30, 201 I
Due with in
O ne year

Series of200l +Bonds with Secction 108 S3,200,000 payable in
annual installments of$35,000 to $175,000 \nlil2023:' with interest
mnging from 2.41o/o lo 5.690 . $ 2,325,000 $ 175,000

Series of2007. $290,000 payable in annual installments of$5,000 to

$25,000 until 2032; with interest ranging from 3.93o/o to'7 -5Yo
2 7 5.000 5,000

Series of2008. $4.390.000 payable in annual installments of$70.000 to
$360.000 until2032t with interest of6.5yo to 1yo

4,24 0.000 8 0.000

Series of2008, $360,000 payable in annual intallments of $25,000 to
$50,000 until 20l8,with interest ranging ftom2.43oh lo 7.5yo.

3 05,0 00 30,000

Series of 2009, S l3 I ,000 payable in anuua I installments of $ I 5,000 to
$25,000 until 201 5, with interest ranging ftom 2.43oA lo 7 .5o/o.

r 0l ,000 I 5,000

Series of2009, S150,000 payable in annual intallements of$15,000 to
$25,000 until 2015, with interest ranging from 2.43o/o lo'7 .5oh.

r 15,000 20,000

Series of2009, S1,530,00 payable in annual intallments of$20,000 to
$ 130,000 until 203 3, with interest rang ing from 2.43%o to 7 .5%o.

I,485,000 25,000

Series of2009, $1,460,00 payable in annual intallments of$35,000 to
$135,000 until 2028, with interest rangng from 4.7 5o/o to1.5Vo.

1,390,000 40,00 0

Series of2009, S1,390,000 payable in annual intallments of$20,000
to $120,000 until2033, with interest ranging from 4.7 5o/o to 7.5yo.

1,350,000 2 5.00 0

Series of2009, $454,000 payable in annual intallments of$38,000 to
565,000 until 201 7, wi th interest ranging from 2.43Yo to 7 .5o/o.

3 75,0 00 4 3,0 00

Sub-Total I1,96t,000 458.000
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MUNICIPALITY OF VF,G}A BA"'A, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS

JUNE 3(), 2011

10. GENERAL LONG-TERM DEBT (Continuation)

D escrip tio ll
Bslauce

.lun e 30.2011
Due w ithi n
On e verr

Series of 2010, $170,000 payable in annual installments of
$20,000 to $30,000 until20l6; with interest ranging from 5.0%
to 7 .5o/o s 150,000 $ 2 0,000

Series of 2010, S505,000 payable in annual installments of
$20,000 to $55,000 until2024; with interest rangir^g from 4.75o/o

lo 7 .5o/o 485,000 2 0,0 00

Series of 2010, $355,000 payable in annual installments of
540,000 to $60,000 until20l6; with intererst ranging from 5olo to
'7 .50/o 315,000 4 5.000

Series of 2010, $4,110,000 payable in annual installments of
$60,000 to $350,000 until2034; with interest ranging from 57o

to 7 .5o/o 4.0 s0.000 65,000

Series of 2010, $2,110,000 payable in annual installments of
$80,000 to S225,000 until2024: with interest ranging from 6%
to 7 .5o/o 2,03 0,000 8 5.000

Series of 2010, $2,315,000 payable in annual installments of
$35,000 to S200,000 until2035; with interest ranging from 6%
to 7o/o 2.3 r 5.000 3 5,000

Series of20l l, $4,575,000 payable in annual installments of
$125,000 to $500,000 until2028; with interest ranging from 6Vo

to'1o/o 4.575,000 125,000

Series of20l0, $2,520,000 payable in annual installments of
$3 5,000 to $2 I 5,000 unti I 203 5; with interest ranging from 60lo

to 7 .5o/o 2,520,000 3 s,0 00

Series of 201 0, 5780,000 payable in annual installements of
$10,000 to $70,000 until 2035; with interest ranging from 60lo to

7% 780,000 10,000

Series of20l l, S505,000 payable in annual installments ofS20,000
to$55,000 until20l 1; with interest ranging from 4-75o/o to7.5o/o

505,000 2 0,000

Sub-Total 17,725,000 460,000
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MT'NICIPALITY OF VEGA BA.IA, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS

JUITE 30, 2011

The annual debt service requirements for the bonded debt outstanding as June 30' 2011'
are as follows:

YearEndngJrmeg) Principl Inh€$ Total

2012 $ 2,98,000 $ 3,185,185 $ 6183,18s
2013 2,451,W 3,U772fi 5,528,m
2014 3,160,000 3,672,116 6832,116

2015 2.628.W zRs,0ss 5.363.055

2016 z613,m0 2539,W llszmo
Su@wntyems 36,951,000 t3,w2,u3 50,043,043
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MITIUCIPALITY oF vEcA BA.,A, puERTO RICO
ITOTES TO FIITAITCIA"L STiTEMEITTS

JrrrrE 30, 2011

10. GEITERAL LONG-TERM DEBT (Continuation)

The Municiparity is required to rimit the amount of general obligation debt to l0% of thetotal assessment of property J9"":dl$l tf,. frlr"i"ii"lit,, for bonds to be repaid with theproceeds of properry rax resrricted for debt ,"*i*. -dtr,.r"ourigurio^ 
i*rui. Ili*n.ur"aabsences; LIMS refinance debt, claims a"a:,ragm"nir. 

- "

11. DEBT SERVICE FT.rND

The revenues of the debt service fund arise from the additionar property tax and arerecogrized when collected af inrolga by the CRIM (iee Note 2). The cRIM retains thesecollections for the payment of principal ana in,"i"riir bonds and "r". irrrJ'iy ,rr"Municipality. Interest income is for the payment oii"t.."" or special obrigations notes andproperty taxes are for the debt service requirements ofthe genera obrigationsionds anJnotes.
The Govemment Development Bank pays principar and interest on these obligations forPuerto Rico from funds obtained Ao- tfr" 

-fofio*ir!, --

Expenditures for year 2010-201 I were as follows:

17.551

I,033.871
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MUNICIPALITY
ilOTES TO

12. RETIREMENT PLAN

Eligibilitv

Age 55 and 30 years
Of service

Under 55 and 30 years
Of service

OF VEGA BAJA, PUERTO RICO
FINANCIAL STATEMENTS
JUNE 30, 2011

Pension Benefits

7 5oh of average highest compensation
during any years of credited service

65Vo of average highest compensation
during any 3 years of credit service

Plan Description

Regular full time employees of the Municipality contribute to a cost sharing multiple-employer
defined benefit retirement plan, administered by the Employee' Retirement system of the
Govemment of Puerto Rico and its instrumentalities (ERS). ERS covers all regular full time
public employees working for the central govemment, 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)

Participants in the System who retire prior to 30 years ofcredited service are entitled to an annual
retirement benefit equal to 1.5% ofthe highest compensation in any 3 years ofcredited service for
each year of service up to 20 years, and 2%o for each year in excess of20 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, 2011 a copy of which can be obtained from the ERS, Minillas Station, pO Box
42003, San Juan, PR 00940.

-43-



MuNrcrP-lLJH?ilr"f,st^HiiiiYfi BISJ*

12. RETIREMENT PLAN (Continuation)

Elisibilitv

Age 65 with 10 Years

of service

Pension Benehts

I .5%o of average compensation during

the final 5 years of credited^servtces

multiples bY the numbers 01 Years

credited service

Forbothplans.theemployeesarevestedwhenattainingtenyearsofptanparticipation.Disability
and death benefits are avarrabt'wih certain limitations,^J "fi "*,ltits 

in pay status will be

increased every three vtu" uv"i"y"luti# i" ir'" "ppt'al 
by the Legislature of Puerto Rico'

Reforma 2000 is a hybrid defined contribution plan' {.s9 
known as a cash balance plan' Under

this new plan. there will be a ili"f ft;;;;j"t' 1r'1-1*iil 
be invested bv ERS' tosether with

those of the current defined u'enefit pian. Benefits at retirement age will not.be guaranteed by the

Commonweatth of puerto il'i:"ffi;il;JilU" U^.."n a firmula which assumes that each

vear the employee's contriuutioni;i;;;fu-'* of.8,'275% of the employee's salary upon to a

maximum of 10%) *i1 ue in eriJ in an account which will either: (l) eam a fixed rate based on

the two-year Constant Muru'ity ittusury Note or' (2) eam rate equal to 75% of the return of the

ERS's investment portfolio fnet';ffi-;;;;;;i-itt')' ot (3i eam a combination ol both

altematives. participants *iti .".eir. periJdic account statem;nts similar to those of defined

contribution plans showing rt"r. "."*"i t"lances. Disability pensions will not be ganted under

Reforma 2000. The ".pr"vo;. "orriiriiii ts.zlsw of the employee's salary) will be used to

fund the current Plan.

Fundine Policv

The Act 447, as amended, is the authority under which obligations to contribute to the Plan by the

plan members, employer -a oit., .ont ibuting entities are established or may be amended' The

required contributions ."a"*Uv'ti"-vfr"i.ip"iity were based on percentages established by the

Administrator of the system.K;;;;r;;"g;r were not based on actuarial studies as required by

;;;;C ;.*p*a *.our,,i.rgl.i,i"ipf"1 i.n actuarial compuration of the annual contribution

applicable to the Municip"i'i"rvi^ ,i.t t""n prepared. Accordingly, the amounts by which the

,ii"J 
""*.iu"rions 

differ from the required actuarial contributions are not known.
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MUMCIPALITY OF VEGA BA.'A, PUERTO RICO
SCHEDULE OF EXPENDITURTS OT' FEDERAL AWARDS

F'OR THE FISCAL YEAR ENDED JUNE 30, 2011

Federal Grantor / Pass-throush Grantor Prosram Title
Federal CFDA

Number
Pass-through

Grantors Number
Federal

Exnenditures

U.S. Department of Aericulture:
Passed+hrough Commonwealth of Puerto Rico Govemors Office
Department of Education of P.R.

Child and adult care food program
Total U.S. Department of Agriculture:

U.S Department of Transportation Federal Transit Administration
Direct Program:

Federal Transit - Capital Investment Act
Total U.S Department of Transportation

TOTAL FEDERAL ASSISTANCE

See notes to the schedule ofexpenditures of federal awards.

10.55 8 N/A 527,r71
@

20.500 PR-90-X197 to 267 g
119,136
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MUNICIPALITY OF VEGA BA.,A, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2011

12. RETIREMENT PLAN (Continuation)

Contribution Requirements

The Municipality's total payroll for the fiscal year 201I amounted to approximately $13,995,600
Common wealth legislation requires employees to contribute 5.775%o of gross salaries up to
$6,600 plus 8.27 5%o of the gross salary in excess of$6,600. Municipality is required to contribute
9.27 5%o of gross salary annually during year 201 1. Municipality is required and actual
contribution under Act 447 and Reforma 2000 were $3 16,063 and $218,229 respectively.

Acluarial Valuation

As of June 30, 2010, 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
govemment 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
b) Salary increases
c) Pre-retirement Mortality

7 .5%o a year
3.UYo yeat
For General Employees and Mayors, RP-2000
Employee Mortality Rates for males and females
projected on a generational basis using Scale AA.
For member s 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.

Gender-specific mortality rates were developed
based on a study of plan's experience from 2003 to
2007. Sample rates shown below are as of2005 and
are thereafter projected on a generational basis using
Scale AA.

Post-reti rement Health Mortal ity

Post-retirement Disabled Mortality RP 2000 Disabled Annuitant Mortality Rates,
without projection.
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MUNICIPALITY OF \IEICA BA.'A, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS

JUNE 30,2011

12. RETIREMENT PLAN (Continuation)

A ctuar ial Val uat io n (C o ntin ued)

d) Termination

e) Disability

Withdrawal rates vary by employee category. The
annual rate of termination is as follows:

For general employees 2.0%
For police and fire 1 .6%
For Mayors 3.0%

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 75Yo ofthe Highest Salary maximum benefit.

Adiustment to 1987 CGDT
Act Members Covered under

Act 127
Other

Members
447 100o/o 7 5o/o

1 100% 75%
2000 100% if more than 10 years

from retirement eligibility.

300%o if at or past retirement
eligibility.

Interpolated from 100% to
300% in the l0 years leading
uD to retirement elieibiliW.

7 5o/o

100% of disabilities occurring while in active service
are assumed to be occupational for members covered
under Act 127. For other members, 90o/o of
disabilities occurring while in active service are
assumed to be occupational and 10%o are assumed to
be non-occupational.
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MUNICIPALITY OF VEGA BAJA, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS

JUNE 30,2O11

12. RETIREMENT PLAN (Continuation)

Ac tuar i al Vqluat ion (C o nt in ue d)

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

Act 447 General Emnlovees (Includes General Hazardous Emplovees)
Service Condition

Age 10 vears 25 vears 30 years
45 to 49 t0.0%
50 to 53 15.0

54 20.0
55 to 57 10.0o/o 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

Svstem 2000 General Emplovees
Age Non-hazardous Hazardous

60 to 66 15.0% 12.0Y.

67 100.0 100.0

Act 447 Police & Fire
Service Condition

Age l0 years 25 years 30 vears
45 to 48 10.0%

49 15.0

50 7.0Yo l s.0
5l to 56 15.0 20.0

57 20.0 30.0
58 2.s% 20.0 100.0

59 to 64 10.0 25.O

65 to 69 10.0 30.0
70 100.0 100.0
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MUNICIPALITY OF VE1GA BAJA, PUERTO RrCO
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2O11

12. RETIREMENT PLAN (Continuation)

Ac tuar ial Valuot io n (C o ntin ued)

System 2000 Police & Fire
Service Condition

Age l0 vears 25 years 30 vears
45 to 48 9.jYo

49 13.5

50 6.3% 13.5

5l to 56 13.5 18.0

57 18.0 27.0
58 2.25o/o 18.0 27.0

59 ro 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 ofparticipants with spouses

h) Number of employees electing high
contributions

i) Cost-ofJiving adjustments

50% of participants assumed to be married at
retirement, with females assumed to be four years
younger than males.
I 5% of retiring employees assumed to pay
retroactive contributions at retirement.
3%o every third year

Accordingly, the pension expense for fiscal year 20ll was approximately $588,551 that
represented 100% ofthe contributions required by funding policies ofthe Plan.

13. 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 eligibte in the future to receive such payments upon termination are
included.

June 30,20010 June 30, 201 1
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MUNICIPALITY OF VEGA BAJA, PUERTO RrCO
NOTES TO FINANCIAL STATEMENTS

JUNE 30,2O11

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, 2011, were approximately $92,345 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 l, 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 Prosrams

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 ofthe 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.

C omptr o ller's O.ffic e 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 ofthe single audit. These audit report
do not cover any findings subsequently disclosed to Municipality operations by the
Comptroller's Office.

15.
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15.

MUNICIPALITY OF VEGA BA^,A, PUERTO RICO
NOTES TO FINAITCIAL STATEMENTS

JUNE 30, 2011

CLAIMS AND CONTINGENCIES (continuation)

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 $40,000 at June 30, 201 1.

CLOST]RE AND POST-CLOSURE CARE COST AND LAI\DFILL OBLIGATION AND
SUBSEQUENTEVENT

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 landfrll 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 I'r 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 31,2010 and shall secure the Facility against unauthorized disposal.

16.
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MUNICIPALITY OF VEGA BAJA, PUERTO RICO
NOTES TO FINANCIAL STATEMENTS

JUNE 30,2O11

16. CLOSURE AND POST-CLOSURX CARE COST AND LANDFILL OBLIGATION AND
SUBSEQUENT EVENT (continuation)

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

Closure Cost

Final Cover

Revegetation

Landfill Gas Monitoring and Control

Croundwater Monitoring/Remediation

Leachate Control

Drainage

Security

Structure RemovaYAbandonment

Documents/Reports

Subtotal

l0% Contingenc;

Total Closue Cost

Post Closure and Maintenance Cost

Revegetation

Erosion Control

Monitoring

Remediatiyy'Control

Drainage

Security

Inspectb Reporting

Other

Subtotal

Total Postclosure Maintance Cost (30 years)

TOTAL COSI

$ 2.707.38'l

285.9E)

I.945.000

78200

210.000

1495.492

28.500

15.000

680.000
'1.415,575

74r.558

$8,190,133

$ 91.000

91.000

53.700

50.000

60,600

5,500

60,000

30,000

44 t,800

$13,254,000

Estimates are based on curent costs in 2011. 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 l% 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%o of the corresponding tar with the
same exemptions and limitations that the portion collected by Treasury Department. The Act
provides and optional suftax 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 $2,160,483
during the year ended June 30, 201 1.
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MI'IIICIPALITY OF VEGA BA"'A, PT'ERTO RICO
NOTES TO FIITAITCIAL STATEMEITTS

JIrNE 30, 2011

I- 18. RESTATEMEI{T OX'2OIO HNANCIAL STATEMENTS

During the fiscal year ended June 30,2011 the Municipatity notes that certain liabilities had
been overstated or understated as well as other differences related with adjustrnents to capital
assets and reclassification of certain fimd balances. As a result tle net assets at June 30, 2010, as
previously reported, had been increased by $3,128,430 and the fund balance of various funds at
June 30,2010, as previously reported, general frmd had been increased by $926,343 and the
Capital Project increase by 32,050 fimd.

C rD ital
Nct General Proyect

Assets Fund Fu ndr

Beginning balance at

J une 30, 20 l0 $ 3 r.9s6.096 $ (7.2 90.064 ) $ 1,73 5,13 3

Accou nts payable fro m

prior year cancelled 926,3 43 3 2,050

A dj ustment for the

landf ll co st acrual 3,r28,410
Beginn ing balance, as
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fl,ail A. FELICIANO CTIARIYECO
Certified hrblic Accountaat

Urbanizaci6n Matienzo
l5I Calle Miguel Salas
Arecibo,PR 00612 Teh (787) A7s-4433

tr'ar (787) 880-1402

REPORT ONINTERNAL CONIROL OVER-FINANCIAL REPORTING ANDcoMpLTANCE AND_orrrE_R MAri;R#iipf gl* ArJDrr or, rrNAlrcrAlSTATEMENTS PERFORMED rX,IdCri^riiANCE WT.II GOVERNMENT
AUDITING STANDARS

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

we have audited the financiar sktements of the govemm-entar activities of Municiparity of vegaBaja' puerro Rico as of and for th" t;;.;lfi,il;d.20r1 and have issued *f"i.port tt"."ondated March 27, 2012. I conducted -v ;;it ir'""*ra-*.*m, ;t,#r#d;s generallyaccepted in the United shtesof Ameri.; il;.;;;*d. appricable to financial audits conrainedin Government Auditing standafis, t.*;;6 rh##ffi"ller General of the united states.

ered Municiparity of vega Baja, intemar contror over

frfr:lt TrilI?ffi.?trH::i:i6T11{,"1*,1ni1-"d** t". il.;;i;;;-oil*p,o.i,g ,,v
eirectiveness "r'r," #J1rl.r .li v"g" ;il':#ffi'"{lFT,:!:,.##:lfTr:t*1
fiitrlttlll l,ll# ;,m:* ;lr*, :"I*if "i*,.,. "r,r," u,J"baii? v.g; s;ji
A deficiency in internor control exists when the design or. operation of a control does not arowmanagemenr or emprovees. in the normar 

"o"o. oip.il.o,ir! ,r,"i.*rig*i dil;, ro prevent,or derecr and correct misstatemenrs 
", " tir.i-iiii."'t i*uai;;il;";;;:ficiency, orcombinarion of deficiencies- in intemar conror, such-that there is 

" 
;;ffiI; ;.iiu1i,, ,t u, u[1H'irTfffi:i]"*;: *; e'trtv'' nna'ciJ'ffi;# *rii ,"i ;.;;#;,Ttetected and

My consideration of internar 
1311o],oyer 

frnanciar reporting. was_for the limired purpose described inthe first paragraph of this section and was not designed to ;dentig, all deficiencies in ioi"*ut .ont olover financiar reporrine that might be ae;ci;.i"r,?ig.ii""*, oefrciencies or materiar weaknesses. IltJ,i,$:,#" #1 ff 1;lf;:*,i.ffi ;ffi ; ft ltli.n"*"r a i"p" J", il"i, i Jl.ia* 
" a"
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As part of obtaining reasorabiraszurance about whether Municiparity of vega Bai4 puerto Rico,s
I[T]*:1;T]: fl:T::j:::.3 ilil;;;j;,ro*,.a test orits compriance with cerrainprovisions of laws, regurations, 

"".*",r, *s;;;#ffi; ffiJ"_r,ffi .ffi.rhto""ffiilhave a direcr and material effect on ,r," a""rrfir"i"i'.i fi"-tia ."i#;;;;rJ. ,o*.u""providing an opinion on compliance *u, o"."lr""i.ro]* ** not an objective of my audit, andaccordingly, I do not express such,an 
"pi"i"". 

"Til;;; 
of my tests disclosed no 

'instances 
of

lHfffllu,,* 
or orher maners that 

"i" *q"i;-,"t'."portia und", cov"mJ"n1 Auditing

This report is intended solelv for the information and use of management, M.nicipal Council andfederal awarding agencies uoa p*r-*,.oreh ;;il.;;"""t intended to be and sbourd not be usedby anyone other than these specified panils.

Arecibo, Puerto Rico
March20,2012

The stamp numb er ZJoZeA | |
was afixed to the
original ofthis report

1,2013
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wlN A. FELTCTANO CTTARNECO
Certlfied Rrblic Accountant

151 Calle Miguel Salas
Arecibo, PR 00612 Tet: (787) 8794433

Fax: (787) 880-1402

REPORT ON COMPLIANCE WTTE REQIJIREMENTS APPHCABLE TOEACE MAJoR pTgq$M AND hrriliN;"c^olTRol ovER coMpLTANCEIN ACCORDA]|ICE WITE OMB-CIRCTNAN A-r}i-". "*

Independent Auditor's Report

To the Mayor and Municipal Council of the
_ _ Municipality of Vega Baja
Vega Bai4 puerto Ric6

Compliance
I have audited the compriance of the Municiparity of vega B1j1 Tm tbe types of compliancerequrements described in the U.S. office of rrrrr"n",o"rt and Budget (oMB) circurar A_r 33Compliance suppremenr that_courd ha-ve , ai*"'lrit *riar 

^effect 
on 

"..r, of,its major federalprograms for the year ended June 30, 201l. fn. V*i"ilufity of Vega ii":"T":". f.i".uf progrurn.are identified in the summary or uuaitor'r ...Ji'."}i"r"r ir," ,"#p;;;;';"iii" or nnairg,and quesrioned costs' comniian". *i r, ,r," *qrir"*.ril of laws, ,.d*ffi ;;;;;, and grantsapplicable to each of irs major federar p-gr""l i. ,ir"-.iponsibirity Jf u...,pa-l"rv li v"gu su1u,.
ilffiTffi}'"[lresponsibilitv is to eiprlss * ;p",i;; ;" Municiparity of vega "Baja 

compriance

I conducted my audit of compliance in accordance with auditing gandards generally accepted in theUnited states of America: ,i.,..rona*a.-";rtffir;;tr*cial. 
audits contained ii Govrrn rrtAuditing standards, issued bv rh" c;ft"1i;;'c"r"#"r,rr" 

_u,rited states; and oMB circutar A_133' "Audits of Srates. Lo"a.coremri;r.'*a-ivlr'+.lfit.organizationri,. 
Thor. standards andoMB circurar A-133 reouire that r pr", *Jp"ri"-r"rr," irar, to obtain reasonabre assurance aboutwhether non-compliance'with^the-,il;;'f #d,1;lJ'riqui..n,,"oo referred to above that couldhave a direct and material effect ona major r"oerar program occurred. an audit i;.;;; examining,on a test basis, evidence about.M,ni^cipjit.;-fQ"?it 

compriance with those requirements andperforming such other procedures-as I considered-necerr*y. in ri,. .t;il#;.: i}ii,"u. ,r,u, *vaudit provides a reasonabre basis for o,, *r"r.G?,iirl ao.r ro, provide a regal determination ofMunicipaliry of Vega Baja,s compri**,,itrr,r,"* loii".rr,..
In my.opinion, Municiparity of vega Baj4 puerto Rico, compried, in all material respects, with the;TTJffi iTfi[ff :?.f,'fff jJ."::]i*X,,T,11-r,"Jui"u&,""i*d",#ff ;tr:fi ;eachorits
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lrttttt c""t-t e9" c,
i#.frHi,ffit "'iryJ*'ffif 

vega Baja is responsible.for eshbrishing and maintainins
grants applicabl. ,o f.d,ou3 

compliance with requirements of laws, *guruu*i"i conffacts andy1=*f 'ff ;";;fi"""ifl*#"Jtr;,';;:'ffi,.,#.*|.trui'Hft .*"","ffi 
#ldrect and materiar etrect 

11-a-11jor.4;il;;;#t ".a"1 
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MUNICIPALITY OF VEGA BAJA, PUERTO RICO
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

FOR THE T'ISCAL YEAR ENDED JUNE 30, 2O11

Federal Grantor / Pass-through Grantor Program Title
Federal CFDA

Number
Pass-through

Grantors Numher
Federal

Expenditures

U.S. DeDartmenl of Housing and Urban DeveloDment
Direct Program:
Community Planning and Development
Community Development Block Grant (Entitlement Grants)

CDBC - 2005-2010

Direct Program:
ARRA - Community Development Block Grant Program
ARRA Entitlement Grant

Direct Program:
Communiry Development Block Granl - Section 108

Ioan guarantee

Direct Program:
ARRA - Homeless Preyentior & Rapid Re-housing Program

Direct Program:
Public and Indian Housing
Section 8 Housing Choice Voucher
Housing Opportunities for Persons with AIDS

Passed-through Commonwealth of Puerto Rico Govemors Office
Federal Emergency Management

Emergency Shelter Grant

Emergency Sheller Grant

Total U,S. Of Housing and Urban Dev€lopment

U.S. Department of Health and Human Services:
Passed-through Commonwealth of Puerto Rico Govemors OfIice
for the Care and lntegral Development ofChildren:
Department of Families ofPuerto Rico

Head Start
Matemal and Child Health Service Block Grant to the

States (Escuela Matemal)
Matemal and Child Health Service Block Grant to the

States (Cuidado del Niflo)
ARRA - Head Start
ARRA - Child Care Development Block Grant

Administration on Aging
Passed-through Commonwealth of Puerto Rico Govemors Office
for the elderly

Special Program for the Aging Title III Part C Nutrition
Nutrition Services

Total U.S. Department of Health and Human Services

t4.?18
B-05 to l0
MC-72-OO14

t4.253 B-09-MY-72-0014

14.248

14.2s7

8-94-98 MC-72-0014

s-09-MY-72-0014

RQ-032-V-0004/5
RQ-032-HOPWA

s-03-MC-72-0015

s-02-MC-72-001s

02-cH-0483

N/A

N/A
N/A
N/A

89,298
89,298

1\t t)\
354,42s

I,712,745
48,379

t,761,124

3,702

6,230

9,932
3,397,609

6,418,792

46,609

206,295
73,403
38,741

----6755"s-m-

14.871
14.241

14.23 t

t4.23 |

93.600

93.994

93.994
93.708
93.713

223,4Zl

-57 -

93.045 Title lll



MUMCIPALITY OFVEGA BAJA, PUERTO RICO

SCHEDULE OF EXPENDTTURES OF TEDERAL AUTARDS

FOR THE FISCAL YEAR ENDED JUNE 30' 2011

Federal Grantor / Pass-throush Grantor Program Title
Federal CFDA

Number
Pass-through

Granlors Number
Federal

Exoenditures

[J-S. DeDartment of Aericulture:
Passed-through Commonwealth of Puerto Rico Govemors OIfi ce

Deparlment of Education of P.R.
Child and adult care food program

Total U.S. Department of Agriculture:

U.S Department of Transportation Federal Transit Administration
Direct Proeram:

Federal Transit - Capital Investment Act
Total U.S Department of Transportation

TOTAL FEDERAL ASSISTANCE

See notes to the schedule of expenditures of federal awards.

10.558 N/A s2't ,17 |

@

20.500 PR-90-X197 to 267 119,136

-Titffi-
-S-lr,o-slffi-

-58-



MUITICIPALTTY OF VEGA BAJA' PUERTO Rrco
NOTES TO SCHEDULE OF TEDERAL FINANCIAL AUIARDS

FOR THE FISCAL YEAR EI{DED JUNE 30, 2011

1. GENERAL

The accompanying schedule of Federal Financial Awards presents the expenditures of all

Federal financial 
-awards 

programs of the Municipality of Vega Baja, Pueno. Rico. The

Municipality of Vega Baja ieporting entity is defined in Note l-A to the basic financial

stateme;ts. 
- 
Federai financial awards received directly from Federal agencies as well as

Federal financial awards passed through other govemment agencies are included in the

schedule.

(2) MAJORFEDERAL 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 Americai Recovery and Reinvestmcnt Act Programs represent the major

feieral financial awards of the Municipality. Major federal awards represent 96%o of total

expenditures.

(3) FEDERALCFDANUMBER

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.

(4)

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

Govemmental and TYPes as follow:

Total
O tb er

P ro g r a m s
H e a d S ta rt
P rogram s

H ud
Program sD escription

1r.051.177$ 946,307't.007,2613.097.609

Fede ral
Pro g ram s

ExDenditures

4,6O1,7 624.601.762

State &
Municipal
Exoenditures
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MUNICIPALITY OF VEGA BAJA, PUERTO RrCO
SCHEDULE OF F'INDINGS AND QUESTTONED COSTS

FOR THE FISCAL YEAR ENDED JUNE 30, 2Olt

SECTION I - SUMMARY OF AUDITOR'S RESULTS
Part I - Financial Statements

1. Type ofauditor's report issued

2. Intemal control over financial reporting:

Material weakness (es) identified?
Signifi cant defi ciency(s) identifi ed not
considered
to be Material weaknesses?

3. Noncompliance material to financial
statements noted?

Part II - Federal Awards

I . Intemal control over maj or programs:

Material weakness (es) identified?
Significant deficiency(s) identifi ed not

considered
bearing Material weaknesses?

2. Type ofauditor's report issued on
compliance lor major programs.

3. Any audit findings disclosed that are

required to be reported in accordance
with Section 510 (a) of Circular A-133?

ldentification of major programs:

=tr'*'t4.218

14.87 |
r 0.558
14.253

14.257
93.708
93.713

Dollar threshold 'ir:lt . distinguish
between type A and type B programs:

Auditee qualified as low-risk auditee?

Unqualified

X Yes

iederal Program or Cluster
Head Start
Matemal and Child Health Service Block Grant to the States
(Cuido del Niflo)
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 ttl Part C Nutrition Services

$33 1,53s
X Yes No

Qualified

_ Yes

X Yes

Yes

_ Yes

X Yes

XNo

No

XNo

_X No

No

No
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Ref. No.

MUNICIPALITY OF VEGA BAJA, PUERTO RICO
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

E'OR THE FISCAL YEAR ENDED JUNE 30, 2O11

Program: Accounting and Finance Department
General Fund - Deficit
Year ended June 30,2011

Finding / Noncompliance
Questioned

Cost

2011-01 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 ofdeficiency 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.

-6t-



MUIIICIPALITY OF VEGA BAJA, PUERTO RICO
SCHEDULE OF FINDTNGS AND QUESTIONED COSTS

FOR THE HSCAL YEAR ENDED JUNE 30, 2011

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, 2011

Ref. No. Finding / Noncompliance

2011-2 Statement of Condition and Criteria
Effective control and accountability must be maintained for the grant.
Administrative personnel must verifr 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.

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 modiff the
internal control procedures relative to disbursement to comply with
program regulations and the Municipality must retum the amount to the
program.

Municipalitv Response:
The Municipality will retum the amount before June 30, 201 1.

Questioned
Cost
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MUNICIPALITY OF VEIGA BA"'A
STIMMARY SCHEDULE OF PRIOR AUDIT T'INDIITGS

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

2010 Finding No. l: Accounting and Finance Department
General Fund - Deficit
Year ended June 30, 2010
Finding reported again.

2010 Finding No. 2: U.S. Departrnent of Housing and Urban Development
Public and Indian Housing
CFDANo. 14.871
Grant No. Section 8 Housing Choice Voucher
Year ended June 30, 2010.
Finding corrected.

2010 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, 2010
Finding corrected.

2010 Finding No. 4: U.S. Departrnent of Homeland Security
CFDA No. 97.036
Grant No. Disaster Grant Public Assistance
Year ended June 30, 2010
Finding reported again.
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CORRECTIVE ACTION PLAN
YEAR ENDED JUNE 30,2011

Ref. No. Finding /Corrective Action Anticipated
201 1-01 Planned,{Person Responsible: Completion Date

Statement of Condition: On or before

The General Fund is not complying with budget balances and of201l-12
and criteria established by the Standards of Financial Management fiscal year

Management System for Regulations for Municipal
Administrator, with GASB codification 1700, with rcquirements
stated in OMB Circular A-133 and with Budget requirements of
Municipal Law number 8l ofAugust 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. fuvera Hemrindez
Finance Director

Ref. No. Findine /Conective Action Anticipated
2011-02 Planned,/Person Responsible: Completion Date

Statement of Condition:
Effective control and accountability must be maintained for On or
before the grant. Administrative personnel must veri$ all program end of2011-12
transactions and must assure that are solely for authorized fiscal year

purpose, necesszry and reasonable and allocate to federal awards.

Corrective Action Planned:
The Municipality retumed the balance due on August 2010 to the
progr.rm and made improvement to the control procedure to
comply with programs regulations.

Person Responsible:
Noel F. Rosario
Finance Director
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