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INOEPENDENT AUDITOBS' REPORT

To the Honorable Mayor and

Municipal Legislature

l\4unicipality of Vieques

Vieques, Puerto Rico

we have audited the accompanying financial statements of the governmental activities, each major fund and the aggregate

i.*rlrNglr.J ilbrmatron oi 1re r,,rinicrpiiity ot vieques of the.c6mmonwealth of Puerlo Rico (the Municipality)' as ol and for

in. V..ii.o.O lrre 30,2010, wnicn coiieitiverV comprise the Mrmicipality's basic financial.statements as listed in the table ol

contents. These financial statements are the iesponsibility of Municipality's management- our responsibility is to express

opinions on these Iinancial statements based on our audit'

Except as discussed in the following paragraphs, we conducted..oul audit in accordance with auditing standards generally

u.r.it.O i, the United States of nmiriia ind'the standards applicable to financial audits contained in Government Auditing

siurl.ilt, issued by tne Comptroiter Generat of the United Siites. tnose standards require that we plan and perform the

audit to obtain reasonable .rrrrrnia iUout wtretner the financial statements are free of material misstatement An audit

includes consideration of internal controt over financial reporting as a basis for designing audit procedures that are appropriate

in the circumstances, but not for tne furpose ol expressing an 
-opinion 

on the effectiveness of the Municipality's internal control

ouerlninciar reporting. Accordingty ;e erp,es. no such-opinion. An audit also includes examining' on a test basis, evidence

irppo,ting-tne amounis and disctoJures in ihe financial statements. An audit also includes assessing the accounting principles

used and significant estimates ,ui. U}/ runug.rent, as well as evaluating the overall financial statements presentation We

believe that our audit provides a reasonable basis for our opinions'

l\Ianagement has not recorded certain capital assets in go./ernmental activities and, accordingly, has not recorded depreciation

,rp.ni.. on those assets. a"*.tirg ili.;iples generitty accepted in the United States of America require that those capital

assets be capitalized and depreciate"d, which w6uld increase the assets, net assets and expenses of the governmental

i.tiritLi. inu ,*ount by which this departure would affect the assets, net assets and expenses ol the governmental activities

is not reasonably determinable.

Also, as discussed in Note 2-1 1 to the financial statements, the Municipality has not recorded a provision for liability of closure

,nJ portrtorrr. ..re costs related toine operition ottne landlill. Accounting principles generally accepted inthe United States

of America require that a provision ioi iiluirity related to closure and poiiclosure care costs be..recorded to comply with

ippriruni.l.d,l,ir and state regutations. The amount by which this departure would affect the liabilities, net assets' expenses

oi governmental activities is not reasonable determinable'

ln our opinion, except for the effects of not recording certain capital assets in governmental, activlties and the related

depreciation expense and for the .tt..ir oi nolprorioingi provision.lor liability ol closure and postclosure care costs related to

ir,J operation oi tne lundfill .r C.r.riU.O-in t-r',. preceoing paragraphs, the linancial statements referred to previously present

fairly, all material respects, the ,..pectire tinincirL posit6n of tie governmental activities, each major lund and the aggregate

..r'uining rrnd ;formation ot tne rriunrcifatity as or iune 30, 2010 ind the respective changes in financial position for the year

then end6d in conformity with accounting principles generally accepted in the United States ol America'

Addedvatue se,yices, ptovided by?Lee:lfr?:B::#ffl"dff##Xr#*sonabte Retum on tnvestment 
.l 
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In accordance with Government Auditing Standards, we have also issued our report dated August 17,2011,0n our

consideration of the Municipality's internrl ccntrol over financial reporting and on our tests of its compliance with certain

provisions of laws, regulations, contracts, and grant agreements and other matters. The purpose of that report is to describe the

scope of our testing oif internal control over finincial reporting and compliance and the results of that testing, and not to provide

an opinion on the iiternal control over financial reporting or on compliance, That report is an integral part of an audit performed

in accordance with Government Auditing Standards and should be read in conjunction with this report in assessing the results

of our audit.

Accounting principles generally accepted in the United States of America require that the management's discussion and

analysis on pages 3 thiough 13 be presented to supplement the basic financial statements. Such informalion, although not a

part ot the basic financial statements, is required by the Governmental Accounting Standards Board, who considers it to be an

essential part of financial reporting for placing the basic financial statements in an appropriate operational, economic, or

historical context. We have applied certain limited procedures to the required supplementary information in accordance with

auditing standards generally accepted in the United States of America, which consisted 0f inquiries of management about the

methods of preparing the information and comparing the information for consistency with management's responses t0 0ur

inquiries, the basic financial statements, and other knowledge we obtained during our audit of the basic financial statements.

We do not express an opinion or provide any assurance on the information because the limited procedures do not provide us

with sufficient evidence to express an opinion or provide any assurance.

Our audit was conducted for the purpose of iorming opinions on the financial statements that collectively comprise the

lvlunicipality's financial statements as a whole. The budgetary comparison schedule of the general fund and Ielated notes on

pages 43 to 44 are presented for purposes of additional analysis and are not a required part of the financial statements The

ac;ompanying schedule of expenditures of federal awards and related notes on pages 45 and 46 are presented for purposes

of additio;al 
-anatysis 

as required by U.S. Office of l\,4anagement and Budget Circular A-133, Audits of States, Local

Governments, and Non-Profit Organizations, and is also not a required part of the financial statements. The budgetary

comparison schedule of the general fund and the schedule of expenditures of federal awards are the responsibility of

management and were derived from and relate directly to the underlying accounting and other records used to prepare the

finaninl statements. The information has been subjected to the auditing procedures applied in the audit of the financial

statements and certain additional procedures, including comparing and reconciling such information directly to the underlying

accounting and other records used to prepare the financial statements or to the financial statements themselves, and other

additional-procedures in accordance with auditing standards generally accepted in the United States of America. ln our opinion,

the information is fairly stated in all material respects in relation to the financial statements as a whole.

4^*,
Torres, Hernindez & Punter, CPA,

Certilied Public Accountants

August 17, 201 1

Stamp #E1532 of the

College of CPA's of
Puerto Rico is affixed

to the original.
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Coxrc*wEArTH oF PUERTo R c!
fuNrcrpAlrry oF VrEauEs, PUERTo Rtco

AI{AGE Ei[,S DISCUSSION AND AI{ALYSIS

FoR rHE F6CAL YEAR Er{DED Ju[E 30, 20,10

The following discussion and analysis of the tunicipality of Vieques (tunicipality)'s financial performance
provides an overview of the funicipalitfs financial ac{ivities for the fiscal year ended June 30, 2010. Please read it
in mnjunction with the financial statemenb which follow ttris section.

FINAT{CIAL HIGHLIGHTS

Highlighb for GovEmment-wide Financial Statemenb

The govemment-wide financial statements report information about the unicipality as a whole using the economic
resources measurement focus and accrual basis of accounting:

o The assets of the funicipality, on a govemment-wide basis, exceeded ib liabilities at the dose of fiscal
year 2010 by $'126,000,322 (net asseb).

. Revenues decreased by $529,786 (26) and expenses increased by $1,314,3m (5%) in comparison with
year 2009, as restated.

. Net decrease in net assets amounted lo $1,923,472, a decrease of $1,844,086 with respecl to prior year
(2009) net change, s restated.

Highlighb br Fund Financial Statemenb

The fund financial statemenb provide detailed information about the unicipalityfs mmt significant funds using the
cunent financial resources measurement focus and modified accrual basis of acmunting:

o At the close of the cunent fiscal year, the unicipalityts govemnental funds reported mmbined ending
fund balances of $3,038,756, a decrease of ($1,5M,502) in comparison with the prior yeal as restated.

o The General Fund reported an excess of expendifures and other financing uses over revenues and other
financing sources of ($245,277) and an unreserved (deficit) fund balance of ($7,191,207).

General Financial Highlighb

. The investment in net capital asseb as ofJune 30, 2010 was $127,249,855 (net of related debQ.

. Long{erm debt general and special obligation bonds decreased to $9,637,&40, approximately 2% with

respect to prior year balance for the issuance of special bond for $85,000 for purchase of equipment.

o Other long term debts increases and net rcduc{ions ftom payments amounted to $1,288,237 and $122,9'19,
respectively.

. On a budgetary bais, actual expenditures exceeded adual revenues and transfes by ($475,273).

. Revenues decreme was mainly in operating granb and contributions of ($1,324,469) and capital grants and

contributions of ($291,812), although, the mnstruclion taxes increased by $838,999.



Co XOITYEALTH OF PUERTO RCO

UMGTPALITY OF VIEQUES, PUERTO RIGO

lrAt{AGE Et{T's Dlscussloll AND AliALYSls

FoR THE FECAL YEAR EIDED JUTTE 30, Ml()

l{ET ASSETS/FUND BALAI{CES RESTATE]iIENTS

l{et Asseb Restatemenb

During the year, the ltunicipality adjusted the govemmental ry1111.t for unrecognized revenues and expenses'

fne J-une 30, 2009 Net Assets, as previously reported of $116,266,922 was restated to Beginning Net Assets, July 1,

ZOOS, tor eor.r*ental Activiiies lo $127 dB,ig4. For detailed explanation of the adiustments see Note 19 of the

Notes to the Financial Statements.

Fund Balances Restatemenb

The June 30, 2009 Fund Balances, as previously reported of ($1,815,598) was restaied to Beginning Fund Balances,

July l, 2009'for ttre various funds to $4,543,258. The principal adjustment conesponded to General Fund that was

iesiatJfrom ($12,27i,583) to (g6,683,529). For detailed explanation of the adjustments see Note '19 of the Notes to

the Financial Statements.

OVERVIEI'Y OF THE FINANCIAL STATE}IENTS

The llunicipality,s basic financial statements mmprise three components: (1) management discussion and analysis

lpresenteo here), (2) basic financial statements, and (3) required supplementary information.

, COMI\)NENTS ()l'
: TTTEFINANCAL
. STATEI'IENN

. Maolcrmnt
Disasrinead

Ao2btb

Ezst Fiuttcizl
Stlmt

The illunicipalit/s basic financial statements consist of two kinds of statements, each with a different view of the

[r;i.iprliti'r fnances. The govemmenlwide financial statements provide both long{erm and short-term

intormjtion 
'rUout 

tt'e liunicipalitl/s overall financial status. The fund linancial statements focus on major aspects of

the tunicipality's operations, reporting those operations in more detail than the govemmentwide statemenh:

Basic Financial Statements

o Govemment-WideFinancial9tatemonb

The govemment-wide statements report information about the t[unicipali$ as a.wtlole using accounting

methods similar to those used by privatesec{or businesses. They are prepared using the flow of economic

resources measurement focus and the accrual basis of accounting. The iirst govemmenlwide statement -
the Stafemenf of Net Assels - presents information on all of the liunicipalitys assets and liabilities, with

the difference between the two reported as net assets. Over time, increases or decreases in the

tunicipality/s net assets are an indicator of whether its financial health is improving or deterioEting. Other

non-finincial facton such as the condition of fte ltunicipality's roads and other infrastructure may need to

4



CoIrcIWEAITH OF PUERTO RICO

ultcrPALnY OF VIEQUES, PUERTO RlCo

AMGE EM'S DISCUSSION AND AMLYSIS

FoR IHE FISCAL YEAR ENDED JUilE 30, fl10

be mnsidered to assess the overall health of tre tunicipality. The second statement - the statenent of

Airirt - presenb information showing how the net assets changed during tre year. All of-the cunent

y..fi *.nr". *d expenses are taken into account in the statement of adivities regardless of when cash

is received or paid.

Fund Financiat Statemen,s

The fund linancial statements provide more detailed information about the tunicipalit/s most significant

funds. Funds are accounting devices that tre f,unicipality uses to keep track of specifc sources of funding

and spending for particular purposes. Some funds are required by Federal and Commonrrvealth regulations,

as well by bond covenants.

The Municipalityrs basic services are included in govemmental funds, which are used to account for

essentially ile sime functions reported as govemflEntal activities in the govemment-wide statements.

However,'unlike the govemment-wide statemenb, lhe govemmental funds are prepared using the lol9f
cunent financial resources measurement foqJs and the modified amrual basis of accounting. Under this

approach the financial statements focus on near-term infloltts and outflows of extemal resources, as well on

baiances o{ expendable resources availabh at year end. Consequently, the govemmental fund statements

provide a detaiied short-term view that helps the reader determine whether there arc more or fewer financial

resources that can be spent in the near frrture to finance the ilunicipalitys program!. Because this

information does not en@mpass the additbnal long{erm focus of the govemmentwide slatements,

additional information is provided on a subsequent page that explains the relationship (or differences)

betlveen the govemment-wide and fund statements

The govemmental fund statements focus on major funds. The Municipalit/s mgjor funds are the general

runA lv*rictr accounts for the main operating activities of the Municipali$) and funds that complies with a

minimum criterion (percentage of the asseb; fiabilities, revenues or expendifures). Funds that do not comply

with this criterion are grouped and presented in a single column as other govemmental funds.

Notes to he Financial Statenenfs

provides integral information needed to explain the basis for the numbes used within the Basic Financial

Statements and provide more detailed data.

Required Supplenentary lnlormalion

provides additional information to better understand the financial position of the ltunicipali$ and contains

the Budgetary Comparison Schedule for the General Fund.



Co IO{WEAITH OF PUERIO RrcO

IruNrclpALlw oF VlEauEs, PUERTo Rlco

MAMGE ENT'S DISCUSSION AND AMLYSIS

FoR THE F6CAL YEAR E DEDJUIE 30,2OI(}

FINAI{CIAL AilALYSIS OF THE TIUT.IICIPAL]TY AS A WHOLE

Net Assets

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

Net assets (assets over liabilities)

may serve over time as a useful

indicator of a govemments

financial position. Net assets for

the year were maintained stable

with a decrease of ontY 1% with

respect to prior Year 6 restated.

The most significant changes were

a decrease in lnvestrnenl in

Capital Assets, Net of Relaied

Debt of ($2,485,296) and a

decrease of the defcit bY

$476,242. The decrease in

Investment in CaPital Assets, Net

of Related Debt is due to the

construction of several caPital

projects, for which the related debt

is of about $3.0 million dollars.

The largest Portion of the

tunicipalitYs net assets reflec{s

its investment in caPital assets

(e.g., land, buildings, equipment'

and infrastructure) for

$127,249,855 [total capital assets

Table 1

Current and Non-Current Asseb

Capihl Asseb

Total Assets

CurrentLiabiffes

Debrred Revenues

Long-Term Liabilifes

Total Liabilities

Net Asseb:

lnvestlEnt in Capihl Asseb,

Net of Relatsd Debt

Resficbd (as Reshbd)

U nresti*d
Total Net Assets

Commonuealth of Puerto Rico

llunicipality of \lleques, Puerto Rico

S-tatement of Net Asseb

As ofJune30,

2010 2009

$ 9,654,548 $ 10,348,253

131,950.643 132,033.825

't41,605.191 112,382.078

14,379,448 13,711,404

15,604.869 14,158.284

849,505

375,916

127 ,249,855

6,435,M2

367,720

379,160

129,735,751

6,479,260

(7,684,975) (8,291,2171

3 126,000,322 $ 127,923,194

($169,910,823) less accumulated

depreciation ($37,960,180) and

i.!!;il;i;ti;6triling'oeut 1$4,zoo,zo8)l used to aquire those assets The llunicipalitv uses these assets to

;;ridr r;;ir is .itirinr and consequenily, these aseb are not available for tuture spending' The resources

["*.A io ttpa, tt'. debt related to these capitalasseb must be provided fiom other sources, because capital assets

are not geneialiy liquidated for the purpose of retidng debt

Restricted net assets represent resources that are su$ect to extemal restriclions on how they may be used'

unrestricted net assets are the part of the net asseb hat can be used to finance day{oday operations without

mnstrains estaUtlstred by debt mvenants, enabling legislation or other legal requiremenb'

As of June 30, 2010 tre ttunicipali$ presented unrcstrided (deficit)^net assets of ($7,684,975) This balance was

;fdJ t bng term obtigation! iuhi as mmpensaeO absences $1,415,392, Law 42 $2,309,297,-general and

;il;i;ils;tilr; f, Es,&a,sga t6J ior op"i.ting pu1gesl, and other debts for the amount of $1 ,0'16,919 for

nhi.f't tt'. 
-ilunicipali$ 

OiA not pmviJe funrting iri previous budgets Historically, such obligations have been

irog"t"d on , prras you go basis without providing funding for their future liquidation.



Co o WEALTH oF PUERTo Rtco
UNEIPALIrY OF VIEOUES, PUERTO RICO

IIAMGE Ei['s DEcusstoN AND At{Alysts
FoR THE F6cAt YEAR ENDED JUilE 30, M1()

Ghanges in Net Asseb

The following table summarizes the
changes in net assets for the years

ended June 30, 2010 and 2009:

With respect to prior year,

revenues decreased by
approximately $530 thousands or
2Yo, gincipally on capital granb
and contributions.

Expenses increased Solo or
$1,314,300 in comparison with
year 2009. Significant increases
w€re registered on general
administration due to a debt wittr
Puerto Rico Department of Labor
and an increase in compensated
absence debt.

ConrmnYGalth of Puetto Rico
ilunicipality of Veques, Puerto Rico

Changes in Net Assets

For Fiscal Year Ending June 30, 2010

alll9

Revenues:

Program Revenues:

Operahg Granb and Contibulons
Capibl Granb and Contibubns

General Revenues:

Property Taxes

VolurlEn of Bushess Taxes

Sales and UsageTaxes

Contuafon Taxes

lnbrgovernnEnbl

Ofier General Revenues

Total Revenu6

Expenses:

C€neral Adninistalon

Publb Sabty

Public Ubrks

Curure and Recfeaton

Healh and Sanihton

Huran Servbes and Y€lbre
Urban DevebprEnt

lnbreS CosE
Total Expenses

Changes in Net Assets

Net Asse$Beginn ing, as Resbbd

l{et Assets-Ending

$ 2,372,970

1,081,759

1,325,152

630,681

588,886

1,10't,638

6,797,412

262,825

14.161.323

9,'176,807

938,998

2,231,167

751,895

651,820

1,634,570

230,256

469.282

16,084,795

(1,C23,4721

127,923,7U

$ 2,6U,782
2,406,228

1,148,856

529,601

743,308

262,639

6,556,307

379,388

1{.691.109

5,600,434

675,521

3,911,964

512,480

756,370

1,949,983

770,452

593.291

11,770,495

(79,386)

128,003,180

t_126I00r22 Llztpz3;ts{



mo wEALfioFR ERToRlco

l*J GPALTY oF VrEauEs, R ERTo REo
AIAGEI E[T,S DISCUS$O{ AI{D AMLYSIS

FoR IHE FISGAL YEAR EilDED JU E 30, 2O1(l

Figure I presenb revenues comparison by soulces of he govemmental adivities dudrg tre past tuo years:

FIGURE I

Commolldlh d Puc.b ftco
fmidpaliry d Vlsquo6, Pu€rb ftco

Rcrenrcs by SoulB€oi,srirm.llbl Activitica
FEcd lbatB End€d June O, 2010 ad ZXB

n%

"%
r2010

r2(Ig!
6

SouEcaot RaYauca

Approximately 48% of he tunhipalityfs revenues came from inte$ovemmefltal, 9.4% from propefi taxes, 24.4%
hom granb and contdbutiom, and 1 8.2% from other sources.
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u tcrPAL[Y oF vlEauEs, PUERTo Rlco
HANAGE ENT,S DISCUSSIOiI AI{O fuALYSIS

FoRTHE FBCAI YEAR ETIDEDJUIE 30,2O1()

Figurc 2 presents expenses by func{ion ofthe govemmental activities during the fiscalyear 2009'2010:

FIGURE 2

Comnon*edth of Puefto Rico

Munidpality of Vieques, Puerto Rlco

Eoanses by Funcdon
Fbaal Year z,ro

(ln Dollais)

9,!76,801 , 57%

gGenelal Administration

!aHealth and Sanitatton ! Human S flices a nd W€lfa,E !rUlban D€'r€lopm€nt

gcuhuE and Re.reation

459,247,3%

938,99A,5%

The tunicipalit/s expenses cover a range of services. The largest expenses are general administration with 57%,

public works with 14%, human service and rr'relfare with 10 o/o and public safety with 6%. Program revenues of the

ilunicipalig covered 21% of total expenses.

The following table focuses on the cost of each of the l{unicipality/s largest functions/programs as well as each

functions/programs' net cost (iotal cost less fees generated by the programs and progranr+pecific intergovemmental

aid):

Co[rmYcalth of Puerto Rico

llunicipality of \[eques, Pue oRico

ilet Cost oI Iunicipaliy3 Govem[Frlal Mivities
Fiscal Yeall md€d June 30, 20'10

Tolal cosl o, SeMces llet Co3t ol Seflicos

General Adnhistaion

Pubh Saw
Publc tttb*s
Cufure And Rec,eabfl

Heafi and Sanidon
HulIEn ServiEs and !\bhre
Urban DevebprEnt

Ohers

Total

2010

$ 9,176,807

938,998

2,231,167

751,895

651,820

1,634,570

230,256

469,282

t 16,084,?95

I 5,600,434

675,52,|

3,911,S64

5'12,480

756,370
'1,949,983

770,452

593,291

$ 8,995,576

93't,763

2,231,167

750,214

636,820

239,849

(1,624,605)

469,282

$ 5,600,434

675,521

' 2,594,679

512,480

756,370

332,226

(1,365,516)

593,29r

2009 2010

$ 11,n0.1S5 I 12,630,066 I 9,6911,185

Some of the cost of
govemrnental activilies in

2010 was paid from

other govemmenb and

oqanizations that

subsidized certain

programs with grants

and contributions
($3,454,729). rhe
$12,630,066 net cost of

selvices was

substantially mvered by

other general revenues

induding property,

volume of business,

sales and usage, and

@nstruc{ion taxes, and

interuovemmental revenues.



CoxroMEAtrH oF PUERTo Rlco

ul{crPAL[Y OF VIEQUES, PUERTO RICO

MA].IAGEMENT,S DISCUSSION ANO ANALYSIS

FoR rHE FlscAL YEAR EIDED Jut{E 30,20,10

FIi{A}ICIAL ANALYSIS OF THE MUNICIPALITYS FUNDS

Govemmental Funds

The focus of the Municipall$'s govemmental funds is to provide information on near{erm inflows, outflows and

baLnG ot resorrces availaote for spending. Such informaiion is useful in assessing the Mrnicipality's financing

requirerents. ln particular, unreserved fun-d balance may serve as a useful measure of a Municipali$'s net

;;;r*. avaiabL at the end of a fiscal year. For the fscal year ended June 30, 2010, the govemmental funds

"ilrtJirui..o 
ending fund batances of $3,038,756, a net decrease of ($1,5M,502) incomparison with the prior

vear. This decrease was primarily by a net change in the Arts Center fund of ($2,153,594)' for which proceed of bond

i";; d-n.d ;;;.*ii..i io'oslof totat coirbined tund balances, ($6,92s,806) constitutes unreserved (deficit)

n nO Uifrnaa of general fund, which was financed by the use of state assignments fund. The remainder of fund

balance is reserved to indicate that is not available for new spending'

The general fund is the operating fund of the Municipali$. Unreserved (deficit) fund balance of^thegeneral fund

[p'"i"nit ,ppro*iratety iO4% o't totat ending general fund batance For the year ended June 30, 2010, the fund

L]..* io.iiditl of the lenerat tund increas-ed- by $245,277 wtren compared w1h the Eior year' The principal

mmponeiii ot ttie net decieases is the transfer to debt service fund for the payment of related debts'

GENERAL FUt{D BUDGETARY HIGHLIGHTS

The general fund original budget for the fiscal period 2009-2010 presented a decrease of 7% with respect to prior

;;;"ilil in. mr"nitip.rity Oid not include as an amendment to the budget the positive 
'id.1T1lY:.tf'nS* 

*
6inro r.i.nr.r, principally 

-in 
volume of business taxes ($261,181), sales and usage taxes ($145,472), and

[($2,1 60,21 1 )] miscellaneous.

sults was due mainly to a decrease in

"r...,il"t1*pr.i*o 
in ttre preceding paragraph. The Muiicipalitv reported less:xee!!1uf-11!:TlP:li:I*

FIGURE 3

Corrmnsealth of Puerto Rico
Municipalitv of Meques, Puerto Rico

riscal Years Eirded June 3{1, 2010 and 2009

Budgetary ComParison

r 2010

r20@ffi'.lil- lhl,, 
==

15,0m,000

,o,or,ooo ' I ,{

- -.4-r t'' -) t'' '-' t-' 1
rr,ooo,o*r -iW ---t- 

-
*uo*s"o..*s *.0*i,*""1s"$ ^.*$

"ro' .St o"F* 
^d"C :"-.''*

,dv.

i, ir'"r. r,r.ai.i. t"r paymenis ol sala"ries arid fringe benefits, and purchase of supplies, and professional services'



co{TNwE LTH oF PuERro REo

Jtur{rclpALtry oF VtEQuEs, PUERTo RGo

AMGE ENT'S DECUSSION AND A ALYSIS

FoR rHE FtscAL YEAR EIDED Jut{E 30, mlo

CAPITAL ASSET At{D DEBT ADIIII{ISTRATIOil

Capital Assets

At the end of the fiscal year, the unicipalig ha invested $131,950,M3(net of accumulated depreciation) in a

broad range of capital asiets, including buildings, land, infrastruc{ure, construc{ion in progress and equipment. This

amounl represents a net decrease of $83,182 or .03% from he prior year.

The illunicipality invested a total of $2,190,907 ofcapitalassets during the fscalyear 200$2010 as follows:

Conmo w€dh d Pu€rto Rico

I{unicipality of Meques, Puerto Rico

Capital Assets (Net)

As of June 3ll,

Govemmental Activities

2009

l{on-depeciable assets:

Land

Constudon in Progress

Deprcciable assets:

Buildings

EquiprEnt and Vehires

Furnfure and Fixtures

lnfastuctre
Total

$ 65,520,752

2,801,094

19,062,6,14

631,254

120,314

43.814.585

$ 65,520,752

647,500

19,671,089

746,971

299,100

45.'148.413

$ 131,950,643 $ 132,033,825

. Construction in Progress

$2,153,594
r Acquisition of Machinery and

Equipment - $37,313

Other projects related to repair and

maintenance of roads (not capitalized) wm

developed during the year 2010.

Construction in progress was principally for

the construction of an Arts Center.

11



Coxlo WEALTH oF PUERTo REo
fuilolpALtry oF VrEeuEs, PUERTo Rtco

iIANAGE EI.TT,S DIscUssIoN AilD AMLYSIS
FoR THE FscAL YEAR EiIoED JUNE 30,20I(}

Figure 4 below presents the components of capital assets during the fiscal years 2010 and 200g:

FIGURE 1

Long-Term Debt

At year-end, the Municipality had $9,637,M0 in general and special obligations, a decrease of 2% with respect to
prior year, due to the repayment of principal of $461,120, and the issuance of $85,000 of special obligation. The

following is a summary of the Municipality's outstanding debt as of June 30, 2010 and 2009:

Commonrvealth of Puo]to Rico

Itiunicipality of Veques, Puerto Rico

Outstanding Long-term Debt

As of June 30, 2010

General and Special Obligalon Bonds

Law Nunber 42 - MRCC

LIMS . MRCC

Law Nunber 146 - MRCC

Puerb Rico DepartrEnt of Labor

Detsrred Charges

Christms Bonus

Coflpensabd Absences

Total

$ 9,637,840

2,309,297

14,483

78,988

728,719

10,'188

't84,541

1,415,392

$ 14,379,448

2009

$ 10,013,960

2,297 ,883
23,454

82,578

5,094

166,732

1.121.703

$ 13,711,404

Commonwealth of Puerto Rico
Municipality of Vieques, Puerto Rico

Components of Capital Assets
(ln Oollars|

s0,0m,000

".:1""1.::i::"v

r2010

12009

12



COIIoiIWEALTH oF PUERTo RIco
XUNEIPALTTY oF VIEQUES, PUERTo RIco

AT{AGE EI{T'S DISCUSSIOI{ AND AI{AIYSIS
FoR IHE FscAt YEAR EIDED JU]{E flt, 2{)1()

Figure 5 presents the componenb of long{erm debb during the fscal years 2010 and 2009:

FIGURE 5

Commorwoa llr! of Pue.b Rico
f unicipali9 of Vieques, Prerto Rico

Outsbnding Long-Tem Debts
(ln DollaE)

!General and Special Obligation Bonds

slaw Number42 - MRCC

-Jt-tMs - MRcc

r.Law Number 146- MRCC

./ Puerto Rico Deparunent of Labor

iChristmas Bonus

rCompensated Absences

Defened Charges

More detailed information about the illunicipalit/s long-term liabilities is presented in Nole g to the financial
staterEnb.

ECONOTIC FACTORS AilD NEXT YEAR'S BUDGEI

The tunicipality's selected and appointed officials considered many fac{ors when setting the fiscal year 2009-2010
budget. One of these factors is the economy. Among economic areas considered are the population growth
estimates, personal income, housing statistics and unemployment rates. The tunicipalit/s unemployment rate now
stands at 17.3%, wtrich compares with the Commonweallfi rate of 16.6%.

The Hunicipali$ applied a conservative approach in development budget estimates. Amounts available for
appropriations in the General Fund for the fiscal year 2011 are $10.8 million, approxlmately $553,000 less than the
fiscal year 2010. The llunicipality expects a reduc{ion of revenues due to the economic recession. Budgeted
expenditures are expected to stabilize accordingly to the projected revenues. Among planned projects, this budget
may be adjusted in accordance with economic injection projected when the construction project promoted by the
tunicipali$ and others private proiects u,ere develop during the year.

COTITACTING THE I{UNICIPALITYS FINAI{CIAL TANAGETENT

This report is designed to provide a general overview of the llunicipalityfs finances and to demonstrate the
accountability for the money it receives. lf you have any questions about this report or need addilional information,
contacl he ilunicipality/s Finance Department at (787) 741-5000, or Carlos Lebrum Street i1449, Vieques, PR
00765.

t3



COTIOI{IIEALII{ OF PUERTO RICO

IJIIICIPAUTY OF VIE(['ES, ruERIO RICO

STATE EIT OF NEI ASSETS

GOI/ERil ETTAL
ACTMNES

ASSETS:

C6h
C6h rih Fiscal Agenl

Receivables {net}:
Property Taxes

sales and Usage Taxes

Due kom Govemmental Units

Federd Grants

Total Cunents Assets

De{eflBd Charges

C4italAssets:

Land, hprovem€r[ and Cq6trudi]o in Proqress

trrcr Capitd Asseis [Net of DeEeciatioo]

Total C4ital Asseb

TOTAL ASSETS

LIABI..ITIES:

Accounts Payat e and Acctued Expenses

Acsu€d lnterest

Due to Governmental Units

Ddered Revenues

LorE-Term Liabitties:

Due Within Gle Year

Due h More lhat One Year

TOTAL LIABIUTIES

ET ASSETS:

lnstn€ifl in CaFild Assets, Net d Related Debt

Reslricted foc

Capitd Proieds
Debt Service

Comunity Derehpment Ptoieo'ts

Unrestricted (Deficit)

TOTAL ilEI ASSEIS

$ '1,425,395

2,853,212

38.0'13

fr,017
92,271

5,166,208

9,601,116

53,432

68,321.816

63.628.797

131,950,643

'lil!,$5,191

4ffi3n
54,865

326,263

375,916

1,721,518

12,657,930

'r 5,6t!4,869

127,249,855

49,902

1,219,779

5,165.761

(7.684,975)

$ 126,0m,322

Soe ffi$aryhg ihes b Sdi tuaEC gden€flls.



COIT)TIWEALIH OF PUERTO RICO

N' rcPAUTY OF !fi{It'Eq R'ERTO RICO

SIATEreM OF ACTMIIES

Fundi.xEIPlogrdlt'
G€[ts dld

Codfih{ions

t-

e( (Erycosel

ReYenucs arld
CharBes in

tlet Assels

I 0,t/9,110)
(7116.166)

(931.7631

122Jt;1671

o50.214)
(63632lr)
(23S,819)

1,624,61)5

(16s,282)

(!2,630,0661

959,539

365,613

630,681

588,886

1,101,638

6:197 412
2,825

10,7m,594

0,u3r72)

121 ,7U

$ 126,000,322

Rde rE

Gouer rcr al Adiviliea:

Mayo a|d lilulidpd Lqidrffe
GqErd Go,€nrnorn

tubIc saHy
tublc tttrl(s
Cuhre ald Recr€alion

Hedh ard Sa$talim
Hum Ssr,ic€s ,td Wdfae
Ubarl DardqltBrt
hered m LoU-Term Deht

Totd Govefi mcntal Actiriths

Charges For

Expcr6ea Sdvices
Gl.tlls ard

Co.tihnixs

181231

1.t15

1.m1

15,m0
1,3p1,721

T3.14
16S.282

116.08{735I_l\372.910

G€fletd Reven es:

Tares:

Prop€rtylaes, lelied fo Gstq-J fr{PlB
Pmp€rlyTaes, let/ied for Detl Service

vdune of B6hess TaGs
sdes ad Usaqe Taes
Cqrstuclron Erose Tares

tttergo/€flrneitd
Miscel euls

Tdd Gswd RevErxras

cHlflGES lr{ r{Er AssETs

Net Asseb - B€girui{ of Yea, As Resl,ated

XET ASSETS - EI{DIXG Of YEAR

1,579,110

7.597,697

938.998

2.211,167

751,8t)5

65t,8m
1,634570

2n2$ 1,ml,759

r,,___lr!!J5g

see a,(,ryalhg Nores b Basic Fnadd $derls{i



COITONWEALIII Of PUERIO RICO

U ICIPAL]TY OF VIEOUES, PUERTO RICO

BALATICE SHEET. GOVERXIIENTAL FUNDS

GEIiERAL

FUND

ARTS CEITER
FUIID

SBGP

TUNDS

STATE

ASSIGNiIEITT

FUI{D

DEET

FUI,ID

OTHER TOTAL

GOVERI{ EI{TAL GOVERTITIEI{TAL

FUNDS fU}IDS

ASSETS:

Cash

Cash wilh Fiscd Ageil

Sales and Usage Taxes
."4plalG.ants

r olher Funds

r ,e irom crov€rnmenlal {Jnils

LIABILTIIES AXD FUND SALANCES:

Liah[iiesr

Bonds Payable

Due lo Governmenlal Units

Due lo Olher Funds

Vol0me ol Blrsmess Tares

Comironiveallh ol Pueno Rico

Total Liabiliiaes

Fund Ealancesl

Oebi Servie
Capital Projecls

Un.eseNed lDelicrl)

TolalFund Balances

lotal Liablilities and Fttnd Balances

88.329 $

26.017.

92.271

453.292

235 $

5,165 52;

34.108 $

5 930.368

1.236,631

18.013

1.302,723 $ 1,425,395

1.163,28S 2,853,212

68;
281 933

339,084

50 000

468.377

245,000

s4,865

326,263

6,262,301

375,295

92,271

2,160.18;
198.140

170,130

9?4,175

2.614,011

6,470,980

38,013

26,017

5.166,m8

6.262.301

92,271

t 206,617 ! 453,292 ! 5,155,761 5 6,01{,4?6 t 1,214'6U ! 2,748 627 t 15,863'117

$ 129.293

326.263

6.212.T1

375.295

92,271

170 130

92 271

:' s :' $

245 000

"*:

4.999.668 621 5.000.289

1.135,423 {,999,668 389,705 12.824,551

4$ 29;
166093 6.014.476

914.779

17,191.2071
- 17,191,201)

(6,92S,S061 453,292 6,014,476 914t19 2,359'922 3,038,756

$ 206.617 i {s3:s2 ! s,16s.M s !!l!1?6 ! !!4,!g s 2,7!!.j4! s -1$!!f

See accdnFnyng Noles to Easic Financlal Slatefients.



CflIOITEA|.IH(rffR-IORrcO
[Itc?AL]rY OF VC(IES, nERrO s@

REC(ICTAIX) (r THE GOVERI{IB{TAL R']{DS BAI-A"C€ SIEET

TO lHE STAIEIEiIT Of IIET ASSEIS

JtitE rt- 2010

Tolal Folrd B.hrcca - Gover rErn Ffids (Pagc 16)

tuflorr* rcpotu fo. Goverm€r{d Adivltes in Ule SldstEd of Nd Assels (Page 11)

ale difiererl hcarse:

Capial Ass€ts used io govenr*r*d adivlies are nol fna|od resot ats 3nd therefore

ae not reported in tle frrds. h tle orenl pethd, dEse anou'lb ae:

fb.t Dep€{*ble Ca@ Assefs

Deprecia e C4rfd Assets

lnfun ct re Assds

Acomrfaed Dcpe.hlion

Totd Capild Assets

Other Assets used h go/errllrcnd adivitits ae mt fuancd resouces ard lelefolE

are nol reMed in dE fuIds:

DelenEd Cha$es

SoarE of lhe lunkipah'lys revenues wl be coHed aftet year+rd hi ae not avaldle

smn enoqh to pay forfle cunenl pelfuds ependit Es ald t|€refore ae defened in tE finds:

CDBG

Chtistnas BdllA

Sone lhHtbs are rot &le ad payaue h tle cured lerbd and tErefo.e arc nol repo.ted

in the tunds. Thoce liahlities cdrsisl ot

Gener-al Speail odiqatin Bo.ds

PR oepartned of Labor

Chrislnas Bmtrs

Lrus - MRcc

CdnperEded Ab6ences

Law Nur5e. 116 - MRcc

Law N(Inbet 42 - MRCC

Oefer.ed Chdges

Totd Loog-Tein Li*flitas

Tot l Xet Asscts d GdemmeiLl Acliutils (P.ge 14)

I 68,321,816

34,897,588

66.6!)1,389

07,9m,180)

3,038,756

13't,9$,643

53,432

5.091,939

(11.134.1,f8)

t_I26@,34

4,999,668

c2,271

(s,3s2,8{0)

1t28,719t.

084,540
(11,483)

(1,115,392)

t/8,s88)
(2,3m.297)

(10,180)

See accomflying Notes to Basb Finarrcid Statemenb'



CO*f,OI{WEALIH OF PUERTO RICO

UI{ICIPAUTY OF VIEQIJES, PUERTO RICO

STATETEI{I OF REVET{UES, EXPET{DITURES, ANO CHAI{GES II{ FUND BATAI{CE. GOVERNIIENTAL FUNDS

FOR THE FISCAL YEAR EI{DED JUNE 3II, 2(lI(l

GENERAL ARTS CETITER

FUI,ID FU}ID

STATE

SBGP ASSIGTIXEIT DEBT

FUTIDS RJI{D FUIID

OTHER TOTAL
GOVERI{IIEI{TAL GOVER}IIIE}ITAL

FUiIDS FUIIDS
REVENUES:

Property Tarcs

Vdume of Business Taxes

Sdes and U$ge Taxes

Coosltuclioar Excise Taxes

lotal Revenues

EXPENDTURES:

Cur.ent
Mayu and i,luniclpal Legislalure

G€ie{al Gowmmenl
Pudic Safely

Culture and Recrealio)
Heallh and Sanilalion

Human S€rvices and W€flare

Urban Development

Capilal0u ay

Oebt Seryice:

Eond lssie Cosl

lntercst and Olher Chaqes

Total Erpenditures

Excess of R€venues over (Under) Expendilures

OTHER FINANCING SOURCES (USES):

Transler - ln

Transfer - Oul

fot l Other Financing Sourcesand uses

Id Cnange in Fund Balence

Fund Bdance - Beqinninq. As Reslated

FUfiD AALANCE-ENDING

$ 95S.s39

630.681

29S.129

6.615.135

1101.638

262,825

9,868,947

896.883

5.108.311

558,872

1084,r98

569.968

631041

516.793

6.151

37 313

$ 365,613

289.151

811.112

1.8S5 455

1,917,699

758.S28

85 000

$ 1,325.152

630,681

588,836

1.332,9S5

8,658,962

1101,638

262.825

896,883

6,411,518

666.107

1,084,196

569,968

651,820

1,338,938

672.258

2.190.907

538.762

469.282

15.490,5,(1

11.589.s02)

8s,0m
504.3&

{504 361)

85.000

(1,504,502)

4.543,258

! i!!9.2!9

148.372

118,372

521823

555,370 2,706,627 13,901,139

9,6m,860 2.153,594 578,447

259 087 {2 1s3 594) (56.624}

- 578.447

2 153 594

192,997 - 1110.180

..7.235.

, 20 779

722_145

87 360

538 762

469 282

1,008,04,{

(352.674)

504.3&1

r**
144.6251

{501,1M)

{s04,36.1)

Q45.277) (2,153,591)

s (6,s28,806) ! !!!,29?

(1,t,625) 15r,690

823,089

5 6,0'11,176 t !11L119

(56,624)

222,111

$ 166,!91

813,928

1,514.994

$ ___2is8pn

See accompanyng }lotes lo Aasic Financial Statemenls.



COIIO'W€ALTH OF PUERTO RICO

TUI{ICPAUTY OF VIEQI,ES, PUERTO RICO

RECO CIIIATIO OF THE STAIEIEI'IT OF REVE UES, EXPE DM'RES, AIID CHAIIGES

It{ FUI'D EALAI{CE OF GOVER}I*EI{TAL FUI{DS TO THE STATEIIET{T OF ACTMTIES
FOR THE FISCAL YEAR EI.IDED JUTIE 3I, 2()I(l

l{et Cha[ge in Fund Balances - covomment Funds (Page l8) 3 (1,504,502)

Amount reporled for Govemm€ntal Aclivities in lhe Statement of Activities (Page 1 5)

are diffefent because:

Govemmental funds report capital outlays as expenditures. However, in the Slalement of

Ac{ivilies the cost ol those assets is dlocated over Iheir estimaled useful lives and reported

as depreciation expense. ln lhe cuffent pedod, these amounts a.e:

CapildAssels $ 2,190,907

Depreciation Expense (2,214,089i'

Excess ol Capitd Assets over Deprecialion Erpense (83,182)

Govemmental Fund Report the effecl of Bond lssuance Cosls as Expenditure when Debt is ,ilst

issued, and amo.tized in lhe Statemenl of Adivities. This amounts as the eltecl of these dilferences.

Bond lssuance Costs (5,094)

Amorlizalion of Defened Cha8es (1,123) (9,517)

Revenues in the Statement of Activities thal do not provde curenl fnancial resources are

reported as revenues in lhe funds:

Chistnas Bonus 8,905

Communaly Developrnent Block Grant 251,279

Total of Revenues 260.184

Bonds proceeds prcvide cunenl llnancial resources to qovemmental funds, but issuing debt

increase Long-Term Liabililies in the Stalemenl of Net Assets- ln the qrrenl period,

proceeds receaved was (85.000)

Repayment oI long-te.m pdncipd is expenditure in the govemrnental funds. but issuinq debl

reduced Long Term Liabilities in lhe Slatement of Net Assels- ln the curenl period

repaymenls were 538.762

Some expenses repo.led in the Slaternent of Aclivities do nol require lhe use of flnent

fnancid resouces and lherefore are nol reporled as expeMitures in governmental funds-

These activities consbl of:

lncrease in Christrnas Bonus (17,809)

lncrease in Debt to PR Departnent of Labor 1728,715)

lncrease in Cornpensated Absences (293,689)

TotalAdditimal Expenses F,M0,217)

Charge in NelAssets ofcovemmeotal Activities (Pageisl t !9238A

See accompanying Notes to Basic Financial Statements.



CoMriroNhrEALTH oF PuERro Rtco

MuNtctpALrw oF VtEeuES, PUERTo Rtco
NorEs ro rHE BAstc FtNANctAL STATEMENTS

FoRTHE F6CAL YEAR Et'IDEo JUNE 30,2O1l}

1. FINANCIAL REPORTING ENTITY

A. Organization

The Municipality of Vieques, Puerto Rico (Municipality) was founded in the year 1844. and operates as a governmental unit of the
Commonwealth of Puerto Rico, under Law Number 81 of August 30, 1991, known as "Autonomous Municipalities Law of lhe
Commoowealth of Puerto Rico'. The governmental system of the Municipality is composed of the executive and legislative bodies. The

[,4ayor is the Chief Executive Officer and is elected every four years in lhe qeneral elections of the Commonwealth of Puerto Rico. The

legislative body consists of 12 Legislators also elected in the general elections of Puerlo Rico for a four-year period.

The Municipality provides services such as: health. public worfts, sanitation, aids and services to low-income and elderly citizens, public

safely. housing and urban development, culture and recreation. planning zoning and other general and administrative services. As a
government entity, the l\runicipality is exempt from both federal and state taxes.

B. Reporting Entity

A reporting entity is comprised of {1) the primary govemment, (2) component unit organizations ior which the primary government is

financial accountable (blended component units), and (3) other organizations for vvhich the nature and signilicance of their relationship

with the primary government is such ihat exclusion \iould cause the reporting entity's financial statements to be misleading or

incomplete, and they are {lnancially accountable to the primary govemment (discrete component units). The primary government

consists of all funds. departments, boards and agencies thai are not legally separale from the l,4unicipality and lor n/hich the

Municipality is financial accountable.

The accompanying basic linancial stalements include all departmenis and organizations unrls whose funds are under the custody and

control of the l\runicipality. ln evaluating the Municipality as a reporting entity, management has addressed all the potential component

units. Section 2600 of the GASB Codiflcation of Governmental Accounling and Filancial Repoting Slardards requires the jnclusion of

organizations that raise and hold funds for the direct benelit of the primary governmenl.

Section 2100 of ihe GASB Codification describes the criteria for determining which organizations. functions. and activities should be

considered pad of the Municipality for llnancial reporting purposes. The primary criteria include appointing a voting majority of an

organizalion s governing body, and the l/unicipality's ability to impose its will on that organization or the potential for the organization to

provide specinc financial benelits to or impose specific financial burdens on. the Municipality.

There are two methods oi presentation of lhe component unit in the llnancial slatementsr blending - the llnancial data of the componenl

unit's balances and transactions in a manner similar to the presentalion oflhe [,,4unicipality's balance; and discrete - presentation ofthe

component unit's financialdata in column separate from the l\,lunicipality's balances and transactions.

The relative importance of each criterion must be evaluated in light of specific circumstances in order to determine which components

units are lo be included as part of the reporting entity. our specific evaluations of the criteria applicable to the Municipality indicate no

organizations meet the criteria to be included as component units. Accordingly, lhese basic llnancial stalements present only the

l\runicipality as the reporting entity.

These linancial stalements present the respective financial position ol the governmental activities. each major fund, and the aggregate

remaininq fund iflformation of the Municipality, as ol June 30. 2010, and the respective changes in financial position, where applicable,

thereoffor the flscal year then ended.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A. Financial Statement Presentation

The basic llnancial statements of the l\.4unicipality have been prepared in conformity with accounting principles generally accepted in the

United Stated of America as applicable to local govemmental units (USGAAP). The basic fnancial statements include both governmenl

wide (based on the Municipality as a whole) and fund financial statements, which provide a more detailed level of financial information.

Both the government-wide and fund financial stalements (within the basic flnancial statements) categorize primary activities as

qovernmental type.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES lcontinuation;

The financial information ofthe l/unicipality is presented in this report as follows:

Management's Discussion and Analysis

Management's discussion and analysis is required supplementary information that inkoduces the basic financial statements and
provides an analytical overview of the Municipality's financial activities.

Government-wide Financial Statements (GWFS)

The GWFS (the Slalernenl ofNet Assels and the Stalerrent oFActiydies) report information of all the activities of the Municipality. For

the most part, the effect of interfund activity has been removed from these ilnancial statements. Governmental activities, \,!fiich normally
are supported by taxes and intergovernmental revenues, are reported separately from business-type activities, vfiich rely, to a

significant extent. on fees and charges for supporl.

The focus of the Statemenl of Nel Assels is designed to be similar to bottom line results for the Municipality's governmental aclivities
and business type activities. This statement combines and consolidates governmental fund's cunenl financial resources (sho erm
spendable resources) with capital assets and long-term obligations. The Staternenl ofNet Assels presents the reporting entities' assets
and liabilities, wilh the difference reported as net assets. Net assets are restricted lvhen constraints are placed on them that are

imposed by external parties or by laws or regulations. Designations solely imposed by the lVunicipality's management are not presented

as restricted net assets. When both restricted and unrestricted resources are available for use, the fulunicipality's policy is to use the
restricted resources first-

fhe Stalemenl of Activilies demonstrates the degree to !,ihich the direct expenses ol a given function or segment is oflset by program

revenues. D,recl expenses are those that are clearly identifiable with a specillc function or segment. ln addition. to the extent thal
indirect costs are allocated to the various functions. the program expenses will include both direct and indirecl costs. Program

Reyenues include charges lo cuslomers or applicants wfio purchase, use, or directly benefit lrom goods services, or privileges

provided by a given function or segment. and grants and contributions that are restricted to meeting the operational or capital

requirements ol a particular function or segrnent. Taxes and other items propedy excluded from program revenues are reported instead

as generalrcvenues.

Governmental Funds Financial Statenents (GFFS)

The GFFS lthe Balance Sheel, and the Stalement of Revenues, Expenditures and Changes in Fund Balancelptoide information about

the Municipalitys funds. The emphasis of fund linancial statements is on major governmental funds, each displayed in a separate

column. Non-major funds are summarized into a single column.

Traditional users of governmental financial statements will find the Fund Financial Statements presenlation more familiar. The focus is

on major lunds, rather than the previous ilnancial model's lund types. This is the manner in, fiich these funds are normally budgeted.

This presentation deemed most appropriate to (1) demonstrate legal and covenant compliance, (2) demonstrate the source and use of

liquid resources and (3) demonstrate how the [,4unicipality s actual experience conforms to the budgeted fiscal plan.

Since the GFFS are presented in different measurement focus and basis of accounting than the GWFS. reconciliation is presented and

separate explanation for each differences.

The Municipality reports its financial position (Balance Sheet) and results of operations (Statement of Revenues, Expenditures and

Changes in Fund Balance) in funds, which are considered separate accounting entities. The operations of each fund are accounted for

within a set of seltbalancing accounts. Fund accounting segregates funds according to their intended purpose and is used to aid

management in demonstrating compliance with legal, financial, and contractualprovisions.

l/otes lo the Basic Ftnancial Stalemenls

The notes to the financial statements provide information that is essential to a usels full understanding of the data provided in the basis

fnancial statements
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES lconrinuationl

Required Supplementary lnformation

The basic financial staiements are folloured by a section of required supplementary information. This section includes a Budgetary
Comparison Schedub - General Fund, wiich includes reconcilialion between the statutory fund balance for budgetary purposes and
the fund balance for the General Fund as presented in the GFFS

B. Measuremenl Focus and Basis of Accounting

Government-wide Financial Statements

The GWFS are reported using the economrb re sources measurenenl focrs and the accrual basis of accounting, as are the proprietary
funds. Subiect to the additional rules and limitations detailed below. revenue (including interest on deposits and investments) is
generally recorded when earned and expenses are recorded when a liability is incuned regardless of the timing of related cash flows.

All revenues, expenses, gains, losses, assets and liabilities resulting from exchange and exchanges-like transactions are generally
recorded when the exchange takes place. ln exchange transaclions, each party to the transaction receives and gives up essentially
equal values. An exchange-like transactjon is one in vvhich there is an identifiable exchange and the values exchanged, though related,
may not be quite equal. The accompanying GWFS include exchange-like transactions such as license fees, frnes, penalties, forfeitures,
permits, charges for services, and mosl miscellaneous revenues. which are recorded as revenues when collected because they are
generally not measurable until actually received.

The Municipality groups ils non-exchange transaclions inlo the following four classes in the basic financial statements.

Derived Tax Revenues - in this revenue. which result from assessments that the l\,lunicipality places on exchange
transactions. receivables and revenues are recorded when the underlying exchaoge has occurred.

lmposed Non-exchange Reverues - in this revenue (such as property taxes and volume ol business taxes), which result Irom
assessments made by the Municipality on non-governmental entities, including individuals. other lhan assessmenls on
exchange transactions, receivables are generally recorded in the period when an enlorceable legal claim has arisen. Property
taxes and volume of business taxes are recognized as revenues (net of amounts considered not collectible) in the fiscal year
when resources are required to be used or the first fiscal year that the use of the resources is permitted.

Government Mandated Non-exchange Transactions - in this revenue (such as intergovernmental grants and contributions),
receivables and revenues are generally recorded vfien all eligibility requirements imposed by the provider have been met. For
pa( of the grants. the Municipality must expeod resources on the specific purpose or project be{ore the provider reimburses
any amounts. Therefore, revenue is generally recognized as qualifying reimbursable expenditures are incurred.

Voluntary Non-exchange lransaclions - in this revenue {such as donations and certain grants and entitlements) receivables

and revenues are generally accounted for in the same manner as government mandated non-exchange transactions
discussed above.

Evenls that are neither exchange nor non-exchange transactions are recorded when it is probable that a loss has been incuffed and the

amount of loss is reasonably estimable.

Receipts on any type of revenue sources collected in advance for use in the following fscal year are recorded as deferred revenues.

Governmental Funds Financial Statemenls

The GFFS are reported using the cwrcnt tinancial resources neasurement focus and the modified accrual basis of accounting.
Revenues are recognized as soon as they are both measurable and available. Revenues are considered to be available when they are

colleclible within the current period or soon enough thereafterto pay liabilities of the current period. For these purposes, the Municipality

considers revenues to be available if they are collected within sixty (60) days after the end of the cunent fscal period. Significant
revenues subject to acc{ual include federal grants and sales and usage taxes. Revenues that the Municipality earns by incurring

obligations are recognized in the same period as wien the obligations are recognized. At June 30, 2010, all revenues sources met this

availability criterion.
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2. SUMMARY 0F SIGNIFICANT ACCOUNTING POLICIES (continuation)

Property taxes, volume of business taxes, licenses and permits, and interest associated with the current fiscal period are all considered

to be susceptible t0 accrual and so have been recognized as revenues of the current fiscal period. All other revenue items are

considered to be measurable and available only li/hen cash is received by the [,4unicipality.

ln applying the "susceptible to accrual" concept to intergovernmental revenues (federal grants) pursuant to Section N50 of the GASB

Codillcation Nonexchange Transactions. (the [.4unicipality may acl as eilher provider or recipient), the provider should recognize

liabilities and expenses and the recipient should recognize receivables and revenue !{hen the applicable eligibility requirements

including time requirements. are met. Resources transmitted before the eligibility requirements are mel should, under most

circumstances, be reported as advances by the provider and deferred revenue by the recipient.

There are essentrally two types of revenue. For the maiority of grants, moneys must be expended by the Municipality on the specific

purpose or proiect before any amounts wjll be reimbursed. Revenue is, therefore. recognized as expenditures are incurred to the extent

available. For the ottler revenue, moneys are virtually unrestricted and are generally revocable only for failure to comply with prescribed

compliance requiremenls. These resources are reflected as revenue at the time of receipt or earlier if the susceptible to accrual criteria

is met.

ln a manner similar to GWFS, but subject to and limited by the availability criteria discussed above, all revenues. expenses, gains,

losses, assets and liabilities resulting from exchange, exchange-like transactions are also generally recorded $hen the exchange takes

place while all revenues, expenses, gains, losses and assets resulting from,ron-exchange ttansactions are recorded when an

enforceable legal claim arises or when all eligibility requirements imposed by the provider have been met, applicable.

The l,4unrcipality generally accrues a governmental fund liability and expenditures (including salaries, professional services, supplies.

utilities. etc.) in the period in ' hich the government incurs the liability, to the extent that these liabilities are normally expecled to be

liquidated in a timely manner and in lull with currenl available financial resources. The accompanying balance sheet - governmental

funds generally reflects only assets lhat will not be converted into cash to satisfy current liabilities. Long-Term assets and ihose assets

that wll not be converled into cash lo satisfy current liabilities are geoerally not accounted for in the accompanying balance sheet -
governmental funds. At the same time, long-term liabilities (generally. those unmatured that will nol require the use of culrent financial

resources to pay them) are not accounled for in the accompanying balance sheet governmental funds. Modiflcations to the accrual

basis of accounting include.

a. Principal and interest on bonds payable are recorded when they malured (when payment is due). except for principal and

interest ot bonds due on July 1, 2010,,ahich are recorded as governmental fuod liabilities of June 30. 2010 which is the date

when resources were available in the debt service fund

b. Obligations from compensaied absences and the estimated liability for municipal solid waste landfill poslclosure care costs

are recorded only when they mature (when payment is due).

c. Certain accounls payable, intergovernmental payables and other accrued liabilities not due and payable (unmatured) or not

normally expected to be liquidated in full and in a timely manner with available and expendable financial resources, are

recorded in the accompanying Stalement of Net Assels. Such liabilities are recorded in lhe governmental funds \ hen they

mature.

d. Executory purchase orders and contracts are recorded as a .eservation of {und balance in the GFFS.

The measurement {ocus of the GFFS is on decreases of net financial resources (expenditures) rather than expenses lvost

expenditures are measurable and are recorded when the related governmental fund liability is incurred. Allocation of costs. such as

deprecialion and amortization, are recorded in the accompanying Statement of Aclivities. but are not recorded in the accompanying

GFFS,

The Municipality reports the following maior governmental funds:

General Fund - This is the general operating fund of lhe lt/unicipality. ll is used to account for all fnancial resources,

except those required to be accounted for in another fund

Art Center Fund - This is used to account for the clnstruction of the Art Center in Vieques, Puerto Rico.
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SBGP Fund - This is the fund used to account for all the transactions of the State Block Grant Program The primarily

Ofeair"" ot this program is the developmeni of viable communities by providing decent housing, a suitable living

environment and expanded economic opportunities, principally for persons of low and moderate income.

State Assionments Fund - This is the fund used to account for all the transaclions of the State Assignments by

L"Slslatr" R"sofu The primarily objectives of these assignments is lhe development of prqects on communities,

nolfor-profit organizations. purchase of equipment and indirect assignment to persons of low and moderate income.

Debt Service Fund - This is used to account for lhe accumulation of resources for, and the payment of. long-term debt

principal and interesls.

The non,major iunds are combined in a single column in the GGFS. As a general rule lhe etfect of interfund activity has been eliminated

Irom the GWFS.

C. Stewardship,Compliance,andAccountability

Budgetary lnlormation

The Municipality's annually adopts the Budget Resolution for all operating lunds of the Municipality except lor certain restricted

accounts. Eiudgetary control is iegally maintained at the fund level. The budget is prepared using the modiiled accnral basis of

accounting witi eniumbrance incluoea as budgetary basis expenditures. Unexpended appropriations at the end ot the fiscal year

generally lapse. However. they may be re appropriated for expenditures in the following 
'lscal 

year'

The Municipality s Budget Resolution provides transfer authority (1) to the Mayor and the lVanagemenl and Budget Director. within and

between depaiments ind funds, as long as the total budget of the lrrunicipality (net ol interfund transfers) is nol increased; (2) to the

Management and Budget Director to implement grant budgets as the grant applicaiions are accepted by the [/unicipality; and (3) to the

Manalement and Budget Director to amend (re.appropriale) each new year's budget, to lhe extent of outstanding encumbrances

and/oi unexpended project/grant appropriations at year end. Municipaliiy's Legislature action is required for (1) use of the budgeted

Legislature contingency, anu- (2) ti,e approral of a supplemenlal appropriation(s). During lhe year. several supplemental appropriations

were necessary-

For budgetary purposes, encumbrance accounting is used. The encumbrances (i.e., purchase orders. contracts) are considered

expenditires 
'when 

incurred. For USGMP reporting purposes, encumbrances outstanding at year-end are reported as reservations of

fund balances and do not constitute expenditures oi liabilities because the commitments will be honored during the subsequent year. ln

addition. under the budgetary basis of accounting, revenues are recorded r'vhen cash is received'

The unencumbered balance of any appropriation at the end of the year will lapse at the end of such llscal year. other appropriations,

mainly capital project appropriations, are continuing accounts for which the Municipal Legislature has authorized that an unspent

balanie from the prior year be carried forward and made available for cunent spending'

The Municipality follows these procedures, in accordance with law, in order to establish the budgetary data reflected in the Budgetary

Comparison Schedule - General Fund:

Original Budget

1. prior of May 15 of each fiscal year, the Mayor submits to the Municipal Legislature a proposed budget for the fscal year

commencing the following July 1 in addition of a budget message

2'ThebudgetdocumentisavailableforpublicinspectionpriortoitsapprovalbytheMunicipalLegislature.

3. The Commissioner of Municipal Aflairs examines the budget to verify iI it complied with the law's standards and sends it to

the Mayor for any comments or reclmmendation before the limited dale establishes by the Law'

4. prior to June '13, the annual budget is legally enacted through passage of the annual appropriation ordinance to be effective

on July 1.
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2. SUMMARY OF SIcNIFICANT ACC0UNTING P0LICIES lcontinuationy

Since the budgetary basis differs from accounting principles generally accepted in the United States oI America (GMP), actual
amounts for the General Fund in the accompanying Budgetary Comparison Schedule, is presented on the budgetary basis to enhance
comparability.

Final Budget

The final budgetary data presented in the Budgelary Comparison Schedule - General Fund reflects the Iollowing changes to the original
budget:

1. Certaln annual appropriations are budgeted on a project basis. li such projects are nol completed at lhe end of the fscal year.
unexpended appropriations. including encumbered funds, and unexpended grant appropriations, are carried forward to the
following year. ln certain circumstances, other regular annual appropriations may be caffied forward afler appropriate
approval. Annually appropriated funds, not authorized to be carried forward. Iapse at the end oI the Iiscal year. Appropriations
carried forward from the prior year are included in the finalbudgetary data.

2. Appropriations may be adjusted during the year with the approval of the l\.4ayor and the Municipal Legislature, e.9.
supplemental appropriations. Additionally, the lvayor is authorized to make certain transfer of surplus within the departments.
Such adjustments are rellected in the llnal budgetary data.

The Annual Appropriation Ordinance adopts the budget at the character tevel of expenditure within departments. As
described above. the Mayor is authorized to make certain transfers of appropriations within departments. Accordingly, lhe
legal level of budgetary control by Ihe Municipal Legislature is the department Level.

The principal ditferences belween the budgetary and GAAP bases are the following:

1. Encumbrances are recorded as expenditures under the budgetary basis and as a reserve of fund balances under GAAP

2. lnterfund transaclions ol the General Fund are not included in the budgetary basis.

3. Certain accrued liabililies and other debts are not included in the budgetary basis.

4. Certain revenues susceptible to accrual, i.e., both measurable and available, are not included in the budgetary data.

The Special Revenue Fund has not been included in the budgetary comparison because balances are not budgeled. Also the budget
prepared for the Federal Financial Awards Programs included in the Capital Projects and Special Revenue Fufids is based on a
program period !ryhich is not necessarily lhe same Iiscal year. Accordingly. it's not practicalto present an annual comparison of budget
for such programs.

D. Assets, Liabilities, and Net Assets

1) Cash and lnvestnent, and Cash with Fiscal Agent

The l,4unicipality's cash and investment are composed of demand deposits in commercial banks, demand deposits in lhe
Governmental Development Bank of Puerto Rico (GDB), and cash equivalents in commercial banks. The i/unicipality has adopted
lhe Statenent of Untforn lnvestnent Guidelines tor lhe Municipalities of the Governnent of Puerlo Rico, issued by the GDB as
promulgated by Law No. 113 of August 3, 1995. The Finance Director of the Municipality, follow the guidelines, is responsible for
investjng the available resources in certifcates of deposit and other short{erm investrnents. lnvestments are made from the
available combined funds of the Municipality and, accordingly, it is not practical to disclose certificates of deposit and other short-
term investments individually by fund in the combined flnancial statements. lnterest eamed on certifcates of deposit and interest
bearing commercial bank accounts are recognized as revenue in lhe General Fund, Art Center Fund and in Multiuses Coliseum
Fund in accordance with amount invested. Cash in the Special Revenue and Capital Project Funds are restricted; accordingly.
resources available were not used for pool investments.
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Cash with fiscal agent in the Debt Service Fund represents special additional property tax collections retained by the Government,

deposit in the GDB and restricted for the payment of the Muoicipality's debt seMce, as established by law. Cash with fiscal agent

in other governmental lunds consists of undisbursed proceeds of certain bonds and notes issued for the acquisition and

construction of major capital improvements, or grants which are maintained in a cash custodian account by the GDB. This sinking

fund is maintained by the GDB, agency which acts as the insurer and payer of the l,4unicipality's bonds and notes issued in

accordance wlh law.

2) Receivables and Payables

Activity between lunds thal are representatve of lending/bonou,rng arrangements outstanding at the end of the flscal year are

referred to as either "due to/from other funds (i.e., lhe current portion of interfund loans) or "advances to/from other funds" (i.e., the

non-current portion of interfund loans). All oiher outslanding balances between funds ale reported as "due to/from other funds.'

Any residual balances outstanding between the governmental activities and business-type activities are reported in the
qovernmenlwide financial siatement as 'interfund balances .

Advance between funds, as repo(ed in lhe fund llnancial statemenis, if any, are oflset by a fund balance reserve account in

applicable governmental funds to indicate lhat lhey are not available for appropriation and are not expendable available financial

res0urces.

Receivables consisi of all revenues earned but not collecled at June 30, 2010. These account receivables are shown net of

estimated allowances for uncollectible accounts. wlrich are determined upon past collection experience, historical trends, and

current economic conditions. lntergovernmental receivables in the general lund represenl mostly sales and usage taxes, federal

grant and contributions, property tax accounts thal are levied by l\runicipal Revenue Collection Center (L4RCC), a governmental

entity created by the Government. lntergovernmental receivables in lhe olher governmental funds represent amounts owed to the

lVunicipality lor reinrbursentent of expenditures incurred pursuant lo federally iunded grant and conlributions and state

appropriations, and the amount in the debl service fund represents the distribution of property tax collected which is restricted for

the debt seMce.

3) lnventories

The l\4unicipality used the purchase melhod to account for lhe purchases otfice and prinling supplies, gasoline, oil and other

expendable supplies held for consumpiion. This method records items as expenditures, in the appropriate fund, vrhen they ale

acquired and, accordingly, the inventory is not recorded in the basic linancial slatements.

4) Delerred charges

Deferred charges in the accompanying Slatemenl of Nel Assels consist of bond issuance cosls, net of accumulated amortization.

Deferred charges are amortized over the term of he related debt using the straighlline method. ln the GFFS, bond issuance costs

are recorded in the current period as expenditures, whether or nol wiihheld lrom the actual debt proceeds received.

5, CapftalAssels

Capital assets, which include land. buildings and improvement. machinery and equipment, molor vehicles, and infrastructure

assets (e.g., roads, bridges, sidewalks. and similar items), are reported in the applicable governmental or business-type activities

columns in the GWFS. Capital assets, other than infrastructure assets, are defined by the government as assets with an initial,

individual cosl of more than $500 (amount not rounded) and an estimaled useful life in excess of two years. For improvements

other than buildings, the capilal outlay must be greater than $'10,000, extend the estimated useful life for ten years, and be greater

than 10% of the original cost of the asset. The l/unicipality reports infrastructure assets on a net\,vork and subsystem basis.

Accordingly, the amounts spent for the consfudon or acquisition of infrastructure assets are capitalized and reported in the

government-vrde financial slatements regardless of their amount.

ln the case of the initial capitalization of general infrastructure assets (i.e.. those reported by governmental activities) the

government chose to include all such items regardless of their acquisition date or amount.
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The Municipality was able to estimate the historical cost for the initial repofiing of these assets through back trending (i.e.,

estimating the current replacement cost of the infrastructure to be capitalized and using an appropriate price-level index to deflate

the cost to the acquisition year or estimated acquisition yea0. As the government constructs or acquires additional capital assels

each period, including infrastructure assets, they are capitalized and reported at historical cost. The reported value excludes

normal maintenance and repairs wttich are essentially amounts spent in relation to capital assets that do not increase the capacity

or efficiency of the item or extend its useful life beyond the original estimate. ln the case of donations the government values these

capital assels at the estimated fair value of the item at the date of its donation.

Capital outlay is recorded as expenditures of the General Fund and othel governmenlal funds and as assets in the GFFS to the

extent the Municipality capitalization lhreshold is met. Depreciation and amortization expense is recorded only in the GWFS.

Depreciable capital assets are generally depreciated or amortized over their estimated useful lives under the straighlline method.

except for equipment held under capital leases which is depreciated over the shorter of its estimated useful life or the lease term.

No dep.eciation is recorded for land and construction in progress. The

estimated use{ul lives of major capital asset categories are:

Depreciation and amortization expense of capiial assets is recorded as

a drrect expense of lhe function/program specifically identified with the

asset. Depreciation and amortization of infrastructure is not allocated to

various function/programs but reported as direct expense ol the public

works and urban development functions.

lmpalred capital assets that will no longer be used by the Municipality, if any. are reported at the lowe. of carrying value or fair

value. lmparrment losses on capital assets with physical damages that will continue to be used by lhe Municipality are measured

using the restoration cost approach. lmpairmenis of capital assets that are subject to a change in lhe manner or duration of use, or

assets affected by enaclment or approval of laws or regulations or other changes in enuroamental faclors or assets that are

subject to technological changes or obsolescence, if any, are measured using the service units approach.

The l\runicipality rs prevented legally from enlering into obligations exiending beyond one fiscal year, and m0st lease agreemenls

entered by the l\runicipality contain fscal funding clauses or cancellation clauses thal make lhe continuation ol the agreements

sublecl lo future appropriatlons. The Municipality's lease ag.eements do not include contingent rental paymenls no escalaiion

clauses. Accordingly, lease payments are recorded in the GWFS as expense when incurred.

ln the accompanying GFFS, the lease payments are recorded as expenditures i0 the governmental fund.

6) Detercd and Unearned Revenues

ln the GWFS. deferred revenues arise only v,rhen the l\.4unicipality receives resources before it has a legal claim to lhem. ln the

GFFS, arises u/hen one ol the following situations occur: (1)potential revenue does not meet both the measurable and available

criteria for revenue recognition in the current period (unavailable revenue). and (2)the l/unicipality receives resources before it has

a legal claim t0 lhem (unearned revenue).

7) Long-Term Obligar,ons, Eonds lssuance Costs, and Prcmium ot Discount

The liabilities reported in the GWFS include the general and special obligation bonds, long{elm notes, other long-term liabilities

(e.g., vacation, sick leave, claims and judgments, long{erm liabilities to other governmental entities and third parties, and landfill

post closure care costs). Bond premiums and discounts, as well as issuance costs, are defened and amortized over the life of the

bonds using the eflective interest method. Bonds payable are repoded net of the applicable bond premium or discount.

ln the GFFS, governmental fund types recognize bond premiums and discounts as other financing sources and uses, respectively,

and bond issuance costs as debt seMce expenditures. lssuance costs, v'ihether or not withheld from the actual debt proceeds

received, are reported as debt service expenditures.

CAPITAL ASSEIS YEARS

lnfrast'ucture 2t50

Bullding and Buildrng lmprovements 2G50

Furnitrre and Frxtures t10

Vehicles and Equipnenl S20
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8, CompersaledAbselces

The l,lunicipality accrues accumulated unpaid vacation and sick leave and associated employee-related costs when earned (or

estimated to be earned) by the employee. The Municipality's employees are granted 30 days ol vacations and 18 days of sick
leave annually. Vacations may be accumulated up to a maximum of sixly (60) days and sick leave up to a maximum of ninety (90)

days. ln the event of employee resignation, the employee is paid for accumulated vacation days up to the maximum allowed at the

curent rale. 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 of service $tlo are entitled to sick leave pay up to lhe maxirnum allowed. The Municipality accrued a

liability for compensated absences, which meet the lollowing criteria: (1) the l\runicipaliiy's obligation relating to employee's rights

to receive compensation for future absences is altributable to employee's services already rendered, (2) the obligation relates to

rights that vest or accumulate; (3) payment ofthe compensalion is probable, and {4)the amount can be reasonably estimated.

ln accordance with the above criteria and requirements as established by Section C60 of the GASB Codification Conpensated
/bsences, the lvunicipality has accrued a liability for compensated absences, vlhich has been earned but not taken by

lvunicipality's employees, including its share of social security aod Medicare payments made on behalf of the employees in the
accrual for vacation and sick leave pay. All vacation pay is accrued when incurred in the GWFS and Proprietary Fund Financial

Statements. For the GWFS, the cunent portion is the amount estimated to be used in the follo,,ling year. For the GFFS, all of the
compensated absences are considered long{erm and therefore, are not a fund liability and represents a reconciling ilem between

the fund level and governmenfwide presentations.

9) Clains and Judgments

The estimated amounl oi the liabilily for claims and judgments, if any, which is due on demand, such as from adjudicated or settled

claims, is recorded in the General Fund when the liability is incurred. The Long Term Liabilities includes, when appropriate. an

amount estimated as a contingent liability or liabilities with a fixed or expected due date. which will require future available financial

resources for its payment.

10) Accounting for Pensiofl Costs

The l\,,lunicipality adopted the provisions of GASBS No. 50, Pension Disc/osure. which amended Section Pe5 of the GASB

Codi{ication Pension Plans Defined Benefit, by requiring disclosure ol how the conlractually required contribution rate is

determined by governments participating in multi-employer coslsharing pension plans.

The Munacipality accounts for pension costs from the standpoint of a participant in a multiple-employer cosl-sharing plan.

Accordingly, pension costs recognized in the accompanying basic financial statements are equal to the statutorily required

contributions, raith a liability recorded lor any unpaid required contibutions.

For the purpose of applying the requirements of Section Pes of lhe GASB Codification Pension Plans - Defrned Benefft, the State

Government is considered to be the sponsor of lhe Employees' Retirement System of the Government of Puerto Rico and its
lnstrumentalities (ERS) and System 2000. a multienrployer cost'sharing detlned benelit pension plan and a hybrid de,ined

contribution plan, respeciively, in !,/hich the employees of the Municipality pa(icipate. The lvunicipality is considered a participant,

and not a sponsor, of these retirement systems since the majority of the paftcipants in the aforementioned pension trusl funds are

employees of the Government and the basic financial statements ol such retirement systems are part of ihe financial reporting

entity of the Government.

11) Landli

State and Federal laws and regulations require that the Municipality place a final cover on its landfill when closed and pedorm

certain maintenance and monitoring functions at the landfill site for the next thirty years. ln addition to operatjng expenses related

to current activities of the landfill, an expense provision and related liability should being recognized based on the fufure closure

and postclosure care costs that will be incuned near or after the date the landfill no longer accepts waste. The recognition of these

landfill closure and postdosure care costs is based on the amount of the landfill used during the year. The lvunicipality hasn't
performed a study of the activities that need to be implemented at the Municipalitys landfill to comply with applicable laws and

regulalions. Accordingly, any provision for liabilities related to closure and post-closure care costs are included in the

accompanying GWFS, Sfaternenl of Nel Assels, under the provisions of Section 110 of the GASB Codification Landfill Closure and

Posl C/osure Care Cosls.

28
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2. SUMMARY 0F SIGNIFICANT ACCOUNTING POLICIES lcontinuationl

12) Net Assets/Fund Balance

/Vet 4ssels

The GWFS and Proprietary Funds Financial Statements utilize a nel assets presentation, vvfiich are categorized as follow:

. lnvesled in Capital Assels. Net of Relaled Debt - These consists ol capital assets. net of accumulated deprecialion and

amorlization, reduced by the outstanding balances of bonds payable notes payable and other debts that are attributed to the

acquisition, construction or improvements of th0se assets. For lhe purposes of determining the outstanding debt attributed to

capital assets. lhe total long-term debt related to the acquisitron, conslruction or improvements of capital assets has beeo

reduced by any related unspent debt proceeds and any related unamodized debt issuance costs. ln addition, the oulstanding

debl attributed to capital assets does not include accrued inleresl payable, non-capital accrued liabilities, inter-fund loans and

other linancial assets. Net assets invested in capilal assets, net of related debt is compnsed of the following:

Govemmental
Activities

Capital Assets, Net of Accumulated Deplecialion.............................. $131,950,643

outslanding Balance on Related Debt. (9.637,840)

Unspent Capital Debt Proceeds....................... 4 937,052

Total lnvested in Capital Assets. Net oi Related Debt....................... 5127249-855

. Reslrcted Nel Assels - These result $hen conslrarnts placed on net assets use are either externally imposed by creditors,

granlors, contributors, and the like. or imposed by law through constftutional provisions or enabling legislation.

. llnreslricled Net Assets - These consist of net assets wirch do not meet the definition of the two preceding categories.

Unrestricted net assets often are designated, to indicate lhal management does not consider them to be available for qeneral

operations. Unrestricted net assets often have conslraints on resources that are imposed by management, but can be

removed or modilied.

When both restricted and unrestricted resources are available lor use. it is the Municipality's policy to use restricted resources frst,

then unrestricted resources as they are needed.

Fund Balance

The GFFS presenl fund balance reserves for those portions of fund balance (1) not available for appropriaton for expenditures or

(2) legally segregated for a specillc future use. Follorring is a brief description of the nature of certain leserves.

. Reseve for Encunbrances - Represent future expenditures under purchase orders. contracts and other commitments. These

committed amounts generally will become liabilities in future periods as the goods or services are received.

. Reserve /or Debt Serv/ce - The fund balance ol the debt service funds is reserved for the payment of debt service in the

subsequent years.

. Reseve for Capital Prorecls - Certain assets, primarily cash and investments, and cash with fiscal agenl to be invested in

capital projects under contracts and other commitrnents. These committed amounts generally will become liabilities in future

penods as the projects are compleled.

. Reserve for Specia/ Purpose - Certain assets, primarily cash ol grants and contributions that are authorized to be carried over

and expended in the ensuing year.
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2. SUMMARY OF SIGNIFICANT ACC0UNTING POLICIES lcontinuationl

E. lnterfundTransactions

lnterfund transactions are reflected as loans, reimbursements or transfers. Loans are reported as receivables and payables as

appropriate and are subject to elimination upon consolidation. Reimbursements occur when one fund incurs a cost, charges the
appropriate benefiting fund and reduces its related cost as a reimbursement. All other interfund transactions are treated as transfers.
Transfers between governmental or proprietary funds are netted as part of the reconciliation to lhe governmenlwide columnar
presentation. The l\,4unicipality has the following types of transactions among funds:

lnteiund Transfers - Legally required transfers thal are reported rryhen incurred as transfers-in by the recipient fund and as

kansfers-out by lhe disbursing fu,'rd. with receivables and payables presented as amounts due to and due from other funds.

lntn-Entity Transactions - Advances between funds are also presented as amou.ts due to and due from other funds.

However. these transfers and related amounls receivables and payables are considered internal balances and aclivities that
have been eliminated in the governmenfwide fi[ancial statements.

F. Risk Financing

The Municipality carries commercial insurance to cover property and casualty, theft, tort claims and other losses. lnsurance policies are

negotiated by the Puerto Rico Treasury Department and costs are allocated among alllhe municipalities of Puerto Rico. Also. principal

ofllcials of the l,rlunicipalily are covered under various surety bonds. Cost of insurance allocated to the Municipality and deducted from
the gross propelry tax collections by the l\rRCC for the year ended June 30, 2010 amounted to approximately $128.133. The current
insurance policies have not been cancelled or terminaled. ln addition. MRCC deducted approximately 5358,217 for workers
compensation insurance covering all municipal employees for the same period.

G. use of Estimates

The preparation of lhe basic financial statements in conformily with accounting principles generally accepted in the United Slates of
America requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and

disclosures of contingent assets and liabilities ai the dale of the basic financral statements and lhe reported revenue and expenses
during the reporting period. Actual result could differ from those estimates.

H. Reclassifications

Various reclassificalions have been made in the accompanying basic financial statements wirich atfect the comparability with the basic
fnancial statements issued for previous fiscalyears.

l. Future Adoption of Accounting Pronouncements

The Governmental Accounting Standards Board (GASB) issued the follo\aing pronouncements that have etfective dates after June 30,

2010

GASB Stalement No. 54, Fund Balance Repoling and Governmental Fund Type Definitions. Statement 54 is to enhance the

usefulness of fund balance information by provrding clearer fund balance classifications that can be more consislently applied and

by clarifying the existing governmental fund type definitions. This Stalement establishes lund balance classilications that comprise
a hierarchy based primarily on the extent to which a government is bound to observe constraints imposed upon the use of the
resources reported in governmental funds.

The inilial distinction that is made in reporting fund balance information is identifying amounts that are considered nonspendable.
such as fund balance associaled with inventories. This Statement also provides for additional dassification as restricted,
committed, assigned, and unassigned based on the relabve strength ol the constraints that control how specific amounts can be

spent. The requirements of this Statement are etfective lor financial statements for periods beginning after June 15, 2010, with

earlier application encouraged.
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SUMMARY OF SIGNIFICANT ACC0UNTING POLICIES (continuation)

GASB Statement No. 57, OPEB Measwemenls by Agent Employers and Agent Muftiple-Enployer Plans. The obiective of this

Statement is to address issues related to the use ol the alternative measurement method and the lrequency and timing of

measurements by employers that participate in agent multiple-employer other postemployment benefit (OPEB) plans (that is, agent

employers). The requirements ol this Statement are effective for llnancial statements for periods beginning after June 15, 2011.

GASB Statement No. 59. Financial /nstrumerls omnibus. The objective of this Statement is to update and improve existing

standards regarding financial reporting and disclosure requirements of certain financial instruments and external investment pools

Ior which significant issues have been identilled in praclice. The provisions of this Statemenl are effective for financial statemenls

for periods beginning after June 15, 2010. Earlier application is encouraged.

CASH AND INVESTMENTS

Cash in Banks

The l\y'unicipality's cash and investments al June 30. 2010 are composed of: (1)demand deposits in commercial banks, and (2)demand

deposits in the Government Development Bank of Puerto Rico (GDB, fiscalagent).

Puerlo Rico laws authorize governmental entities to invest in direct obligations or obligalions guaranteed by the federal government or

the Government. The l\runicipality is also allowed lo invest in bank acceplances, other bank obligations and certificates of deposit in

financial institutions aulhorized to do business under the federal and Government laws.

The [,4unicipality follows the practice ol pooling cash. At June 30, 2010, the cash are maintained in commercial banks with a balance of

$1,720.017 of rvhich 5409.328 in the General Fund, S235 in SBGP Fund. S62,191 in Stale Assignments Fund. and S1,248,263 in Other

Governmental Funds. The balance in cash accounl is available to meet current operating requirements and any unrestrjcted excess. if

any. is generally invested in certincates of deposil wth commercial banks. Any de{iciency in the cash account is assumed by the

general fund and covered through future budgetary appropriation.

Under ihe lar,vs and regulations of the Government. public funds deposited by the L,'lunicipality in commercial banks must be fully

collateralized for the amounts deposited rn excess of the Federal Deposit lnsurance Corporation (FDIC) coverage. All securities pledged

as collaieral are held by agents designated by the Government's Secretary o{ the Treasury, but nol in the Municipality s name.

Cash with fiscal agenl in lhe debl service fund consists principally of property tax collections and sales and usage tax amounting to
g'1,236,631 that are resiricted for the payment of the ft.4unicipality's debt service. as required by law. Cash with Fiscal Agent of $453,292

in the Arts Center Fund, and 31,163.289 in other governmental lunds consisl principally of unspent proceeds of bonds that are

restricted for the acquisition, construction or improvement of major capital assets. The amounts deposit in GDB is maintained in interest

bearing accounts and is not collateralized.

l\.4unicipality lollows the provisions of Section C20 of the GASB Codi,lcation oI Governnental Accounting and Fitancial Repotling

Stardards, related with cash deposit and interesfearning investment contract !,.,ith financial institutions. Accordingly, the lollowing is

essential information about credit risk, interesl rate risk, custodial credit risk, and foreign exchange exposure of deposils and

investments ofthe l,/unicipality at June 30. 20101

Crcdit Risk

This is the risk that an issue. or other counterparty to an investment will not fulfill its obligations. At June 30, 2010, the Municipality has

invested only in cash in banks of $1.7 million rvhich are insured by the FDIC, genelally up to a maximum of $250,000. As previously

mentioned, public funds deposited by the Municipality in commercial banks must be fully collateralized for the amounts deposited in

excess of the FDIC coverage. No investrnents in debt of equity securities aere made during the Fiscal Year ended June 30, 20'10.

Therelore, the Municipality's management has concluded that the credit risk related to any possible loss related to defaults by

commercial banks on the Municipality's deposits is considered low at June 30, 2010.
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CASH AN0 INVESTMENTS (continuationl

Custodial Crcdit Risk

This is the risk that, in ihe event ofthe failure of a depository financial institution, the iilunicipality \,l/ill not be able to recover its cash and
investrnents or will not be able to recover collateral securities that are in the possession of an outside party. Pursuant to the lnvestment
Guidelines for the Government adopted by GDB, the l\,lunicipality may invest in obligations of the Government, obligations of the United
States, certifcates of deposit, commercial paper. bankels acceptance, or in pools of obligations of the municipalities of Puerto Rico,
which are managed by GDB. At June 30, 20'10, the [,4unicipality has balances deposited in commercial banks amounting to S'1.7 million
which are insured by the FDIC up to the established limit and the excess are fully collateralized as explained above. Deposits in GDB,
amounting to $2.9 million are uninsured and uncollateralized. Hovrever, no losses related to defauhs by GDB on deposit transactions
have been incurred bythe l\,4unicipality through June 30. 2010. ll is managements policy lo only maintain deposits in banks atfiliated to
FDIC to minimize the custodial credit risk, excepl for GDB. Therefore, the Municipality's management has concluded that at June 30,
2010, the custodialcredit risk associated with the Municipality s cash and cash equivalents is considered low.

lnterest Rafe Risk

This is the risk that changes in interest rates of debt investments will adversely aflect the fair value of an investment. The Municipality
manages its exposure to declines in lair values by: (1)not including debt or equity investments in its investments portfolio at June 30,
2010, (2) limiting the v'ieighted average maturity of its investments in certificates of deposit to periods ol three months or less, and (3)
keeping most of its banks deposits and certificates of deposit in inlerest bearing accounts generating interest at prevailing market rates.
Therefore, at June 30, 2010, the interest risk associated with the Municipality's cash and cash equivalent is considered low.

Foreign Exchange Risk

This is the risk that changes in exchange rates will adversely affect the value of an investmenl or a deposit. According to the
aforementioned investment guidelines, adopted by the Municipality ihe Municipality is prevenled from invesling in foreign securities or
any other types of investments for v,/hich foreign exchange risk exposure may be significant. Accordingly, management has concluded
that the foreign exchange risk related to the lvunicipality's deposits is considered low at June 30 2010.

DUE FROM GOVERNMENTAL UNITS

The due from govemmental units for the fiscal year ended June 30, 2010 corresponds to the portion of the Christmas Bonus received
from the Commonwealth for the amount of $92,27'1.

DEFERRED AND UNEARNED REVENUES

Governmental funds report deferrcd rcvenue in connection with receivables for revenues that are not considered to be available to
liquidate liabilities of the cunent period. Govemmental funds also defer revenue recognition in connection with resources thal have been
received, but not yet earned. At the end of the currenl fiscal year, the various components of defeued revenue and unearned revenue
reported in the governmental funds were as follows:

UNAVAILABLE UNEARNED

Gov ernmental Funds:

VdumeofBusiness Taxes S $ 375.295

Federd Goverffnent 5,000,289

Gov€nmertal Units 92,271

Tod Def€.red/Unea.ned Revenues $ 5,m2,560 $
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6. INTERFUND RECEIVABLE, PAYABLES AND TRANSFERS

A. INIERR]ND RECEIVABLE AND PAYABLE

84L4^rCES

Due to/from Other Funds at June 30, 2010 are summarized as

follows:

B- I''TERFUA.IDIRA'VSFERS

Translers are indicative of funding for capital

,rcts or debt service, and subsidies of
various operations.

7. DUE TO OTHER GOVERNMENTAL UNITS

As of June 30, 2010, balance due to other govemmental units of the

General Fund for services rendered to the lvunicipality, consists of the

following:

8. CAPITAL ASSETS

Capital Assets activities for the fiscal year ended June 30, 2010 was as follows:

INTERFUND INTERFUND

RECEIVABLE PAYABLE AMOUNT

SHe Assignrnenb General Furd $ 5,930,368

Slab AssrgnrneoB Otler Fuods 50,m

OtprFunds Gen€ralFund 281,933

TOTAL $ 6,262,301

INTERFUND TRANSFERS WTHIN THE GOVERNMENTAL FUI.IDS

Sources Transfer to Amount Purpose

Generd Fund Ohet Funds $ 504,364 DeU Service Fund

AMOUNT

Reliremenl Sy slern Admir$slralion $ 197,006

PR Treasury Depa.hent 1n,257

TolC $ 326,263

DESCRIPTION

Non-Deprecrable Caprlal AsseB:

Land

Constuclion in Progress

Tolal Non-Depreoable Capibl Asses

Depreciable Capilal Assebl

Buildinqs and B!ildlnqs lfiprovernenb
Equiprnentand Vehides

Furnitrre and FixUres

Heavy EquipnEnt

ln{raesfudJre

Tolal Depreciable Capital Assels

Less Acormllabd Depreoalion:

Buihings and Buildings hrprovernen6

EquipnEntand Vehides

Furnit re and Fixtrres
Heavy EquiprPnt
lnfraestructrre

Tolal Acorfiulabd Deprecialion

Tohl Depreciable Capibl Asseb (Net)

CAPITAL ASSETS, NET

BALANCE
JULY,I,

2009

$ 65,520,752
647,500

66.168,252

30,422,254
2,314,341
2,123,680

66.69'1,389

101,551.664

(10,751.16s)
(1,567,370)

{1.824,580)

t21.542.976\

(35.686,091)

6s.865,573

$ 132,033,825

RECLASSI-
FICATION INCREASES

$$-
2,153.594

2.153,594

BALANCE

JUNE 30,

20'10

$ 6s,520,752
2.801.094

68,321,846

30322,254
2.314.v1
2,160,993

66.691.389

101.588.977

{11,359,610)
(1,683,087)
(2.040.679)

{22,876,804)

(37.960.180)

63.628,797

$ 131,950, 3

DECREASES

s-

37,313

37,313

(608,44s)
(115,717)
(216,099)

(1.333,828)

12.274.089)

12.236.776)

$ (83.182)
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8. CAPITAL ASSETS (continuation)

Depreciation expenses lvere charged to governmental functions/programs

as follows:

9. GENEML LONG-TERM DEBIS

A. General Obligations Bonds and Special Ohligations Bonds

The principal long-term obligations of the l\.4unicipality are general

obligations bonds and special notes issued to linance the construction and

improvements of public facilities and purchase of equipment. The

lrunicipality's obligations long-lerm debt retirements are appropriated and
paid from resources accumulated in the Debt SeMce Fund (See Note 10).

AMOUNT

General GovernnEnl $ 136.445

Mayor and Muniipal LegislaLre 682,227

Public Sabty 272,891

Public V\,brks and Transporbton 568,522

CultJre and Recreatoo 181,927

Healh and Sanihlion 295,632
Urban DevelopnEnt 136,445

ToblDeprecia[onExpenses $ 2,274,089

During December 2009, the lvunicipality issued special obligation bonds of 2010 in the amount of $85,000 for the operational purpose.

The principal and interest at 6.00% for the lirst year, and 7.500/o for the remaining installments are payable semi-annually ranging from

$10,000 to $15,000 on the 1$ days ol July and January of each year through July 2016.

General and special
obligations bonds as of
June 30, 2010. are
comprised of the following

individual issues.

Type of Obligation and Purpose

General Obligation Bonds - Property Taxes:

$720.0m, Series 19S Acquisitm ol Euilding

$655.000. Senes 2m2 - Cmstructon Purp6e

5595.000. Senes 2005 - Pur.hase dEquifrnenl

5290.000. Sefles 2007 ' Land Plrchase

51.135.000 Sen€s 2007 - Cssfudion Purpce

S,435.000. Sercs 2!09 - Operatonal Purpo6e

Total General Obligation Eonds

Special Obligation Bonds - Geie.al Reveflues:

$283,000. Seies 1991 - Constucton Purpose

$315 000 Sefles 2mg - Co4sfwtm Pupose

$3,240,000, Sefles 20@ - CsLstuctgl Purp6e

$480,000, Sefles 2m3 - Operdimd Purp6e

$260,C100 Series 2m5 Purchase ofEquitrnent

$837,000. Senes 202 Operatmd Purpcse

52,222,000 Serjes 2008 - Operatond Pur@e

$85,m. Series 2010 - Purchase dEquiprnenl

Total Special Obligation Bonds

Total C*neral and Speci, Obliqation Bonds

Mdurity lnterest

Date Rate

2023 4 86 lo 6.50%

m26 270 b 5.604/,

ml1 4.73 lo 5.00%

m31 6.60 io 7.500/"

m32 3.9310 7.50%

2013 4.75 io 6.50%

545.000

540,000

195.000

275.9X

1,100.0t0

360,000

m11

m18

2033

mn
ml1
m26

m27

m16

3.27 1!r 7 .81%

5.401o7.50%

2.43 to 1 .AY/"

5.m b 6.m%

5.00%

5.00 to 6.m%

3.93 to 7.50%

1.60 to 6.m%

3,015,000

$ 21,840

210,W

3.135,000

325,000

45.000

694,000

2 057,000

75,000

6,622840

$ 9,637,840

According to Sections 103

and 148 through 150 ofthe
[JS lnternal Revenue Code

and Sections 1.148

through 1.150 of the US Treasury Regulation, the l\.4unicipality's tax-exempt bonds are subject to the arbitrage rebate requirements. At
June 30, 2010, the l\4unicipality had no federal arbitrage liability on bonds since interest income earned from the investment of unspent

bond proceeds !./ere made in bank deposits that generate lelds lower than the rates applicable to the debt service payments.

B. Legal Debt Linit and Legal Debt Margin

On March 9, 2009, the Commonwealth of Puerto Rico approves Law Number 7 that provides for revision of the valuation of property

subject to taxation and imposes special property taxes for the Commonwealth. The Municipality debt limits are10% of valuation ol
property subiect to laxation, plus the balance of the special ad valorem laxes in the Debt Service Fund. In addition, before any new

bonds are issued, the revenues of the Debt Service Fund should be sufficienl to cover the projected debt service requirement.
Additional legal debt margin was determine for lhe issuance of the special obligations bonds that are paid ihrough retention made by

the MRCC from monthly advance of annual property tax and subsidy send to the i/unicipality.
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9. GENEML LONG-TERM DEBTS lcontinuation)

C. Other Long-Term Debts

Borrowinq from MRCC

On July '1. 2002, the l,4unicipality entered into a repayment agreement with the GDB and MRCC to repay the excess of property taxes
advances from fiscal years up to 2001. The repayment agreement is payable in semiannual aggregate principals installments from
$49,360 plus annual interest of 6.1876%. The total amount of debt is $2,334,223 under the enacted Law Number 42 to be paid during
22 yearc.

On November 28, 2001, the i\.4unicipality entered into a repayment agreemenl with the GDB and lvlRCC to pay for lhe proportional debt
to cover the Land lnformation Management System (Ll[.,1S), system established by MRCC with the capacity to maintaining cadastre and
photos of all real property of Puerto Rico. The original debt was $76,312 to be paid during 1O years plus annual interest of 5.95%.

On July 1, 2007, the l\.'lunicipality entered into a repayment agreement with the GDB and MRCC to repay the uncollectible property tax
sale authorized by the enacted Law Number 146. The total amount of debt is $89,759 to be paid durinq 25 years plus annual interest of
6.22/".

Depanment ot Lahot and Human Resources

On August 6, 2010, the l\runicipalily entered into a repayment agreement with the Department of Labor and Human Resources to repay
the unemploymeni benefit as of June 30, 2010. The repayment agreement is payable in monthly aggregate installments of principals
and interest oi 8.00% of $17.079 68. The lotal amount ol debt is S728.719 under the agreement to be paid during 4 years.

D ef e rre d C h a rq e s Liab ilitie s

This amount represents the unpaid balance of the bond issue cost of the following obligation: 53 240,000. Series 2009 and 585,000,
Series 2010 special obligation bonds.

Christmas Eonus

This amounl represents the estimated accrued Christmas bonus accumulated as of June 30, 2010 and payroll related benefits,
representing the benefil to employees to be paid during the first week of December 2010.

Comqensated Absences

This amount .epresents the estimated accrued vacation benefits, accrued sick leave benefits and payroll related benefits, representing
the Municipaljty's commitment to fund such costs from tuture operations.

Following are the Other Long-Term Debts:

DESCRIPTION

Law Nunt'er 42 - I\,iRCC

LIMS I\,IRCC

Law Nunber 146 - MRCC
PR Treasury DepartrEnl
Deplof Labor and HunEn Resources

Dehrred Charges Lhbiliies
ChristrBs Bonus

Conpensaled Absences

TOTAI

BALANCE

Jt,LY 1,

2009

s 2.3U.223
23,454

82,518
14 332-

1,121,703

$ 3,576,290

NEW

IS S UES

s-

728,71;
5,094

184,541

369,883

RETIREMENIS

AND

ADJUSTMENTS

$ 124 926)

{8.971)

{3,590)
(14.334

5,094

{76.1941

!____11?3!19)

EALANCE

JUNE 30,

2010

s 2.309,297
14,483

78,988

728,719

10,188

184,541

1,415,392

$ 4.741,608

AMOUNTS

DUE WIIHIN
ON E YEAR

s 4s.360
s,513

3,590

207 411

184,54;
770,643

AA'OUNTS

DUE AfTER
N EXT YEAR

$ 2,259,937

4,970

75.398

521.308
10,188

M4.749

t aarr*s 1,288,237 $ 1,225,058
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9. GENERAL LONG-TERM DEBTS (continuation)

D. Changes in General Long-Term Debts

The following is a summary of changes in long-term debts for lhe year ended June 30, 2010:

OESCRIPTION

GerE d

Special

Otlg D€bts

TOTAL

BATANCE REIIREMENTS EALANCE AIUOUI'ITS AMOUNTS

JULY 1, NEW AND JUNE 30, DUE WTHIN DUE AFTER

AO9 ISSUES ADJUSTMENTS A1O ONEYEAR NE{T YEAR

$ 3,3i5,0m $ $ (300,m0) $ 3.01s,0m $ 24s,000 $ 220,m0
6,768,960 &5 rxx) i231.120) 6.622.840 251,4il 6171 380

$ 13.660,250 $ 1.T3.N $ (6s4.m9) 5 14,379.448 $ 1,721,s18 $ 12,657,930

E. Debt Compliance

There are a number of limitations and restrictions contained in the various bond indentures. The Municipality believes it is in compliance
with all significant limitations and restrictions.

The annual requirements to amortize the general long-term debts outstanding as ol June 30, 2010 are as follows:

YEAR ENDING

JUNE 30,2O1O

C.overnmentalFunds:

2011 S

m12

m13

m14

2015

201e20m

20212025

m2&20y)

m31,2035

General Obligalion Boods SpeoalObligation aonds OIhd Loflg.I.m Obligatioos

PRINCIPAL INTEREST PRINCIPAL INTEREST PRINCIPAL INTEREST TOTAL
PAYMENT PAYIIIENT PAYIIIEiM PAYMENT PAYMENI PAYIGNT PRINCIPAL INTERESI

24s,000 $ 107,203 $ 251.460 $ 2S2.823 S 1.22s0s8 5 181.383 S 1.721,518 S s81,4m

255.m0 177.y5 215980 457.444 225U4 184.206 6S6,624 818 991

160.000 165,086 215 7m M2014 223.980 180,$1 599 680 n7 697

190,000 153,987 232.8U0 426,330 227.473 116.812 65/1,273 /57,129

85.0m 145,313 256,rm 40S 339 94.013 139.253 435.113 6S3,905

54!.tfi 630.841 1,419,300 1751.470 397.M 594.753 2.3$,744 2.9n,061
710,0m 421,089 1.82r,8m 1.197.340 532.618 153,974 3.m-4,418 2.072,403

510.000 m8.147 1,474,7(n 5T 239 7-15.923 265.068 2.7m,623 Sg6,4y

320,0m 35,625 7t5,m0 105,7m {.44,s18 42.183 1 499,518 183,508

rorAl l___1!l:9q L3ry636 q !614!9 !___1601lI !__l{!-fo8 !___33!160 1_j13rr14 !__gqpf60

10. DEBT RETIREMENT

Revenues of the debt service fund consists of the ad-valorem property taxes which are recognized as revenue vrhen collected from
taxpayers and reported by the l\,lunicipal Revenue Collection Center of the Commonwealth of Puerto Rico to the Municipality (See Note

11).

These property taxes are accumulated by the Municipal Revenue Collection Center in costs of the general obligations bonds issued by
the Municipality (See Note 9). Payments are made to the Govemment Development Eank of the Commonwealth of Puerto Rico lrom
such actumulated funds by the Municipal Revenue Collection Center of Puerto Rico.
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I1. PROPERTY TAXES

The Municipality is authorized by Act No. 8'1 to impose and collect property taxes from any naturalor legal person that, at January lst of
each calendar year: (1) is engaged in trade or business and is the owner of personal or real property used in trade or business, or (2)
owns residential real property with a value in excess of $15,000 (at 1957 market price).

The MRCC is responsible for the assessment of all real and personal property located within the Municipality and for the levy,
administration and collection ofthe conesponding tax contribution.

The personal property tax is self-assessed by ihe taxpayer on a retum. which is to be filed and paid in full by [,4ay '15 of each year with
the MRCC and based on current values as of December 31 of previous year. Real property tax is assessed by the MRCC on each
piece of real estate and or each building or residence. The property tax contribulion is Ievied each year over the appraised value of the
real property at the beginning of the calendat yeat. The real property assessment is based on the current value existing in the year
1957.

The MRCC is responsible for the billinq of real property taxes and collections of both. personal and real property taxes on behalf of all
the municipalities of Pue(o Rico. Prior to the beginning ol each fiscal year, the MRCC informs the Municipality of the estimated amount
of property taxes expected to be collected for the ensuing liscal year. Throughout the year, the MRCC advances funds to the
Municipality based on the initial estimated collections. The MRCC is required by law to prepare a settlement statement on a fiscal year
basis, whereby a comparison is made between the amounts advanced to the Municipality and amounts actually collected from
taxpayers. This settlement has to be completed on a preliminary basis not later than three months after fiscal year-end, and a final
settlemenl made not later than six months after year-end. lf the MRCC remits to the lvunicipality property taxes advances, which are
less than the tax actually collected, a receivable lrom the [,,|RCC is recorded at June 30. However, if advances exceed the amount
actually collected, a borrowing from MRCC is recorded at June 30. The difierence between the advances and lhe final settlement from
MRCC for the fiscal year 2010 resulted in a receivable of $38,0'13 for the Debt SeMce Fund.

The tax rate for fiscal year 2010 is 9.03% for real property and 7.039/o for personal property ol Mrich 1.03% of both are for the
redemption ol public debt issued by the Commonwealth of Puerto Rico and 8.00% and 6.00%, respectively. belongs to the Municipality.
The Commonwealth of Puerto Rico also contributes an annual tax rale ol 0.20o/o ol the property tax collected. The remaining
percentage is distributed as follows: (a) 6.00% and 4.00%, respectively. represents the lvlunicipality's basic tax rate that is appropriated
for general purposes and therefore accounted lor through the general fund. A portion of such amount is deposited in an equalization
fund together with a percentage of the nel revenues of the Puerto Rico electronic lottery and a subsidy lrom the Commonwealth of
Puerto Rico. The remaining portion belonging to the Municipality of 2.00% represents the ad-valorem propeny taxes withheld by the
MRCC and restricted for debt service, \.!hich is accounted for through the debt service fund (See Note 10). The Municipality has
reached the maximum statutory tax rate limit for the basic tax while there is no limitaton for the ad-valorem tax rate.

The Commonwealth of Puerto Rico grants complete real property tax exoneration on the first $15,000 has assessed valuation on
residential units occupied by their owners. For such exempted amounts, the Puerto Rico Treasury Department assumes payment of the
basic tax to the l\,4unicipality, except for residential units assessed at less than $3,500 on which a complete exemption is granted. As
part of Law No. 83 of August 30, 1991, as amended, the exempt amount to be paid by the Puerto Rico Treasury Department to the
Municipality was frozen as of January 1. 1992.

ln addition, the law grants a complete exemption from personal property taxes up to an assessment value of $50,000 to retailers with an
annual net sales volume of less than $150,000. The IMRCC advances lo the Muoicipality. on monthly payments. 100% of the
contribution assessed over property for each liscal year. ln accordance to Law, these advances will be contributions by the MRCC from
taxpayers. The MRCC periodically informs to the N,lunicipality the amounts collected from taxpayerc and applied to outstanding
advances.

The Municipality records as revenue in the general fund the property tax conlribution lvhen received from monthly advances from
MRCC. Due to the fact that collections of property lax are applied to the advances of property tax paid by the MRCC, the amortization of
the advance at end of year was not available due to that is in process of verification by extemal auditors.
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12. VOLUME OF BUSINESS TAXES

The volume of business taxes is levied each year based on the prior yeais gross revenues for all commercial and industrial
organizations doing business in the l\runicipality and which are not totally o{ partially exempt from this tax under the lndustrial lncentives
Acts of the Commonwealth of Puerto Rico. This is a seltassessed tax based on lhe business volume in gross sales as shown in lhe tax
return that is due live working days affer April 15 of each year. Entiiies ,,vith sales volume of g3 million or more must include audited
financial statements together with the tax return. During the fiscalyear ended June 30. 2010, the tax rates were as follows:

a. 1.50% to financial institutions and savings and loan associations

b. 0.5% to allother organizations

Taxes are payable in two equal semi-annual installments on July 1 and January 1 lollowing the date of levy. lf trey are paid with
declaration on or before the due date. the taxpayer is granted a 5% of discount. The volume of business tax receivable represents liled
tax returns that were uncollected as of June 30, 2010. Collections of taxes during current fiscal year corresponding of the tax return
based on the prior year gross sales, are applicable to the next fiscalyear and recorded as deferred revenues in the General Fund.

SALES AND USAGE TAXES

i.4unicipality imposes a Sales and Usage Taxes oI 1.5"k (1.0% collected and belong to the Municipality and 0.5% collected by the
Puerto Rico Secretary of the Treasury) on the sales price of a taxable item or on the purchase price ol all usage, storage or
consumption of a taxable item. All merchants required to collect the Sales and Usage Taxes, are required to file a monthly Sales and
Use Tax Return Form, no later than the 10'h of the lollowing month from the month beinq reported. The Act also provides for restriciions
on the use of the resources (including the 0.5% collected by the Puerto Rico Secretary ol Treasury) to be invested in solid waste and
recycling programs. capital improvements and health and public safety costs.

The amount collected by the Puerto Rico Secrelary ol Treasury will be deposited in accounls or special funds in GD8, subject to
restrictions imposed and distributed as follows.

a. 0.2% will be deposited in a "Municipal Development Fund to finance costs as restricted bythe Act:

b. 0.2% will be deposiled in a "Municipal Redemption Fund" to finance loans to municipalities subject to restrictions imposed by the
Act: and

c. 0.1% will be deposited in a "lllunicipal lmprovement Fund" to llnance capital improvement prolects. These funds will be distributed
based on legislation from the Commonwealth's Legislature.

Sales tax receivable represents flled sales lax returns that were collected subsequent to June 30, 2010, but pertaining to the current
year period.

CONSTRUCTION EXCISE IAXES

Municipality imposes and collecls municipal construction excise taxes to most natural and legal persons and any governmental
inslrumentality that carry out activities related to construction, expansion, major repairs, relocations, alterations and other types of
permanent improvements to residential, commercial and industrial buildings, and any structures within the territorial area of the
Municipality. The tax is also applicable to infrastruciure projects, the installation of machinery, equipment, cable TV, commercial
antennas and fixtures, and other types of construction-related activities.

The construction excise tax generally is a self-assessed tax imposed over the cost ofthe proiect, net of certain exemptions such as the
msts associated with the acquisition of land, existing buildings and improvements, project design and other engineering fees, licenses
and permits, consulting and legal fees. The tax is paid by the taxpayer before the beginning of the construction project. The activities
covers by ttris tax and the exemption granted are as follows:

a. Total exemption are granled to projects self-administering by federal government, state government (including public corporation),
and the municipaliues of Puerto Rico.

b. Low income resident of Vieques that received federal, state or municipal funds for constuction or improvement of their home, a
total exemption is granted.
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'14. CONSTRUCTION EXCISE TAXES lconrinuation)

c. Civic, religions and communities non-for-profit organization should have an exemption for the first $15,000 of the total cost of the
projects. ln excess of $15,000, a 3.50% of construction excise taxes should be paid.

d. Resident of Meques should paid construction excise taxes in accordance with the following scale:

IOTAL COST

From S1,000 to $10,000
From 510.001 to $15,000
From 515 001 to $20,000
From $20,001 to $25,000
From $25.00'1 to $30,000
ln excess of $30.000

CONSTRUCTION EXCISE TAX

2.00% of Toial Cost
2.50% of Total Cost
2.75% of Total Cost
3.00% of Tolal Cost
4.00% of Total Cost
5.00% of Total Cost

15.

e. All other projects should paid 5.00% of total cost.

INTERGOVERNMENTAL REVENUES

lntergovernmental revenues consist primarily of funds received from the Commonwealth of Puerto Rico, ir lieu of tax'paymenls from
the Quasi-public Corporation, Pueno Rico Electric Power Authority. and federal linancial assistance received from federal government.

Grarts and subsidies received from the Commonwealth ol Puerlo Rico and lederal agencies include. among others, a general subsidy
for urban development and capital improvements. lntergovernmental revenues are accounted for through ihe General Fund except for
those dilectly related to urban developmenl and capital improvements, w+rich are accounted for through the Special Revenue and the
Capital Project Funds. Federal FinancialAssistance is recorded in the Special Revenue Fund.

PENSION PLAN

Desuiption of the Plan

Employees of lhe Municipality participale in the Employee s Retirement System ol lhe Government of Puerto Rico and its
lnstrumentalities (ERS). The ERS is cost-sharjng multiple-employer delined benefit pension plan sponsored by lhe Government under
the Act No. 447, approved on l\,lay 15, 195'1, as amended. ERS covers all regular employees of the Government and its
instrumentalities and of certain municipalities and components units not covered by thejr own retirement systems.

Participation is mandatory except for members of the Legislature, Government Secretaries, Head of Agencies and Public
lnskumentalities, Assistants to the Governor. the Comptroller ol the Puerto Rico, Gubernatorial Board and Committee appointees and
Experimental Service Station employees. ERS provides retirement, death and disability benellts. Disability relirement benefits are
available to members for occupational and non-occupational disabilities. Retirement benefils depend upon age at retirement and
number of years of credited service. Benellts vesl after ten years of plan participation.

l,4embers wfio have atiained at least 55 years of age and have completed at least 25 years of creditable seMce or members lvho have
attained at least 58 years of age and have completed at least 10 years of creditable service are entitled to an annual beneflt, payable
monthly for life. The amouni of the annuity shall be '1.5% of the average salary. as defined. multiplied by the number of years of
creditable service up lo 20 years, plus 2% of the average salary, as defined, multiplied by the number of years of creditable servic€ in
excess of 20 years. ln no case will the annuity be less than $200 per month.

Participants who have completed at least 30 years of creditable service are entitled to receive the Merit Annuity. Participants who have
not attained 55 years of age will receive up to a maximum of 65% of the average salary, as defined, or if they have attained 55 years of
age will receive up to a maximum of 75% of the average salary, as defined. Disability retirement benefits are available to membe$ for
occupational disability up to a maximum benefit of 50% of the average salary, as defned. However, for non-occupatjonal disability, a
member must have at least 10 years of creditable services.

The contribution requirements lor both employees and employers are established by taw and are not actuarially determined. Employees
are required to contribute 5.775% for the first $550 of monthly salary plus 8.275% for the excess of this amount, or on the alternative,
8.275% of their monthly gross salary. The Municipality is required by Act No. 447 to contribute 9.275% of its employees' gross salaries.
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16. PENSION PLAN {contnuation)

Act No. 1 of 1990 made c€rtain amendments.applicable to new participants joining the ERS effective April 1, 1gg0. These changes
consist principally of the establishment of contributions at 8.275% of heir monthly gross salary. an increase in the retirement age to 65,
a decrease in the annuity benefit to 1.5% of the average salary, as defined, for all years of creditable services, a decrease tn the
maximum disability, and death benefits annuities from 50% to 40% of average salary, as defined, and the eliminatjon of the Merit
Annuity for participants lvho have completed 30 years of creditable services.

Law Number 305 was enacted on Seplember 24, 1999, amended the Act Number 447 for the purpose of establishing a new program
(System 2000). System 2000 became effective on January 1, 2000. Employees participating in the cur.ent systiem (ERS) js of
December 31, 1999, may elect either to stay in lhe delined-benefit plan or lransfer to the new program. Persons joining the govemment
on or atler January 1. 2000. will only be allowed to become members of System 2000.

System 2000 is a hybrid defined contributior plan, also known as a cash balance plan. Under this ne\,y plan there will be a pool of
pension assets, !'vhich will be invested by the System. logether with those of lhe current deflned,benefit plan. Benefits at retirement age
will not be guaranteed by the Government. The annuity will be based on a formula vvtlich assumes that each year the employees,
contribution (with a minimum of 8.275% up to a maximum of 10%) of their monthly salary, and will be invested in an account wtrich will
either: (a) earn a fixed rate based on the two-year Constant Maturity Treasury Note or, (b) earn a rate equal to 75% of the return of the
System's investment portfolio (net of management fees), or (c) eam a combination of both alternatives. Participants receive periodic
account statements similar to those of delined contribution plans showing their accrued balances. Disability pensions are not being
granted under System 2000. The employers' cont.ibutions (9.275% ofthe employees' salary) will be used to fund the current plan.

lf at time of retirement accumulated benefits amount to 510,000 or less may elect to receive a lump sum distribution up to lhe
accumulated benefits. Under the new program the retirement age is reduced from 65 to 60 for th0se employees who ioined the current
plan on or afler April 1. 1990.

Funding Policy

The authority under which the funding policy and the obligalions lo contribute to the ERS and System 2000 by the plans'members.
employers and other contributing entities (state of municipal contributions). are established or rnay be amended by law.

Contribution requirements are established by law and are as follows:

[,lunicipality
Employees:

Hired on or before March 31 1990

Hired on or after April 1, 1990

Annual Contribution

Total employee contribulions to the above,mentioned plans during the
Lilunicipality's contributions during those years are recognized as total
pension expenditures/expenses in the category of adminisiration as follow:

These amounts represented the '1000/, of the required contribution for the

9.275% of qross salary

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

year ended June 30. 2010 amounted to $318,936. The

FISCAL YEAR LAW NO. ,I47 SYSTEM 2()I}O

2010 $ 184,913 $ 182,854

corresponding year. Additionally, changes made in the types and amounts of benefits offered by special laws and costs of living
adjustrnents, led to a one-time recommended contribution to fund the retroactive adjustment related to the changes.

The Employee's Retirement System of the Govemment of Puerto Rico provides additional information of the ERS and System 2000.
They issue a publicly available fnancial report that includes financial statements and required supplementary information for ERS, as a
mmponent unit of the Government. That report may be obtained by,/niting to the Administration at pO Box 42003, Minillas Station, San
Juan. PR 00940-2003.
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17. CONTINGENCIES

A. CLAIMS AND JUDGMET'rIS

The Municipality is, at present, a defendant in a number of legal matters that arise from alleged improper application of policies and
negligence in the ordinary course of the l\,'lunicipality's activities. The legal munsel of the Municipality has advised that at ihis stage in
the proceedings of lawsuits he cannot offer an opinion as to the probable oulcome.

ln addition. the l\.4unicipality is a defendant or co-defendanl in several legal proceedings, which are in discovery stage. Certain of these
claims are covered by insurance. Legal counsel with lhe information currenlly available cannot determine the fnal outcome of these
claims. Accordingly, the financial statements do not include adjustment, if any, that could resuft from the resolution of this legal
proceeding. However. it has been the l\,lunicipality s experience that such actions are settled for amounts substantially less than the
claimed amounts.

B. FEDERAL GRAA'IS

ln the normal course of operations, the Municipality receives grants from various Federal and State agencies. The grant programs are
subject to audit by agents of the granting authority. the purpose of which is to ensure compliance with conditioni precedlnt to the
granting offunds. Any liability for reimbursement \,vhich may arise as the result ofthese audits is not believed to be material.

COMMITMENTS

A. Construction

The Municipality had commitments at June 30, 2010 of approximately 59.9 mallion lor the construction. improvements, or renovation of
several municipal facilities.

B. Other Commitments

'19. NET ASSETS/FUND BALANCES RESTATEMENTS

A. /Vet Issels Resratements

During the year, the l\.,lunicipality adjusted lhe
governmental net assets for unrecognized revenues and
expenses. The following schedule reconciles the June 30,

2009 Net Assets, as preMously reported to Beginning Net
Assets, as restated, July 1, 2009, for Governmental
Activities.

Al June 30, 2010, the general fund had a deficit of $6.928 806 vuhich will be covered with future budgetary appropriations of the general
fund.

NetAsse{s. 6 Previously Re@rhd, AtJune 30, 20(E

Adjushnenl k Accornt Payades

Adiustnent t Cash AccoiJnb

A djlstnent to Due From G ov ernmer{ U nit

Aqushent to Bank Overdrd
Adjusfnent to Due b Govemment U rut

Adjustrnent b lntefest Ex perditures

Adjusbnent b Ex penditures not Recognized

To Ehminate Delict in he SBGP Fund

Adjustnent tc Revenues nol Recognized

Adiusfnent to Debl hat does not p{oceed

Adjustnent to Principd d Debt fiom Larv 42

Adjusrnefll to Principd d Debt fun Bond $315,m0

Adjusfnent lic Princi@ d Deh fo.n Bond $3,240,000

Adjustnent tc recognze C hristrnas Bmus Rs,/€flue

Adlustnent to recognize C hristnas Bmus Lidility
Adjustneflt to Accrued lnbrest

Adustnent tc Debl not recognized

Adiusfnent tl SBGP Fund not recognized

Aqushent b DeHred C hages nci rccognized

BeginnirE N et Asseb. as ResHed, At July 1 , 2mg

NET ASSETS

2,085,989

555,2m

(411,143)

2,6n,4m
1,$7,n5

(84,0s5)

(u,7n)
165,658

39,092

14,332

(21,s15)

20,0m

50.m0

83,366

(1m,732)

291,055

(61,980)

4,748,389

52,161

s 127,9n,7U
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COi{IiIONWEALIH OF PUERTO R|CO

MUNICIPALIW OF VIEQUES, PUERTO RICO

REOUIREO SUPPLEiilEI{TARY INFORIiIATION

BUDGETARY COI'PARISOI{ SCHENLE- GENERAL FUND

BUDGETARY FUND BALANCE (DEFICIT), JULY 1, 2()()9

Resources (laflows):

Property Taxes

Volume of Business Taxes

lntergove.nmental Revenues

Licenses and Permits

Miscellaneous

Renl

Total Resources (lnf,ows)

Amounts Available for App.opriation

Charges to Appropiations (Outllows):

lvayor and [,lunicipal Legislalure

General Govemment

Public Salely
Public Works

Culture and Recrealion

Health aod Sanilation

Human SeMces and Welrare

Urban Development

Capilal Oullays

TEns,er to Olher Funds

Total Charges to Appropriations

BUDGETARY FUND BALANCE (DEFICIT), JUNE 30,2OI()

Se afcornoanyng Nores to ReqJred Slpdernenlay tntohaton.

1,023,956 1,130,957

4,349,766 5.208,225
1,089,183 806.475
1.732,081 1.582,227

691 293 637,086

812.429 630,626

869.131 131.717

100,000 6,451

221.500 91.303

374,092 504.364

11,329.431 11,329,431

r_gJs8.9!E ! 0,1!!r!q)

10,045,091 1,284,340

s 0,634,203) $ (475.2731

Final

5 0,15E,930)

959,540

369,500

6,469,663

1,108.001

2,390.727

32,000

11,329,131

4,170,501

Actual Amounts
(Budgetary gasis)

(See t{ote A)

$ 0,158,930)

Variance with
Final Eudget

$

(1)

261,181

145,412

{6,363)
(2,160,21r)

309

0,7s9,6r3)

{1,759,613)

219,026

284,241

144.306

423.723

6'1,159

(415)

113,300

39,000

$ (7,1s8,930)

959,540

369,500

6,469,663

1,108,001

2.390,127

32,000

11,323,431

4,170,501

959,539

630,681

6,615,135

1,101,638

230.516

32,309

9,559,E.t8

2,410.888

911,931

4,923,984

662,169

1.'t58,504

515.927

631,041

618,417

6.451

52,303
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COMIIONWEALTH OF PUERIO RICO

i,IUI{ICIPALTTY OF VIEQUES, PUERTO RICO

BUDGETARY COMPARISON SCHEDULE- GEtiERAL FUND

TIOTES TO REQUIRED SUPPLEi,lEI{TARY INFORIiIATION

NOTE A Explanation of Differences Bettxeen Budgeta.y lnflows and Outltows and GAAP Revenue. and Exp€nditures

Sources/lnfl ows oI Resources:

AclualAmounts (Budgetary Basis) "Available lor Appropriation' Irom the
Budgelary Comparison Schedule (See Page 43)

Ditference - Budqet to GAAP:

The Fund Balance atthe Beginning of year is a budgelary resource bul is nota
CunenlYear Reven ue for fioancial reporling purposes

Sales and Usage Tares are revenues for financial reporting purposes bul are nol inflows

Ior budqelary presenlalion purposes

Iotal Revenues as Reporled on the Stalement of Govemmenlal Funds Revenues,

Expendilures and Changes in Fund Balance (See Page 18)

UsesrOutfl ows of Resources:

ActualAmounls (Budgeiary Basis) "Fotal Charqes to Appmpriation' from the
Budgetary Comparison Schedule (See Page 43)

Ditference - Eudgello GMP
Encumbrances for supplies and equ ipment ordered but nol received are reporled

in lhe year the order is placed lor budgelary reporling purposes

Paymenls of encumbrances ol prior year lhat are expenditu res lor linaocial reporting
purposes but are not outflows lor budgetary puposes

Transfers lo olher lunds are out lows of budgetary resources but are ool
expenditures for rinancial reporting purposes

Total Expenditures as Reported on the Statemenl of Governmental Funds Revenues

Expendillres and Chaoges in Fund Balance (See Page 18)

NOTE B Explanation ofDiltererces Between Budgetary Fund Balance and GAAP Fund Balance

Budgetary Fund Balance {Deficit), June 30, 2010

Timing Differences:

Encumbrances

Cancelation of Prior Year Encumbrances

Revenues lhal are not Budgelary Resources

Fund Balance (Delicit), June 30, 2010

See *Mpanying Noles to Requrcd Supplsnfltay lnic.maiff.

General Fund

$ 2,410,888

7,158,930

299,129

!___9M81

$ 10,045,091

(170,130)

239,263

(504,364)

$ 9,609.860

$ {7,634,203)

170.130

236,138

299,129

q lqg?!.qqq)



CoT,TMoNWEALTH oF PuERro Rco
xuxtdPAlrY oF \rEOUEq PUERIO R|CO

SCHEDULE oF ExpENDtruREs oF FEDEML AwARDs
FoRfl€ FISCAIYE RE oED JuxE 30,2010

FtrrrrGR [m / prss Tmqret
GR^l{rc,PRocR ra cR O-lrsl€R T[rE

U.S Depatn€nt o[ tlo,sitE ad Ubar Oev@:
Die{t Progran:

Se.lin I Hodtg Ckioe

Sedh 8 Moderabd Rdtabaitalim Sfule Room
oco.rpalcy

Pasgn[urgh Sm - Ofrce of d|e Co.missiofier d
i,lunicipd Aflans:

Coffunity Deldqote'[&ock Gra Stsies Prqrdm (SBGP]
ad iloo EnflenElb Gral|b h Ha*ii (Ststed Adni gered

FED€ML
CFI)A

I{trEER
FEocRrt

Em,unnEs

PAS$TffiqlGTI
Ernrv b€ralrylc

tltlaER

11228

11257

txlFc$5-001

N/AV

11.219

g 319.537

336,521

578417

r4.016

r218.551

7.2X5

1.n5

11255,7m

2m74E-T7-l)l)43

Sn|al Cilies Eoq.an) .......-.

Honekss Pfeug[ih ad R4il Rdnusitg Progrdn......

Totd U-S. Depatnert of Hqtirg afit Ulbat Oevdoplnenl.-..----.. -..

U- S. Depatn€fl of Hdldad Se{ritf

Paselh,c{h offce of t|e Rilic S€qrity Aflais

Hdnehnd Seonty cr

Tod U.S. Depatl*r ofHondand Seqrny

TOTAL SPEM}M'RES OF FEDERAI

See accooparyi{ Ndes b Sdledle d El9oldiu.es of Fedefd AHdt
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CoITMoNWEALTH oF PUERTo Rtco
MUNICIPALTTY oF VIEoUEs, PUERTo RIco

ScHEDULE oF FTNDTNGS AND QUESTToNED CosTs
FoR rHE FtscAL YEAR ENDED JUNE 30,2010

BASIS OF PRESENTATION

The accompanying Schedule of Expenditures of Federal Anards (lhe Schedule) indudes the federal grant activities of the
Municipality of Meques, Puerto Rico (tlunicipality). The information in this Schedule is presented in accordance with the
requirements of Omce of Management and Budget (OMB) Circular 4-133, Audis of Stales, Local Govemments, and l\lon-
Ptofi Organizations. Because the Sdredule presents only a selected podiofl of he operations of Municipality, it is not
intended to and does not presenl the fnancialposition, or drange in net assets of the Municipality.

Therelore, some amounts presented in this Schedule may differ from amounts presented in, or used in the preparation of,
the basic financial statements. The Municipality reporting entity is defined in Note (1) (A) to the basic financial statements.
All federalfnancial awards received directly from federal agency as well as federalfinancial awards passed-through other
govemment agencies are included on the Schedule.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A. Expenditures reported on the Schedule are reported on the modilied accrual basis of accounting. Such expenditures
are recognized following the cost principles contained in OMB Circular A-87, Cosl Princrirles for State and Locat
Government, wherctn certain types of expenditures are not allowable or are limited as to reimbursement.

B. Negative amounls, if any, shown on $e Schedule represent adiustments or credits made in the normal course of
business to amounts reported as expenditures in prior years.

C. Pass-through entity identirying numbers are presented wiere available.

FEDERAL CFDA NUMBER

The CFDA numbers included in this Schedule are determined based on the program name, review of grant contract
information and the Of,lce of Management and Budget's Calalogue of Federal Domestic Assistance.

RELATIONSHIP TO FEDERAL FINANCIAL REPORTS

Expenditures of federal awards are reported in the Municipality's Statement of Revenues, Expenditures and Changes in

Fund Balances- Governmental Fund as follows: SBGP Funds - $578,447 and Other covernmental Funds $677.339.
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TORRES, HERTA DEZE PU TER, CPA CSP

Certifi ed Public Accountants

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

STANDARDS

To the Honorable Mayor and
l\tlunicipal Legislature

Municipality of Vieques

We have audited the financial statements of lhe [i]unicipality of Vieques ol the Commonwealth ol Puerto Rico (from now on the
Municipality) as of and for the fiscal yearendedJune 30,2010, and have issued our report thereon dated August 17,2011. We
conducted our audit in accordance with auditing standards generally accepted in the United States of America and the
standards applicable to financial audits contained in Government Auditing Standards issued by the Comptroller General of the
United States.

lnternal Control Over Financial Beportinq

ln planning and performing our audit, we considered the Municipality's internal control over linancial reporting as a basis for
designing our auditing procedures lor the purpose of expressing our opinion on the financial statements, but not for the purpose
of expressing an opinion on the effecliveness of the Municipality's internal control over financial reporting. Accordingly, we do
not express an opinion on the eflectiveness of the l\4unicipality's internal conkol over Iinancial reporting.

0ur consideration of internal control over financial reporting was for the limited purpose described in the preceding paragraph
and was not designed to identily all deficiencres in internal control over financial reportinE that might be significant deliciencies
or malerial weaknesses and therefore, there can be no assurance that all deficiencies, significant deficiencies, or material
weaknesses have been identified. However, as described in the accompanying schedule of findings and questioned costs, we
identified certain deficiencies in internal control over financial reporting that we consider to be material weaknesses and other
deficiencies that we consider to be significant deficiencies.

A deficiency in internal control exists when the design or operation of a control does not allow management or employees, in

the normal course of performing their assigned functions, to prevenl, or detect and correct misstatements on a timely basis. A
material weakness is a deficiency, or a combination of deficiencies, in internal control such that there is a reasonable possibility
that a material misstatement ol the Municipality's financial statements will not be prevented, or detected and corrected on a
timely basis. We consider the deficiencies described in the accompanying schedule of findings and questioned costs, as items
#10-01 through #10-17, to be material weaknesses.

A significant deficiency is a deficiency or a combination ol deficiencies in internal control that is less severe than a material
weakness, yet important enough to merit attention by those charged with governance. We consider the deficiencies described
in the accompanying schedule ol findings and questioned ccsts, as items #10-01 through #10-17, to be significant deliciencies.

Compliance and other Matters

As part of obiaining reasonable assurance about whether the l\tlunicipality's financial statements are free of material

misstatement. we performed tests of its complrance with certain provisions of laws, regulations, contracts, and grant

agreements, noncompliance with which could have a direct and material effect on the determination of financial statement
amounts. However, providing an opinion 0n compliance with those provisions was not an objective of our audit, and
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Compliance and other Matters . Continued
accordingly, we do not express such an opinion. The results of our tests disclosed instances of noncompliance or other matters
that are required to be reported under Government Auditing Standards and which are described in the accompanying schedule
of findings and questioned costs, as items #10-01 through #10-17.

Municipality's response to the findings identified in our audit are described in the accompanying schedule ol findings and
questioned costs, on pages 51 to 74 and in their corrective action plan. We did not audit the Municipality's response-s and,
accordingly, we express no opinion on those responses.

This report is intended solely for the inlormation and use of Municipality's management, the U.S. Department of Housing and
Urban Deve,lopment and other regulatory agencies and is not intended to be and should not be usi:d by anyone otheithan
these specified parties.

CPA , fl(
Certilied Public Accountants

August 17, 201 1

Stamp #E1533 of the
College ol CPA's ol
Puerto Rico is affixed
to the original.
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TORRES, HERNAiIDEZ A PU TE& CPA CSP

Csrtifi ed Public Accountants

To the Honorable Mayor and
Municipal Legislature

l\4unicipality of Vieques

Compliance

We have audited the lvlunicipality of Vieques of the Commonwealth of Puerto Rico (from now on the Municipality) compliance of
with the types of compliance requirements tjescrrbei in OMB Circular A-133 Compliance Supplement thai could have a direct
and material effect on each of the l\4unicipality's major federal programs tor the year ended June 30, 2010. Municipality,s major
federal programs are identifred in the summary of auditor's results section of the accompanying schedule of findings and
questioned costs. Compliance with the requirements of laws, regulations, contracts, and grants ap[licable to each of iti malor
federal programs is the responsibility ol tMunicipality's management. Our responsibility is io express an opinion on
Municipality's compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the United States 0f
America; the standards applicable to financial audits contained in Government auditing Siandards, issued by the Comptroller
General of the United States; and 0MB Circular A-133, Audits of States, Local Goveinments, and Non-profit Organizations.
Those standards and 0MB Circular A-'133 require that we plan and perform the audit to obtain reasonable assurance about
whether noncompliance with the types of compliance requirements referred to above that could have a direct and material
effect.on a malor federal program occurred. An audit includes examining, on a test basis, evidence about the [4unicipality's
compliance with those requirements and performing such other procedures as we considered necessary in the circumstances.
We believe that our audit provides a reasonable basis for our opinion. Our audit does not provide a legal determination of
l\,4unicipality's compliance with those requirements.

As described in the accompanying schedule of findings and questioned costs as items # 10-10, #10-1 1, #10-12, #10-13, #10-.14
#10-15, #10-16 and #10-17, the Municipality did not comply with requirements regarding Cash lvlanagement, Davis-Bacon Act,
Equipment and Real Property Management and Reporting that are applicable to tfre Community Development Block
GranVstates Program (SBGP), and the Municipality did not comply with requirements regarding Cash Management, Eligibility
and_ Equipment and Heal Property Management that are applicable to Section I Housing ahoice Voucher pro!ram and S6ction
8 Moderated Rehabilitalion Single Room Occupancy Programs. Compliance with suih requirements are necessary, in our
opinion, for the l\4unicipality to comply with the requirements applicable to those programs.

ln our opinion, except for the noncompliance described in the preceding paragraph, the lvlunicipality complied, in all material
respects, with the requirements referred to above that could have a direct and material effect on each of its major federal
programs for the year ended June 30, 2010. The results of our auciiting procedures also disclosed other instances of
noncompliance with those requirements, which are required to be reported in accordance with oMB Circular A-133 and which
are described in the accompanying schedule of findings and questioned cosis as items #10-09, and # 10-17.
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lnternal Control over Compliance

lvlanagement of Municipality is responsible for establishing and maintaining effective internal control over compliance with the
requirements of laws, regulations, contracts, and grants applicable to fedeial programs. ln planning and perfoiming our audit,
w_e considered the Municipality's internal control over compliance with the requirements that could-have a direct and material
effect. on a maior federal program in order to determine our auditing proceduies for the purpose of expressing our opinion on
compliance and to test and report on internal control over compliance in accordance witir Ot'/g Circular A-13j, but not Ior the
purpose of expressjng an opinion on the effectiveness of internal control over compliance. Accordingly, we do not express an
opinion on the effectiveness of the Municipality,s internal control over compliance.

our consideration of internal control over compliance was for the limited purpose described in the preceding paragraph and
was n0t designed to identify all deliciencies in jnternal control over compliance that might be significant deficie-ncies dr material
weaknesses and therefore, there can be no assurance that all deficiencies, significant deficiencies, or material weaknesses
have been identified. However, as discussed below, we identified certain deficiencies in internal control over compliance that
we consider to be material weaknesses and significant deficiencies.

A deficiency in internal control over compliance exists when the design or operation of a conhol over compliance does not allow
management or employees, in the normal course ol performing their assigned functions, to prevent, or detect and correct,
noncompliance with a type of compliance requirement of a federal program on a timely basis. A material weakness in internal
control over compliance is a deficiency, or combination of deficiencies, in internal conlrol over compliance, such thal there is
reasonable possibility that material noncompliance with a type of compliance requirement of a federal program will not be
prevented, or detected and corrected, on a timely basis. We consider the deficiencies in internal control over compliance
described in the accompanying schedule of findings and questioned costs as items #10-10 through #10-17 to be material
weaknesses,

A significant deficiency in internal control over compliance is a deficiency, or a combination of deficiencies. in internal control
over compliance with a type of compliance requirement of a federal program that is less severe than a material weakness in
internal control over compliance, yet important enough ro merit attention by those charged with governance. We consider the
deficiencies in internal control over compliance described in the accompanying scheduie of findings and questioned costs as
items items #10-09 through #10-17 to be significant deficiencies.

Municipality's response to the findings identified in our audit are described in the accompanying schedule of findings and
questioned costs, on pages 5'1 to 74 and in their corrective action plan. We did not audit the Municipality's responsei and,
accordingly, we express no opinion on those responses.

This report is intended solely for the information and use of lr/unicipality's management, the U.S. Department of Housing and
Urban Development and other regulatory' agencies and is not intended to be and should not be used by anyone otheithan
these speciiied parties.

u.utqlll^,U
i, Herndndez & Punter, CP

,/f/
Torres, Herndn
Certilied Public Accountants

August 17, 2011

Stamp #E1534 of the
College of CPA's of
Puerto Rico is affixed
to the original.
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COMMONWEALTH OF PUERTO BICO
MUNICIPALITY OF VIEQUES

SCHEDULE OF FINDINGS AND OUESTIONED COSTS

FOR THE YEAR ENDED JUNE 30,2O1O

Part I - Summary ol Audit Hesults:

Financial Statements

The independent audito/s report on the basic financial statements expressed a qualified opinion.

lnternal Control over Financial Beporting:

Material weaknesses identified? X yes
Significant deficiencies identified? X yes
Noncompliance material to the Statement
noted? x yes

Federal Awards

lnternal control over maior programs:

Material weaknesses identified? X yes
Significant deficiencies identif ied? X yes _ none reported

The independent auditol's report on compliance with requirements applicable to major federal awards program expressed a
qualified opinion.

The audit disclosed findings lo be reported in

accordance with 0MB Circular A-133. Section
510(a). X yes

Municipality's major awards during the year ended June 30,2010 were:

CFDA #11.228- Community Developmeni Block GranUstates Program (SBGP),
CFDA #14.871 - Secrion I Housirrg Choice Voucher Progmm
CFDA # 14.249 - Section 8 Moderated Behabilitation Single Room occupancy Program

A threshold of $300,000 was used to distinguish between type A and type B programs, as those terms are defined in OMB
Circular A-'133, Section 520 (a).

l\4unicipality qualily as a low risk auditee? _yes X no

n0

none reported

n0
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF VIEQUES

SCHEDULE OF FINDINGS AND QUESTIONED COSTS ICONTINUED)

FOR THE YEAR ENDED JUNE 30,2O1O

Part ll - Findinqs Related to the Financial Statements:

FINDING NUMBER 10-01: REQUIRED CLAUSES NOT INCLUDED ON C0NTMCTS

CONDITION: We selected twelve (12) contracts for examination. We noted the following required clauses were not

included, stating the following:

1. That the contracted party, prior to contract date:
/ Has submitted tax returns for the last five (5) years and that no amounts are due to the Commonwealth

of Puerto Rico (CPR) for taxes or is under a payment plan,

/ Has no debt outstanding with the Municipal Revenue Collection Center (CRIM) for real property taxes

and other debt concepts or is under a payment plan, and

/ Has no debt outstanding with the Department of Labor and Human Resources (DLHR) for
unemployment, disability and drive/s social security.

(4 Contracts),

2. That the contracted party will not enter in contractual relationships or acts that represents a conflict of interest

with the lvunicipality (1 Contract),

3. That the contracted party has no knowledge of any Municipality's ofllcial or public employee having direct or

indirect interest in the contract, (1 Contract),

4. That the contracted party is not required to satisfy an alimony requirement, and if it is required, contracted party

is complying with alimony payments (1 Contract),

5. That the Municipality may cancel the conkact immediately in case of negligence, abandonment of duty or

noncompliance {rom contracted party (2 Contracts),

6. That the conkacted party does not receive compensation for services rendered under regular appointment from

another public entity, except as authorized by law (2 Contracts),

7. That the required 7% retention for professional services (or the one applicable) will be made, unless a waiver

from the Treasury Department of the Commonwealth of Puerto Rico (TD) is presented (1 Contract),

8. A warning that services cannot be requested unless contract has been presented for registration at the

Comptrolle/s Office of Puerto Rico (OCPR) (2 Contracts),
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF VIEQUES

FOR THE YEAR ENDED JUNE 30.2O1O

Part ll - Findinqs Related to the Financial Statements:

FINDING NUMBER 10-01: REQUIRED cLAUSES Nor tNcLUDED oN coNTRAcrs (coNTtNUED)

9. That the contracted party has not been convicted of crimes against public integrity, as defined in the penal code,
or from mishandling of public funds and that has not been declared guilty of those crimes by a courtof the CpR,
a federal court or any other court under the United States jurisdiction (2 Contracts), and

10. For construction and public improvements contracts, that the contracted party certifies that is in compliance wth
the permits required to work as a contractor (3 Contracts).

CRITERIA: Sound government management requires disclosure of such information when a contract is prepared in

order to safeguard municipal interest. Also, to comply with the following applicable laws and regulattons related to
contracts as detailed for each instance above as follows.

lnstance 1 -

Article 5, A, Law No. 237 of August 31, 2004, to establish guides for agencies and governmental entities during the
process of preparing contracts for professional and consulting services,

Article 14, Law No. 164 of July 23, 1974, as amended,
Article 9[) Law No. 230 of July 23, 1974, "Pue(o Rico Accounting Law", asamended,
Article 6(c) of OCPR Ruling No. 33, as amended, related to contracts and documents and submission of copies to

OCPR,

Administrative Bulletin No. OE-1991-24, as amended by Administrative Bultetin OE-'1992-52,
Circular Letter No. 1300-1-06 of TD, dated July 20, 2005,
Memorandum No. 92-31 from the Office ol the Commissioner of Municipal Affairs (OCAM),
Circular Letter No. OC,06-15 of OCPR, and

Chapter 9, Section 2, of OCAM Ruling for Municipal Administration.

lnslance 2 -

Article 5, G, Law No. 237 of August 31, 2004,

Article 5, sections (g) and (m), Law No. 84 of June 18, 2002,

Article 3.3 Law No. 12ofJuly24, 1985, as amended,

Administrative Bulletin No. OE-1994-1 1,

Memorandums No. 07-93 and No. 93-04 from the Office of the Govemor of puerto Rico. and

Circular Letters No. 95-05 and g4-01 of the Govemmental Ethics Office.



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF VIEQUES

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED}

FOR THE YEAR ENDED JUNE 30.2(l1O

Part ll - Findinqs Related to the Financial Statements:

FINDING NUMBER 10-01: REQUIRED CLAUSES N0T INCLUDED ON CONTRACTS (CONTTNUED)

lnstance 3 -

Article 5, seclions C and F Law No. 237 of August 3'1, 2004,

Article 5, sections (e), (k) and (n), Law No. 84 of June 18, 2002,

Article 3.3 Law No. 12 of July 24, '1985, as amended, and

Circular Letters No. 2002-05 and 95-05 of the Govemmental Ethics Office,

lnstance 4 -

Article 5, K, Law No. 237 of August 31 , 2004, and

Section Vll, Article 30, Law No.5 of December 30, 1986, as amended.

lnstance 5 -

Article 5, M, Law No. 237 ofAugust 31, 2004, and

Memorandum No. 07-93 from the Office of the Govemor of Puerto Rico.

lnstance 6 -

Article 5, sections E, N and O, Law No. 237 ofAugust 31, 2004,

Article 3.3(e) Law No. 12 of July 24, 1985, as amended,

Ruling for Requesting and Managing Waivers before State Department of CPR, following Article 3.3, Sections (d) and
(e) of the Governmental Ethics Offlce,

Administrative Bulletin No. OE-1998-06, as amended by Administrative Bulletin No. OE-'1998-14 ,

Memorandum No. 07-93 from the Office of the Govemor of Puerto Rico,

Memorandum No. 2004-05 from OCAM, and

Articles 3.2, 3.3 and 3.7 Law No . 12 of July 24,1985, as amended.

lnstance 7 -

Article 5, l, Law No. 237 of August 31, 2004,

Memorandum No. 07-93 from the Office of the Govemor of Puerto Rico, and

Circular Letters No. 1300-19-05 and No. '1300-03-95 from TD.



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF VIEQUES

FOR THE YEAR ENDED JUNE 30,2()IO

Part ll - Findinqs Related to the Financial Statements:

FINDING NUMBER 10-01: REQUIRED CLAUSES NOT TNCLUDED ON

lnstance 8 -

Article '1(e) Law No. 18 of October 20, '1975 as amended by Law No. 127

Ir/emorandum No. 2004-'11 from OCAM.

lnstance 9 -

Article 5, N, Law No. 237 of August 31, 2004,

Article 5(p) Law No. 84 of June 18, 2002,

Law No. 458 of December 29, 2000, as amended, and

Memorandum No. 99-1 1 from OCAM.

lnstance 10 -

coNTRACTS (CONTTNUED)

of lVay 31, 2004, and

Chapter 9, Section 6, OCAM Ruling for Municipal Administration.

CAUSE: lntemal control procedures to assure that conlracts include all clauses required by laws and regulations
were not ef{ective enough during this liscal year. Contracts were not properly verilied by the officials preparing then
to assure this information was contained in contracts before signature.

EFFECT: The Municipality is not prop€rly safeguarded.

RECOMMENDATION: To strengthen present control procedures to assure all contracts prepared contains all the
necessary clauses and information, as required by presenl laws and regulations, and by state and federal agencies.
One employee should be designated to verify contracts before signature to ensure they are complete in terms of
required clauses before signature. We also recommend lhat an employee be designated as preintervention officer to
verify all contracts prepared.

MANAGEMENT RESPONSE: See conective action plan.
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF VIEQUES

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED}

FOR THE YEAR ENDED JUNE 30. 2()1()

Part ll - Findinqs Related to the Financial Statements:

;,,tD|NG NUMBER 10-02: DOCUMENTS NOT AVAILABLE ON MUNICIPAL EMPLOYEE FILES

CONDITION: One (1) of twenty {ive (25) employee files examined did not include the following documents:

'1. Form l-9 "Employment Eligibility Verification" from the Department ol Homeland Security, U.S. Citizenship and

lmmigration Services,

2. TD 499 R-4.1 "Withholding Exemption Certiflcate" form signed by employee, and

3. Good Conduct Certiflcate.

CRITERIA: To comply with municipal inlernal controls related to required documents to be included on employee

files and with applicable laws and regulations.

For Form l-9 employers must complete it for all newly hired employees to verify their identity and authorization to

work in the United States, including a list of approved documents that employees can present to verjfy their identity

and employment authorization.

For form 499 R-4.1 "Withholding Exemption Certificate" the employee must complete this form and submit it to the

employer. Otherwise, the employer is required to withhold income taxes without taking into consideration the

employees personal exemption, exemption for dependents and allowance based on deductions, pursuant to the

lnternal Revenue Code of Puerto Rico (Code).

CAUSE: The Municipality does not have in operation an appropriate internal control procedure to assure that all

these forms are properly completed and included in employee files, and updated periodically.

EFFECT: For form 499 R-4.1 "Withholding Exemption Certificate TD could impose penalties for each employee for

which withholdings are being made and for whom the form was not prepared and included in their file. For Form l-9

the U.S. Citizenship and lmmigration Services could perform random inspections and fine from $'100 to $1,'100 per

missing l-9 forms and, i{ the problem is persistent, the llne could increase up to $1 1 ,000 per employee.

RECOMMENDATION: The implementation of an internal control procedure requiring a checklist to be reviewed

each time an employee is hired, and when an employee lile is updated, lo assure all required documents are

available. Also, to schedule reviews ol employee files for updating purposes.



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF VIEQUES

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

FOR THE YEAR ENDED JUNE 30,2()1()

Part ll - Findings Related to the Financial Statements:

FINDING NUMBER 10-02: DOCUMENTS NOT AVAILABLE 0N MUNICIPAL EMPLOYEE FILES (CONTINUED)

MANAGEMENT RESPONSE: See conective action plan.

FINDING NUMBER 10-03: MUNICIPALITY DOES NOT RECONCILIATE SALARIES REPORTED ON

QUARTERLY TAX RETURNS (941 PR SOCIAL SECURITY)WITH ACCOUNTING RECORDS

CONDITION: Salaries reported on Social Security Tax Return (Form 941 PR) do not reflect balances recorded on

general ledger, and such differences are not reconciled in another document. There is no internal control procedure

implemented to assure that all salaries paid to employees are included on payroll tax returns prepared, and the

amount recorded on general ledger for salaries paid is the same as the amount included on payroll tax returns

prepared.

CRITERIA: As an appropriate internal control procedure each document prepared should be conciliated with its

supporting records. The accounting record is the source document for the preparation of the social security tax

return.

CAUSE: There is no integration between Payroll and Finance Department to assure data is consistent on 941 PR

Tax returns and accounting records. The Municipality should establish procedures in order to conciliate each time a

941 PR return is prepared, to assure all salaries are properly included and traced to accounting records.

EFFECT: lf salaries are not concrliated with tax retum, there could be an overpayment of payroll taxes. This could

result in overpayment to the IRS or payment of interests and penalties for underpayment of taxes. Also, this

represenls a noncompliance with section 6651 of the lntemal Revenue Code of the United States, which imposes,

among other things, penalties to be added to the amount required to be shown as tax on the returns of 5% of the

amount of such tax if the failure is for not more than one month, with an additional 5% for each additional month or

fraction thereof during which such failure continues, not exceeding 250/o in the aggregate.

RECOMMENDATION: We recommend to finance department to conciliate the tax retum form 941-PR with the

general ledger on a quarterly basis, and to adjust any differences.

MANAGEMENT RESPONSE: See corrective action plan.

FINDINGNUMBERl()-04: ASSISTANCESHEETNOTSIGNEDBYTHESUPERVISOROREMPLOYEE

CONDITION: Of twenty five (25) assistance sheets examined, six (6) were not signed by the municipal supervisor

and three (3) were not signed by the municipal employee.
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS ICONTINUED)
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Part ll - Findinqs Related to the Financial Statements:

FINDING NUMBER 10-04: ASSISTANCE SHEET Nor stcNED BY THE supERvtsoR oR EMpLoyEE
(coNTTNUED)

CRITERIA: A sound internal control policy requires that assistance sheets should be reviewed and signed by the
t.;nicipal employee and supervisor to eliminate the possibility of payment for hours not worked. Also, to comply with

general requirements of:

1. OCAM Ruling for l\ilunicipal Administration,

2. Law No. 81 "Autonomous Municipalities of the CPR", and

3. Law No. 230 ol July 23, 1974 "Puerto Rico Accounting Law", as amended.

CAUSE: The Municipality does not have in operation a0 appropriate internal control procedure to assure that all
assistance sheets are reviewed and approved before preparing the payroll.

EFFECT: That could result in salaries paid for which the employee does not work or for hours not approved by the
supervisor.

RECOMMENDATION: One employee should be designated to verify each assistance sheet to be approved by the

supervisor and signed by the employee before preparing the payroll.

MANAGEMENT RESPONSE: See corrective action plan.

FINDING NUMBER 10.05: SUPPORTING DOCUMENTS OF DISBURSEMENT TRANSACTIONS NOT IDENTIFIED

AS PREINTERVENTED

CONDITION: Two (2) disbursement orders out of a sample of tvventy-five (25) examined were not stamped as

preintervented, and there is no signature of the preintervention officer nor any documentation of the preintervention

process to this documents.

CRITERIA: To comply with chapter 4, sections 7 and 8 of the OCAM Ruling for Municipal Administration. Sound

management requires that disbursements be rrenfied, Iilst when purchase order is prepared, and later before

disbursement is made, to assure it complies with applicable state and federal laws and regulations. As an appropnate

intemal control procedure, an independent revrew of all supporting documents prepared should be made to assure that

they are mnect, complete and in compliance lvrh all laws requirements prior to disbursement. This review should be

documented by a stamp identifling the documents as preintervented.
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MUNICIPALITY OF VIEQUES

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

FOR THE YEAR ENDED JUNE 30. 2O1O

Part ll - Findinqs Related to the Financial Statements:

FINDING NUMBER 10-05: SUPPORTING DOCUMENTS 0F DISBURSEMENT TRANSACTIONS NOT IDENTIFIED

AS PREINTERVENTED (CONTINUED}

.lSE: The internal control procedure to assure that all supporting documents of a transaction are properly

preintervented before disbursement is made was not effective enough during fiscal year 2009-2010.

EFFECT: Purchases and disbursements could be made not in compliance with applicable laws and regulations, and not

be detected in a timely manner. This could lead to findings and questioned costs by state agencies, which could be

avoided if the preintervention process is properly performed. AIso, disbursements can be made for goods and services

not received or improperjy invoiced, and no documentation is available on supporting documents certifying that they were

verified.

RECOMMENDATION: The Municipality should slrengthen venfication and monitonng procedures related to purchases

and disbursements, to assure they are properly verified and preintervented, including it's supporttng documents.

MANAGEMENT RESPONSE: See corrective aclion plan.

FINDING NUMBER 10.06: PURCHASE ORDER PREPARED AND DATED AFTER INVOICE DATE

CONDITION: Three (3) purchase orders out of a sample of twenty-flve (25) examined were prepared after invoice was

received.

CRITERIA: To comply with chapter 4, sections 7 and 8 of the OCA[/ Ruling for Municipal Administration, which

states that a purchase order should be dated before invoice date. Also, as an appropriate intemal control procedure,

all disbursements should be properly supported and reviewed before a disbursemeni is authonzed.

CAUSE: The intemal control procedure to assure that all supporting documents of a transaction are propedy

documented before disbursement is authorized and Iinally made was not effective enough during fiscal year 2009-2010

EFFECT: Purchases can be made for goods and services not received or improperly invoiced, and no documentation is

available on supporlng documents cedirying that they were verified

RECOMMENDATION: To strengthen intemal control procedures to assure that all purchase orders are prepared and

dated before the actual invoice is send by the supplier, and that after invoice rs received and all required supporting

documents of disbursement transactions are available and venlied for compliance, disbursement is authonzed.

MANAGEMENT RESPONSE: See corrective action plan.



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF VIEQUES

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED}

FOR THE YEAR ENDED JUNE 30. 2O1(}

Part ll - Findinqs Related to the Financial Statements:

FINDING NUMBER 10-07: BIDS FILES INCOMPLETE

CONDITION: For three (3) bids examined, their related files were incomplete in terms of the following:

Conditions lnstances

1. Bidder did not provide evidence of insurance policies, specifically public

resoonsibility and State lnsurance Fund,

2

2. Bidder did not provide evidence of:

" Good standing certiflcate issued by the State Department,
/ Certrfications from TD stating that no tax debt is outstanding, or is under a

payment plan,

/ Certiflcations from CRIM stating that no debt is outstanding for real property

taxes and other debt concepts or is under a payment plan, and

/ Certifications from DLHR for unemployment, disability and driver's social

security.

CRITERIA: To comply with chapter 8, part 1, section 4 of the OCAIM Ruling for Municipal Administration.

CAUSE: The lvunicipality has not implemented a strict policy of verifying all bid {lles prepared for every bid

celebrated, to assure that all documentation required under intemal control policies and applicable laws and

regulations is available, before flling them. Although files are prepared for each bid celebrated, the procurement office

does not perform a detailed veriflcation of the documentation prepared and obtained from the bid, following a
checklist or other verification method.

EFFECT: Bids are not properly documented, and municipal interets are not adequately protected. Also, without

documentation that the bidder awarded or contractor obtained was properly insured, we were unable to verify that the

municipality was adequately covered.

RECOMMENDATION: To implement review procedures to assure that all the bid Iiles includes all documents

required by applicable laws and regulations. An employee independent of the Finance Department and the Bid

Board should be designated to oversee this procedure.

MANAGEMENT RESPONSE: See corrective action plan.
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MUNICIPALITY OF VIEQUES

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

FOR THE YEAR ENDED JUNE 30,2()1()

Part ll - Findinqs Related to the Financial Statements:

FINDING NUMBER: 10-08: LANDFILL CLOSURE AND P0ST-CLOSURE CARE COSTS NOT ACCUMULATED

CONDITION: The Municipality has not recorded an expense provision and related liability based on the future

closure and postrlosure care costs that will be incurred near or after the date the landfill no longer accepts waste.

This expense provision and related liability must be determined based on a study of the activities that need to be

implemented at the lvunicipality's landfill to comply with applicable laws and regulations, and on the amount of the
landfill used during the year.

CRITERIA: To comply with the provisions of Section 110 of the Governmental Accounting Standards Board (GASB)

Codification related to Landfill Closure and Poslclosure Care Costs.

CAUSE: The l.4unicipality has not scheduled or considered contracting the study of the activities that need to be

implemented at the lMunicipality's landfill to comply with applicable laws and regulations.

EFFECT: The Statement of Net Assets is understated because the required debt related to closure and poslclosure

care costs has not being recognized in the flnancial statements.

RECOMMENDATION: To consider the feasibility of including on next budget an amount for contracting the study of

the activities that need to be implemented at the Municipality's landfill to comply with applicabie laws and regulations.

MANAGEMENT RESP0NSE: See corrective action plan.

Part lll - Findinqs and Questioned Costs Related to Federal Awards:

Presentation follows compliance requirements included in the Compliance Supplement of the Office of Management

and Budget (OMB) Circular A-l33 "Audits of States, Local Governments, and Non-profit Organizations".

A . Activities Allowed or Unallowed

FINDING NUMBER 10-09: SUPPORTING DOCUMENTS OF DISBURSEMENT TRANSACTIONS WERE NOT

STAMPED AS CANCELLED PAID

FEDERAL PROGMMS: CFDA #14.228 - Community Development Block Granustates Program (SBGP), CFDA

#14.871 - Section 8 Housing Choice Voucher Program, CFDA #14.249 - Secttion 8 Moderated Rehabilitation

Single Room Occupancy Program
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MUNICIPALITY OF VIEQUES

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED}
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Part lll - Findinqs and Questioned Costs Related to Federal Awards:

A - Activities Allowed or Unallowed

FINDING NUMBER 10-09: SUPPORTING DOCUMENTS 0F DISBURSEMENT TRANSACTI0NS WERE NOT

STAMPED AS CANCELLED PArD (CONTTNUED)

CONDITION: For all nineteen (19) disbursements selected for testing of federal awards none were identified as
cancelled paid.

CRITERIA: Sound Govemment management requires that suppo ng documents of disbursement kansactions be
identified as paid, to avoid dupltcatton of payment in the future. Also, OMB Circular A-87 states general requirements
for the allowability of costs charged to a federal award. As stated in that circular, disbursements should be identified
as "cancelled paid', to eliminate the possibility of duplicating disbursements.

CRITERIA:

Also, to comply with general requirements of:

1. OCAM Ruling for Municipal Administration,

2. Law No. 81 "Autonomous Munacipalities of the CPR", and

3. Law No. 230 ol July 23,1974 "Puerto Rico Accounting Law", as amended.

CONTEXT: We select nineteen (19) disbursements made during fiscal year 2009-20'10 and verified their related
supporting documents available. Condition represents one hundred ('100)% of the sample selected.

CAUSE: The intemal control procedures of the Federal Awards Department of the Municipality to assure that all

disbursements prepared through federal awards were identilied as cancelled paid was not effective enough during this

liscal year.

EFFECT: lf invoices and other supporting documents of the disbursements are not stamped as cancelled paid,

payment of invoices already paid could be made.

RECOMMENDATION: The Federal Awards Department of the Municipality should strengthen control procedures to

ascertain that all disbursement voucheB and its supporting documents are properly identifred as "cancelled paid", to

avoid the possibility of paying twice.

QUESTIONED COSTS: None.

MANAGEMENT RESPONSE: See corrective action plan.
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SCHEDULE OF FINDINGS AI{D QUESTIONED COSTS (CONTINUED)
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Part lll - Findinqs and Questioned Costs Related to Federal Awards:

B - Allowable Costs/Costs Principles

None.

C - Cash Manaqement

FINDING NUMBER: 10-,l0 : FEDERAL ASSISTANCE NOT USED TO COVER IMMEDIATE EXPENDITURES

FEDEML PROGMMS: CFDA #14.228 - Communi$ Darelopment Block Granustates Program (SBGP), CFDA

#14.871 - Section I Housing Choice Voucher Program, CFDA #14.2i19 - Section 8 Moderated Rehabilihtion Single

Room Occupancy Program

CONDITION: Municipality requested federal financial assistance and was not used to cover immediate expenditures

incuned. On average, he Municipality required approximately from twenty (20) to twenty-seven (27) labors days to

disburse the amounts rEuested.

Federal Awards
Receipt

Date

Date Awards were
used

Lapse of Time Between
Receipt and Use of

Awards

Deposit Amount

Prooram: SBGP

8/13/2009 9/9/2009 27 $351,848

12t23t2009 1t19t2010 27 5,320

6t2212010 6t29t2010 7 6.874

Proqram: Section 8

8t3t2009 8t11t2009 8 23,768

111212009 12t16n009 M 21.767

41t2010 31312010 30 25,U3

61112010 6/30/2010 29 28.724

CRITERIA: As stated on U.S. Treasury Depaffnent Circular 1075, Code of Federal Regulations,45 CFR, Part 74,

Subpart C, Section 74.21(bXs) 'standards for financial management systems" and CFR 74.22(a) 'Payrnenb', written

pmcedures must be implemented to minimize the time elapsing between the transfer of funds to the recipient ftom

ihe U.S. Treasury Department and the issuance or redemption of checks, wanants or payments by other means for

program purposes by the recipient.
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Part lll - Findinqs and Questioned Costs Related to Federal Awards:

C - Cash Manaqement

FINDINGNUMBER: 
.I()-10:FEDERALASSISTANCE NOTUSEDTOCOVERIMMEDIATEEXPENDITURES

ICONTINUED

CONTEXT: We selected eight (8) deposits of federal assistance received by the Municipality during the fiscal year.

Then we verified the checks disbursed beginning the same date ofthe amount deposited. We verified the tame frame

used by the Municipality to disbursed all the amount deposited and determine if the N/unicipality is in compliance with

the cash management requirement. Atso, we verifled federal awards bank accounts in order to determine il the

amount is reasonable or if excessive balances are maintained for extended periods of time.

CAUSE: Municipality submits a request of federal funds to federal agency and takes more than 3 (three) days to

expend the funds. Therefore. the Municipality's intemal control procedures to comply with this requirement were not

effective enough during fiscal year 2009-10.

EFFECT: The federal programs department is requesting funds in excess of the immediate expenditures incune-d or

their immediate program needs, not complying with CFR 45 CFR, Part 74, Subpart C, Section 74.21 and 74.22,

mentioned above.

RECOMMENDATION: To strengthen the system lor rEuesting federal Iunds to be adequate enough to satisfy

immediate expenditures incuned by each federal programs, and to avoid maintaining excessive cash balances in bank

accounts. Also to assure that each disbursement is identifled to specific needs detailed on funds request.

QUESTIONED COSTS: None.

MANAGEMENT RESPONSE: See corrective action plan.

D - Davis - Bacon Act

FINDING NUMBER 10-11 : CONTRACTOR'S PAYROLLS NOT AVAILABLE FOR VERIFICATION

FEDEML PROGRAM: CFDA #'14.228 ' Community Development Block GranuStates Program (SBGP)

CONDITION: For two (2) construction contracts selected in excess ol $2,000, the Federal Awards Department of the

Municipality did not required the contractors to deliver payroll sheets, to ascertain that laborers and mechanics were

paid the prevailing wages rates established by the Department of Labor. Therefore, construction proiect payroll

reviews are not being performed as requrred by the Davis-Bacon Act, to assure labor classifications are correct and

prevailing wages were paid.
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Part lll - Findinqs and Questioned Costs Related to Federal Awards:

D . Davis - Bacon Act

FtNDINGNUMBERl0.ll:CONTRACTOR'S PAYROLLSNOTAVAILABLEFORVERIFICATI0N(CONTINUED)

CRITERIA: The United States Code (USC) Title 40, Sections 276 a lo 276 a-7, states that "for every contract in

excess of g 2,000, for construction, alteration, andior repair, including painting and decorating, of public buildings,

and which requires or involves the employment of mechanics and/or laborers, the conkaclor shall pay all mechanics

and laboreB employed directly upon the site of the work, the full amounts accrued at time of payment, computed at

wage rates not less than those stated in the advertised speciflcations, regardless of any contractual relationship

wtrich may be alleged to exist between the contractor or subcontractor and such laborers and mechanics".

Therefore, the municipality is responsible to ensure that contractors and subconlractors comply with these

req u ire me nts .

CONTEXT: We requested two (2) contractois payroll in order to verify the wage rates paid by the contractor and if

laborers and mechanics were paid full amounts accrued at time of payment, computed at wage rates not less than

those stated in the advertised specifications. For bolh contracts (and in overall, for none of the construction contracts

in excess of $2,000 made through SBGP funds) the Federal Awards Department of the Municipality is not performing

the procedure. Therefore, this condition applies to 100% of the construction contracts in excess of $2.000 made

through SBGP funds.

CAUSE: The Federal Awards Department of the lvunicipality has not implemented the procedures required by Davis-

Bacon Act and there is no employee designated to oversee this compliance.

EFFECT: The municipality is not in compliance with The United States Code (USC) Title 40, Sections 276 a to 276 a

7, and in the event that any laborer or mechanic employed by the contractor or subcontractor directly on the site of

the work covered by the contract has been paid or is being paid a rate of wages less than the rate of wages required

by the contract to be paid as aforesaid, the government may, by written notlce to the contractor or subcontractor,

tjrminate his right to proceed with the work or such part of the work as to which there has been a failure to pay said

required wages and to prosecute the work to completion by contract or otherwise.

RECOMMENDATION: Municipality should implement a control procedures to ascertain that contractors paid wth

federal funds submit payrolls for all employees of contractors and/or subcontractors working at project sites, to

ensure prevailing wages are paid throughout the contract. Also to instruct Federal Awards Department personnel to

monitor paymeit oi prevaiiing wage rates in those contracts. This includes requiring contractors and/or

subcontractors to submit payroll reports and rates paid to employees by their.iob classilications, to permit verilication

ol compliance.

QUESTIONED COSTS: None.

MANAGEMENT RESPONSE: See conective action plan.
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MUNICIPALITY OF VIEQUES

FOR THE YEAR ENDED JUNE 30,2O1O

Part lll - Findinqs and Questioned Costs Related to Federal Awards:

E - Eliqibilitv

FINDING NUMBER 10-12: TENANTS'S FILES INCOMPLETE

FEDERAL PROGR,AMS: CFDA #14.871 . Section I Housing Choice Voucher Program, CFDA #14.249 ' Secttion 8

Moderated Rehabilitation Single Room Occupancy Program

CONDITION: For twelve (12) tenants files examined, the following documents necessary for eligibility evaluation

were not available:

1. privacy authorization form signed by all household members eighteen (18) years old and over - 2 instances,

representing 17% of samPle,

2. photo ldentiflcation for all family members eighteen (18) years old and over - 1 instance, representing 8% of

sample,

3. Birth Certificates for all family members - 2 instances, representing 17% of sample,

4. Social Security card for all family members six (6) years old and over - 3 instances, representing 25% of

sample,

5. Memorandum of Family Obligations signed by all family members eighteen (18) years old and over - 1

instance, representing 8% of sample,

6. Completed Form HUb-50058 'Family Report" and Worksheet in file - 1 instance, representing 8% ol

sample,
7. Criminal Background Checks for all family membec eighteen (18) years old and over - 2 instances,

representing '17% of samPle, and

A. HAp Rent iotification, sent thirty (30) days before effective date, not included - 3 instances, representing

25% of sample.

CRITERIA: Tifle 24 Housing and Urban Development, Volume 1, Code of Federal Regulations, Sections 5.230 and

5.617 requires tenants and other family members, as a condition of admission or continued occupancy, to provide the

necessary information, documentation, and releases for the Public Housing Administration to verify income eligibility.

This is necessary to document proper verification and determination ol eligibility of tenants. Regarding tenants

applications, the public and lndian Housing Compliance Supplement for Annual Audits of Public Housing Agencies

and lndian Housing Authorities (Sections B'183 to B184 Chapter 6-Occupancy), requires the housing administrator to

keep tenant's applications in files.

ln addition, data collected on Form HUD-50058 provides the Municipality and the Department of Housing and ljrban

Development (HUD) with a picture of the people who participate in subsidized housing programs.
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Part lll . Findinqs and Questioned Costs Related to Federal Awards:

E - Eliqibilitv

FINDING NUMBER 10-12: TENANTS'S FILES INCOMPLETE (C0NTINUED)

iONTEXT: We selected twelve (12) tenant's files for section 8 programs and verily the documents available on files.
Percentage relation of conditions to findings are included above in the condition section.

CAUSE: The Federal Awards Department of the Municipality has available a checklist with all the necessary forms
required to document eligibility verifcation on tenant's files, nevertheless, due care is not exercised to assure that this
checklist is properly completed and that all documentalion is available and provided by tenants.

EFFECT: Public Housing Administration may be qualifying tenants that do not provide the necessary documentation
for occupancy, and there is no complete documentation of the Public Housing Administration veriflcation of eligibility,
since documents are not available on files.

RECOMMENDATION: The Municipality should strengthen eligibility verification procedures to assure they include all
the necessary documents required to document eligibility verification to tenants.

QUESTIONED COSTS: None

MANAGEMENT RESPONSE: See corrective action plan.

FINDING NUMBER'10-13: SECTION I PROGRAMS USING DIFFERENT INCOMPLETE WAITING LISTS

FEDERAL PROGRAMS: CFDA #14.871 - Section 8 Housing Choice Voucher Program and CFDA #14.2119.

Section 8 Moderated Rehabilitation Single Room Occupancy Program

CONDITION: The Federal Awards Depa(ment of the Municipality maintain different waiting lists for each liscal years and

the waiting list provided to us for examination does not provide the following information:

'1. Applicant income level,

2. Move-in date if applicant was accepted, and

3. The need for accessible units.

CRITERIA: As required by HUD Occupancy Handbook Chapter 4 Waiting List and Tenant Selection, states that ln

order to assure that all applicants are treated fairly, the Federal Awards Department of the Municipality must maintain an

uptodate and complete waiting list.
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MUNICIPALITY OF VIEQUES

FOR THE YEAR ENDED JUNE 30, 2()1()

Part lll - Findings and Questioned Costs Related to Federal Awards:

E - Eliqibilitv

FINDINGNUMBERlO.l3: SECTIONSPROGRAMSUSINGDIFFERENTINCOMPLETEWAITINGLISTS

(coNTTNUED)

CONTEXT: We selected twelve (12) tenants files and requested the waiting list in order to verify if move-in tenants

were selected from such waiting list and how.

CAUSE: Section 8 Director maintains various incomplete waiting lists which are not updated'

EFFECT: Maintaining various incomplete waiting lists will increase the possibility of administrative resources expended

on processing information regarding applicants who are ineligibie or no longer have an interest in reside the property.

RECOMMENDATION: To update and maintain one waiting list and include all basic information required in the HUD

Occupancy Handbook.

QUESTIONED COSTS: None.

MANAGEMENT RESPONSE: See corrective action plan

F - Equipment and Real Propertv Manaqement

FINDING NUMBER 10.14: PROPERTY RECORDS OF ALL FEDEML AWARDS (FiNdiNg AISO APPIiES tO thE

Financial Statements)

FEDERAL pROGRAMS: CFDA #14.228. Community Development Block GranUstates Program (SBGP), CFDA

#14.871 . Section 8 Housing Choice voucher Program, CFDA #14.249 ' Secttion 8 Moderated Rehabilitation

Single Room Occupancy Program

CONDITION: According to Code of Federal Regulations (CFR), Title 24, Housing and Urban Development, Part 85,

Subpart C, Section 85.32, (d)(1); (2).

1. property records must be maintained that include a description of the property, a serial number or other

identification number, the source of property, who holds title, the acquisition date, and cost of the property,

percentage of federal participation in the cost of the property, the location, use and condition of the property,

and any ;ltimate disposition data including the date of disposal and sale price of the property, and
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Part lll- Findinqs and Questioned Costs Related to Federal Awards:

F - Equipment and Real Propertv Manaqement

FINDING NUMBER 10-14: PROPERTY RECORDS OF ALL FEDERAL AWARDS (Finding Also Applies to the

Financial Statements) (CONTINUED)

2. A physical inventory of the property must be taken and the results reconciled with the property records at

least once every two years.

As indicated on auditoB'reports o{ prior flscal years, the Municipality do not have available complete property

records, based on a physical inventory counts. At present, records are maintained by the property office, by

dependency, with a description of the property items, amount of items, property number assigned, cost, the property

items acquired during the year, items retired from property records, and final balance. The records do not provide

information as to acquisition dates, disbuBement order number, property transfer, and if property was acquired with

state or federal funds. Also, property records lack information on Municipal building and facilities, land lots acquired,

and the amount of construction in progress for the buildings and facilities in construction stages is not accurately

maintained as of June 30, 2010. Therefore, there is no reasonable assurance that property records includes all

property physically in existence and owned by the Municipality, and excludes all property not in existence or

damaged, as of June 30, 2010.

CRITERIA: As an appropriate internal control procedure, and to comply with CFR 24, Title 85, Subpart C, Sectaon

85.32, which states that a complete set of records should be maintained in order to assure all balances are correct

and properly recorded.

CAUSE OF CONDITION: There is no uniform control procedure requiring a standard and complete set of property

records, as required by Common Rule.

EFFECT: Accurate and complete financial information of property is not available.

RECOMMENDATION: The Municipality should perform a physical inventory and reconcile it with the present

accounting records, adlust any differences found and identify if property itemas are acquired with state or federal

awards. Also, to implement a procedure that includes the recording of every property items purchased or

constructed in the subsidiary records before use it.

QUESTIONED COSTS: None

MANAGEMENT RESPONSE: See conective action plan.

G . Matchinq. Level of Effort and Earmarkinq

No Conditions Detecled.



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF VIEQUES

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

FOR THE YEAR ENDED JUNE 30.2()1()

Part lll - Findinqs and Questioned Costs Related to Federal Awards:

H - Period of Availabilitv of Federal Funds

No Conditions Detected.

,rrocurement and SusDension and Debarment

No Conditions Detected.

J - Proqram lncome

No Conditions Detected.

K - Real Propertv Acquisition and Relocation Assistance

No Conditions Detected.

L - Reportinq

FINDING NUMBER'10-15: LATE SUBMISSION OF SINGLE AUDIT REPORT PACKAGE

FEDERAL PRoGMMS: ?FDA #14.228 - community Devetopment Block cranustates program (sBGp), CFDA
#14.871 - Section 8 Housing Choice Voucher Program, CFDA #14.249 - Secttion 8 Moderated Rehabilitation
Single Room Occupancy Program

CONDITION: The Municipality did not submitted the single audit reports and reporting package for the year ended

June 30, 20'10, to the Federal Clearinghouse dunng the required period. This condition has been noted and reported

in audits of previous years.

CRITERIA: OMB Circular A,133, Subpart C 'Auditees", Section 320 (a), (c) " Report Submission", states that the

audit shall be completed and the Data Collection Form and reporting package shall be submitted to the Federal

Clearinghouse designated by OMB within the earlier of 30 days after receipt of the auditofs reports, or nine months

after the end of the audit period, unless a longer perjod is agreed to in advance by the cognizant or oversight agency

for audit.

CONTEXT: We venfied the reporting date of last year financial slatements and reporting package, and reporting date

of current year ,lnancial statements to determine compliance with oMB Circular A-133 report submission

requirements. Also, we verified last year reporting package date and was not in compliance with the requirement of
submission within 30 days after receipt of the audito/s report or nine months after the end o{ the audit period.



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF VIEQUES

SCHEDULE OF FINDINGS AND QUESTIONED COSTS {CONTINUED)

FOR THE YEAR ENDED JUNE 30,2OIO

Part lll - Findings and Questioned Costs Related to FederalAwards:

L - Reportinq

FINDING NUMBER 10-15: LATE SUBMISSION OF SINGLE AUDIT REPORT PACKAGE (CONTINUED)

JAUSE: The Municipality do not have in place a stnct policy to formalize auditor contract before the ,iscal year end

so management can coordinate with auditors to commence audit procedures to allow the necessary time to complete

the audit during the required period.

EFFECT: The Municipality may be subject to sanctions, as descnbed in OMB Circular A-133. According to OMB

Circular A-133, section 225 named "Sanctions", in cases of continued inability to have an audit conducted in
accordance with this part, Federal agencies and pass{hrough entities shall take appropriate action using sancttons

such as:

1 . Withholding a percentage of federal awards until the audit is completed satisfactorily,

2. Withholding or disallowing overhead costs,

3. Suspending federal awards until the audit is conducted, or

4. Terminating the federal award.

RECOMMENDATION: As recommended in prior years audits, we recommend management to formalize

independent external audilods single audit contract before the fiscal year end and to coordinate with auditors to

commence audit procedures to allow the necessary time lo complete the audit during the required period.

QUESTIONED COSTS: None.

MANAGEMENT RESPONSE: See corrective action plan.

FINDING NUMBER: 10-16: SUBMISSION OF SBGP FINANCIAL REPoRTS T0 OCAM

FEDERAL PROGRAM: #14.228 - Community Development Block GranUStates Program (SBGP)

CONDITION: During fiscal year2009-10 the FederalAwards Department of the Municipality is not delivering, within the
requked time limits, the fnancial reports related lo the administration ofthe federal awards to the awarding agency nor lhe
Commissione/s ffice for Municipal Affairs (OCAM).

7l



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF VIEQUES

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED}

FOR THE YEAR ENDED JUNE 30.2(}1(}

Part lll . Findinqs and Questioned Costs Related to Federal Awards:

L - Reportinq

FrN!I'r9 NIJ_MEEE L!!:.18 SUBMTSSTON OF SBGp FtNANCtAL REpORTS TO OCAM (CONTTNUED)

CRITERIA: As required by federal regulations, recip.rents of federal awards should use the standard financial

reporting forms or such other forms as may be authonzed by OMB. These other forms may include financial,

performance, and special reporting. Each recipient must report program outlays and program income on a cash or

accrual basis, as prescnbed by the Federal awarding agency.

CONTEXT: We select two (2) quarterly reports for the SBGP programs and reviewed the reports in terms of

completeness and submission date. The quartedy reports of September 2009 and June 2010 were not submitted

on time, reprsenting this condition 50% of the reports submitted during the fiscal year.

CAUSE: The Municipality's intemal control procedure to assure that reports related to the administration of the federal

awards are prepared and send to the respective agencies within time limits required was not effective enough during

fiscal year 2009-2010.

EFFECT: The Federal Programs Department of the municipality is not in mmpliance wrth federal regulations regarding

financial reporting.

RECOMMENDATION: The Federal Awards Department should strengthen control procedures to assure that financial

reports of the federal awards are prepared and send lo awarding agencies. Once reports are prepared, the Federal

Awards Department should trace the amounts reported to accounting records that support the schedule of
expenditures of Federal awards and verify agreement, accuracy and completeness of the reports and that they agree

with the accounting records.

OUESTIONED COSTS: None.

MANAGEMENT RESPONSE: See correclive action plan.



FOR THE YEAR ENDED JUNE 30, 2(}1O

COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF VIEQUES

Part lll - Findinqs and Questioned Costs Related to Federal Awards:

FINDING NUMBER: 10-17: suBMlsstON oF sEcrtoN 8 FtNANctAL REpoRTs ro rHE REAL ESTATE
ASSESSMENT CENTER'S (REAC)

FEDERAL PROGRAM: #14.871 . Section 8 Housing Choice Voucher program

CONDITION: The financial report for the liscal year 2009-10 has not been transmitted to the REAC System as
required by The Public Housang Agency 8.2.1.0 User Guide for Submissions on or Before Fascal year End
March 31 , 2008, Chapter 6 Submitting Financial Data.

CRITERIA: As required by The U.S. Department of Housing and Urban Development (HUD) created the Real
Estate Assessment Center (PlH-REAC) to centralize and standardize the way HUD monitors and evaluates HUD
developments and programs. Each Public Housrng Agencies is responsible for submitting financial information to
PIH-REAC/HUD for analysis.

CONTEXT: We request the financial report submitted to the REAC System and the report has not been submitted
at the date of the audit report.

CAUSE: The Municipality's intemal control procedure to assure that reports related to the administration of the federal
awards are prepared and send to the respective agencies within time limits rEuired was not effective enough during
fiscal year 2009-2010.

EFFECT: The Federal Programs Department of the municipality is not in mmpliance with federal regulations regarding
financial reporting.

RECOMMENDATION: The FederalAwards Department should strengthen control procedures to assure that financial
reports of the federal awards are prepared and send to awarding agencies. Once repo(s are prepared, the Federal
Awards Department should trace the amounts reported to accounting records that support the schedule of
expendttures of Federal awards and verify agreemenl, accuracy and completeness of the reports and that they agree
with the accounting records.

QUESTIONED COSTS: None.

MANAGEMENT RESPONSE: See corrective action plan.



COTTOiIWEAT'IH OF PUERTO RICO

MUNrcPALITY OF VIESUES

SCHEDULE OF FIilDINGS AT{D QUESTIO}IEI}CO$S GOi]TINUED)
FOR THE YEAR EilDED JU]{E 3I}, 2(lI()

Paft lll . Findinqs and Questioned Gosts Relahd to Federal Awards:

Irl - Subrecipient Monitorinq

Not Applicable. During he year ended June 30, 2010 the Municipality did not pass-through any fuderal funds to
other entitbs.

O - Special Test and Provisions

No Conditions Detected.

74



Cci,ri,loNWEALTH oF PUERTo Rtco
MUI{ICIPALITY OF VIEQUES, PUERTO RICO

SUMMARY SCHEDULE OF PRIOR AUDI FINDINGS

FoR THE FISCAL YEAR EN0EDJUNE 30,2(}1(}

(1) Audir Findings that have been Fully Corected;

NONE

(2) Audit Findings not Conected or Partially Conected:

FISCAL YEAR 2(}(}9

Finding Number 09.1 Davis Bacon Act
Deficiencies in the documentation supporting compliance with Davis
Bacrn Act.

CFDA Number 14.228

Questioned Cost None

Auditee Comments Pending of linal determination of the US Department of Housing afld Urban
Development.

Finding Number 09.2 Reporting
Quarterly reports dere not submitted on a timely basis.

CFDA Number 14.228

Questioned Cost None

Auditee Comments Pending of final determination of the US Department of Housing and Urban
Development.

Finding Number 0$3 Etigibility
Missing documentation in participants' files.

CFDA Number 14.871

Questioned Cost None

Auditee Comments Pending of final determination of the US Departnent of Housing and Urban
Development.

FISCAL YEAR 2O()8

Finding Number 08-1 Davis Bacon Act
Deficiencies in the documentalion supporting compliance with Davis
Bacon Act.

CFDA Number 14.228

Questioned Cost None

Auditee Comments Pending ol final determination of the US Department ol Housing and Urban
Development.
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Coul.,toNwrnlu or PUERTo Rrco
T{UiIICIPAL|rY oF MEQUES, PUERTo RIco

Schedule of Prior Audit's Findings and Questioned Costs
Forthe FiscalYear Ended June 30, 2009

(3) Audit Findings not Conected or Partially Corected (cont.);

Finding Number

CFDA Number

Questioned Cost

Auditee Comments

Finding Number

CFDA Number

Questioned Cost

Auditee Comments

Finding Number

CFDA Number

Questioned Cost

Auditee Comments

FISCAL YEAR 2()()7

Finding Number

CFDA Number

Questioned Cost

Auditee Comments

Reporting
Quarterly reports $rere not submitted on a timely basis.

14.228

None

Pending of fnal determination of the US Department of Housing and Urban
Development.

08-3 AllowableCosucostPrinciples
Missing documentation on disbursement !,/ouchers.

14.228

None

Pending of fnal determination of the US Department of Housing and Urban
Development.

08-4 Eligibility
Missing documentalion in participants' liles,

14 871

None

Pending of final determination of lhe US Department of Housing and Urban
Development.

07.2 Davis Bacon Act
Quarterly reports !,€re not submitted on a timely basis.

14.228

None

Pending of final determination of the US Department of Housing and Urban
Development.

14.87'l

None

Pending of final determination of the US Departnent of Housing and Urban
Developmeat.

FISCAL YEAR 2006

Finding Number 0&7 Eligibility
Missing doarmentation in participants' fles.

CFDA Number

Questioned Cost

Auditee Comments



coNuowven-n or PuERro RGo sdredule of prior Audif s Findings and euestioned costs
u tcpAury oF l,lEatES, PUERTo Rtco Forthe Flscal year Ended June i0, 2llG)

(1) Audil Findings not CoE€cted or Pania[y Conecfcd (cont]:

Finding l{umber (89 Efisibitity
Missing doalllrentdion in paticipafs'fles_

CFDA tlumber 14.856

Questioned Cost None

Audilee Cornme s Pending of find de{emindbn of tre US Deparbnent of tlorsing ard Urbal
Development

p) Comctive aciion taken is significandy differcnt ftom comclive action Feviously rcpoted:

NONE

(4) Audit findings is no longer valid:
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TORRES, HERIAIIDEZ &PU TE& CPA CSP

Csrtifi ed Public Accountants

I*r,r/*t lq* 4rra, Pr4 Re
Torres, Hernandbz & Punter, CPA, CSP

Added Value SeMices, Ptovided by Leading Prcfessionals, Obtaining a Reasonable Retum on lnyestment
PO Box 4846, Carolina, PR 0098+4ti46

Tel. (787) 7524545 FeD< (787) 7524644
www.thpcpa.com

To the clients and users of the financial statemenls
reported upon byTones, Hern6ndez & Punter CPA, PSC

Certifi ed Public Accountants

The partners and staff of Torres, HernSndez & Punter CPA, CSp are pleased to
announce the successful completion of an independent peer review of our accounting
and auditing practice. This review was undertaken as a condition of membership in the
American lnstitute of certified Public Accountants (AlcPA), the national organization of
CPA's in public practice, industry, government and education. Our participation in the
Peer Review Program demonstrates our firm's commitment and desire of maintaining
and improving the quality of our practice.

After thorough study of our policies and procedures, the team conducting the review
concluded our firm complies with the quality control standards established by the AICpA
and the Puerto Rico Society of CPA's (PRSCPA). Our firm is committed to periodic
peer review to foster quality performance.

Bankers, bonding agents, investors, suppliers, legal advisors and others use the
financial statements our firm audits, reviews, or compiles. We think those people, our
clients, and our own staff deserve independent quality assurance that our firm provides
quality seMces. We are proud of our peer review results and would be happy to
answer any questions you might have.

Sincerely,



OCARIZ, GITLIN
&ZOMERFELD,U,p
Certified Public Accountants & Consultants

999 Ponce de Leon Blvd.
Suite l(N5

Coral Gables, FL 3i1134
Te|305.444.8288
Fax 305.444.8280

www.ogz-cpa.com

To the Partners of
Torres, Hemandez & Punter, CPA, PSC
A-nd the Colegio de Contadores Publicos Autorizados
de Puerto Rico

We have reviewed the system of quality control for the accounting and auditing practice of
Torres, Hemandez & Punter, CPA, PSC (the frm) in effect for the year ended October 31,
2009. Our peer review was conducted in accordance with the Standards for Perforrning and
Reporting on Peer Reviews established by the Peer Review Board of the American Institute of
Certified Public Accountants. The firm is responsible for designing a system of quality control
and complying with it to provide the firm with reasonable assurance of performing and
reporting in conformity with applicable professional standards in all material respects. Our
responsibility is to express an opinion on the desiga of the system of quality control and the
firm's compliance therewith based on our review. The nature, objectives, scope, limitations o{
and the procedures performed in a System Review are described in the standards at
www. aicpa. org/p$qmnqaly.

As required by the standards, engagements selected for review included engagements
performed under Govemmental Auditing Standards and an audit ofEmployee Benefit Plan.

In our opinion, the system of quality control for the accounting and auditing practice of Torres, .

Hemandez & Punter, CPA, PSC in effect for the year ended October 31, 2009 has been suitably
designed and complied with to provide the firm with reasonable assurance of performing and
reporting in conformity with applicable professional standards in all material respects. Firms
can receive a rating of pass, pass with deficiency (ies) or fail. Torres, Hemandez & Punter,
CPA, PSC has received a peer review rating ofpass.

W,qilhhelano@dll\
June 17,2010

Members of:
American lnstitute oI
Certitied Public Accounlanls

Florida lnstitute o,
Certified Public Accounlants

National Association of
Certif ied Valuation Analysts


