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INDEPENDENT AUDITORS' REPORT

To the Honorable Mayor and
the Municipal Legistature
Municipality of Yauco
Yauco, Puerto Rico

We have audited the accompanying financial statements of the governmental activities, each majorfund, and the aggregate remaining fu-nd information of the Municipiiity of yauco, puerto nlio, as ot injfor the year ended June 30, 2010, which colectivery comprise t'ne N4uniciparity's oa"ic rinin"i"rstatements as listed in the tabre of contents. These financiar statements are the responsibitity of ineMunicipality's management. our responsibility is to express opinions on these financial statements
based on our audit.

we conducted our audit in accordance with auditing standards generafly accepted in the united statesof America and the standa rds appricable to financial a udits ;ontained in $e eovernment iiiiigstandards, issued by the comptrofier cenerar of the united states. Those standards require that wiplan and perform the audit to obtain reasonabre assurance about whether the respeciive financiar
statements are free of materiar misstatement. An audit incrudes examining, on a test basis, evidence
supporting the amounts and disclosures in the respective financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well asevaruating the overal financiar statements presentation. we berieve that our audit provides areasonable basis for our opinions.

ln our opinion, the financiar statements referred to above present fairry, in a[ materiar respects, the
respective financiar position of the governmentar activities, each mal0r fund, and tt" 

"ggr"g"turemaining fund information for the primary government of the Municlpalii of yauco, puerto RI6, a-s of
June 30, 2010, and the respective changes in financial position, tnereof tor the year tfren endeJ in
conformity with accounting principles generally accepted in the LJnited States of America.

ln accordance with Government Auditing standards, we have arso issued our report dated December
29,2o7o' on ou( consideration of the Municiparity's internar contror over financiar reporting and on our
tests of its compliance with certain provisions of laws, regulations, contracts, and grantigreements
and other matters. The purpose of that report is to describ; the scope of our testing ;f inte;al control
over financial reporting and compliance and the results of that testing, and not to pr;vide an opinion on
the internal control over financial reponing or on compliance. That report is an integral part oi an auditperformed in accordance with covernment Auditing standards and should be conJidered in assessinl
the results of our audit.

------T
(187t 171-8044 Far (?8?) 764-9327Csll. Pirani *1686, Bl Ccrczal. Sao ,san, p.R. 00926-3144 - I.el-



Accounting principles generally accepted in the United States of America require that the management,sdiscussion and analysis and budgetary comparison inlormation on plgua s through 11 and 44 bepresented to supplement the basic financial statements. sucn intormiiion, atthou;h not pun or tt"basic.financial statements, is required by the Governmentat lccounting Stand-ards 8,";;, ;;considers it to be an essentiar part of financiar reporting for pracing tne oisic tinanciat statements in anappropriate operationar, economic, or historicar context-. we have-appried certain rimited procedures tothe requ;red supplementary information in accordance witn tne auO itinj stanOa ras geneiatty accepteJin the united states of America, which consisted of inquiries or ,anu"g"ment about the methods ofpreparing the information and comparing the information for consistency"with ,un"g"r"nt," ,"ipon""ato our inquiries, the basic financiar statements, and other knowredge ;e obtained during our audit ofthe basic financiar statements. we do not express an opinion 
-or 

provide any assurance on the
information because the rimited procedures do not provide us with sufficient evidence to 

"rpr""" 
in

opinion or provide any assurance.

our audit was conducted for the purpose of forming opinions on the financiar statements that
correctivery comprise the Municiparity of yauco's financar statements, as a whore. tne accompanyinj
schedule of expenditures of federar a\,vards is presented for purposes of additionar anatysis as requirei
by U,S. Office of Management and Budget Circular 4_133, Au;its of States, Local Governments, and
Non- Profit Organizations, and is also not a required part of the financial statements.

The schedure of expenditures of federar awards is the responsibirity of management and was derived
from and relate direcfly to the underrying accounting and other records used to prepare the financiar
statements. The information has been subjected to the auditing procedures appried in the audit of thefinancial statements and certain additionar procedures, inctuoing comparing and reconciring suchinformation direcfly to the underlying accounting and other procedures in accordance ,rittr a"uoitin!
standards generally accepted in the 

.united states of America. ln our opinion, the information is iairti
stated in all material respects in relation to the financial statements as a whote.

-&v**aru
San Juan, Puerto Rico
December 29, 2010

Stamp No. 2575472 of the Puerto Rico
Society of Certified Public Accountants
was affixed to the record copy ofthis report.

a
L6pex-Vega, CPA, PSC 2

Crnified tublic Accou*rnis / Maoasement Advisors



COMMONWEALTH OF PUERTO RICO
MUNICIPATITY OF YAUCO

MANAGEMENT'S DISCUSSION AND ANALYSIS

YEAR ENDED JUNE 30, 2O1O

This discussion and anarysis of the Municiparity of yauco (the rvuniciparity) financiar performance
provides an.overview of the Municiparity s inanciar activities for tne rLcaiiear enoed on June 30,2010. This rvlanagement Discussion and Anarysis (MD&A) shourd be re;d in conjunction with theaccompanying basic financial statements and the accompanying notes to those financial
statements, Besides, this document incrudes comparative data wiih tior year as this information
was available for the fiscar year ended on June 30, 2009. This Mb&A is prepareo in order tocomply with such pronouncement and, among other purposes, to provide the financial
statements users with the foltowing major information:

1. a broader basis in focusing important issues:

2. acknowledgement of an overview of the lvlunicipality,s financial activities;

3. provides for an evaruation of its financiar condition as of the end of fiscar year 2oog-2oro
compared with prior year results;

4. identification of uses of funds in the financing of the r\4unicipality's variety of activities and;

5. assess management's ability to handte budgetary functions.

FINANCIAL HIGHLIGHTS

The financial condition and resurts of operations as reflected in the financial statements prepared
for fiscal year 2010 constitute factuar evidence of the rvluniciparity's economic strength by the
end of such year. The following comments deserve special mention:

1. Total assets of the lvunicipality amounted to $69,612,997 which represents an increase
of 20% compared to prior fiscal year, as restated.

2. At the end of fiscat year 2010, totat tiabitities amounted to $52,483,588. Out of said
amount, $34,311,811 corresponded to tong-term tiabitities of which $29,788,00O
represented the outstanding balance of bonds and notes lssued. The N4unicipality
continued to meet all debt service requirements, most of which was paid from self
generated revenues.

3. Total net assets of the lvunicipality amounted to $17,129,309 which represents an
increase of 6% compared to prior fiscal year, as restated.

4. Total revenues avairabre for the financing operating of activities as refrected in the
Statement of Activities amounted to $29,27S,LaO, derived from the following sources:
$324,943 from charges for services; g5,368,102 from operating grants and contributions;
$4,628,926 from capitat grants and contributions, and $ft-853,139 from generai
revenues,
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF YAUCO

MANAGEMENT'S DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2010

FINANCIAL HIGHLIGHTS (CONTINUED)

5. Total expenses incurred to afford the cost of allfunctions and programs as reftected in the
Statement of Activities amounted to $28,305,885.

6. As refrected in the statement of Activities, the current fiscar year operations contributed to
an increase in the Net Assets figure by g969,225.

7. As ofthe close ofthe current fiscal year, the Municipality,s Governmental Funds reported
combined ending fund balances of (95,041,846).

ln the fund financial statements, the governmental activities revenue increased
$3,375,977 lot 73yol, and the governmental activities expenditures ancreased
$5,575,642 (or 77%).

9, At the end of the current fiscal year, the N4unicipality,s general fund balance decreased to
($6,655,635) compared to a fund batance of ($8,197,598) in the prior fiscat year.

10.The actual General Fund budgetary activities resulted in a favorable balance of
$1,522,2a4.

FUNDAMENTALS OF FINANCIAL STATEMENTS PRESENTATION

The new approach used in the presentation of the financiar statements of the Municiparity is
based on a government-wide view of such statements as well as a presentation of individual
funds behavior during fiscal year 2010. The combination of these two perspectives provide the
user the opportunity to address signlficant questions concerning the content of said financial
statements, and provide the basis for a comparable analysis of future years performance. The
comparative analysis is a meaningful and useful management tool for municipal management in
the decision making process.

under the aforementioned approach, assets and liabilities are recognized using the accrual basis
of accounting which is simirar to the method used by most private enterprises. This means that
current year's revenues and expenses are accounted for regardless of when cash is received or
paid.

FINANCIAL STATEMENTS COMPONENTS

The basic financial statements consist of the government wide financial statements, the major
funds financial statements and the notes to the financial statements which provide details,
disclosure and description of the most important items included in said statements.

The statement of Net Assets reftects information ofthe Municipality as a whole on a consolidated
basis and provides relevant information about its financial strength as reflected at the end of the
fiscal year.

4
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COMMONWEALTH OF PUERTO RICO
MUNICIPATITY OF YAUCO

MANAGEMENT'S DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2010

USING THIS ANNUAL REPORT

This annuar report consists of a series of new financiar statements with a change in the focus
from previous financiar statements. The new focus is on both the rMuniciparity as a whore
(government-wide) and the major individual funds. Both perspectives (government_wide and
major fund) a[ow the user to address rerevant questions, broaden a basis for comparison (year to
year or government to government) and enhance the [Iunicipality,s accountability.

GOVERNMENT - WIDE FINANCIAL STATEMENTS

The Government-wide Financial statements are designed to provide users of the financlal
statements with a broad overview of the ft4unicipality's finances in a manner similar to private-
sector companies.

The statement of Net Asset presents information on all of the Municipality's assets and liabilities,
with the difference between both reported as net assets. over time, increases or decreases in
net assets may serve as a useful indicator of whether the financial position of the lvlunicipality is
improving or deteriorating.

The statement of Activities presents information showing how the Municipality,s net assets
changed during the most recent fiscal year. Allchanges in net assets are reponed assoonasthe
underlying event giving rise to the change occurs, regardless of the timing of the related cash
flows. Thus, revenues and expenses are reported in the statement of Activities that will only
result in cash flows in future fiscal periods. The statement of Activities is focused on both thi
gross and net cost of various activities, which are provided by the government,s general tax and
other revenues. This is intended to summarize and simplify the user's analysis of cost of various
governmental services.

FUND FINANCIAL STATEMENTS

The Fund Financial Statements provide detailed information about the Municipality's most
significant funds, not the Municipality as a whole. The lvunicipality has only one kind of fund
which is the governmental fund.

Governmental funds are used to account for essentially the same functions reported as
governmental activities in the Government Wide Financiat Statements. However, unlike the
Government Wide Financial Statements, Government Fund Financial Statements, focus on near
term inflows and outflows of spendable resources, as well as on balances of spendable resources
available at the end of the fiscal year. such information is useful in evaluating the Municipality,s
near term financial requirements. Because the focus of governmental funds is narrower than that
of the government wide financial statements, it is useful to compare the information presented
for governmental funds with similar information presented for governmental activities in the
government wide financial statements.

5



COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF YAUCO

MANAGEMENT'S DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

FUND FINANCIAL STATEMENTS (CONTINUED)

By doing so, users of the basic financial statements may better understand the long_term impact
of the Municipality's near term financial decisions. Both of the Governmentar Fund Balance
Sheet and the Governmental Fund Statement of Revenues, Expenditures and Changes in Fund
Balances provide a reconciriation to faciritate this comparison between governmentar funds and
governmenta I activities.

INFRASTRUCTURE ASSETS

Historically, a government's largest group of assets (jnfrastructure_roads, bridges, underground
pipes lunless associated with an utility], etc.) have not been reported noi deprecia'ied in
government financial statements. GASB 34 requires that these assets be valued and reported
within the Governmental column of the covernment-wide statements. Additionally, the
government must elect to either (a) depreciate these assets over their estimated useful life or (b)
develop a system of asset management designed to maintain the service delivery potential to
near perpetuity. lf the government develops the asset management system (the modified
approach) which periodically (at least every third year), by category, measures and demonstrated
its maintenance of locally established levels of service standards, the government may record its
cost of maintenance in lieu of depreciation. The information about the condition and
maintenance of condition of the government infrastructure assets should assist financial
statement users in evaluating a local government and its performance over time.

According to the requirements of GASB 34, the government must elect to either (a) depreciate the
aforementioned assets over their estimated useful life or (b) develop a system of asset
management designed to maintain the service delivery to near perpetuity. lf the government
develops the asset management system, (the modjfied approach) which periodically (at least
every three years), by category, measures and demonstrate its maintenance of locally established
levels of service standards, the government may record its cost of maintenance in lieu of
depreciation. ln this parUcular respect, the Municipality has elected the use of recognizing
depreciation under the useful life method and it contemplates to continue this treatment on saia
basis.

FINANCIAL ANALYSIS OF THE MUNICIPALIry AS A WHOLE

Net Assets

The Statement of Net Assets serves as an important indicator of the Municipality,s financial
position at the end of the fiscal year. ln the case of the Municipality of yauco, primary
government assets exceeded total liabilities by $17,129,309 at the end of 2010, as compared
with $16,160,084 which reflect an increase of $969,225 over previous fiscal year, as restated.
The following condensed Statement of Net Assets of the primary Government shows on a
comparative basis the most important components of the $226,259 increase reflected in the Net
Assets figure.



COMMONWEATTH OF PUERTO RICO
MUNICIPALIW OF YAUCO

MANAGEMENT'S DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

FINANCIAL ANALYSIS OF THE MUNICIPALITY AS A WHOLE (CONTINUED)

2O1O 2OO9 Change %
Condensed Statement o, Net Assets

Current and other assets
Capjtalassets

Totalassets

Current and other liabitities
Longterm liabilities

Totattiabitiiiies

lnvested in capitatassets, netof related
debt
Restricted
IJ nrestricted

Total net assets

570,00O,00O

s60,000,000

5s0,000,000

s40,000,000

530,000,000

s20,000,000

Slo,ooo,ooo

$ 13,17a,67a
56,434,25-9

$ 9.697,a41
48,163,903

$ 3,4aO,837
4,270,316

36./.

20%

aa%
31%

26%

69,6a2,897 57,46a,7 44 11,751,153

14,171,7 7 7

34,311,a11
15,413,5a5
26,2aA,O75

2,75a,a92
4,o23,736

52,443,5aa 41,,70L,660 1,O,7 A1,92A

26,666.219
1,613,7a9

(11,15O,699)

26,062,903
2,544,942

.42,4a7,76A)

603,316 2%
(901,153) (36)"/,

4,267,062 (7O)%

$ 17,129,309 $ 16,160,Oa4 969,225 6./"

t 2010

a 2009

s

7
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COMMONWEALTH OF PUERTO RICO
MUNICIPATITY OF YAUCO

MANAGEMENT'S DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

FINANCIAL ANALYSIS OF THE MUNICIPALITY AS A WHOLE (CONTINUED)

Changes in Net Assets

The Municipality's net assets increase by $226,25A. Approximatety thirty eight percent (38%) of
the Nrunicipality's total revenue came from taxes, while sixty perce;t (6d%) resulted from grants
and contributions, including federal aid. Charges for Services provided one percent (1%), lnterest
and lnvestment earnings one percent (1%) and miscellaneous one percent (1%) of total revenues.
The l\runicipality's largest expenses included items such as general government, health and
welfare services, public works, community development and public safety. the following table
and graphic presentation includes in absolute and relative terms, the composition of revenues
and expenses for the fiscal years ended on June 30, 2O1O and 2OOg. Such analysis helps the
reader to evaluate the Municipal administration performance in the administration of its current
financial operations.

Conden6ed StatenEnt o, Activittes

Charges for services
Operating grants and contrit'utions
capital grants and contributrons

Municjpal license tax
Municipal sales and use ta

Grants and contributions not rGtricted
tospecific proe.ams

Licenses and permits
lnterBt and investment earnings

General government

Public works and sanitation
Health and weltare
Cultureand re.reatron
Economic development
Community development

lnterest on long term debt

Change in net assets

Net assets, beginnine of Vear (as r6tated)

Net assets, end of year

324.943
5,364,102
4,624,926

5,744,611
2,343,O73
2,934,O92

7,504,437

277,882
134,644

!9L,L17
7,641,925

4,775,349
2,563,400
2,427,O49

7,103,530

374,649
335,327

$ 133,a26 70%
\2,313,423) t3O)%
4,624,926 aOO%

L,009,222 2t%
(250,327) \1O)%
113,043 4%

405,307 6pt

1100,767) (27)%
(20O,6a3) (60)%

29,275,!!O 25,a50,386 3,424,724

6,O15,393
3,444,82L

11,262,8!8
2,424,370
1,301,43A
1,314,916
1,951,460

47,34a
443,324

4,720,241
2,25a,966
9,944,310
1-,19L,754
2,7aa,7AA

7,794
1,493.52!
I,O90,223
1,058,Oaa

(1,295,152)
(492,455)

tL,274,5OA)
(1.232,6!6)
1,487,350

lL,3t3,t22J
(457,939)

1-,042,882
214,760

13%

(27)o,4

(4O)%

It3)%
(1O3)%

5394

(73195)%
t3a)%
96%
20%

(L5)%24,305,8a5 24,5A4,6A5 13,721,2OO)

969,225 !,265,7A1 (296,476) 123)%

16,160,O84 14,8943a3 1-,265,T01

8

$ 17,129,309 $ 16,160,Oa4 969,225 t%



COMMONWEATTH OF PUERTO RICO
MUNICIPALITY OF YAUCO

MANAGEMENT'S DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

FINANCIAL ANALYSIS OF THE MUNICIPALITY AS A WHOLE (CONTINUED)

Revenues 2010
! Charges for seNices

i Operating grants and contributions

r CaptalGrants and Contributions

! Municipalsales and use tax

! Municipal license tax

r Grants and contributions not
restricted to specific programs

- lnterest and investment earnings

t Genera I government

t Health and welfare

. Community development

Expenses 2010

. Culture and re€reation

r Public works and sanitation

t Economicdeveloprnent

' lnterest on long-term debt
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF YAUCO

MANAGEMENI'S DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

FINANCIAL ANALYSIS OF THE MUNICIPALITY'S INDIVIDUAL FUNDS

As. 
.noted earrier, the lvuniciparity uses fund accounting to ensure and demonstrate compriance

with finance related legal requirements.

Governmental Funds

The focus of the lvunicipality's governmental funds is to provide information on near-term inflows,
outflows, and balances of spendabre resources, such information is usefur in assessing the
l\runicipality's financing requirements. ln particular, unreserved fund balance may serve as a
useful measure of a government's net resources available for spending at the end of the fiscal
year-

As of the end of the current fiscal year, the Municipality's governmental funds reported combined
ending fund deficit amounting to ($5,O41,846), which represents a deficit decrease of $673,898
when compared with the prior year, as restated. Of the indicated balance, $1,613,789 were
reserved or committed for the following purposes: (1) 93,178,552 for debt service payments, and
(2) a deficit $(1,564,763)for other purposes.

As of June 30, 2010, the General Fund, which is the main operating fund of the Municipality,
reflected an undesignated fund deficit of ($6,655,635).

GENERAL FUND BUDGETARY HIGHI-IGHTS

During fiscal yeat 2OO9-2O7O, the Municipal Legislature approved revisions to the operational
budget which resulted in further increases in revenues and current expenditures which
represented transactions detected during the normal course of business. Despite these budgets
readjustments and as previously stated, the N,lunicipal administration of yauco was able to
maintain a balanced budget as required by law as reflected in exhibit, Budgetary Comparison
Schedule General Fund attached hereto, budgetary analysis reflected an excess of $1,522,294
oftotal operating revenues over current expenses.

CAPITAL ASSETS AND DEBT ADMINISTRATION

CapltalAssets

The Municipality's investment in capitat assets as of June 30, 2010, amounted to $75,130,626
which upon deduction of accumulated depreciation in the amount of $1g,696,407 produced a
net book value attributable to capital assets in the amount of $56,434,219. Said investment
includes land, construction in progress, buildings, improvements, equipment, infrastructure,
furnishing, computers and vehicles, lnfrastructure assets are composed of items such as roads,
bridges, streets and sidewalks, drainage systems, lighting systems, and simitar items.

10



COMMONWEALIH OF PUERTO RICO
MUNICIPALIry OF YAUCO

MANAGEMENTS DISCUSSION AND ANALYS|S _ (CONTTNUED)

YEAR ENDED JUNE 30, 2O1O

CAPITAL ASSETS AND DEBT ADMINISTRATION (CONTINUED)

The total increase in the Municjpality,s investment in
represented approximately fifteen percent (15%) of net
year totaled $3,598,537.

Debt Administration

capital assets for the current fiscal year
book value. Depreciation charges for the

The Pueno Rico Legisrative Assembry has estabrished a rimitation for the issuance of general
obligation municipal bonds and notes for the payment of which the good faith, credit an;taxing
power.of each municipality may be pledged. The applicable law aE;requires that in order for a
Municipality to be able to issue additional general obligation bonds and notes, such Municipality
must have sufficient "payment capacity" as defined in Act No. 64. Such Act requiles a
Municipality must has sufficient "payment capacity" to incur additionar generar obrigation debt if
its deposits in the Redemption Fund and the annual amounts collected with respect to such
Municipality's Special Additional Tax (as defined below), as projected by cDB, is sufficient to
service to maturity the l4unicipality's outstanding general obligation debt and the additional
proposed general obligation debt.

The Municiparity is required under prevailing appricabre raw to rew a speciar Additionar rax in
such amounts as sharr be required for the payment of its generar obrigation municipar bonds and
notes. ln addition, principal of and interest on all general obligation municipal bonds and notes
and on all municipar notes issued in anticipation of the issuance of generar obrigation bonds
issued by the N4unicipality constitute a first lien on the l\4unicipalitt's Basic Tax revenues.
Accordingly, the l\4unicipality's Basic Tax revenues would be available to make debt service
payments on general obligation municipal bonds and notes to the extent that the special
Additional rax levied by the Municipality, together with moneys on deposit in the N.4unicipality,s
Redemption Fund, are not sufficient to cover such debt service. rn the particurar case of t-he
Municipality of Yauco, it has never been necessary to apply Basic Taxes to pay debt service on
general obligation debt ofthe Municipatity.

ECONOMIC FACTORS AND NEXTYEAR'S BUDGETS AND RATES

The Municipality relies primarily on property and municipal taxes as well as federal and state
grants to carry out the governmental activities. Historically, property and municipal taxes have
been very predictable with increases of approximately five percent_ Federal and State grant
revenues may vary if new grants are available, but the revenue can be also predictable. Those
factors were considered when preparing the lMunicipality's budget for the fiscal yea r 2o7o-2o11.

FINANCIAL CONTACT

The Municipality's financial statements are designed to present users (citizens, taxpayer,
customers, investors and creditors) with a general overview of the N4unicipality's finances and to
demonstrate the lMunicipality's accountability. lf you have questions about the report or need
additional financial information, contact the lvlunicipajity,s Chief Financial Officer.

L1,



Commonwealth ot puerto Rico
Municipality ot yauco

Statement of Net Assets
June 30, 2010

Assets
Cash and cash equivatents
Cash wfth nsEtagent

Municipal licensetax

L.nd, improvemenis and constuction in p.ogress
Bulldings, i nrrastrutu re a nd othercapital assets,

Total capital asets

Total assets

Llabilities

AccounG payable and a.crued Iabitities
Due to other gove rn menta I entit es

M u nicipal license tax

Fedelalgrant revenues
Noncurrent liabilities:

Due within one year

Due in more than oneyear

Totalllabilities

Net Assets
lnvested in capitat assets, net of retated debl

Total net assets

3,155,062
6,123,575

222,419
aa7,t27

2,137,939
52,555

4,866,001

5L.56a,27A
56,434,219

69,612,897

202,695
4,271,166
2,443,171

1,777,O72
2,934365
2,099,308

1,932,532
32,379,279

52,483,588

26.666,219

(2,099,308)

3,17a,552
534,545

(11,150,699)

The noles to ihe iinanciat staiements are an integratpan ot this statement.

17,129,309



Commonwealth of puerto Rico
Municipality of yauco

Statement of Activities
For the Year Ended June 30, 2O1.O

Nel (Expens) Reten!6 and
ch.r86 in t{et a$ets

Opeatjng

CharA6 for Grants and

Serylces Co,rtributifis

Economic developmenl

Community dwelopment

hterEt on tong term debt

Tolal governmentat adivitiB

6,015,393

3.144,82!

77,262,81a

2,424,3TO

1,301,43a

1,314,916

1.951,460

47,341

44332a

$ 2,aoo

2a!399

$ 1,291852

573,a6a

2,113,906

1,147,a40

12!.675

119,761

(4.720.747)

12,249,554)

14,519.9a6)

t7,277,330]

{1,139,019)

(1,195,155)

11,951,460)

(41,347)

(44332a)

4,62A,926

$ 24,305aas $ 324 q43 $ 5 36a,102 $ 4,62a,926 (17,983,914)

Municipal sles and use r.x

G,ants and contribulions not rEtrjcted to specific programs

Interest and investlnent eaminEs

Net asers - begnn ngas re$ared

5,744,611

2,934,O92

2,373,073

7,50a,a37

277.Aa2

734,U4

14.953.139

969,225

16,160,084

17,129,3a9

the note to the financialstatements are an integral pan of th is statement.

$

$



Commonwealth of Puerto Rico
Municipality of yauco

Balance Sheet
Governmental Funds

June 30. 2010

oaeropmit D.rls.Mc.

Dr€ b otl'er govemft.bl eftibs

$

3,157,762

615,472

3,155,062
6,723,575

222,479
83a3aO

52,556

497,725
7,294,221

222,479
222,908

2,ft7,939
52,555

155,647

2,346.142

202,655

2,832,7A3

2,214,594

132.153

64,645 2,934,365
2,099,30a

133,592

1,693139

3,174,552

{1,564,763)

(6,655,635)

(6,655,635) 3,174,5s2 14,014,092) (5,04!a46)

9 ).. t3.23A S 2.2n,a.) L.616b/r X .t30t)/a

The notes 10 thefnanciatstatements are an integrd pan ofthis statement. !4



Commonweatth of puerto Rico
Munictpatity of yauco

Statementof Revenues, Expenditures and Changes in Fund Balances
Governmental Funds

iune 30,2010

3,379,58a

2313.473
2,755,2A2

2,800
5,353,555

241399
277,88L

2 34A,A22

2,373,473
2,155,2A2

2,400
9,942,441

211,*1
5354,rc3

C.mmuniry deveropmert

E(* (defi.iency) or Gwnu6 aer

oiaer tinandna eur€ ('Js)

rod dna fin.ncinc eurc6 (u*)

Ner .hange i. rund baranes

Fund balane, b€gnn'ng .s r6rated

13,$4,956

5,s@,aaa
2,724.673

95,500 1'455,960

2.297,794

132,4O5
2.625,762

1240,000

t5,717,426)

2,556

12,373,750)

\2.297,194)

2,373,739
(281,90a)

2,655,658
(2,655,65a)

2,091,231

7,129,697

2.O4A,a55

12,291,194)

2.475,551 12,492,472) 15,715,7441
$ 3.17a.552 i 57A453 $ (4,014,092) S i5,04!a46)

tr(

The notes to the flnanciat sratemenG are an integratpart of this statement. 15
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Commonweatth ot puero Rtco
Munictpatity of y6uco

Reconciliatlon of the Aalance Sheet - covernmentat Funds
to the sratement of Nel assets

For ihe Year Ended June 30, 2O1O

Toral Fund Batan@s-Gover.mentat Funirs $ (5,041,8216t

Amoonts reponed ior Govemhentat Acrivities i. thestatefrent of Nd assets
6re different because:

CapitalAsels used in covernmenral Activ(j6 are notiinan.iatresources and rherefore,
are not reported in fiefunds.In the cured peiod,lh6e amounBare:

Municipar Revenue Co[ection Center

some liabilitis are nordue and pay?bte in 1he curie peiod and therefoe. are not
reporred ln therunds_ Tnose tiabitirie consist oi

Non Depreciabte Capilal Asets
Depreciab e Capnal Assels
Accumutated Deprecjation

Totat CaDitat Asets

some ofte Municrpatlys revenue wi be coltected aireryearend, but are nor avartab e
soor enough io payforthe curent pe odsexpenditlreandtherefore,aredeferedin

cef,eEtBonds and Not6 ,layabte
Conpeneted Absencs
Ctaihsand Judgments

La.dfi[ Obtigation

S61e tnsubnce Fund Corporation
Law 146

L|N!S Repayrnenr ptan

Totat Long Term Liabil(i4

Total Net Ast of G@ehfrent6t Activiti6

$ 4,a66.0O1

10,264.625
(1a,696,407)

29.784.000
7,69A,775

665,967

1,846,939
77,652

177,309

77,!A9

56.434,279

(34,31!a11)

$ 17,129,309

The noles io the tinanciat statemenls are an integralpart ol lhis statemeni.



Commonwealth of puerto Rlco
Muntcipatity of yauco

Reconciliation ofthe Statement of Revenues,
Erpenditures, and Chanlles in Fund Batances of

Govehmental Funds to the statement ofActivities
For the Ye6r EndedJune 30,2O1O

Ner Cnange h rund Adan6 - Totat Gwehmenral Funds $ 673 asa

Amounts reponed for governmentat activities in the starement ot A.tiviti6 are d flerenl because:

Revenus in tne statement of Activities that do nor p.ovide c!(entfnanciarresour.€a are not repoded as rrye.ues rn ue,unds.
Ihe fotlowingamount reprBentsthe change in this relenue from prioryear. 4a,747

Governmertal Funds.eport.apiat ou avs as expendnures. However, in the covehment-wde sratement or &nvities and
changes in Nel Assels. the cost of those assets is allocated over then stimated useiu|ives as depreciation expense. ihrs is ihe
amount oi Epiialassels recorded in the curent period_ 1!a6a.a53

Depreciation expense on capitalassets is reported in the Governme.rwide staGmenrs oi Activ ries and chance in Ner Assers.
but thev do not reqlire the use of cunent tinan.iar rsurc6. The.efore, deprdciation erp€.se is not reported as e&endtures in
Govehnentai Funds (3,59a,537)

Bonds and noles p/oceeds provide curenr financiat r60urc6 10 GovernmeniatFunds. Fepayment ofbondsand not6p/incipat
is an expenditure r. Governmentat Funds, but the repayment.educ6 tong ierm liab lities in rhe Governmentwide Statemenl of
Net Assets.Ihis is the amo!.t bywhich lhe debt proceedsexceed debtseryice principa payments_ (/,6S7,000)

Advance properrv tax ir excess ofactualcolerions are.eporled in the Gover.mentat-w de stalemert ot Activiles and chang*
in Net asseis, bul lhev do not requircthe use of curent financiat r60urc6. Therelore, advance propenytaxin excess oi actlat
collections are not reported as expendrtures in Governmenr Funds. this amounr of advance propeny tax in exess or actuar
collection lor the cudent fis€ I yea r.

Repavment or rong term Land rnlormation Managemenr sFtem (LrMs) debr rs an expenditure in covernmentar Funds. bul rhe
reparment redu.6longterm LlMs debt in the Govehmentwide statementof Net Assets. This is ihe amount pad rn the cu(ent

ChanEe in landfi I accrua

5,332

47,803

(199,511)

Repayment of long tem oepanment ot tabor and Human Resolrces is an expendiiure in Govehmentat Funds. but rhe
.epavment .educes long term oepartment of tabor and Huhan Resource debt in the Govemmentwde $atement of Net
,sets. Tlis iste amountpaid in lhe cu(ent period. L47.447

sohe expenses reponed in the statement ol Activ ties do not reqlire the use ot curent tina.ciatresourc6 and, rherefore, are
not reported as expendituies in Governhenlat Funds. 

177.652)

Long'rerm claim and ludgmenls are reporled in the Government.wide sratement of Acnviti6 and changes in Net Assets, but
they do not requne rhe use of curem financiat r60urc6. Therefore, tong-term compensated were nol reported as expenditures
in Governmental Funds. 'Ine following ahount represents rhe change in tong-rem etrpensated absences from proryea,. (1a3,240)

Longierm @mpensated absenc6 are reported in the Governmentwide statement of Activities and changes i. Net,csets, bur
thev do not requi@ the use of curent tinanciat rsourc6. rhe@fore, tong.lerm compensated were not reported as expe.ditures
r Governmental Funds. The folowing amounr represenisrhe change n tongrerm compensated absencesf.om pnor yrar. (70,909)

chanEe ln Ner Asseis of G@ernnentat Ac[vtries $ 969,225

The notes to rhe financia I statements are an integralpart ofthis statement. 77



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF YAUCO

NOTES TO BASIC FINANCIAL STATEMENTS

YEAR ENDED JUNE 30, 2O1O

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Municipality of yauco (the Municipatity) was founded on the year 1756. The
Municipality's governmental system consists of an executive and legislature body. lt is
governed by a l\4ayor and a sixteen,member Municipal Legislature who are elected for a
four-year term.

The Municipality provides a full range of services for its citizens. These services include
public safety, public works, culture and recreation, health and welfare, community
development, education, and other miscellaneous services.

The accounting policies and financial reporting practices of the Municipality conform to
accounting principles generally accepted in the United States of America (,.USGAAP,) as
applicable to governmental units.

ln June 1999, the Governmental Accounting Standards Board (GASB) issued Statement No.
34, "Basic Financial Statements and Management's and Discussion and Analysis for State
and Local Governments." This Statement, known as the Reporting Model, provides for the
most significant change in financial reporting for state and local governments in over 20
years and affects the way the lvlunicipality prepares and presents financial information. The
Statement was adopted as of July 7, 2OO2. ln addition to this Statement, GASB Statement
No. 37, "Basic Financial Statements and lvlanagement's Discussion and Analysis for State
and Local Governments; Omnibus" and GASB Statement No.38, ,,Certain Financial
Statement Note Disclosures' have been adopted and are reflected in these financial
statements,

As part of this Statement, there is a new reporting requirement regarding the capitalization
of local government infrastructure (roads, bridges, traffic signals, etc.). This requirement
permits an optional four-year delay for implementation to fiscal year ended on lune 30,
2OO7.The Municipality elected to implement the retroactive capitalization of infrastructure
assets in the year ended June 30, 2006.

The following is a summary of the significant accounting policies of the lvlunicipality:

A. Component Units

ln evaluating how to define the lMunicipality for financial reporting purposes, management
has considered all potential component units. The decision to include a potential component
unit in the reporting entity was made by applying the provisions of Statement No. 14, The
Financial Reporting Entity, of the GASB, as amended by GASB Statement No. 39,
"Determining Whether Certain Organizations Are Components Units an amendment of GASB
Statement 14". The basic, but not the only criterion for inctuding a potential component unit
within the reporting entity is if elected officials of a primary government are financially
accountable for the entity.

1a



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF YAUCO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

1. ORGANTZATTON AND SUMMARY OF StcNtF|CANT ACCOUNTTNG pOLtCtES (CONTTNUED)

Financial accountability exists if the primary governmental appoints a voting majority of
the entity's governing body, and if either one of the following conditions exist the primary
government can impose its will on the other entity or the potential exists for the othe;
entity to (1) provide specific financial benefits to or (2) impose specific flnancial burdens
on the primary government, A second criterion used in evaluating potential component
units is if the nature and significance of the relationship between the entity and a primary
government are such that to exclude the entity from the financial reporting entity would
renderthe financial statements misleading or incomplete. Based on the above criteria the
lMunicipality does not have component units to include within its reporting entity.

B, Government-wide and fund tinancial statements

Financial information ofthe l\4unicipality is presented in this report as follow:

1. Management's discussion and anatysis introduces the basic financial statements and
provides an analytical overview of the Municipality's financial activities.

2. The government-wide financial statements (i.e. the statement of net assets and the
statement of activities) report information on all the activities of the Nlunicipality and
its component units, if any. Governmental activities, which normally are supported by
taxes and intergovernmental revenues, are reported separately from businesltype
activities, if any, which rely to a significant extent on fees and charges for support.
lnterfund activity has been removed from these statements to minimize the duplicating
effect on assets and liabilities within the governmental activities.

The statement of activities demonstrates the degree to which the direct expenses of a
given function or segment is offset by program revenue.

Direct expenses are those that are charges to customers or applicants who purchase,
use, or directly benefit from 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 of a particular function or segment. Taxes and other items not
properly included among program revenues are reported instead as general revenues.

3. Fund financial statements focus on information about the N4unicipality,s major
governmental funds, lvlajor individual governmental funds are reported as separate
columns in the fund financial statements, The lMunicipality reports the following major
governmentalfunds:

19



1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONINUED)

General Fund- is the accounting entity in which all governmental activity, except that
which is required to be accounted for in another fund, is accounted for. lts revenues
consist mainly of taxes, licenses and permits, intergovernmental revenue, charges for
services and other.

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF YAUCO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

Speclal Revenue Fund - HUD Graats - Special Revenue Funds are used to account for
revenues derived from federal grants. The uses and limitations of each special
revenue fund are specified by Municipality ordinances or federal and state statutes.

Debt Serulce Fund- is the accounting entity used to account for the resources
accumulated and payments made for principal and interest on long-term general
obligation bonds of governmental funds.

Capftal lmprovement Fund- is the accounting entity in which revenues derived from
local funds and state grants or other restricted revenue sources related to capital
improvements, is accounted for. The uses and limitations of each capital project fund
are specified by l\4unicipality ordinances or state statutes,

The other governmental funds of the lvlunicipality account for grants and other
resources whose use is restricted for a particular purpose.

The notes to the financial statements provide information that is essential to a user,s
understanding of the basic financial statements.

Required supplementary information such as the budgetary comparison schedule-
general fund and other types of data required by GASB.

Notes to the budgetary comparison schedule-general fund.

4.

5.

6.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF YAUCO

NOTES TO BASTC FINANC|AL STATEMENTS (CONTTNUED)

YEAR ENDED JUNE 30, 2O1O

1. ORGANTZATTON AND SUMMARY OF StcNtFtCANT ACCOUNTTNG pOUCtES (CONTTNUED)

C. Financial reporting presentation

The accounts of the N4unicipality are organized on the basis of funds, each of which is
considered a separate accounting entity. The operations of each fund are accounted for
with a separate set of self-balancing accounts that comprise its assets, liabilities, fund
equity, revenues, and expenditures. Fund types are as follows:

General Fun& Gereral Fund isthe general operating fund ofthe Municipality. ltisused
to account for all governmental activity, except those required to be accounted for in
another fund,

Speclal Revenue Fund - Federal Grcnts - Special Revenue Funds are used to account for
revenues derived from federal grants. The uses and limitations of each special revenue
fund are specified by federal statutes.

Speclal Revenue Fund - Local aDd State Grants - Speciat Revenue Funds are used to
account for revenues derived from local funds, state grants or other restricted revenue
sources. The uses and limitations of each special revenue fund are specified by
Municipality ordinances and state statutes.

Special Revenue Fund - Section 8 Housln4 Choice Voucher - Special Revenue Funds are
used to account for revenues derived from Section 8 Housing Choice Voucher program.
The uses and limitations of each special revenue fund are specified by federal statutes.

Speclal Revenue Fund - Other Federal Grcn|s - Special Revenue Funds are used to
account for revenues derived from federal grants. The uses and limitations of each
special revenue fund are specified by federal statutes.

Debt Seruice Fund - Debt Service Funds are used to account for the accumulation of
resources for and the payment of, general long-term debt principal, interest, and related
costs.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF YAUCO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2010

1. ORGANTZATTON AND SUMMARY OF StcNtF|CANT ACCOUNTTNG pOLtCtES (CONTTNUED)

D. Measulement focus, basis o, accounting and financial presentation

Except for budgetary purposes, the basis of accounting used by the l\4unicipality conforms
to accounting principles generally accepted in the United States of America ("USGAAP,)
as applicable to governmental units. The accounting and financial reporting treatment
applied to a fund is determined by its measurement focus.

The government-wide financial statements are reported using the economic resources
measurement focus and the accrual basis of accounting. Revenues are recorded when
earned and expenses are recorded when a liability js incurred, regardless of the timing of
related cash flows. Property taxes are recognized as revenues in the year for which they
are levied. Grants and similar items are recognized as revenue as soon as all eligibility
requirements imposed by the provider have been met.

The Municipality has elected not to apply all Statements and lnterpretations issued by the
Financial Accounting Standard Board after November 30, 1989, in accordance with GASB
Statement No.20.

Governmental fund financial statements are reported using the current financial
resources measurement 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 collectible within the current period or soon
enough thereafter to pay liabilities of the current period. For this purpose, the government
considers revenues to be available if they are collected within the current period or soon
enough thereafter. Expenditures are recorded when the related fund liability is incurred,
except for principal and interest on general long-term debt, claims and judgments, and
compensated absences, which are recognized as expenditures when payment is due.
General capital asset acquisitions are reported as expenditure in governmental funds.
Proceeds from issuance of general long,term debt reported as other financlng sources.

Property taxes, other taxes, licenses, rent, and interest associated with the current fiscal
period are all considered to be susceptible to 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 when the government receives cash.

Private-sector standards of accounting and fjnancial reporting issue prior to December 1,
1989, generally are followed in the government-wide financial statements to the extent
that those standards do not conflict with or contradict guidance of the Governmental
Accounting Standards Board. Governments also have the option of following subsequent
private-sector guidance for their business-type activities and enterprise funds, subject to
this same limitation. The lMunicipality has elected not to follow subsequent privatesector
guidance.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALIry OF YAUCO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2010

1. ORGANTZATTON AND SUMMARY OF StcNtFtCANT ACCOUNTTNG pOLtCtES (CONTTNUED)

D. Measurement focus, basis of accounting and financial presentation

Amounts reported as program revenues include 1) charges to customers or applicants for
goods, services, or privileges provided, 2) operating grants, and contributions, and 3)
capital grants and contributions, including special assessments, if any. lnternally
dedicated resources are reported as general revenues rather than as program revenues.
Likewise, general revenues include all taxes_

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

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

E. Assets, liabilities and net assets

1. Cash, cash equivalents, and cash with fiscal agent- The l\4unicipality's cash and cash
equivalents are considered to be cash on hand, demand deposits, and short-term
investments with original maturities of three months or less from the date of
acquisition.

Cash with fiscal agent in the debt service fund represents special additional property
tax collections retained by the Commonwealth of Puerto Rico and restricted for the
payment of the Municipality's debt service, as established by law. Also, cash with
fiscal agent consists of unused proceeds of bonds and notes issued for the
acquisition of equipment and construction of major capjtal improvements.

2. Receivables and payables Activity between funds that are representative of
lending/borrowing arrangements outstanding at the end of the fiscal year are referred
to as either "due to/from other funds" (i.e., the current portion of interfund loans) or
'advances tolfrom other funds' (i.e., the non-current portion of interfund loans). A
other outstanding balances between funds are reported as 'due to/from other funds."

Advances between funds, as reported in the fund financial statements, if any, are
offset by a fund balance reserve account in applicable governmental funds to
indicate that they are not available for appropriation and are not expendable
available financial resources.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF YAUCO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

1. ORGANTZATTON AND SUMMARY OF StcNtF|CANT ACCOUNTTNG pOLtCtES (CONTTNUED)

E. Assets, liabilities and net assets

Receivables are stated net of estimated allowances for uncollectible accounts, which
are determined, based upon past collection experience and current economic
conditions. lntergovernmental receivables in the General Fund represents the
balance due from the [,4unicipal Revenue Collection Center (CRIIM) resulting from the
final liquidations of advances made by CRIIM to the Municipality corresponding to
collections from property taxes and legislative appropriations from the
Commonwealth of puerto Rico plus final liquidation of contributions in lieu of taxes
payable by the Puerto Rico Etectric power Authority (pREpA) to the N4unicipa ty.
lntergovernmental Receivables in the debt service fund represent the amounts due
from the CRIlvl resulting from the excess of current year property tax collections over
current year advances. lntergovernmental receivable in the special revenue or capital
project funds represent amounts owed to the N4unicipality for reimbursement of
expenditures incurred pursuant to federa y funded or state funded programs. The
lMunicipal sales and use tax is collected on a contract basis with the Commonwealth
of Puerto Rico Department of Treasury.

3. lnventories. lnventories in the general fund is recorded as expenditure and,
consequently, the inventory is not recorded in the statement of net assets.

4. Capital assets Capital assets, which include property, equipment and infrastructure
assets (e.9., roads, bridges, sidewalks and similar items), are reported in the
governmental activities column in the governmental_wide financial statements. The
Municipality defines capital asset as assets with an initial, individual cost of more than
$25 and an estimated useful life in excess of one year. Such assets are reported at
historical cost or estimated historical cost if purchased or constructed. Donated
capital assets are recorded at estimated fair market value at the date of donation.

The cost of normal maintenance and repairs that do not add to the value of the asset
or materially extend assets lives are not capitalized.

E. Assets, liabilities and net assets (Continued)

lMajor outlays for capital assets and improvements are capitatized as projects are
constructed.

Capital assets of the N4unicipality are depreciated using the straight-line method over
the following estimated useful lives:
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF YAUCO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

1. ORGANTZATTON AND SUMMARY OF StcNtF|CANT ACCOUNTTNG pOLtCtES (CONTTNUED)

Descriotion

Buildings and site improvements

Furniture and fixtures
Machinery and equipment

Useful LiIe

40 years
40 yeals
10 years
5 years
5 years

3 to 5 years

Capitalization threshold

$1
$1
$1
$1

$25
$25

5. Long-term obligationg The liabilities reported in the government-wide financial
statements included general and special obligation bonds and notes, and other long-
term liabilities, such as vacation, sick leave, litigation, long-term liabilities to other
governmental entities and landfill closure and post closure care costs..

ln the fund financial statements, governmental fund types recognize bond issuances
cost, during the current period. The face amount of debt issued is reported as other
financing sources, while bond issuance costs, whether or not withheld from the actual
debt proceeds received, are reported as expenditures in the generalfund.

6. Compensated absences. Employees accumulate vacation leave at a rate of 2.5 days
per month up to a maximum of 60 days. Unpa;d vacation time accumulated is fully
vested to the employees from the first day of work. All vacation pay is accrued when
incurred in the government-wide financial statements.

Employees accumulate sick leave at a rate of 1.5 days per month up to a maximum of
90 days. Upon retirement, an employee receives compensation for all accumulated
and unpaid sick leave at the current rate, if the employee has at least 10 years of
service with the l\4unicipality. All sick leave pay and salary related benefits are accrued
when incurred in the governmental,wide financial statements when the employee
meets such criteria.

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

Reservations of fund balance. Reservations of fund balance in the fund financial
statements represent portions of fund balances that are legally segregated for
specific future use or are not appropriated for expenditure. The t\runicipality has the
following reservations ot fund balance:

a, Capital Pro.r?cts- Represent the reservation of amounts to be used for future
expenditures for capital projects under contracts and other commitments. These
committed amounts generally will become liabilities in future periods as the
projects are completed.

7.

8.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF YAUCO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

1. ORGANTZATTON AND SUMMARY OF StcNtFtCANT ACCOUNTTNG pOUCtES (CONTTNUED)

b, Encmbrarces- 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.

c. Other Purposes- Represents net assets available for specific use and/ot lelally
Segregated for other specific future use.

d. Debt Seruice Fund- Represents net assets available to finance future debt service
payments.

9. Net Assets- ln the government wide statements, net assets are segregated into three
categories:

a. lnvested in capital assets, net of related debt Consist of capital asset balances
net of accumulated depreciation and outstanding balances of any bonds, notes
and other borrowings that are attributable to the acquisition, construction, or
improvement of those assets. This category should not include cash that is
restricted to capital assets acquisition or construction (unspent bond proceeds)
and any unamortized debt issue costs.

b. Restricted net assets: Represent net assets that are subject to restrictions
beyond the l\4unicipal's control. These include restrictions that are externally
imposed (by creditors, grantors, contributors, or laws and regulations of other
governments) or restrictions imposed by the law through constitutional provisions
or enabling legislatlon (including enabling legislation passed by the government
itself).

c. Unrestricted net assets: Represent net assets that do not meet the definition of
net assets invested in capital assets, net of related debt or restricted.
Unrestricted assets are often designated to indicate that management does not
consider them to be available for general operations. These types of constraints
are internal and management can remove or modiry them. Designations are not
reported on the face statement of net assets.

10. Accounting ,or Pension Coste For the purpose of applying the requirements of GASB
Statements No. 27, Accountin* for Pensions by State and Locat Government
Empioyerc (GASB No. 27), the state government of the Commonwealth of puerto Rico
is considered to be the sponsor of the Employee's Retirement System of the
Government of Puerto Rico and its lnstrumentalities (ERS) and System 2OOO, a multi-
employer cost-sharing defined benefit plan and a hybrid defined contribution plan,
respectively, in which the employees of the Municipality participate. The lvlunicipality
is considered a participant and not a sponsor, ofthese retirement systems since the

26



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF YAUCO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

1. ORGANTZATTON AND SUMMARY OF StGNtFICANT ACCOUNTTNG pOLtCIES (CONTTNUED)

majority of the participants in the aforementioned pension trust funds are employees
of the Commonwealth of Puerto Rico. Accordingly, no portion of the net pension
obligation (NPO) related to ERS has been a ocated to the Municipality in the
accompanying basic financial statements. The basic financial statements of the
Commonwealth of Puerto Rico report the total amount of the net pension obligation of
ERS, including any amount that may correspond to the l\4unicipality.

ll.lnterfund and intra-entity transactions. The Municipality has the following types of
transactions amongfunds:

a. Operating Transfers- Legally required transfers that are reported when incurred as
"Operating transferin" by the recipient fund and as "Operating transfers-out" by
the disbursing fund.

b. lntra-Entity Transactions- Transfers between the funds of the primary government
are reported as interfund transfers with receivables and payables presented as
amounts due to and due from other fund

12.Risk financing- The Municipality carries commercial insurance to cover casualty, theft,
tort claims and other losses. lnsurance policies are negotiated by the Puerto Rico
Treasury Department and costs are allocated among all the Municipalities of Puerto
Rico. Cost of insurance allocated to the lMunicipality and deducted from the gross
property tax collections by the Municipal Revenue Collection Center ("CRlN4") for the
year ended June 30, 2010 amounted to $324,695. The current insurance policies
have not been cancelled or terminated. The CRI[, also deducted $253,035 for
workers compensation insurance covering all municipal employees.

2. CASH AND CASH EQUIVALENTS

The lvlunicipality maintains its deposits in various commercial banks located in Puerto Rico
and Government Development Bank for Puerto Rico (GDB). Proceeds from bonds and funds
related to certain grant awards are required by law to be held with GDB.

The lMunicipality adopted the provisions of GASB Statement No. 40 (GASB No. 4O), Deposit
and lnvestment Risk Disc,osure, an Amendment to GASB Statement No. 3. This statement
requires that state and local governments disclose essential risk information about deposits
and investments. The disclosure requirements cover four main areas: (1) credit risk, (2)
interest rate risk, (3) custodial credit risk, (4)foreign exchange exposure.
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2- CASH AND CASH EQUIVALENTS

Credit risk - This is the risk that an issuer or other counterparty to an investment will not
fulfill its obligations. ln compliance with the laws and regulations of the Commonwealth, the
Municipality has adopted, as it's custodial and credit risk policy, the Statement of
lnvestment Guidelines for the Government of the Commonwealth of Puefto Rico. Accordingly
the Nlunicipality invests only in obligations of the Commonwealth, obligations of the United
States of America, certificates of deposits, commercial paper, bankers' acceptances, or in
pools of obligations of the municipalities of Puerto Rico, which are managed by GDB,
According to the aforementioned investment guidelines, the Municipality does not invest in
marketable securities or any types of investments for which credit risk exposure may be
significant. Therefore, the Municipalily's management has concluded that the risk related to
any possible loss related to defaults by commercial banks on the Municipality's deposits is
considered low at June 30, 2010.

lnterest rate risk - This is the risk that changes in interest rates of debt investments will
adversely affect the fair value of an investment. The N4unicipality manages its exposure to
declines in fair values by: (1) not including debt investments in its investment portfolio at
June 30, 2010, (2) limiting the weighted average maturity of its investments to three months
or less, and (3) keeping most of its bank deposits in interests bearing accounts generating
interests at prevailing market rates. At June 30, 2010, the Municipality's investmenls in
certificates of deposits are recorded at cost, which approximates their fair value. Therefore,
the Municipality's management has concluded that at June 30, 2010, the interest rate risk
associated with the lvlunicipality's cash and cash equivalents is considered low.

Custodial credit risk - ln the case of deposits, this is the risk that in the event of a bank
failure, the lMunicipality's deposits may not be recovered. Pursuant to the Statement of
lnvestment Guidelines for the Government of the Commonwealth of Puefto Rico lhe
balances deposited in commercial banks by the Municipality are insured by the Federal
Deposit lnsurance Corporation (FDIC) generally up to a maximum of $250,00O per depositor.

Custodial credlt risk -ln addition, public funds deposited in commercial banks by the
Municipality are fully securities pledged as collateral are held, in the Municipality's name, by
the agents of the Commonwealth's Secretary of Treasury. Deposits with GDB are uninsured
and uncollateralized. However, no losses related to defaults by cDB on deposit transactions
have been incurred by the Municipality through June 30, 2010. Therefore, the Municipality's
management has concluded that at June 30, 2010 the custodial credit risk associated with
the Municipality's cash and cash equivalents is considered low.

Foreign exchange risk - The risk that changes in exchange rates will adversely affect the
value of an investment or a deposit. According to the aforementioned investment guidelines,
the Nrunicipality is prevented from investing in foreign securities or any other types of
investments in which foreign exchange risk exposure may be significant.
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2. CASH AND CASH EQUIVALENTS (CONTINUED)

Accordingly, management has concluded that the foreign exchange risk related to the
N4uniclpality's deposits is considered low at June 30, 2010.

Under Commonwealth of Puerto Rico statutes public funds deposited in commercial banks
must be fully collateralized for the amount deposited in excess of federal depository
insurance. All securities pledged as collateral are held by the Secretary of the Treasury of
Puerto Rico. ln addition, the l\4unicipality maintains deposits with the covernment
Development Bank for Puerto Rico (GDB).

The N,4unicipality's bank balances in commercial banks of $2,257,937 in the HUD Grant,
and $897,125 in the other governmental funds were fully collateralized at June 30, 2010.

The deposits at GDB of $3,757,762 in the debt service fund, $2,271,592 in capital
improvements fund and $7,294,221 in the other governmental fund are unsecured and
uncollateralized, as no collateral is required to be carried by governmental banks.

3. RECEIVABLES

A, Municlpal license tax ard Sales and Used tax- The Municipality imposes a municipal
license tax on all businesses that operate within the Municipality, which are not totally or
partially exempt from the tax pursuant to the lndustrial lncentives Acts of the
Commonwealth of Puerto Rico. This is a self-assessed tax based on the business
volume in gross sales as shown in the tax return that is due on April 15 of each year.
Entities with sales volume of $1,0O0,O00 or more must include audited financial
statements together with the tax return. During the f iscal year ended June 30, 2010, the
tax rates were as follows:

1. Financial busines$ 1.50% of gross revenues

2. Other organizations- 0.50% of gross revenues

This tax is due in two equal installments on July l and January 1 of each fiscal year. A
discount of 57o is allowed when full payment is made on or before April 15. l\4unicipal
license taxes collected prior to June 30 but pertaining to the next fiscal year is recorded
as deferred revenues-

Also, the N4unicipality is responsible to collect 1% from sales and used tax. As of June 30,
2010 the lMunicipality had an account receivable amounted to $222,479 representing
municipal sales and used returns iiled pertaining to June 30, 2010.
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3. RECETVABLES (CONTTNUED)

B. lnterglovernmental lntergovernmental receivable in Debt Service Fund represents
amounts receivable from Municipal Revenue Collection Center (CRllM) and the Treasury
Department- The lntergovernmental receivables in the Other Governmental Funds
represent mainly expenditure incurred not yet reimbursed by the Federal Government.
Following is a detail ofthe intergovernmental receivables:

4.

ProEram Descriotion

Debt Service Fund
Other Govern menta I Fund

Total

I NTERFUND TRANSACTIONS

lnterfund receivables and payables at June 30, 2O7O, and interfund transfers
fiscal year ended at June 30, 2010, are summarized as follows:

a. Due fromlto other fund and Advances fromlto other funds:
Ec!!t

HUD Grants
Capital lmprovement
other Govern mental Fund

Total

b. Transfer inlout to other fund

Tlansferout Tmnsfer in

Amount

$ 675,472
222_904

L-a3E-3E0

during the

Other Govern menta I Fu nd Genera I Fund

Purpose

Transfer outto cover GeneEl

Receivable Fund

$ 155,647
16,000

$ Lz1311

Pavable Fund

$

732.753

$ 1,1L,441

Amount

$ 2,373,139

611

279,963

1.945

s- 2-665-658

Other Govem menta I Fund

TotEl

Transfer outto cover Other
other Governmenta I Fund GoverrmentalFund payments

Transfer out to cover Debt
OebtService Fund Service Fund Oayments

Tra nsier out to cover Other
Otner Governmental Fund Govern menta I Fund payments
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5. CAPITAL ASSETS

Capital assets those with an estimated useful live of one year or more from the time of

""qri",tion 
by the Municipality and a cost of $25 or more' are primarily funded through

ine i"sr"n"ior long-term bonds and loans A summary of capital assets and changes

o"curing in 2olo,lncluding those changes pursuant to the implementation of GASB

ii"t"r"-nt No. 34, follows. Land and construction in progress are not subject to

depreciation:

Governmental Activities:

Capital asset, not being
depreciated:

Land
Construction in Progress

Total capital assets not belng
depteciated

Capital assets, being dePreclated:

Land improvements
Buildings imProvements
lnfrastructute
Equipment

Total capital assets being
depreciated

Less accumulated depreciation lor:

Land improvements
Buildings imProvements
lnfrastru ctu re
EquiPment

Total accumulated dePreclation

Total capital assets being
depreclated, net

Governmental activitles caPital
assets, net

Balance

Additions Retirements June 30. 2O1O

$ 756,322 $ $ 4,710,001
156.000

Balance
Julv 1.2009

$ 3,953,679
156.000

4.109.679

(564,919)
(2,218,889)
(8,83O,543)
(3.483.519)

800,308
8,060,361 255,000

43,9a7,770 10,256,400
6.303.655 601.131

59.!52.094 L1.1t2.537

756.322

(a,732)
(t53,322)

\3,122,197)
/374.2A6\

: 4.866.001

800,308
8,315,361

54,244,170
6.904.786

70.264.625

(573,651)
12,372,2!1)

171,952,7 40)
(3.797.80s1

{18.696.407)

5!.56A.2!8

(15.097.870) (3.598.537)

44.054.224 7.513.994

$ 4&L63-903 $=g!El $ 

- 

- $56134219
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5. CAPITAL ASSEIS (CONTINUED)

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

Governmental actlvities

Genera I government
Public safety
Public works
Health and welfare
Education

Total depreciation expense_governmental activlties

Amount

$ 101,891
80,050

3,267,AO7
31,063

aa-?.726

s3t98532

6. PROPERTY TAXES

The personal property tax is self assessed by the taxpayer on a return which is to be filed by

Uuy'fS ot 
"rin 

y"uiwith the lMunicipal Revenue Collection Center (CRlN4)' a governmental

enity created by the government of Puerto Rico as part of the Municipal Governmental

nutonomous faw ot nuEust 1991. Real property tax is assessed by the CRIM on each piece

of real estate and on each building.

The assessment is made as of January 1of each year and is based on current values for

personal property and on estimated values as of 1957 for real property tax The tax on

peoonaf property must be paid in full togelher with the return by May 15' The tax on real

biop"rty ,uy be paid in two installments by July 1and January l The CRIIV is responsible

ior the'billing and collections of real and personal property taxes on behalf of all the

m unicipalities- of Puerto Rico. Priorto the beginning of each fiscal year, the CRIIV informs

the Municipality of the estimated amount of property tax expected to be collect for the

ensuing tiscal iear. Throughout the year, the CRIIM advances funds to the Municipality

;ased on the initial estimated collections, as modified by the quarterly revisions of

estimates required law. The CRltvl is required by lawto prepare a liquidation statement on a

tiscat year basis, whereby a comparison is made between the amounts advanced to the

wrni"ipatity anA 
"round 

actually collected from taxpayers This preliminary liquidation has

to be completed on a preliminary basis not later than three months after fiscal year-end' and

u finriiiqrio"tlon made not later than six months after year€nd, subject to the verification

Oy iti tnd"p"nO"nt luditors. lf the CRIM remits to the lMunicipality property tax advances'

*hi"h ur" i"s" than the tax actually collected, a receivable from the CRIM is recorded at

June 30. However, if advances exceid the amount actually collected by the cRllv, a payable

to the CRIM is recorded atJune 30.

The CRIM issued the liquidation noting that the collections exceeded advances by $48'747'

tn if,e gouernmentat funds, the entire receivable has been offset by deferred revenue since

the exiess was not available to pay liabilities of the current period ln the government-wide

financial statements, the entire receivable is recognized as revenue'
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6. PROPERTY TAXES (CONTINUED)

On January 26, 2OoO, Public Law No. 42 was enacted, which authorized the cRllvl to obtain

" 
io"n 

"p'to 
$zoo,obo,ooo, and for a term not to exceeding 10 years' to allow for the

fin;;cing of the debt that the lMunicipalities of Puerto Rico have with the CRIM arising from

final settlements of property tax advances versus actual collections through fiscal year

ended June 30, 2OOO.

The amounts that the Municipalities will collect from additional property taxes resulting from

increases in the subsidy from the Commonwealth of Puerto Rico to the Municipalities are

assigned through this law to repay such loan. The increase in this subsidy was the result of

ifre Fuotic faw-tlo.238, enacted on August 15, 1999 on Octobet Ll,2OO!, Public Law No'

146wasenactedtoamendPublicLawNo.42,toextendtheloanamortizationperiodupto
30 years. Also, on October 71-,2OO2, Public Law No 172 was enacted, to provide as an

optionto'tn"l\4unicipalitiestoincludethedebtthatthelvunicipalitiesofPuertoRicohave
*itt tn" Cnfftl arising from final settlements of property tax advances versus actual

collections for the fiscil year ended June 30, 2OO1 with the loan authorized through Public

Law No.42 enacted on January 26,2000.

onJUne26lggT,PublicLawNo.2lWasenacted,whichauthorizingthecRlM,amongother
things, to sell the property tax receivables related to taxpayers who owed property taxes

troni t97+ to 1996. Such property tax receivables were purchased by the Public Financing

Corporation, a subsidiary of the Government Development Bank of Puerto Rico (GDB) using

tfre'proceeos ot a bond issuance executed for such purposes' Said Law imposed the CRII\.

the obligation to replace uncollectible property tax receivables with any valid property tax

receivab]e o equivaient in money. Subsequent to the approval of the Law and to the sale

transaciion, it was detected that a substantial percentage of the receivables sold were

uncollectible. ln order to protect the economic damage to the financial structure of

municipatities caused by the substitution of uncollectible tax receivables with sound

coitectinte receivabtes, on october 77, 2oo7, Public Law No 146 was approved and

enacted.ThroughthisLaw,thecRlN4wasauthorizedtoobtainaloanfromanyqualified
financial institution and pay in advance the outstanding balance of the bonds issued and

uny ,"f"t"O cost incurred ior the purchase by the Public Financing Corporation (a GDB

subsidiary) ofthe tax receivables.
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6. PROPERTY TAXES (CONTINUED)

Residential real property occupied by its owner is exempt by law from the payment of property

taxes on the firsi $ 15o,ooo of the assessed value. For such exempted amounts, the Puerto

Rico Treasury Department assumes payment of the basic tax to the l'4unicipalities' except for

prop"rty 
"*ti"""O 

at less than $ 3,500 for which no payment is made As part of the

iiltrni"ipat nrtono,.ous Law of 1991, the exempt amount to be paid by the Puerto Rico

Treasury department to the l\4unicipalities was frozen as of January 1, 1992 |n addition' the

law grants a tax exemption from the payment of personal property taxes of up to $ 50'0OO of

the assessed value to retailers having annual net sales of less than $150,000'

The annual tax rate is 8.58% for real property and 6.580/0 for personal property of which 1 03%

of both tax rates are for the redemption of public debt issued by the Commonwealth of Puerto

Rico. The remaining percentage is distributed as follows: (a) 5 8% and 3'8%, respectively'

represents the Municipality's basic property tax rate which is appropriated for basics and

accountedforinthegeneralfund.AportionofSuchamountisdepositedinanequalization
fundtogetherwithapercentageofthenetrevenuesofthePuertoRicoelectroniclotteryanda
subsidyJrom the commonwealth of puerto Rico. From such fund, a distribution is madetoall
municipalities; (b) 7.75y" represents the ad valorem tax restricted for debt service and

accounted for in the debt service fund. The Commonwealth also contributes an annual tax

rcteofo.2a/oollhepropertytaxcollectedandsuchamountisaccountedforSimilartoitem(a)
above.

7. MUNICIPAL SALES AND USE TAx

On July 29, 2007, an amendment to Act No. LL7 of )uly 4,2006, known as the "Tax Fairness

Act of 2OOO", was enacted with the purpose of establishing a mandatory sales and use tax of

1.5% at the lvlunicipal Level. The l\4unicipalities of Puerto Rico are responsible to collect 1% of

the corresponding tax with the same exemptions and limitations that the portion collected by

the Treasury Depirtment. The Act provides an optional surtax on the un-process food This

surtax mu;t be approved by the Municipal Legislature' The Treasury Department is

iesponsiUte to create;the Muniiipal Development Fund ('1yo), the Municipal Redemption Fund

(.37") and the Municipal lmprovements Fund (.1%) with the remaining 0-5% The N4unicipalitv

;ollected $2.934,092 duringthe year ended June 30, 2010
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8. ACCOUNTS PAYABLE AND ACCRUED LIABILITIES

Accounts payable and accrued liabilities at June 30, 2010 are summarized as follows:

Housing&

development Capital
Granl lmprovement Funds Total

De$iPtlon

$ 984,290
926,539

$ 126,194
7.398

$ 1,6a9,796 $ 4,493,415
43,134

$ 7,294.095
977,07!

$ 133,592 $ 1,689,796 $ 4.536,949 $ 8,271,166$ 1.910,429

9. DUE TO OTHER GOVERNMENTAL ENTITIES

The amounts due to other governmental entities in the General

GovernmentalEntitv

workmen s ComPensation
lls lntemal Revenue Sewice
Retirement srstem Administration
PR Depanment of Treasury
Puerto Rico Aqrleduct and SewerAuthority

Total

Fund include the following:

The amounts due to other governmental entities in HUD include the followin$

Governmental Entitv

Section 8 HousingChoice Voucher Program

lotal

l.O.DEFERRED REVENUES

Amount

$ 2326
42,674

a,r75,327
7,520,537

75a327

$2-&2-183

Amount

$50.988

$50-988

A- Municipat License Tax- fhe deferred revenues of $7,777,O72 in the general fund relates' 
to municipal license tax collected in fiscal year 2OO9-10 that will be earned in fiscal year

20to-71,.

B. Federal Government- The deferred revenues presented in the other governmental funds
- r"-pr"""m" tf," portion of federal grants received for which qualifying expenditures have

not been incurred. Deferred revenues from the federal government are asfollows:

Amount

$ 23,680
1s8.650

$ L82330

Program Descliptlon

Community Development Block Program' Entitlement

Loan Guarantee Program (Section 1Og)

Total
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10. DEFERRED REVENUES (CONTINUED)

ProElam Descriotlon

Legislative and state grant

Total

The deferred revenues presented in the general fund'
service fund represent property tax revenues earned but
yeaL

f!!C
GeneralFund
Debt Service Fund

Other Governmental Fund

Total

Amount

$ 1.916.978

$19:t6-978

Other Governmental and debt
not available at the end of fiscal

Amount

$ 2,274,994
594,682

64.645

$ 2.938165

11.LONG-TERM LIABILITIES

Long-term liability activity for the year ended June 30, 2010, was as follows:

Description
Beginnlng
Balance

Borrowings
orAdditions Deductions

Ending Due Within
One Year

Bonds Pa,€ble

Compensated Absences
Claims and Judgments
LandfillObligation
Property Tax DebL Law 146
LIMS Repayment Plan

Department of Labor and
Human Resources Debt

State lnsurance Fund CorP.

Total

$19,971,000 $5,640,000
2.130,000 3,327,000
1,627,466 165,849
4a2,727 35a,O54

L6A7,42A 199,511
722.647
124,972

t41,447
77,652

$ (97O,O00) $
(310,OO0)

194,980)
(774,474J

(5,332)
(47,8O3)

044,447)

24,647,000
5,147,000
1,698,775

665,S67
1846,939

117,309
77,165

77,652

$ 1,132,0O0
445,OOO
100,000

199,511
5,332

50,649

77,652

$26288!25 $9J6SjO6 qu.l@]j $l4lrjL811 LL9a2J32

1. Legaldebt margin-The N4unicipality issubjecttoa legal debt margin requirement' which is

eq;al to 10% of th" tot"l assessment of property located within the Municipality plus

oatanceottneadvaloremtaxesinthedebtServicefund,forbondspayabletoberepaid
with the proceeds of property taxes restricted for debt service ln addition, before any new
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11. LONG-TERM LIABILITIES (CONTINUED)

bonds are issued, the revenues of the debt service fund should be sufficient to cover the

;rojected debt service requirement. Long-term debt, except for the bonds and notes

paiable (excluding notes payable to the Land Authority and to the PRIDCO), is paid with

unrestricted funds,

2. Bonds payable The N.4unicipality issues general and special obligation bonds to provide

funds ior the acquisition and construction of major capital facilities Bonds payable

outstanding at June 30, 2010 are as follows:

of bonds
Maturity

Dale
Original Range of

lnterest Rates
Ealance at

June 30,2o1o

20Og Series
2008 Sedes
2008sedes
20og Series
2007 Series
2007 series
2OO7 Series
2005 Se es
2005 Series
2OO5 Series
2005 Series
2004 Series
2004 series
2oo4 Seies
2oo4Sedes
2004 Series
2003 Series
2003 Series
2003 Series
2003 Sedes
2003 Series
2003 Series
2002 Series
2000 Senes
1996 Se es
2O10 Series
2010 Series

2010 Series

Total general obllgation boncls

These bonds are payable from the ad vatorem property tax of 2 00% which is restricted for debt

service and retained by the Government Development Bank for Puerto Rico for such purposes'

7 7-2029
7-7-2033
7.1-2074
7 l-2033
7 -7-2017
7 -7-2032
7 ].-2022
7.7-2020
7 -12020
7 7-2030
7-t-2020
7-7-2029
7.1.2029
7 t2045
1-7-2028
7-a-2013
7-1.-2024
7 L-2024
7 -t-2028
7 -1-2029
7-12030
7 L-2027
7 -L-2027
1-1-2029
7-7-2016
7 7-2035
7-a-2035
7 ].2035

$ 290,000
310,000

1,210,OOO
3,725,000

120,000
120,O00

1,139,O00
60,ooo

450.OOO
258,000
170,000
350.O00
435,000
105,000
850,O00
345,000
625,000

1,190,OOO
845,O00
922,OOO
329,000
560,O00

1,690,000
733,O00

2,170,000
1,940,OOO
3,O20,000

6ao.o00

$ 2L@11-000

$ 295,000 2.43%to 5.4OYa

32o,ooo 2.43%lo 750%
7,477,OOO 2.43% lo 7 sO%
3.785,000 4.38% to 7.00%

155,0oo 2.7o%to 5.60%
135,000 2.439o1o 7 OO%

1,307,000 2.43%to7.5O%
85,OO0 3.28Talo 4.73%

615.000 2.43Yoto 6.62%
280,000 4.50Yo

215,000 2.43%to 7.sOY,
410,000 4.LlYalo 5.34%
495,000 2.36%to 5.31%
145,000 4.A7%to 4.73%

1,005,0oo 2.43%Io 7 -Oo%

975,000 2.43% lo 7 .5O%

730,000 4.77%to5.37%
1,385,000 4.77'Aro5.31'A
1,000,ooo 4.17%105.370A
1,091,000 4.25%
376,000 4.25% to 5.00%
670,000 2.43%to 6.62%

2,015,000 2.7o%lo5-60'A
a57-O00 4.77o/oto531%

4,585.000 4.70%to6.63%
1,94O,OOO 4.75%\07.OO%
3,02o.oo0 4.75%to7.oo%

6aO,00O 6.00%to 7.5O%
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF YAUCO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

11.LONG-TERM LIABILITIES (CONTINUED)

Annual debt service requirements to maturity for bonds payable are as follows:

Year Eflding
lune 30.

20la
20a2
2073
2014
20t5
2076-2020
2021-2025
2026 2030
2031-2035
Total

Tvpe of notes

2008 Series
2008 Series
2008 Series
2005 Series
2010 Series
Section 108 Note

Total notes payable

Principal lntelest

3, Notes Payable- The proceeds of the issuance of notes payables were used principally to

cover the expenditures of a special event, such as capital projects and real property

acquisitions. The notes are payable as follows:

$ 1,132,OO0
1,211,O00
1,280,000
1,248,000
1,340,O00
5,501,O00
5,Oa5,000
4,899,OO0
2.945.000

$ 21,@tL0oo

$ 1.0a1,844
1,361,906
1,319.840
\25A,2O4
\a80,221
4,786,452
3,325,797
1,732,306

47 4.225
$ 1.65,zL189

lllaturity Orlginal
Oeje Amount

2075 $35.000
2015 300,000
20L3 605,000
2072 130.000
2070 327,OOO
202A 4.000,000

Range of
lnterest lates

2.43% Io 7 .6OYa

2.43%to 7 -5O%

2-43% to 7 50%
3.28Yolo 4.62%
6.00% to 7.50%

.oo2%

Balance at
June 30.2O1O

$ 30,000
265,OOO
485,000

40,000
327,000

$ 5;147-000

The Section 108 note is payable from Special Revenue Fund - Federal Grants funds' The

fggg Serles note is payabli from the ad valorem property tax of 2 O0% which is restricted

tor a"Ot seri"" and retained by the Government Development Bank for Puerto Rico for

such purposes.
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF YAUCO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2010

11.LONG-TERM LIABILITIES (CONTINUED)

Annual debt service requirements to maturity for notes payable are as follows:

Year Endintl
June 30.

2041
2012

2074
2015
2016 2020
2021-2C25
2026-2024
Total

$ 445,000
461,000
527,000
318,000
369,000

7,222,OOO
1,135,000

670.000
$5I47-OOO

$ 39,620
56,587
42,462
29,488
24,275
4a,47 4
40,000
24.000

$lq!-906

Principal lntelest

4. State lnsurance Fund Corporation- This amount represents the balance owed to the
"CFSE" at June 30, 2O1O will be retained by the remittance during the next 12 months'

The outstanding balance is $ 77,652.

5.LlMsRepaymentPlan.DUringthefiscalyear2ooo.2ool,thelVUnicipalityauthorizedthe
CRIM to reiain the corresponding portion for the financing project of Land lnformation

l\4anagementSystem-LlMs,contractedbytheCRlM.Atotalof$406-,63listoberetained
in a tjn years period at an interest rate of 5.9570 until November 28, 2011 At June 30'

2010. the ouistanding debt balance is $77,169. This amount is presented in the

government-wide financial statements.

6. Property Taxes Debts Law 145- These amount represent the balance owed to the Treasury

Department anO to the lrunicipal Revenue Collection Center ("CRllV") at June 30' 2010'

The CRIN4 issued as settlement noting that the advance exceeded collection by $117'309'

lntheGovernmental-Widefinancialstatement,theentireamounthasbeenrecognizedaS
long-term debt.

7. Compensated absenceg The government-widq statgmenl of net assets includes

$1,1b6,175 of accrued sick leave benefits, and $542,600 of accrued vacation benefits'

iepresenting the lrlunicipality's commitment to fund such costs from future operations'

g. Landrill obligations- state and federal laws and regulations require the Municipality to- pL"" u finai cover on its landfill site, when it stopped accepting waste, and perform

;ertain maintenance and monitoring tunctions at the site for 30 years after closure ln

accordancewithStatementNo.18oftheGASB,,.AccountingforMunicipalSolidWaste
Landfill Closure and Post-closure care costs', the N4unicipality has performed a study of

theactivitiesthatneedtobeimplementedattheMunicipality,slandfilltoguaranteethe
maximum yield of available space and to comply with applicable state and federal

regulations: Based on this study, the Municipality has recognized $ 1,886'939 as the
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF YAUCO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30. 2010

11.LONG-TERM LlABlLlrlES (coNTINUED)

Municipality'sestimatedcurrentcostforlandfillclosureandposttlosurecostsasofJune
30,2010. Theannual estimate of post closure costs has been assessed approximately to

be $199,511 for a period of approximately 1year. Actual costs may be different due to

inflation, changes in technolos/, or changes in laws and regulations The balance of

closure and post-closure costs are reported in the government-wide statement of net

assets.

g.ThecRlMissuedtheliquidationnotingthatadvancesexceededcollectionsforyears
ended before June 30, 2OO9 and a monthly amount for $13,873 is being withheld from

monthly advances.

12.PENSION PLAN

TheEmployee'sRetirementSystemoftheCommonwealthanditslnstrumentalities(the
Retirement System) is a cost€haring multiple defined benefit pension plan sponsored by, and

reported as ; component unit of the Commonwealth of Puerto Rico All regular employees of

the Municipality under 55 years of age at the date of employment become members of the

Retirement System as a condition to their employment.

TheRetirementSystemprovidesretirement,deathanddisabilitybenefitspursuantto
legislation enacted by the Government of Puerto Rico's legislature. Disability retirement

be;efits are available to members for occupational and non-occupational disabilities'

RetirementbenefltsdependuponageatretirementandthenUmberofyearsofcreditable
service. Benefits vest after ten years of plan participation.

lMembers who have attained 55 years of age and have completed at least 25 years of

creditable service or members who have attained 58 years of age and have completed ten

years of creditable service are entitled to an annual benefit payable monthly for life'

The amount of the annuity shall be one and onehalf percent of the average compensation, as

defined, multiplied by the number of years of creditable service up to twenty years, plus two

percent of the average compensation, as defined, multiplied by the number of years of

lreditable service in excess of 20 years. ln no case will the annuity be less than $200 per

month.
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF YAUCO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2010

12.PENSlON PLAN (CONTINUED)

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 65 percent

of the average 
'compensation' 

as defined; otherwise they will receive 75 percent of the

"r"og" 
aor-p"n""tion, as defined, No benefits are payable if the participant receives a

refund of his/her accumulated contributions.

Commonwealth legislation requires employees to contribule 5'775a/o b( the list $55O of their

,ontnfy gro"t sallry and 8.275% fo( Ihe excess over $ 550 of monthly gross salary' The

tvtunicifiaiity is required by the same statute to contribute 9.275o/o of the participant's gross

salary. Toial Mu;icipality contributions during the year ended June 30, 2010 amounted to

approximately $579,646, This amount represented 100% of the required contribution'

On September 24, 1999 an amendment to Act No 447 otMay 15, 1951, which created the

Retirement System, was enacted with the purpose of establishing a new pension program

(System 2ood). Employee's participation in the current system as of December 31' 1999' may

elect to stay in the defined beneflt plan or transfer to the new program'

Persons joining the Nlunicipality on or after January 1, 2000, will only be allowed to become

memberi of Sfstem 2oOO. System 2oOO will reduce the retirement age from 65 years to 60

for those employees who joined the current plan on or after April 1' 1990'

System 2OOO is a hybrid defined contribution plan, also known as a cash balance plan Under

this new plan, there will be a pool of pension assets, which will be invested by ERS together

with those of the current defined benefit plan. The Commonwealth of Puerto Rico will not

guarantee benefits at retirement age. The annuity will be based on a formula which assumes

ihat each year the employee's contribution (with a minimum ol 8'275o/o to the employee's

satary up tb a maximum of 1O%) will be invested in an account which will either: (1) earn a

fixediate based on the twcyear Constant lvlaturity Treasury Note or, (2) earn a rate equal to

zsy" or tnu return of the ERs,s investment portfolio (net of management fees), or (3) earn a

combination of both alternatives.

Participants will receive periodic account statements similar to those of deflned contribution

pt"n. 
"noring 

tt"it rccrued balances. Disability pensions will not be granted under System

!OOO. fne 
"iptoy"r's 

contribution (9.275% of the employee's salary) will beusedtofundthe

current plan.

Additional information on the Retirement System is provided in its financial statements for the

year ended June 30, 2010, a copy of which can be obtained from the Retirement System'
-lvlinillas 

Station, P.O. Box 42003, San.Juan, PR 0094G2003'
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF YAUCO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED.'UNE 30, 2010

13.RISK MANAGEMENT

The Property Division of the tvlunicipality is responsible of assuring that the Municipality's

property is properly insured. Annually' the Property Division compiles the information of all

property owned and its respective market value. After evaluating this information, the

broperty Division submits the data regarding the lMunicipality's properties to the Public

lnsurance Department at the Department of the Treasury of the Commonwealth of Pueno Rico

who is responsible for purchasing all property and casualty insurance policies of all

municipalities. Settled claims have not exceeded commercial coverage in any of the past

three (3) fiscal years.

14. FUTURE ADOPTION OF ACCOUNTING PRONOUNCEMENTS

The GASB has issued the following statements that have effective dates after lune 30, 20lO:

a. GASB Statement No.54, Fund Balance Reporting and Governmental Fund Type

Definitions, which is effective for periods beginning after June 15, 2010, with early

implementation encouraged.

b. GASB Concepts Statement No.5, Service Efforts and Accomplishments- an

Amendment of GASB Concepts Statements No. 2. This Statement provides a

framework to be used by the GASB in considering guidance for reporting SEA by

state and local governmental entities and amends terminology and other

information in GASB: C92

TheimpactofthesestatementsontheMunicipality,sbasicfinancialstatementshasnotyet
been determined.

15.COMMITMENTS AND CONTINGENCIES

A. FederalGrants:

The Municipality participates in a number of federal financial assistance programs funded by

the Federai Government. Although the Municipality's grant programs have been audited in

accordance with the provisions of the Single Audit Act of 1996, through June 30, 2010' these

programs are still subject to financial and compliance audits by the granting agencies and the

resJlution of previousiy identified questioned costs. The amount, if any, of expenditures which

may be disallowed by such audits cannot be determined at this time, although the

Mu;icipality management expects such amounts, if any, not to be material'

B. Claims and lawsuits:

The Municipality is a defendant in a number of lawsuits arising principally from claims against

the Municipaliti for alleged improper actions, and other legal matters that arise in the ordinary

course of the lvlunicipality s activities.
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF YAUCO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

15.COMMITMENTS AND CONTINGENCIES

With respect to pending and threatened litigation, the N4unicipality has reported liabilities of

apfroximatety SooS,S6z for awarded or anticipated unfavorable judgments in the

Government-Wide financial statements. This amount was included in the financial

statements and represents the amount estimated as a probable liability or a liability with a

fixedorexpectedduedate,WhichWillrequirefutureavailablefinancialresourcesforits
payment.

16. PRIOR PERIOD ADJUSTMENTS

A. GOVERNMENTAL FUND FINANCIAL STATEMENTS

Thefollowingrestatementshavebeenmadeinthegovernmentalfundfinancialstatements,
which are reported as an adjustment to the beginning fund balances:

Capital Other
lmprovemel Govemmental

Fund FunG

$ - $ 361.084

2a75.6s1 12453.5561

Fund balan.e, beglnning

B. GOVERNMENTAL WIDE FINANCIAL STATEMENTS

ThefollowingrestatementshavebeenmadeinthegovernmentalwidefinancialStatements,
which are reported as an adjustment to the beginning net assets:

HUO

Fund balance, beglnning S (a,173.60a) $ 105.003 $ 2,044,855

coreclions in accounung
transaclions 123.990\ (55.183r

Descdotlon

Net assets, bednning

To adiustthe longterm debt liabilitv_compensated absences

Corrections in accounting transactions

Net ass€ts, beglnning as, restated

9]€J97-59A 6 49.a20 $ 2.04a€55 s2a75.651 91Z492AIA

$ (5,64€,666)

_ 151-AlE)

$ (5 71s.7'l4i

&!aI

$ 17,081,314

(864,152)

(57.0741

$ l.6if6o-O&t
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF YAUCO

BUDGEIARY COMPARISON SCHEDULE- GENERAL FUND

(SEE NOTES TO BUDGEIARY COMPARISON SCHEDULE)

YEAR ENDED JUNE 30, 2O1O

Budleted Amounts
Odginal Final

(Budgetary Basis)
(see Note 1)

FinalBudget

(Negative)

REVENI'ES:

Mu nicipal license tax
Fin* and Forfeitures
Licenses, pemits and other localtaxes
charges for services

Ope6ting transferfrom other funds

EXPENDIIURE,S, ENCTJMBMNCES AND O'I}iER

FINANCING USES:

Genera I govern ment

Heallh and wetfare
Culture and recreation
operating transfer f rcm other f und

Total expendltures, encumbrances and other

14.153.546

3,932,604
2,521.000

47,000
2,661,766

500
4,2a6,608

150,000
100,000
524,568

$3,932,604
2,521,OOO

47,0O0
2,661,266

500
4,216,608

150,OOO
100,000
524,568

$ 3,379,588
2,313,073

4o,743
2.155,242

2,800
5,353,555

281,399
277,880
134,646

2.373.739

16-312.LO5

6,357,977
2,724,672
1,70r,177

679,942
3,O44,!45

281.908

74J49321

$L522234

$ (553,016)
(2O7,927)

\6,257)
(505,984)

2,300
a.136,947

131,399
177,880

G49,9221
2.373-139

2.15a.559

(374,315)
153,146
fo,63a
24.434

(627,870)
61.292

1636275)

$ L,522284

$ 16,312,105
(2.373.1391

1 13t38366

$ L4,7a9,42L

(19,679)
(281,908)

L14!34234

14.153.546

5,983,662 5.983,662
2,A77,Aa8 2,A77.818
1A21a15 L,a2!,A!5
704776 704.716

2,416,275 2,416,275
349-200 349.200

14;153-546 14;r$"Am
EXCESS (DEFICIENCR OF REVENUEs OVER (UNDER)

EXPENDITURES, ENCUMBfi ANCES ANO OTHER

F|NAXC|NG SOURCES (US$) I

Bplanatlon of Differencesi

sources/lnf lows of resoulces:
ActualamounG (budgetary basis)"ava ila ble for appropiaiion" irom the budgetary comparison schedole

Operatingtransier in frcm otherfunds

Total revenues and other financing soulces as reported on the statement of revenues, expendltules' 6nd

changes in fund balance€

Us$/outf to$€ of Iesources:
Acdal amounts (budgetary basis)'total charges to apprcpiations" from the budgetary companson

Difierences budget to GMP:
Nonbudgeted expendiirres
Operating transfer outto other funds

Total ependitures and other flnancing usss as rcported on ihe slatement of revenues, expendltures and

changes ln fund balances
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF YAUCO

NOTES TO BUDGETARY COMPARISON SCHEDULE - GENERAL FUND

YEAR ENDED.IUNE 30, 2010

1. STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

A. BudEetarv Control

The Municipality's annual budget is prepared on the budgetary basis of accounting'

whichisnotinaccordancewithUSGMP,andrepresentsdepartmentalappropriations
recommended by the Mayor and approved by the l\'4unicipal Legislature prior to the

beginning of the fiscal year. Amendments to the budget require the approval of the

Minicipai Legistature. Tiansfers of appropriations within the budget, known as Mayor's

Resolutions, do not require the approval ofthe Municipal Legislature'

The lMunicipality prepares its annual budget including the operations of the general fund'

For budgetary purposes, encumbrance accounting is used The encumbrances (i e '
purchasJ ordirs, conlracts) are considered expenditures when incurred For USGMP

ieporting purposes, encumbrances outstanding at year€nd are reported as reservations

of fund balances and do not constitute expenditures or liabilities because the

commitments will be honored during the subsequent year'

The unencumbered balance of any appropriation at the end of the fiscal year will lapse

attheendofSUchfiscalyear.otherappropriations,mainlycapitalprojectappropriationS,
are continuing accounts for which the Municipal Legislature has authorized that an

unspent balance from the prior year be carried forward and made available for current

spending.

The annual budget as presented in the Budgetary Comparison Schedule-General Fund is

the budget ordinance at ..lune 30, 2O1O representing original budget There were no

supplem;ntal appropriations for the year ended June 30, 2010
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF YAUCO

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

YEAR ENDED JUNE 30, 2O1O

Federal Grantor/Passthrough
Federal CFDA

Number
Pas$through

Entity ldentifying
Number

U.S. DEPARTMENT OF AGRICULTURE:

Pass-through the Commonwealth of Puerto
Rico Department of Education:

Child and Adult Care Food Program

Total U.S. Department ot Agriculture

U.S. DEPARTMENT OF HOUSING AND URBAN

DEVELOPMENT:

Direct Program:

Community DeveloPment Block
Grants/Entitlement Grants

Direct Program:

Community Development Block Grants -
Section 108 Loan Guarantee

Direct Program:

Section 8 Housing Choice Voucher Program

Pass-through the Commonwealth of Puerto

Rico Office of the Commissioner of Municipal
Affairs:

Homeless Prevention and Rapid Re-Housing

Program (Recovery Act Funded)

Pass-through the Commonwealth of Puerto
Rico lMunicipality of San Juan:

Housing Opportunities for Persons with AIDS

(HOPWA)

Expend itu res

10.558 Not Available $ 32,354

32,354

74.2a8 1,858,879

L4.248

74.871

!,765,276

490,446

105,704

34,299

14.262

]-4.24L
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF YAUCO

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS (CONTINUED)

YEAR ENDED JUNE 30, 2010

Federal Grantor/Pass-through

Total U.S. Department of Housing and

Urban Development

U.S DEPARTMENT OF JUSTICE:

Pass-through the Commonwealth of Puerto
Rico Department of Justice:
Community Oriented Policing Services 16.7LO

ARRA-Edward Byrne Justice Assistance
Grant (EBJAG) (Recovery Act Funded) 16.803

Total U.S Department ol Justice:

U.S. DEPARTMENT OF TRANSPORTATION:

Pass-through the Commonwealth of Puerto
Rico - Department of Transportation:

Federal Transit lnvestment Grant 20.500

Pass-through the Commonwealth of Puerto
Rico - Transit Safety Commission:

lncentive Grants

Total U.S. Department of Transportation

US ENVIRONMENTAL PROTECTION AGENCY

Office of Solid Waste and Emergency
Response

Direct Program:

Brownfields Assessment and Cleanup
Cooperative Agreements Recovery Act Fund

Total U.s. Environmental Piotection Agency

20.600

Federal
CFDA

Number

Pass.through
EnW ldentifying

Number Expenditures

3,763,954

Not Available

Not Available

110,158

865,715

975,873

1,298,536

50,957

1,349,493

709,470

109,410

66.818
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF YAUCO

SCHEDUTE OF EXPENDITURES OF FEDERAL AWARDS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

Federal Grantor/Passthrough
Federal
CFDA

Number

Pass.through
Entity ldentifying

Number Expend itu res

U.S. DEPARTMENT OF ENERGY

Enerry Efficiency and Conservation Block
Grant Program (Recovery Act Funded) aL.!24

Total U.S. Department of EnerEV

U.S DEPARTMENT OF HEALTH AND HUMAN

SERVTCES:
Pass-through the Commonwealth of Puerto
Rico Administration for Children and
Families (ACUDEN):

child Care and Development Block Grant

ARRA'Child Care and Development Block
Grant (Recovery Act Funded)

Total U.S. Department ot Health and
Human Services

93.575

Not Available t7 7,498

L71,,498

93.7 t3

Not Available

Not Available

Not Available

Not Available

723,r59

230,77L

353,270

U.S. DEPARTMENT OF HOMELAND

SECURITY:

Pass-through the Commonwealth of Pueno

Rico - Governor Authorized Representative
(GAR):

Emergency Management Performance
G ra nts

Disaster Grants - Public Assistance

Total U.S. Department of Homeland
Security

TOTAL EXPENDITURES OF FEDERAL

AWARDS

97 .O42

97.036

10,375

4A7,249

497,624

$ 7,144,066

The accompanying notes are an integral part of this schedule,
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF YAUCO

NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

YEAR ENDED JUNE 30, 2010

t. BASIS OF PRESENTATION:

The accompanying Schedule of Expenditures of Federal Awards includes the federal grant

activity of ihe M;icipality of Yauco and is presented on the modified accrual basis of

"""orntlng. 
The basis oi accounting is the same used to prepare the fund financial

statement:. The information in this Schedule is presented in accordance with the

requirements of OlvlB Circu la r A-133, Audds of States, Loca, Gove rnments, and Non-Profit

Oreanizations.

RELATIONSHIP TO FEDERAL FINANCIAL REPORTS:

Amounts reported in the accompanying Schedule are included in the HUD Grants, and

Other Governmental Funds in the N4unicipality's fund financial statements' The

reconciliation between the expenditures in the fund financial statements and the

expenditures in the Schedule of Expenditures of Federal Awards is as follows;

otXcr
Govelnmental

Eullls Ielel
EUD

Desc otion GIqlBs

Per Schedule of Expenditures
of FederalAwards $ 3.65a,25O $ 3,485,816 $ 7,1_44,066

Non federal programs
expenditures 1130.484) 1,1.597.123 11466 639

Total expenditures in the
basic financial statements $- 3.522760 $-- 15Q82.939 $ 18-610,705
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON COMPLIANCE AND
OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN

ACCORDANCE WTH GOVERNMENT AUDITING STANDARDS

To the Honorable Mayor
and the Municipal Legislature
Municipality of Yauco
Yauco, Puerto Rico

We have audited the financial statements of the governmental activities, each major fund, and the
aggregate remaining fund information of the Municipality of Yauco, Puerto Rico, as of and for the
year ended June 30,2010, r,vhich collectively comprise the Municipality's basic financial
statements and have issued our report thereon dated December 29,2OLO, 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 bythe Comptroller Genera I ofthe United States,

lnternal Control Over Financial Reoorting
ln planning and performing our audit, we considered the Municipality of Yauco's internal conirol
over financial reporting as a basis for designing our auditing procedures for the purpose of
expressing our opinions on the financial statements, but not for the purpose of expressing an

opinion on the effectlveness of the Municipality of Yauco's internal control over financial reporting.
Accordingly, we do not express an opinion on the effectiveness of the Municipality of Yauco's
internal control over financial reporting.

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
prevent, 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
possibillly that a material misstatement of the entity's flnancial statements will not be prevented,

or detected and corrected on a timely basis.

Our consideration of internal control over financial reponing was for the limited purpose described

in the first paragraph of this section and was not designed to identiry all deficiencies in internal

control over financial reporting that might be deficiencies, significant deficiencies, or material

weakness, as defined above. However, we identifled certain deficiencies in internal control over

financial reporting, described in the accompanying schedule o, findings and questioned costs that
we consider to be significant deficiencies in internal control over financial reporting. Significant
deficiencies are described in the accompanying schedule of findings and questioned costs as item

1o{1 and Lo42, A significant deficiency is a deficiency, or a combination of deficiencies, in
internal control that is less severe than a material weakness, yet imponant enough to merit
attention by those charged with governance.
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON COMPLIANCE AND

OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN

ACCORDANCE WITH GOWRNMENT AUDII'NG SIANDARDS (CONTINUED)

Comoliance and Other Matters
ns purt ot obtaining reasonable assurance about whether the Municipality of Yauco's financial

statements are free of material misstatement, we performed tests of its compliance with certain
provisions of laws, regulations, contracts and grant agreements, noncompliance with which could

have a direct and material effect on the determination of financial statement amounts, However,
providing an opinion on compliance with those provisions was not an objective of our audit, and

accordingly, we do not express such an opinion. The results of our tests disclosed no instances of
noncompliance or other matters that are required to be reponed undet Government Auditing

Standards.

We noted certain other matters that we reported to management of the Municipality of Yauco in a

separate letter dated December 29, 2010.

The Municipality ot Yauco's response to the findings identified in our audit is described in the
accompanying schedule of findings and questioned costs. We did not audit Municipality of
Yauco's response and, accordingly, we express no opinion on it.

This report is intended solely for the information and use of management and federal awarding

agencies and paslthrough entities. However, this report is a matter of public record and its
distribution is not limited.

/,mhrq.*
San Juan. Puerto Rico
December 29, 2010

Stamp No. 2575473 of the Puerto Rico

Society of Certified Public Accountants
was affixed to the record copy of this report.

,/

a
lipez-ltcga, CPA, PSC

ceaIEeaE-I ti. e..ou"ru.'r" / Mamsemeut Advisors
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INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO

EACH MAJOR PROGRAM AND ON INIERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE

WITH OMB CIRCULAR A-133

To the llonorable Mayor
and the Municipal Legislature
Munlcipality ofYauco
Yauco, Puerto Rico

Comoliance
We have audited the Municipality of Yauco's compliance with the types of compliance

requirements described in the U.S. Office of Management and Budget (OMB) Cncuhr A-733

Compliance Supp/ement that are applicable to each of its major federal programs for the year

ended June 30,2O]':O. The Municipality of Yauco's major federal programs are identified in the

summary of auditor's results section of the accompanying schedule of findings and questioned

costs. Compliance with the requirements referred to above is the responsibility ot the Municipallty

oI Yauco's management. Our responsibility is to express an opinion on the Municipality of Yauco's

compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted

in the United States of America; the standards applicable to financial audits contained in

Government Auditing Standards, issued by the Comptroller General of the United States; and OMB

Circular A-133, Audits of States, Local Governments, and Non-Profit OrEanizations- Those

standards and OMB 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 major federal program

identified in the accompanying schedule of indings and questioned costs occurred. An audit

includes examining, on a test basis, evidence about the Municipality ot Yauco'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 the Municipality of Yauco's compliance with those

requirements.

ln our opinion, the Munlcipality of Yauco complied, in all material respects, with the compliance

requirements referred to above that are applicable to each of its major federal programs identified

in ihe accompanying schedule of flndings and questioned costs for the year ended June 30, 2010'

However, the rejulG of our auditing procedures disclosed instances of noncompliance with those

compliance requirements, which are required to be reported in accordance with olvB circular A-

133 and which are described in the accompanying schedule of findings and questioned costs as

items, 1GO3 through 1GO6.

52

cell. Parssi *t686, Bl cc,czal. satr ,ui!r' P.R. 00926.3r4,1 . T.l. (787) 711.8011 | Fax (?87) 764.93??

f1 f:LLDNTI



INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE WTH REQUIREMENTS APPTICABLE TO

EACH MAJOR PROGRAM AND ON INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE

WITH OMB CIRCULAR A-133 (CONTINUED)

lnternal Control Over Comoliance
Management of the Municipallty of Yauco is responsible for establishing and maintaining effective
internal control over compliance with the compliance requirements referred to above. ln planning

and performing our audit, we considered the Municipality of Yauco's internal control over

compliance with the requirements that could have a direct and material effect on a major federal
program in order to determine our auditing procedures for the purpose of expressing our opinion
on compliance, and to test and report on internal control over compliance in accordance with 0MB
Circular A-133, but not for the purpose of expressing an opinion on the effectiveness of internal
control over compliance. Accordingly, we do not express an opinion on the effectiveness of
Munlcipality ot Yauco's internal control over compliance,

Our consideration of internal control over compliance was for the limited purpose described in the
preceding paragraph and was not designed to identiry all deficiencies in internal control that might
be signiflcant deficiencies or material weaknesses in internal control over compliance and

therefore, there can be no assurance that all deJlciencies, significant deficiencies, or material
weaknesses have been identifled. However, as discussed below, we identifled certain deficiencies
in internal control over compliance that we consider to be material weaknesses and others that we

consider to be significant deficiencies.

A deficiency in internal control over compliance exists when the design or operation of a control
over compliance does not allow management or employees, in the normal course of 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, a combination of deficiencies, in internal control over

compliance, such that there is a 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.

A silnificant deficiency in internat 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 to merit attention by those charged with governance' We consider the

deflciencies in internal control over compliance described in the accompanying schedule of
findings and questioned costs, we consider items 1GO3 through 1GO6 to be significant

deficiencies.

/
Ldpez-V€ga, CPA, PSC

Gairrea puSlic eccotntaars / Ma.agemeDl Adliso.s
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INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO
EACH MAJOR PROGRAM AND ON INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE

wtTH oMB CTRCULAR A-133 (CONTINUED)

The Municipality of Yauco's responses to the findings identified in our audit are described in the
accompanying schedule of findings and questioned costs. We did not audit Municipality of Yauco's
response and, accordingly, we express no opinion on it.

We also noted other matters involving the internal control over compliance and certain immaterial
instance of noncompliance, which we have reported to management of the Municipality of Yauco
in a separate letter dated March 18, 2011.

This report is intended solely for the information and use of management and federal awarding
agencies and pass-through entities, However, this report is a matter of public record and its
distribution is not limited.

San Juan, Puerto Rico
March 18,2011

Stamp No. 2575474 ofthe Puerto Rico
Society of Certified Public Accountants
was affixed to the record copy ofthis report.

lipez-vega, CPA, PSCI
C€r1ifred Pu}lic Accosntaatt I Manageinent Advisots
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF YAUCO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

YEAR ENDED JUNE 30, 2O1O

Section I - Summary ofAuditor's Results
Financial Statements

Type of auditor's report issued: Unqualified

lnternal control over financial reporting:
N4aterialweakness identified? Yes No X

Significant deficiencies identified not considered to
be materialweaknesses? Yes X None reported

Noncompliance material to financial statements Yes No x
noted?

Federal awards

lnternal Control over major programs:
Materialweakness identified? Yes No X

Significant deficiencies identified not considered to
be material weaknesses? Yes X None reported

Type of auditor's report issued on compliance

for major programs: Unqualified

Any audit findings disclosed that are required Yes X No

to be reported in accordance with Circular
A-133, Section .510{a)?

ldentification of major Programs:

CFDA Number Name of Federal Program or Cluster

].4-278

14.471
20.500

Community Development Block Grant-Entitlement
Grant
Section 8 Housing Choice Voucher
Federal Transit lnvestment Grant

Dollar threshold used to distinguish
between Type A and TyPe B Programs

Auditee qualified as low risk auditee?

$300,000

Yes No X
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF YAUCO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

Section ll - Financial Statements Findings

FindinEl Reference

Requlrement

Statement of Condition

10{1

Operating deficit of generalfund

As of June 30, 2010, the lvlunicipality closed with an accumulated
deficit of $6,655,635 in the general fund as presented in the balance
sheet-governmental funds. The current year operation closed with a
deficiency due to the excess of expenditures over the actual revenues
by the amount of $549,268. The deficit was caused by the
overstatement of estimated revenues and/or the incurrence of
obligations without credit available in the budgetary accounts.

Article 7.011, Section (a) of Autonomous lMunicipal Act (Law 81)
establishes that if the Municipal close its operations on deficit it must
provide for sufficient resources to cover it during the next fiscal year.
section (b) establishes among other things, that; Provides that accrued
deficit in The Municipality, by public debt, will be amortized in a period
of 40 years. The equivalent amortization amount will be established in
an expense account in the annual budget known as accrued deficit
which will be indicated in the chart of accounts.

Article 8.004 (b) establishes no amount shall be expended or obligated
in a given flscal year of if exceeds its budgeted or authorized amounts
by the lMunicipal Legislation.

Section 3 of the revised regulation over Basic Standards for
lvlunicipalities of Puerto Rico (The regulation) states that it must be
special care to prepare the revenues estimates so these do not results
in budget appropriations in excess of available resources.

The overstatement of estimated revenues and/ or the incurrence of
obligations without credit available in approved budgetary accounts
caused the Municipality to operate with a deficit for several years.

The l\4unicipality did not comply with the Article 7.011, Section (a),

Article 8.OO4 (b) and Section 3 of the revised regulation over basic
Standard for Nlunicipalities of Puerto Rico.

Criteria

cause of Condiiion

Effect of Condition
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF YAUCO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

Section ll - Financial Statements Findings

Finding Reference

Recommendation

Questioned Costs

Management Response

and Corrective Action

10-O1 (Continued)

We recommend it evaluates the adequacy of the provision for deficit
reserve accounts in the next budget for the amortization of public debt
as recommend by Law. Also, the lMunicipality's officers must evaluate
the negative variances between budgeted revenues and actual
revenues trend to reduce the budgeted expenses by department
(quarterly allocalion process)and to avoid future operational deficits at
end of year.

None

The lvlunicipality of Yauco lacks enough economical- resources to cover
its basics necessities. ln addition, the operational expenses such, as
gasoline and utilities have had a dramatic increase during the last
years. However, for our people pride, we have done the biggest
monumental work projects in the history of this city. To control the
N4unicipal operational expenses we reduced the employees working
hours, we eliminate regular positions, we eliminate overtime pay, and
we also eliminate travel expenses including meals and cellular cost.
We also limit the use of the official vehicles and reduced the expenses
for the Nlunicipal Traditional Folklore Celebration. ln addition, my
salary as a Mayor is the lowest island wide. Last year the accumulated
deficit was $8,173,608 and this year is 6,655,635, we will continue
taking the necessary measures to correct this situation.

lmplementation Date:

Responsible Pelson:

June 2OIt

N4ayra Ortiz
Finance Department Director
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COMMONWEALTH OF PUERTO RICO

MUNICIPALIW OF YAUCO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED JUNE 30, 2010

Section ll - Financial Statements Findings

FindinEi Relerence

Requirement

Statement of Condition

LOA2

Expenditures for Goods and Services and Accounts Payables.
Purchasing and receiving

We performed a cash disbursements test and examined thirty nine
(39) payments which belonged to General Fund, eleven (11) which
belonged to Disaster Grant- Public Assistance Grant Justice (FEMA)

and eight (8) which belonged to Community Development Block
Grants - State's Program (CDBG). The following will summarize the
internal control exceptions noted:

a. ln eleven (11) payments which belonged to General Fund, eleven
(11) which belonged to Disaster Grant- Public Assistance Grant
Justice (FEMA), and eight (8) which belonged to Community
Development Block Grants - State's Program (CDBG)

disbursement vouchers include several documenG that were not
marked as paid.

b. ln three (3) payments which belonged to General Fund and two
(2) which belonged to Community Development Block Grants -
State's Program (CDBG) the disbursement voucher did not
include the pre-interventor signature.

c, ln three (3) payments which belonged to General Fund, and
three (3) 'ivhich belonged to Disaster Grant- Public Assistance
Grant Justice (FEIMA) the disbursement voucher did not lnclude
the certiflcation of the municipality's employee who have
knowledge of the receiving ofthe goods or services.

d. ln three (3) payments which belonged to General Fund the
disbursement voucher did not include at least three quotations
to evidence the Quotation Process.

e. ln seven (7) payments which belonged to General Fund the
disbursement voucher did not include the original invoice.

f. ln seven (7) payments which belonged to General Fund the
disbursement voucher was not available for our examination.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF YAUCO

ScHEDULE OF FtNDtNGS AND QUESTTONED COSTS (CONTTNUED)

YEAR ENDED JUNE 30. 2010

Finding Reference

Crlterla

Cause ofCondition

Effect o, condltlon

Section ll - Financial Statements Findings

1GO2 (Continued)

The Revised Regulations on Basic Standards for the Municipalities of
Puerto Rico establish in the Chapter Four (4) that the Finance Director
will be responsible to account and prepare disbursements through
documents duly prepared and certified, including sufficient evidential
matter to support the transactions.

The lvlunicipality internal control procedures failed to assure that all
transactions include allthe required documentation and approvals.

The lMunicipality is not ln compliance with Chapter Four (4) of the
Revised Regulations on Basic Standards for the Municipalities of
Puerto Rico.

We recommend that the Municipality should improve its internal
control and procedures in order to assure that the disbursement
vouchers contain all the necessary supporting documents before
making the payments and are available for examination.

None

lvlanagement will instruct the Finance Department staff (including the
Official Payer, the Pre-Auditor, the Department Accountant, the
Department Secretary, etc.) to strengthen the procedures established
in the regulation, in order to assure that the disbursement vouchers
contain all the necessary supporting documents and approvals before
making the payments. Also, the lvunicipality instruct its personnel to
assure that proper filing of documents are performed so that
disbursement vouchers and their justificants are available for
examination at any 1ime.

lmplementation Date: June, 2011

Responsible Person: Mrs. lMayra Ortiz
Finance Department Director

Recommendation

Ouestioned Costs

lllanagement Response
and Corective Action
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COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF YAUCO

ScHEDULE OF FTNDTNGS AND QUESTTONED COSTS (CONTTNUED)

YEAR ENDED IUNE 30, 2010

Section lll - Maior Federal Award Program Findings and Questioned Costs

Finding Reference

Program

Requlrement

Statement ot condltion

1GO3

Section 8 Housing Choice vouchers Program (oFDA 14.871) U.S.

Department of Housing and Urban Development

Special Test - Depository Agreements

During our verification, we noted that the Municipality did not comply
with the compliance requirement of Depository Agreements. The PHA

is required to enter into depositary agreement with their financial
institutions in the form required by HUD. (Form HUD-51999)

Code of Federal Regulations 24, Subpart D, 9a2.156 states. (c) The
PHA must enter into an agreement with the depositary in the form
required by HI.JD. (d) lf required under a written freeze notice from HUD

1o the depositary: (i) The depositary may not permit any withdrawal by
the PHA of funds held under the depositary agreement unless
expressly authorized by written notice from HUD to the deposltary; and
(ii) The depositary must permit withdrawals of such funds by HUD. (2)
HI.JD must send the PHA a copy of the freeze notice from HUD to the
depositary.

The program is not performing an effective review of compliance
requirement that are required by HIJD.

The PHA is not in compliance with laws and established regulation as
prescribed by HUD.

Procedures should be implemented to ascertain that the PHA complies
with the established Federal Regulation, as prescribed by HUD-

None

Criteria

Cause of Condillon

Effect ot Condition

Recommendation

Ouestionecl Costs
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF YAUCO

SCHEDULE OF FINDINGS AND QUESTIONED COSIS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

Section lll - Major FederalAward Program Findings and Questioned Costs

FindingReference 1G{3(Continued)

ManaElement Response

and coffective Action The Program will take procedure to comply with the preparation of
Form HUD- 51999, Depository Agreement. The N4unicipality will submit
a corrective action plan outlining this finding to be corrected in a detail
manner no later than end the fiscal year 2011,

lmplementation Date: June 2011

ResponsiblePerson: GiselaDelgado
Federal Programs Director
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF YAUCO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED JUNE 30, 2010

Section lll - Major Federal Award Program Findings and Questioned Costs

Finding Reference

Program

Requhement

Statement ot condltlon

10-o4

Section 8 Housing Choice Vouchers Program (CFDA 14.871) U.S.
Department of Housing and Urban Development

SpecialTest - Selection from the Section 8 Waiting List

ln our Waiting List test, we noted the following situation: ln a sample
of fifteen (15) applicants included in the Waiting List, we observed that
the PHA did not maintain the required information to assure that the
selection of new tenants admitted to the program were in accordance
with the administrative plan.

Code of Federal Regulations 24, Sections 982.54 (d) and 982.201
thtough 982.207 states the waiting list procedures and that the
selection from the waiting list generally occurs when the PHA notifies a
family, whose names reaches the top of the waiting list, to come in to
verify eligibillty for admission.

The PHA'S administrative plan states that, except for special
admissions, participant will be selected from the PHA waiting list, The
PHA must select participants from the waiting list on a first-come, first-
served basis, in accordance with this same plan, which includes equal
opportunity. Also, the Municipality will maintain information that
permits proper selection from the waiting list.

The lvlunicipality controls and procedures failed to assure that the
participants were selected from the top of the waiting list according
with the PHA s applicant selection policies.

The Municipality is not in compliance with Code of Federal Regulations
24, sections 982.54 (d),982.201 through 982.207 and with the
PHA's administrative plan.

We recommend management to lmprove monitoring procedures to
assure that the participants are admitted to the program or are
provided the opportunity to be admitted to the program according with
the PHA administrative plan.

None

Crlteria

Cause of Condition

Effect of condition

Recommendation

Questioned Costs
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF YAUCO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

Section lll - Major FederalAward Program Findings and Questioned Costs

FindinliReference 1GO4(Continued)

Management Response
and corection Action Selection from the approved "Waiting List" is based on first-come-first

served basis, and/or under federal or local preferences as a results of
a well{ocumented emergency situation, such as fire, natural disaster,
etc. Nevertheless, as part of our corrective action plan, we will
document all vouchers given by emergency situations.

lmplementation Date: June 2011

ResponsiblePerson: GiselaDelgado
Federal Programs Director
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF YAUCO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED JUNE 30, 2010

Section lll - Major FederalAward Program Findings and Questioned Costs

Findlng Reference

ProEJram

Requirement

statement ot condltion

10-o5

Community Development Block Grants - Entitlement Ptogram (CFDA
No. 14.218); U.S. Department of Housing and Urban Development;
Pass through the Commonwealth of Puerto Rico - Otfice of
Commissioner of Municipal Affairs (OCAM)

Allowable Activities

We performed a housing rehabilitation test of ten (10) participant's
tiles and found the following exceptions:

a) In ten (10) participant files, we noted that the eligibility approval
document was not available for our examination.

b) ln nine (9) participant flles, the Program review of documentation
that the grantee inspects the rehabilitation work upon completion
to assure that it is carried out in accordance with contract
specifications was not available for our examination.

Code of Federal Regulations 24, Section 570.506 (b) state that at a
minimum, the grantee should maintain records demonstrating that
each activity undertaken meets one of the three national objectives of
the CDBG Program, i.e., benefit low and moderate-income persons,
prevent or eliminate slums or blight, or meet community development
needs having a particular urgency.

Also, Code of Federal Regulations 24, Section 570.506 (b) (9) states
that when CDBG- State Program funds are used for residential
rehabilitation activity to aid in the prevention or elimination of slums or
blight in a slum or blighted area, the grantee must maintain records to
support the local definition of "substandard', must document a pre-
rehabilitation inspection report describing the deficiencies in each
structure to be rehabilitated, and must document the details and
scope of CDBG assisted rehabilitation, by structure.

The Municipality's controls and procedures failed to assure that the
participant's files include all the required documents to comply with
the program requirements and to assure that inspections to monitor
the rehabilitation activities were conducted, as established in the
program's operational guide.

C teria

Cause of Condition
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF YAUCO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

Section lll - Major Federal Award Program Findings and Questioned Costs

Flnding Relerence

E fect of Condition

Recommendation

Questioned Costs

ManaElement Response
and Corrective Action

10{5 (Continued)

The Municipality is not in compliance with Code of Federal Regulations
24, Section 570.506 (b) and 570.506 (b) (9).

We recommend the Program to establish the following procedures: (a)
ascertain that the participant housing unit deficiencies to be corrected
are incorporated into the rehabilitation contract; (b) realize pre
rehabilitation inspections describing the participant housing unit
deficiencies to be corrected; (c) assign a staff to inspect the
rehabilitation work upon completion to assure that is carried out in
accordance with contracts specifications; (d) assure that all participant
files include all required documentation and; (e) ascertain eligibility
determination and adequate evidence of family income.

None

To remedy the transactions reported in the external auditors'
condition, we assigned a Program staff with the responsibilities to
maintain the participants' files in compliance with the Program
regulations (to follow all the procedures and to use all forms specified
in the procedures guide). The procedures guide titled in Spanish as
"Guia Operacional para el Programa de Rehabilitaci6n de Viviendas"
was provided to and discussed with the Program staff and with the
Director of the lvlunicipal Housing Office.

Also, we gave specific instructions to our Program staff and we are
monitoring your performance closely (Program Director and\or lnternal
Auditor will conduct quality control files examination) in order to assure
adherence to the procedures established by the Office of the
Commissioner of Nlunicipal Affairs (OCAtvl) in the procedures guide
titled in Spanish as "Guia Operacional para el Programa de
Rehabilitaci6n de Viviendas".

lmplementation Date: June 2011

ResponsiblePerson: GiselaDelgado
Federal Programs Director
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF YAUCO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

Section lll - Major Federal Award Program Findings and Questioned Costs

Findin8i Reference

ProElram

Requirement

Statement of Condition

10-06

Community Development Block Grants - Entitlement Program (CFDA
No, 14.218); U.S. Department of Housing and Urban Development;
Pass through the Commonwealth of Puerto Rico - Olfice of
Commissioner of Municipal Affairs (OCAM)

Cash Management

During our Cash l,4anagement test, we noted that the N,4unicipality
requested funds that were not disbursed on a reasonable lapse of
time. We selected a sample of twenty three (23) fund requisitions (a
total of $679,855) and found the following exception:

a. ln twelve (12)fund requisitions (a total of $324,908), we observed
that the Municipality did not made the disbursements in
reasonable lapse of time.

Code of Federal Regulations 24, Subpart l, Sec.570.489 (c) requires a
cash management system in order to minimize the time elapsed
between the transfer of funds from the pass-through grantor and
disbursements made by the grantee.

The N4unicipality's disbursements procedures failed to assure that
funds requested and received from the Pass-through Grantor be
disbursed in compliance with the Code of Federal Regulations
Requirements.

The lvlunicipality is not in compliance with Code of Federal Regulations
24, Subpart I, Sec.570.489 (c).

We recommend management to strengthen its disbursement
procedures to minimize the time elapsed between the transfer of
funds from the Pass-through Grantor and the disbursements made by
the Municipality.

None

Criteria

Cause of Condition

Effect of Condltlon

Recommendation

Questioned Costs
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF YAUCO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED JUNE 30, 2010

Section lll - Major Federal Award Program Findings and Questioned Costs

FindingReference 10{6(Continued)

Management Response
and Correcflve Action To correct the condition reported by the external auditors, our Program

accountant will plan with the Municipality's Finance Director to start
the disbursement process when the requisitions of funds are
submitted to the Office of the Commissioner of Municipal Affairs
(OCAN4) in order to assure that when the funds are transferred by the
Pass-through Grantor, we will disburse it immediately. Also, the Mayor
is going to appoint an official payer in the finance department that will
work exclusively to process all federal payments, including CDBG.

lmplementation Date: June 2011

ResponsiblePerson: ciselaDelgado
Federal Programs Director
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF YAUCO

SUMMARYSCHEDULE OF PRIORYEAR AUDIT FINDINGS

YEAR ENDED JUNE 30, 2O1O

Orignal
Flnding
Number CFDA No,

Current Status of Prior Year Audh Federal Award Findings - Part ttt Findings
(As requked by OMB ClrcutarA-133)

09-03 74.87 7 During our verification of twentv {20) Darticioant's files. related to
Seetiol8 HousinE Choice vouchers, we noted the followinE situation:
in eleven (11) participant's fileq the Form HUD-50058, Familv Reoort
(0lMB No. 2577-0083), aoolicable for the flscal vear audited was not
available for insDection: in twentv (20) files the Municioalitv did not
have evidence about the release forms to allow the PHA to obtain
information from third parties.

Corrective action has been taken.

o9-o4 74.877 We oerformed a Reoorting Test and did not find evidence that the
GMP-based audited financial data lecle submitted electronically to
HUD for the fiscal vears 2O07-2008 and 2008-2009.

Corrective action has been taken.

09 05 74.477 During our verification of twentv (2OI partlcioant's files, related to
SeotioLS llousinE Choice Vouchers. we noted the followins situation:
eight {8) oarticioant's files did Ilot contain evidence demonstratin{
that the Municioalitv followed-uo the deficiencies noted on the unit
insoection: one (1) oarticipant's file did not contain evidence
demonstrating thal the owner failed to correct the cited HOS
deficiencies identified in the insoection.

Corrective action has been taken.

09-06 M.87r ln our WaitinA List test, we noted the follow;nE situation: in a samDle
of ei€hteen (18) apolicants inoluded in the Waiting List. we observed
that the PHA did not maintain the [equired information to assure that
the qeleotion of new tenants admitted to the Droffam lvere in
accordance with the administrat;ve olan.

No corrective action has been taken. The auditors reissued the
finding in the current year. See Finding Reference 10-04.
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Orignal
Finding
Number CFDA No.

Cunent Status of Prior Year Audlt Federal Award Findin6 - furt tlt Findings
(As requked by OMB Circular A-133)

o9-07 74.471 Durin€ our verification. the Municioalitv did not oerform the reouired
Housin{ Oualitv Control re-inspections during the fiscal vear 2008-
2009.

Corrective action has been taken,

09-08 74.871_ Durinq our examination. the Municioality did not maintain record of
HousinE Assistance Pavment ReEister {HAP Reeister) for the fiscal
vear ended June 30. 2009.

Corrective action has been taken.

09 09 74.274 During our Cash Mana{ement test. we noted that the l\4u4icioatitv
reouested funds that were not disbursed on a reasonable laose of
time. We selected a samole of twentv (20) fund reouisitions (a total
of $888.932) and found the followinE exceotion:

No corrective action has been taken. The auditors reissued the
finding in the current year. See Finding Reference 10-04.

0a,03 74.47 7 The auditor noted the followinE exceotions: a) ln six (6) cases the
HOS lnspection failed and no evidence of re-insoection was
identified: b) ln four (4) cases, no documentation of reasonable rent
delermination were available: c) ln one (1) case, no document of
Privacv Act Notice was found: and d) ln one (1) case. no evidence of
eligibilitv for assistance basgd on citizen or eliAible alien status was
fou nd.

Corrective action has been taken.
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08-04 L4.47 t The auditor noted that the waitins list was not oreDared in

accordance with the administlativc plan, One (1) new admission to
the Drogram was not selected from the waitinA list as required by the
administrative olan. No documentation h the oarticioant's file was
found for this determination.

No corrective action has been taken. The auditors reissued the
finding in the current year. See Finding Reference 10-04.

o7-o7 97.036 No suDoortinE documents were available for examination of one (1)

out of the 19 disbursements (5%) selected for te$inq.

The audit finding does not warrant further action because two years

have passed since the audit report in which the finding occurred was
submitted to the Federal clearinghouse.

o7 -o2 97.036 DurinE the disbursements test. the certified pavrolls amounting to
$176.688 and the related statements oLcompliance reouired to be
submitted bv the contractors were not available for€xan0tnallon

The audit finding does not warrant further action because two years

have passed since the audit report in which the finding occurred was
submitted to the Federal clearinghouse.
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