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IN THE MATTER OF

MUNICIPALITY OF MOCA
PO BOX 1571
MOCA, PUERTO RICO 00676

RESPONDENT
IN A PROCEDING UNDER SECTION

113 (a) OF THE CLEAN AIR ACT.
42 USC & 7413 (a)

COMPLAINT  AND NOTICE OF
OPPORTUNITY TO REQUEST A
HEARING

INDEX NO. CAA-02-2011-1216

RESPONDENT”S ADDITIONAL ATTACHMENT FOR THE INITIAL PRELIMINARY
EXCHANGE

In compliance with the Order of Hon. Susan L. Biro Chief Administrative Law Judge, in
the Preliminary Scheduling Order dated January 11, 2012, the Respondent in this case
hereby submits its Initial Pre-Hearing Exchange.

1. Enclosed is the financial information of the Municipality of Moca, that reflects its
economical situation for the past 5 years. This documents is in support to our
affirmative defenses and ability to paid defense.

| certify that today | sent the original of this document to Ms. Karen Maples,

Regional Hearing Clerk, Region

If, US Environmental Protection Agency, 290

Broadway Ave., 16 Floor, New York, NY 10007-1866 and Certified Mail, Return
Request to Ms. Carolina Jordan-Garcia, Assistance Regional Counsel, US

Environmental Protection Agency-

Region 2,City View Plaza If — Suite 7000, #48

Road 165 Km 1.2, Guaynabo, Puerto Rico 00968-8069., and Copy to Hon. Lisa
Buschmann, Administrative Law Judge, Office of Administrative Law Judges, US
Environmental Protection Agency, Ariel Rios Building, 1200 Pennsylvania Ave.,

Washington DC 20460.






Respectfully submitted today March 21, 2012. In Ponce, Puerto Rico.

Mk X

Alberto L. Ramos Perez

USDC NO 209906

PO Box 750

Mercedita, Puerto Rico 00715-0750

Tel. (787) 284-2971

Fax, (787) 284-6292

e-mail: alberto_ramosperez@yaho0.com
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INDEPENDENT AUDITORS' REPORT

To the Honorable Mayor and

Municipal Legislature

Municipality of Moca P
Moca, Puerto Rico

We have audited the accompanying financial statements of the governmental activities,
each major fund and the aggregate rernaining fund information of the Municipality of
fioca, as of and for the ysar ended Juna 30, 2207, which collectively comprise the
Municipality’s basic Tinancial staterments, as listed i the table of contents. These financial
statements are the responsibility of the Municipaiity's management. Gur responsibitity is
o express opinions on these financial statements based on our audit, VWe did not audit the
financial statemente of Mova Housing Project, as of June 30, 2007, Those financial
statements were audited by other audiiors whose report thereon has baen furniished to us,
and cur opinion, insofar as it relates to the 2mounts included for Moca Housing Project, is
basea on the report of the cother auditors. '

We conducied our audit in accordance with auditing standards generally accepted in the
United States of America and the standards applicable to financial audits contained in
Covernment Auditing Standards, issued by the Comptroller General of the United States
¢t America. Those standards require that we plan and perform the audit to obtain
reascnable assurance about whether the financial statements are free of material
mizsstatement. An audit includes exarrining, on a test basis, evidence supporting the
amgeunis and disclosures in the financial staternents. A audit also includes assessing the
accounting principles used and sigrificant estimates made by management, as well as
evaluating the overall financial statement preseniation. We beliave that our audit provides
a reasonable basis for our opinions.

Based on our audit and the report of other auditors, the financial statements referred to
above present fairly, in all material respects, the respective financial position of the
governrnernital activities, each major fund and the aggregate remaining fund information
of the Municipality of Nloca as of June 20, 2007, and the respective changes in financial
position, thereof and the respective budgetary comparison for the General and Debt
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Estado Libre Asociado De Puerto Rico
MUNICIPIO DE MOCA
Moca, Puerto Rico

: MUNICIPALITY OF MOCA
MANAGEMENT’S DISCUSSION AND ANALYSIS

Management of the Municipality of Moca (the “Municipality”) provides this Management S
Discussion and Analysis of the Municipality’s basic financial statements as an overview and analysis,
of the financial activities of the Municipality for the fiscal year ended June 30, 2007. ‘We encourage’
readers to consider the information presented here in conjunction with the additional information that

we have furnished in the accompanying basic financial statements.

USING THIS-ANNUAL REPORT

This annual report consists of a series of new financial statements with a change in the focus from
previous financial statements. The new focus is on both the Municipality as a whole (government-
wide) and the major individual funds. Both perspectives (government-wide and major fund) allow the
user to address relevant questions, broaden a basis for comparison (year to year or government to
government) and enhance the Municipality’s accountability.

FINANCIAL HIGHLIGHTS

o The Municipality net assets increased by § 3,189,894.

o [In the fund financial statements, general fund balances increased by § 1,061,476.
®  (Capital projects funds increased 6y § 975,155.

e (Capital expenditures amounted to § 1,558,003,

GOVERNMENT-WIDE-FINANCIAL STATEMENT

The government-wide financial statements are designed to provide readers with a broad overview of
the Municipality’s operations and finance as a whole in a manner similar to private-sector business.
These statements provide short-term and long-term information about the Mumicipality’s financial
position, which assist the Municipality’s management to determine the economic condition at the end
of the fiscal year. These financial statements are prepared using the flow of economic resources
measurement focus and the accrual basis of accounting. This basically means that these financial
statements _follow methods that are similar to those used by most businesses. They take into account
all revenues and expenses connected with the fiscal year ended June 30, 2007 even if cash involved
have not been recerved or paid, The government-wide financial statements include: (1) the statements
of net assets and (2) the statement of activities.






FINANCIAL ANALYSIS OF THE MUNICIPALITY AS A WHOLE

Net Assets !
|
As noted earlier, net assets may serve over time as a useful indicator of the Municipality’s financial |
position. In the case of the Municipality, assets exceeded liabilities by § 15,688,785 at June 30, 2007. ‘

As previously discussed, by far the largest portion of the Municipality’s net assets reflect its
investment in capital assets (e.g., land, buildings, machinery, equipment and all other property), less
any related debt used to acquire those assets that is still outstanding. The Municipality uses these |
capital assets to provide services to citizens; consequently, these assets are not available for future
spending.  The following is a condensed presentation of the Municipality’s financial position and
results of operations, as reported in the government-wide financial statements: ‘

Municipality of Moca
Condensed Statement of Net Assets
June 30, 2006 and 2005

2007 2006

Current assets $ 7,112,030 $ 4,676,078
Capital assets 19,262,906 18,743,786

Total assets 26,374,936 23,419,864
Current liabilities 3,010,777 2,969,670
Noncurrent liabilities 7,675,374 7,893,060

Total liabilities 10,686,151 10,862,730
Invested m capital assets, net of related debt 15,702,906 15,653,786
Restricted 564,350 1,399,472
Unrestricted (578,471) (4,496,124)

Total net assets $ 15,688,785 $ 12,557,134

Changes in Net Assets

The Municipality’s net assets increased by $3,189,894. Approximately 42 percent of the
Municipality's total revenue came from grants and contributions, including federal aid, while 24
percent resulted from taxes. The Municipality's expenses cover a range of services. The largest expenses
were for general government and public works.



M unicipality of Moca
Condensed Statement of Activities
June 30, 2006 and 2005

Program revenues
Charges for services
Licenses and Permits
Operating grants and contributions
Capital grants and contributions
General revenues
Property taxes
Municipal license tax
Grants and contributions not restricted
to specific programs
Interest, fines and penalties
Miscellaneous
Gain on sale of land

Total revenues

Expenses
General government
Public safety
Public works
Culture
Recreation
Health and welfare
Interest on long-term debt

Total expenses
Change in net assets
Net assets, beginning of year

Net assets, end of year

2007 2006
3148228 $ 2,051,651
1,729,700 1,487,738
] 371,545
3,041,091 2,692,651
926,255 776,071
7.830.676 5.702,217
201,185 81,655
1,225,540 1,035,144
18,102,675 14,198,672
6,648,823 6,538,161
022,047 837,223
5,478,408 4,678,383
157,258 157.253
695,266 $73.044
889,868 1,015,375
121,111 449,275
14,912,781 14548714
3,189,894 (350,042)
12,498,891 12,907,176
15,688,785  § 12,557,134




FINANCIAL ANALYSIS OF THE MUNICIPALITY'S INDIVIDUAL FUNDS

As noted earlier, the Municipality uses fund accounting to ensure and demonstrate compliance with
finance-related legal requirements.

Governmental Funds

The focus of the Municipality’s governmental funds is to provide information on near-term inflows,
outflows, and balances of spendable resources. Such information is useful in assessing the
Municipality’s financing requirements. In 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 balances of § 5,076,077, an increase of § 2,273,891 in comparison with the prior year.

There are reservations of fund balance. This is the fund balance that is not available for new spending

because it fas already been committed 1) to liguidate contracts and purchase orders of the prior fiscal
year (§ 2,201,505) and 2) to pay debt service ($ 564,350)

The general fund is included within the governmental funds; it is the operating fund of the
Municipality. As of June 30, 2007, the general fund has a superavit of § 2,404,596. The superavit
increased by § 1,061,476 during fiscal year ended June 30, 2007.

Notes to the Financial Statements

The basic financial statements also include notes to explain information in the financial statements

and provide more detailed data.
Required Supplementary Information

The statements are followed by the required supplementary information that contains the budgetary
comparison schedule for the General and Debt Service Funds.

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets

The Municipality’s investment in capital assets as of June 30, 2007, amounts to $30.6 million, net of
accumulated depreciation of §14.0 million, leaving a net book value of $19.3 million. This investment
in capital assets includes land, buildings, improvements, equipment construction in progress.

The total net increase in the Municipality's investment in capital assets for the current fiscal year was
about 3% in terms of net book value. Actual expenditures to purchase or construct capital assets were
$1.0 million for the year. Depreciation charges for the year totaled $0.9 million.

-






COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
STATEMENT OF NET ASSETS

JUNE 30, 2007

Assets

Cash (Notes 2 and 5)
Cash with fiscal agent {(Notes 2 and 5)
Accounts receivable:
Landfil
Rent
Due from other agencies (Note 8)
Other assetls
Restricted funds
Capital assets, net (Note 10)

Total assets

Liabilities and Net Assets

LiabHitles
Accournits payable and accrued liabilities
Due o otrer agencies {Note 11)
General onligations:
Bonds
Interast
Deferred revenues:
Murnicipa! ficerise tax (Note 12}
Federal government (Note 12)
Noncurrent liabilities: (Note 14)
Due within one year
Due in more than one year
Accrued irterest
Total liabilities

Net Assets
Investment in capital assets, net of related debt
Restricted for:
Debt service
Unrestricted
Total net assets

Total liabilities and net assets

Governmental
Activities

Moca Housing
Project

$ 5,444,480
1,187,593

172,144
295,355

12,458
19,262,906

$ 119,845

1,044

13,936 -
176,230
805,739

$ 26,374,936

$ 1,116,794

¥ 643,942
185,806

205,000
112,720

814,756
73,729

706,843
7,675,374
267,981

$ 32,769

62,129
914,112 .

10,686,151

1,012,010

15,702,906

564,350
(578,471)

104,784

15,688,785

104,784

$ 26,374,936

3 1,116,794

The accompanying notes are an integral part of these basic financial statements.
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COMMONWEALTH OF PUERTORICO
MUNICIPALITY OF MOCA
RECONCILIATION OF THE GOVERNMENTAL FUNDS
BALANCE SHEET TO STATEMENT OF NET ASSETS
JUNE 30, 2007

Total fund balances - governmental funds $ 5,076,077 .

Amounts reperted for governmental activilies in the statement of
net asseis are different because:

+ Capital assels, net used in governmentai activities are not
cuerent financial resources and therefore are not reported
in the governmental funds balance sheet 19,262,806

= Some labilities, including honds pavabie, arg rot due and

ol e current pered and thergtors are not

raported in the funds, (Note §) (8,650,798)
Netazzes of govermnmental activities $ 15,688,785 -

The accompanying notes are an integral part of these basic financial statements.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS TO THE !

' STATEMENT OF ACTIVITIES !
FOR THE FISCAL YEAR ENDED JUNE 30, 2007

Net change in fund balances - total governmental funds $2,273,891

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

.« Governmental funds report capital outlays as expenditures.
However, in the statement of activities, the cost of those assets
is allocated over their estimated useful iives and reported as
depreciation expense. 1,558,003

« Denpreciation expense on capital assets is reported in the
i=ment of activities, but they do not require the use of current
zncial resources. Therefore, depreciation expense is not
rederied as expenditure in governmental funds. (800,842)

savernmental funds report issuance of long-term debl as other :
financial sources because provides current financial rasources. (635,000)

» Governmental funds report principal payments on long-term
obligations as expenditures, whereas the principal payments
reduces the long-term obligations in the statement of activities. 654,802

+ Change in accrued interest expense which does not require the
use of current financial resources. 165,453

+ Some expenditures reported in the governmental funds do not
require the use of current financial resources; therefore, are not
reported as expense in statement of activities:

Accrued vacations and bonus 73,587

Changes in net assets of governmental activities $3,189,894

The accompanying notes are an integral part of these basic financial statements.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
NOTES TO THE FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2007

ORGANIZATION

The Municipality of Moca, Puerto Rico (Municipality) was founded in 1772. The
Municipality is a political legal entity with full legislative and administrative facuities in
every affair of the municipal character, with perpetual succession existence and legal
identity, separate and independent from the central government of the
Commonwealth of Puerto Ricoe. The Municipality provides a full range of services
inciuding health, public works, environmental control, education, public safety, public
housing and community development, culture, and recreation as well as many other
general and administrative services.

The Municipal Government comprises the executive and legisiative branches. The
axacutive power is exercised by the Maycr and the legisiative by the Municipa!
Agsembly, which has 14 members. The members of these branches are giectad
every four years in the Puerio Rico general elections.

FUMMARY OF SICGNIFICANT ACCOUNTING POLICIES

fhe accempanying financial statements of the Municipality have been prepared in
conformity with accounting principles generaily accepted in the United States of
America (GAAP) as applicable to governmental entitiss.  The Governmental
Accounting Standards Board (GASB) is the accepted standard-setting body for
esizblishing governmental accounting and financial reparting principles.

The finaricial information of the Municipality is presented in this report as follows:

+  Management's Discussion and Analysis - introduces the basic financial
statements and provides an analytical overview of the Municipality's financial
activities.

+ Government - Wide Financial Statements - The reporting model includes financial
statements prepared using full accrual of accounting for all of the government'’s
activities. This approach includes not just current assets and liabilities, but also
capital assets and long-term liabilities (such as buildings and infrastructure,
including bridges and roads, and general obligation debt).

+  Statement of Net Assets - The statement of net assets is designed to display the
financial position of the Municipality, including capital assets and infrastructure.

17-
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2007

The net assets of the Municipality will be broken down into three categories;
invested in capital assets, net of related debt; restricted; and unrestricted.

« Statement of Program Activities - The government - wide statement of activities
report expenses and revenues in a format that focuses on the cost of each of the
government'’s functions. The expense of individual functions is compared to the
revenues generated directly by the function.

« Budgetary comparison scheduies - Demonstrating compliance with the adopted
budget is an important component of a government’s accountability to the public.
Under the reporting model, the Municipality will centinue to provide budgetary
comparison information in their financial statements. An important change,

“however, is a requirement tc add the government’s original budget to the current
“comparison 6f final budget and actual results,

The following is 2 sumrmary ¢f the more significant policies.
a. Reporting Entity

In evaluating how fo define the Municipality 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.
The basic, but not the only criterion for including a potential component unit within
the reporting entity is if elected officials of a primary government appoint a voting
majority of the entity’s governing body, and if either one of the following conditions
exists: the primary government can impose its will on the other entity or the
potential exists for the other entity to (1) provide specific financial benefits to or (2)
impose specific financial 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 reporiing entity would render the financial
statements misleading orincomplete. GAAP details two methods of presentation:
blending the financial data of the component units’ balances and transactions in
a manner similar to the presentation of the Municipality’s balances and
transactions or discrete presentation of the component units' financial data in
columns separate from the Municipaiity's balances and transactions.

ORTIZ, RIVER1/§,_ RIVERA & CO.

CERTIFIED PUBLIC ACCOUNTANTS « VALUE ADDED SERVICES
Suite J52. PO Box 70250, San Juan. PR. 00936-7250 « Phone (787) 756-83724. Fax (7871 71101597



-S:w

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2007

The Moca Housing Project is included in the basic financial statements as a
discretely component unit because of the nature of the services they provide and
the Municipality’s ability to impose its will.

Moca Housing Project is an 80-unit multi-family housing project owned by the
Municipality as authorized transfer from the Special Trustee for the Liquidation of
the Accounts of the Puerto Rico Urban Renewal and Housing Corporation. The
Project is operated under Section 515 of USDA, Rural Development (USDA-RD)
and regulated by the U. S. Department of Housing and Urban Development (HUD)
with respect to rental charges and operating methods. The project is also subject
to Section 8 Housing Assistance Payments agreements with HUD, and a
significant portion of the Project’s rental income is received from HUD. Also, the
Froject is financed by a Mortgage of Section 515 Direct Loan.

Government-Wide and Fund Financial Etatements

The government-wide financial statements {i.e., the statement of net assets and

- ihe staiement of changes in net assets) report information on all the activities of

the Municipality. For the most part, the effect of interfund activity has been
removed from these statements. Governmental activities are supported mainly
by taxes and intergovernmental revenues.

The statement of activities demonstrates the degree to which the direct expenses
of a given function or segment are offset by program revenues. Direct expenses
are those that are clearly identifiable with a specific function or segment. Program
revenues include 1) charges to customers or applicants who purchase, use, or
directly benefit from goods, services, or privileges provided by a given function or
segment and 2) 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.

The fund financial statements segregate transactions related to certain functions
or activities in separate funds in order to aid financial management and to
demonstrate legal compliance. These statements present each major fund as a
separate column on the fund financial statements; all non-major funds are
aggregated and presented in a single column.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2007

c. Measurement Focus, Basis of Accounting and Financial Statement
Presentation

The government-wide financial statements are reported using the economic
resources measurementfocus andthe accrual basis of accounting. Revenues are
recorded when earned and expenses are recorded when a liability is 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.

Governmental fund finarcial 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 encugh 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 pericd or scon enough thereafter. Expenditures

. generally are recorded when a liabiiity is incuired, as under an accrual accounting.
However, debt service expenditures, as well as expenditures related to
compensated absencas and claims and judgments, are recorded only when
payment is due.

Froperty taxes, franchise taxes, licenses, and interest associated with the current
fiscal period are all considered to be susceptible to accrual and sc have been
recognized as revenues cf the current fiscal period. Only the portion of special
assessments receivable due within the current fiscal period is considered to be
susceptible to accrual as revenue of the current period. All other revenue items
are considered to be measurable and available only when cash is received by the
government.

The Municipality reports the fcllowing major governmental funds:

1) General Fund

This is the operating fund of the Municipality and accounts for all financial
resources, except those required to be accounted for in another fund.

20-
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2007

2) Housing and Urban Development Programs (HUD Programs) O

]

This fund account for revenue sources for the development of viable urbain?
communities, decent housing, suitable living environment, rental assistance'to
help very low-income families afford decent, safe and sanitary housing by
encouraging property owners to rehabilitate substandard housing and lease’
the units with rental subsidies to low-income family.

3) Debt Service Fund

This fund is used to account for the resources accumulated and payments
made for principal and interest on long-term general obligation debt of
governmental funds.

4y Community Oriented Policing Services (COFS) Program

This fund is used to account for the rescurces used for the nayments of payroll
cf police officers, equipment, training, and technical assistarice and innovative
community policy strategies and help develop on infrastructure that will sustain
community policing.

Private-section standards of accounting and financial reporting issued prior to
December 1, 1989, generally are followed in the government-wide financial
statements to the extent that those standards do nct conflict with or contradict
guidance of the Governmental Accounting Standards Board.

As a general rule the effect of interfund activity has been eliminated from the
government-wide financial statements.

Amounts reported as program revenues include 1) charges to customers or
applicants for goods, services, licenses, permits, or privileges provided, 2)
operating grants and contributions, and 3) capital grants and contributions,
including special assessments. Internally dedicated resources are reported as
general revenues rather than as program revenues. Likewise, general revenues
include all taxes.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2007 -

)
When both restricted and unrestricted resources are available for use, it is thé

government's policy to use restricted resources first, than unrestricted resources
as they are needed. :

D
. Cash and Cash with Fiscal Agent

The Municipality's Finance Director is responsible for investing available
resources. The Municipality is restricted by law to invest only in savings accounts
with banks qualified as a depository of public funds by the Puerto Rico Treasury
Department (PRTD) or in instruments of the Government Development Bank for
Puerto Rico (GDB).

Cash with fiscal agent in the capital projects fund consists of unused proceeds
- from appropriations from the l_egisiature of Puerto Rico, for the payment of current
liabilities, and bonds and notes issued for the acquisition and construction of
- major capital improvemenis, Cash with fiscal agent in the debt service fund
represents special additiznal property tax collections retained by the
Commonwealth of Puerto Fico and restricted for the payment of the Municipality's
debt service, as established by iaw.

. Interfund Receivatiles and Payables

Activities 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
to/from other funds (i.e., the non-current portion of interfund loans). All other
outstanding balances between funds are reported as due to/from other funds.

Capital Assets

Capital assets, which include property, plant, equipment, and infrastructure (which
is normally immovable and of value only to the Municipality, such as roads,
bridges, streets’ sidewalks, and drainage systermn), are reported in the applicable
governmental or component units columns in the government-wide financial
statements.

Capital assets purchased or acquired are carried at historical cost or estimated
historical cost. Contributed assets are recorded at fair market value as of the date

Yy
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donated. Additions, improvaments and other capital outlays that SIgmflcantIy
extend the useful life of an asset are capitalized. Other costs incurred for repalrs
and maintenance are expensed as incurred. Depreciation in capital assetsl IS
calculated on the straight-line basis over the following estimated useful lives:;,

‘ i

Useful Lifé

Buildings and building improvements 30-50 years
Furniture and fixtures 5-10 years
Vehicles and equipment 5-20 years

. Resewatign of Fund Balance

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

1) Encumbrances

7

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

2) Debt Service

Represents net assets available to finance future debt service payments. |

3) Capital Projects Fund

Represents the reservation of amounts to be used for future expenditures for
capital projects under contracts and cther commitments. The committed
amounts generally will becorme liahiiities in future periods as the projects are
completed.
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[ j
|}
Department and costs are alincatad amoeng all the municipalities of Puerto Rcho
Cost of insurance allocated to the Municipality and deducted from the gross
property tax collections by the Municipal Revenue Collection Center (the “CRIM )
for the year ended June 30, 2007 amounted to approximately $274,634. The
current insurance policies have not been cancelled or terminated. The CRIM a!so

deducted by $259,829 forwarkers’ cornpensation insurance covering all munICIpal
employees. ;

Compensated Absences

Employees are entitled to 30 days vacations leave and 13 sick days leave per
year. Sick leave is recorded as an expenditure in the year paid. Employees are
entitled to payment of unused sick leave upon refirement if have been employed
for at least 10 vears in the municipal govemment. On July 1997, state Law 1582
supra amended the Article 12,016, Section & (2) of the Municipal Law, authorizing
the Municipality to pay any excess of vacations and sick teave accumulated over
the maximum previously permitled by law.  Calculations must be made until
ecember 31 of every vear. Excess of sick leave must be paid untit March 31

- next every natural year. Excess oi vacations can be paid after July 1 of every -

fiscal year.
Use of Estimates

The preparation of 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, and disclosure of contingent assets and liabilities at the date of the
financiai statements and the reported amounts of revenues and
expenditures/expenses during the reporting period. The most significant
estimates consist of the contribution received from the Puerto Rico Electric Power
Authority and the Municipal Revenusa Collection Center caused by the delay of the
notification of the actual revenues and expenditures to the presented in the
financiai statements of the agencies mentioned above.
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k. Future Adoption of Accounting Pronouncements

The Governmental Accounting Standards Board (GASB) has issued the followinfg |
statements that the Municipality has not yet adopted:

q
[
.

Adoption |
Statement Required in’
Number Statement Name Fiscal Year
45 Accounting and Financial Reporting for Employers
for Post-employment Benefits Other than Pensions 2008-09
48 Sales and Pledges of Receivables and Future
' Revenues and Intra-Entity Transfers of Assets
and Future Revenues 2007-08
49 Accounting and Financial Reporiing for
Pollution Remediation Obligaticns 2007-08
50 Pension Disclosures - an amendiment of
GASB Statements No. 25 and No. 27. 2007-08
51 , Accounting and Financial Reporting for
intangible Assets 2002-10

The impact of these statements on the Municipality’s financial statements has not
yet been determined.

3. STEWARDSHIP, COMPLIANCE AND ACCGUNTABILITY

a. Budgetary Control

The Municipality’s annual budget is prepared on the budgetary basis of
accounting, which is not in accordance with GAAP, and represents departmental
appropriations recommended by the Mayor and approved by the Municipal
Legislature prior to the beginning of the fiscal year. Amendments to the budget
require the approval of the Municipal Legislature. Transfers of appropriations
within the budget, known as Mayor’s Resolutions, do not require the approval of
the Municipal Leqislature. ‘
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]
i

The Municipality prepares itz annual budget including the operations of the‘<
general and the debt service funds. j ,

Revenues and Expenditures - Budget and Actual (Budgetary Basus) accordmgiy,
includes only the operations of the general and the debt service funds. The.
amounts budgeted under the Special Revenue Fund were excluded since theyarle!
received and expended over a period of time which generally exceeds the cumant»‘
year.

FFor budgetary purposes, encumbrance accounting is used. The encumbrances
{i.e., purchase orders, contracts) are considered expenditures when incurred. For
GAAP reporting purposes, encumbrances outstanding at year-end are reported
+ as reservations of fund balances and do not constitute expenditures or liabilities
 hecause the commitments will be honored during the subsequent year.

“The unencumbered balance of any appropriation at the end of the fiscal year wiii
lapse at the end of such fiscal year, Othar appropriations, mainly capital projec
Cappropriations, are continuing accourts (or which the Municipai Legislature ha_s
authorized that an unspent balance from the prior year is carried forward and

made available for current spending.

The annual budget is presented in the Combined Statement of Revenues and
Expenditures - Budget and Actual (Budgetary Basis} is the budget erdinance to
June 30, 2007 representing the original budget.

. Budget/GAAP Reconciliation

The following schedule presents comparisons of the legally adopted budget with
actual data on a budget basis. Because accounting principles appiied for
purposes of developing data on a budget basis differ significantly from those used
to present financial statements in conform;i:y with GAAP, a reconciliation of entity
and timing differences in the excess of revenues and other financing sources
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|
over expenditures and other financing uses for the year ended June 30, 2007
is presented below for the general and debt service funds: o

Generali  Debt Service '

Excess {deficiency) of revenues over »
(under) expenditures - budgetary basis $ 446,368 ($ 68,414)1

Entity differences:
Non-budgeted expenditures { 495,508)
Non-budgetad transfers in 22,166 299,557
Nen-budgeted transfers out ( 298,557)
Non-budgeted revenues 1,324,524 ( 21,527)
Reprogramming funds ( 625.000)

Timing differences:
Current yvesr encumbrances recorded as
expenditures for budgetary basis 201,316

Rasis of accounting differences - net changes
in receivables 486,665

Excess (deficiency) of revenues over (under) :
expenditures - GAAP basis ($1.061.476) $209.616

. Legal Compliance

The legal level of budgetary control is at the individual department level for
general fund expenditures, and prmCipai and interest due for the debt service

fund.

RECONCILIATION OF GOVERNMENT-WIDE AND FUND FINANCIAL
STATEMENTS

The governmental fund balance sheet includes a reconciliation between fund
balance-governmental funds and net assets of governmental activities as reported in
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the current period and therefore are not reperied in the funds. The details of the;
approximately $8.7 million difference are as follows:

Bonds payable $3,560,000

Landfill obligation 2,067,918
Compensated absences 1,652,038
Note payable 724,001
ASES 228,311
Accrued interest 267,961
CRIM - LIMS 149,949

Net adjustment to reduce fund balance governmental funds
uito arrive at net assets of governmental activities $8.650,198

BERPOSITS - CUSTODIAL OREZT RIBK

Custodial credit risk is the risk that in the avent of a bank failure, the government's
deposits may not be ratumad to it Under Puerto Rico statutes, public funds

deposited in commercial banks must be fully cellateralized for the amount deposited
in excess of federal depository insurance. Al securities pledged as collateral are held

by the Secretary of the Treasury of Puerto Rico. In addition, the Municipality

maintains deposits with the Government Development Bank for Puerto Rico (GDB).

The deposits at GDB of approximately $1,184,491 that are restricted principally for
capital projects and general fund, and the $870,372 in the debt service fund are
unsecured and uncollateralized, as no collateral is required to be carried by
governmental banks.

The Municipality maintains its investments in two (2) banks located at Puerto Rico.
Allkind of deposit is guaranteed by the Federal Deposit Insurance Corporation (FDIC)
up to $100,000.

The excess is covered by co”aterat provided by banks and held by the Treasury
Department of the Commonweaith of Puerto Rico pursuant to applicable laws and
regulations.
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PROPERTY TAXES ' i

The Municipal Revenues Collection Center (CRIM) of the Commonwealth of Puerto
Rice is responsible by law for the assessment, levy and collection of all real and
personal property taxes. The tax on personal property is self assessed by the
taxpayer. The assessment is made in a return which must be filed with the CRIM by
May 15 of each year. The tax on real property is assessed by the CRIM. The
assessment is made as of January 1 of each year and is based on estimated current
values of the property as of year 1957. The tax on personal property must be paid
in fuil together with the return on or before May 15. The tax on real property is due
in two equal instaliments in July 1 and January 1, following the assessment date.

The rates are 8.58% for real property and 6.58% for personal property:. The
cornposilion is as follows: >

Real Personal

Basic property 6.00% 4.00%

Additional special property - state 1.03% 1.03%: -

Additional speciai property - municipal 1.75% 1.75%:

Discounts made by state to tax payer <_.20%> <_.20%>
8.58% 6.58%

The Municipality’s basic preperty tax rate represents the portioni which is appropriated
for general purposes and accounted for in the general fund.

The “Additional special property tax - municipal” is restricted for debt service and
retained by GDB for such purposes and it is recorded as revenue in the Debt Service
Fund when collected by the CRIM and reported to the Municipality.

The “Additional special property tax - state” is collected by the CRIM for the paymerit
of principal and interest of general obligation bonds and certain other obligations
issued by the state government.

Residential reat property occupied by its owner is exempt by law from the payment
of property taxes on the first $15,000 of the assessed value. For such exempted
amounts, the Department of Treasury assumes payment of the basic tax to the
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MUNICIPAL LICENSE TAX

Munricipal License Tax receivables are recorded in the fiscal year in which
payrrient is due and, accordingly, represent taxes which are due and uncollected at :
June 30, 2007. The annual Municipal License Tax is determined based on the gross |
income of all commerce and industrial organizations who have operations in the
Municipality of Moca, and are not totally or partially exempt under the Industrial
Incentive Law of Puerto Rico.

An annual return of business volume should be filed on or before April 15 of each
year and payable in two equal installments due on July 1 and January 1. A discount
of 5% is alicwed when full payment is made on or before April 15. The rates of

municipal license in the Municipality of Moca, are as follows:

Savings and loans associations =1.50%

Financing institution =1.80%
Oiner organizations = 50%

The amounts collected in advance are recorded as deferred revenues in the General
Fund. The Municipality invoiced and collected in advance during the current year
approximately $814,758, corresponding to the next fiscal year municipal license.

DUE FROM OTHER AGENCIES

Represents grants and contributions due from local and federal agencies:

Homeland Security Grant Program $ 40,000
Murnicipal Revenues Collection Center (CAE) 11,698

- HUD - SBGP 164,424
Municipal Revenues Collection Center (Preliminary Liquidation) 79,233
$295,355

A
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INTERFUND TRANSACTIONS

a.

by,

Due From/To Other Funds:

The due from and due to other fund balances as of June 30, 2007, are as foIIoWs:

Receivable Fund Pavable Fund Amount
General Other Governmental $146,587
General Cops . 401,469
General HUD 314,930
Other Governmental General 2.387

5865.373

Interfund Transfers:

Interfund transfers for the vesr ended June 30, 2007 consisted of the following:

Transfer in Transier Qut ’ _Amount

Debt Service Generai $299,557
General Fund Debt Service 21,527
General Fund Other Governmental __ B39
$321.723

Transfers are used to (1) move revenues from the fund that statute or budget
revenues to collect them to the fund that statute or budget requires to expend
them, (2) move receipts restricted to debt service from the fund collection the
receipts to the debt service fund as debt service payments become due, and (3)
use unrestricted revenues collected in the general fund to finance various
programs accounted for in cther funds in accordance with budgetary
authorizations.
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10. CAPITAL ASSETS

Capital asset activity for the Municipality for the year ended June 30, 2007 was as

follows:
. Balance Balance
Primary Government June 30, 2006 Increases Decreases June 30, 2007
Governmeital Activities:
Capitat assets, not being depreciated:
Land $ 2175456 $ 400,000 $ - $ 25754585
Consiucion in progress 97,714 Q714
Totat capital asssis not being depraciated 2,175,456 497,714 - 2673170
- Capital assets, being deprediatad:
B aildings andd buitding improverments 16,310,941 16,310,941
Frmiture and fixurs 784,525 112,381 396,910
\ishicies and equipment 6,229,524 315,347 6,544,871
Infrastnucture 6,244,914 632,561 6,877,475
Tolzl capital assets, being depreciated 29,569,908 1,060,289 - 30,630,197
Less accumulated depreciation for:
Buiidings ard building improvemerits 3,185,866 372,234 3,558,100
Fumiture and fixture 506,177 41,474 547 651
shidles and equipment 3,899,672 350,788 4,250,460
Infrastucture 5,547 904 136,346 5,684,250
“Total accumulated depreciation 13,139,619 900,842 - 14,040,461
Total capital assets, being depreciated, net 16,430,289 159,447 - 16,589,736
Governmental activiies capital assets,net $ 18,605,745 $ 657,161 $ - $ 19,262,906
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DEFERRED REVENUES

a. Municipal License Tax ol
ok

S
The deferred revenues of $814,756 in the general fund related to municipal|

license tax collected in fiscal year 2006-07 that will be earned in fiscal year 200”7-?
C8. i

h. Federal Government

The deferred revenues presented as federal government represents the portion
of federal grants received for which qualifying expenditures have not been
incurred. The amounts were determined taking into consideration the specific
yaars of the grant. The balance of $73,729 in the HUD Program is related to the
Section 8 Existing Program.

INTERGOVERNMENTAIL REVENUES

Iriergovermimental revenues consist mainly of collections from the Commonwealth of
rPuerto Rico and the CRIM, payments in lieu of taxes from the Puerto Rico Electric
Power Authority and federal financial assistance received from the federal

govarnment.

The general fund interaovernmental revenues are as follows:

Fuerto Rico Electric Power Authority $1,514,172
Puerto Rico Treasury Department (Christmas Bonus) 178,648
Equalization Fund (.20 hundredth) 4,140,427

Total $5,833,247
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14. LONG-TERM DEBTS

Bonds and other long-term liabilities outstanding at June 30, 2007 are as follows:

Bonds

$2,780,000 series of 1995, payable in annual installments of
$40,000 to $270,000 until July 1, 2017, interest ranging from ,
4.7% 10 6.63%. $1,890,000

$430,000 series of 2002, payable in annual instaliments of

$5,000 to $35,000 until July 1, 2027, interest ranging from
5% 10 6.5%. 390,000

$455,000 series of 2002, payable in annual instaliments of
$5,000 to $35,000 untit July 1, 2027, interast ranging from
5% iz 6.5%. _ 415,000

$2673,000 series of 2006, payabie in annual instaliments of
$5,000 to $25,000 until July 1, 2030, interest ranging from
6.25% t0 7.25%. 255,000

$635,000 series of 2007, payable in annual instaliments of
$25,000 to $65,000 until July 1, 2021, interest ranging from

6.60% to 7.25%. 610,000
Total bonds payable ' 3,560,000
Notes

$1,000,000 series of 2001, payable in annua! instaliments of
$181,000 to $220,000 until July 1, 2008, interest at 4.875%. 220,000

$385,000 series of 2006, payable in annual installments of
$45,000 to $65,000 until July 1, 2012; interest ranging _
from 4.23% to 5.33%. 290,000
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Note payable to CRIM (Financing of delinquent accounts)
- On April 2, 2002, the Municipality entered into a
financing agreement with the CRIM in the amount of
$260,193 to finance delinquent property tax accounts sold
to private investors, under the provision of Law No. 146 of
October 11, 2001. The agreement is in the form of a non
revolving line of credit bearing interest of 6.5% for the first
five years and variable for the next 25 years at 125 points
over London Interbank offered Rate (LIBOR) and is due
on December 1, 2032. As described in Law No. 146,
interest payments for the first five years will be financed
through .48% of the net increase of the subsidy provided
by the Commonwealth of Puerto Rico’s general fund.
Aigg, during the first five years any coilection from those
delinguent accounts will be credited fo the loan principal.
After the 5 year period the loan outstanding balance will
be restructured for 25 years period.

Total notes payable

Qther Long-term Liabilities

Note payable o CRIM (LIMS) - On June 27, 2001, the
Municipality entered into a financing agreement with the
CRIM in the amount of $286,847 for the payment of the
Municipality's share of the cost of a management
information system (LIMS) acquired by the CRIM for the
management of taxpayer's properties located in Puerto
Rico. The note is payable in semiannual installments of
$38,472, including interest of 5.95% and is due on
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November 28, 2011. Amount is financed with unrestricted
funds through withholdings from the advances of property
tax and amounts of municipal equalization fund sen to the
Municipality by the Municipal Revenue Collecticn Center

(CRIM).

Due to Puerto Rico Health Insurance Administration

Due to the Puerto Rico Health Insurance Administration
represents the municipal contribution related to the
Health Care Reform corresporiding to the period from
December 1, 1995 through June 30, 1997. This batance
of $228,311 will be paid through amournts reiained by the
CRIM from the participation in the Municipal Equalization
Fund of the Additional Lottery System.

total long-term liabilities

$_ 149,949

$4,682.063

The annual debt service requirements for the bonds payable and note payable at
June 30, 2007, are as foliows:

2608
2009
2010
2011
2012
2013-2017
2018-2022
2023-2027
2028-2030

Suite 152, PO Box 70250, San Juan, PR. 00936-7250 « Phone (787} 756-8524, Fux (7873 274 0562

Bonds Note Payable
Principal Interest Principal interest
$ 175,000 $ 230,870 $ 278561 § 37,111

180,000 217,336 63,560 23,733
205,000 205,428 68,560 20,793
225,000 192,428 68,560 17,560
245,000 178,823 73,560 14,255
1,570,000 625,873 42,800 47,919
510,000 229,619 42,800 34,608
375,000 93,970 42,800 21,297
65,000 9,450 42,800 7,987
$3,560,000 $1,983,197 $ 724001 $ 225263
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Component Unit

The mortgage payable by the discretely component unit is owed by Moca Housing?
Project and consists of an 8% mortgage note, payable in menthly installments of|
$12,193, including interest, until 2017, collateralized with land and building.

The principal maturities of the mortgage in each of the next five years and thereafter
are as follows:

Year Ended

_June 39, _Amount
2008 $ 62,129
2009 67,874
2010 74,150
2013 81,007
2012 88,488
Thereafler 602,583

$976.241

Lancfili Obligations

State and federal laws and regulations require the Municipality to place a final cover
on the Municipality's landfill site when it stops accepting waste and to perform certain
maintenance and monitoring functions at the site for 30 years after closure. In
accoidance with Statement No. 18 of the GASB, “Accounting for Municipal Solid
Waste Landfill Closure and Postclosure Care Costs,” the Municipality has performed
a study of the activities that need to be implemented at the Municipality's landfill to
guarantee the maximum yield of available space and to comply with applicable state
and federal regulations. Based on this study, tha Municipality recognized $2.0 million
as the Municipality’s estimated current cost for landfill closure as of June 30, 2007.
The reported liability represents the total estimated cost of closure since the
Municipality expects to close the landfill in the year 2011. Actual costs may be
different due to inflation, changes in technology, or changes in laws and regulations.
The balance of closure and pcstclosure costs of $2.0 million are reported in the
statement of net assets because it wili not be funded with available expendable
financial resources at June 30, 2007.

_30-
ORTIZ, RIVERA| RIVERA & CO.
CERTIFIED PUBLIC ACCOUNTANTS « VALUE ADDED SERVICES
Suite 152. PO Box 70250. San Juan, PR. 009367250 « Phone (787) 756-8524, Fax (787) 274-0362






COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2007

ERS covers all regular employees of the Commonwealth of Puerto Rico and its
instrumentalities and of certain municipalities and components units not covered
by their own retirements systems.

Participation is mandatory except for members of the Legislature, Government
Secretaries, Heads for Agencies and Public Instrumentalities, Assistants to the
Governor, the Comptrolier of Puerto Rico, Gubernatorial Board and Committee
appointees and Experimental Service Station employees.

ERS provides retirement, death and disability benefits. Disability retirement
benefits are available to members for occupational and non-occupational
disabilities. Retirement benefits depend upon age at retirement and number of
years of credited service. Benefits vest after ten years of plan participation. -

Menbers wio have attained an age of at ieast fifty-five (58) years and hava
compiatad at ieast twenty-five {25) years of creditable service or members wha
hawve attained an age of at least fifty-eight (58) years and have completed at least
fifty-sight (58) vears and have completed at least ten (10) years of creditabla
service, are entitled to an annual benefit, payable monthly for life. .

The amounts of the annuity will be one and one-half percent of the average
compensation multiplied by the number of years of creditable service up to twenty
years, plus 2% of the average compensation multiplied by the number of years of
creditable service in excess of twenty years. In no case the annuity will be less
than $200 per month.

Participants who have completed at least thirty (30) years of creditable service are
entitled to receive the Merit Annuity. Participants who have not attained fifty-five
(55) years of age will receive 65% of the average compensation or if they have
attained fifty-five (5§5) years of age will receive 75% of the average compensation.
Disability retirement benefits are available to members for occupational and non-
occupationai disability. However, for non-cccupational disability a member must
have at least ten (10) vears of service.

No benefit is payable if the participant receives a refund of his accumulated
contributions.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2007

On September 24, 1999, an amendment o Act No. 447 of May 15, 1951, which
created ERS, was enacted with the purpose of establishing a new pension
program (System 2000). Employees participating in the current system as of
December 31, 1999, may elect to stay in the defined benefit plan or transfer to the
new program. Persons joining the Municipality on or after January 2000, will only
be allowed to become members cf System 2000. System 2000 will reduce the
retirement age from 65 years to 50 for those employees who joined the current
ptan on or after April 1, 1990.

System 2000 is & hybrid defined contribution plan, also known as a cash balance
plan. Under this new plan, there will ba a pool of pension assets, which will be
invested by ERS, together with those of the current defined benefit plan. Benefits
¢ at retirement age will not be guaranteed by the Commonwealth of Puerto. Rico.
“The annuity will be based on a formuia which assumes that each vyear the
ernployee’s contribution (with & minimum of £.275% of the employee’s satary upon
"o a maximum of 10%) will be invested in an account which wili be either: (1) earn
a fixed rate based on the two-year Constanl Maturity Treasury Note or, (2) earn
rate equal to 75% of the return of the ER%'s invesiment portfolio (net of
-marnagement fees), or (3) earn a combination of both alternatives. Participants
will receive periodic account statements similar to those of defined contribution
plans showing their accrued balances. Disability pensions will not be granted
under System 2000. The employer's contributior: (9.275% of the empioyee’s
salary) will be used to fund the current plan.

. Contribution Requirements

Commonwealth legisiation requires ernployees to contribute 5.775% of gross
salary up to $6,600 pius 8.275% of gross salary in excess of $6,600. The
Municipality’'s contributions are 9.275% of gross salary. Contributions’
requirements are established by law. The actuarially determined contribution
reguirement and contributions zctually made for the vear ended June 30, 2007
was approximately $384,000. The Municipslity's payroll for employees covered
by ERS was approximately $4.1 million. The Municipality total payroli for all
employees was approximately $5.8 million.

Additional information on the ERS is provided in its financial statements for the
year ended June 30, 2007, a copy of which can be obtained from the ERS,
Minillas Station, PO Box 42003, San Juan, PR 00940.
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COMMONWEALTH OF PUERTO RICO |

MUNICIPALITY OF MOCA ;

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2007

RISK MANAGEMENT

The Risk Management Division of the Municipality’s Legal Department is responsiblej
of assuring that the Municipality’s property is properly insured. Annually, the Risk:
Management Division compiles the information of all property owned and its
respective market value. After evaluating this information, the Risk Management
Division submits the data regarding the Municipality’s properties to the Area of Public
Insurance at the Department of the Treasury of the Commonwealth of Puerio Rico
who is responsible for purchasing all property and casualty insurance policies of all

municipalilies.

LEASES

{parating Leases

Leasing Arrangement with the Municipality as Lessor:

a. ‘The Municipality leases spaces in its Market Place and Transportation center
under operating lease agreements with terms ranging from one to five years.

b. Totalincome from leases during the year ended June 30, 2007 was approximately
$17,000.

The Municipality retains title to its leased property. The lessee pays taxes,
licenses, insurance, and maintenance costs of the leased assets.

o

Leasing arrangements with the Municipaiity as lessee:

The Municipality is obligated under noncancellable operational leases, with periods
not longer than one year.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2007

LANDFILL CLOSURE AND POSTCLOSURE COSTS

The Municipality adopted the provisions of Statement No. 18, Accounting for
Municipal solid Waste Landfill Closure and Postclosure Care Costs issued by the
Governmental Accounting Standard Board. This statement established standards for
accounting and reporting for solid waste landfill costs owned by governmental entities
{including the Municipality) that are required by faderal and local laws and regulations
to incur closure and postclosure care costs.

According to this statement, closure and postciosure care costs are recorded while
the landfill is operating. The Municipality has determined that the present value of
total estimated closing costs and post closing ¢are costs amount to $2,000,000.

(See Note 14).

CONTINGENCIES

The Municipality receives Federal Grants for specific purposes that are subject to
raview and audit by the grantor agencies. Alihcugh such audits could generate
expenditure disallowances under the terms of the grants, management beheves
that any required reimbursements would not be material. .

m

b. The Municipality is a defendant and/or co-defendant in various lawsuits which
claims for actual damages. Some of these lawsuits are covered by insurance.
The Municipality's management and outside counsels believe thatis probable that
any potential liability that might exist, if any, in excess of the insurance, will not
affect significantly the financial positiori of the Municipality.

COMMITMENTS

The Municipality of Moca had several outstanding or planned construction projects
as of June 30, 2007. These projects are svidensed by contractual commitments with
contractors. The construction projects are cornmitments of the Capitai Projects’ funds
that amounted to approximately $656,540.

4.
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COMMONWEALTH OF PUERTO RICO :
MUNICIPALITY OF MOCA .

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED) |
FOR THE FISCAL YEAR ENDED JUNE 30, 2007 |

RESTATEMENTS

The beginning fund balances of Housing and Urban Development Programs and theiﬁ |
begirning net assets of the Statement of Net Assets has been restated to correct and’
underestimates of revenues by $79,798. Additional the beginning net assets has‘
been restated to correct an understatement of depreciation by $835,051 and the‘ ‘
inclusion of infrastructure assets as required by GASB 34.. :

Statement of

HUD Programs Net Assets
Beginning balanice of the year as
previously reported $ - $12,557,134
Undersiaternent of revenues 79,788 79,743
Inelusion of infrastructure assets as v
requiredd by GASE 34 697,019
Linderstaternent of depreciation (835,051)
Beginning balance of the year as -
restaied $ 79,798 $12,498,891

SUBSEQUENT EVENT

On July 29, 2007, the Legislature of the Commonweaith of Puerto Rico enacted Act
No. &G (the “Act”), in order to make mandatory in all the municipalities of Puerto Rico
the imposition of a uniform municipal tax of 1.5%, from which the municipalities
should collect 1% of the sales and use tax pursuant to what is established in Sections
2410 and 6189 of Act No. 117 of July 4, 2008, known as the “Taxpayer's Justice Act
of 2006", which may be levied discretional through municipal legislation, on food and
food ingredients and to provide for the coliecticn by the Secretary of the Treasury of
the remaining .5% without including food and food ingredients to be used in
accordance with the purposes established in the Act; to provide for the establishment
of the Municipal Development Fund, the Municipal Redemption Fund, and the
Municipal Improvement Fund, as well as for matters relative to the purposes,
implementation and administration of said funds and to provide for the establishment
of the necessary mechanisms for the collection of the municipal tax.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2007

Section 6189 of the Puerto Rico internal Revenue Code of 1994, as amended, -
authorizes the Municipalities in Puerto Rico to impose a sales and use tax to -
consumers. This tax must be imposed in conformity with the base, exemptions and
limitations contained in Subtitle BB of the Code. The Municipal Sales Tax is
specifically imposed over all sales transactions of taxable items and combined
transactions (as defined by the municipal internal regulation) taken place within
municipal limits. The Municipal Sales Tax is also specifically imposed over the
purchase price for the use, storage or consumption of taxable fransactions (as
defined by the municipal internal regulation) taken place within municipal limits.
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COMMONWEALTH OF PUERTO
MUNICIPALITY OF MOCA

RICO

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

FOR THE FISCAL YEAR ENDED JUNE 30, 2007
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Federal Federal
CFDA Disbursements/
Federal Grantor/Program Title Number Expenditures
U.S. Department of Housing and Urban
Developmeant (HUD)
Direct Program:
Section 8 Vouchers Program 14.871 $ 248,602
Pass-through State -Commonwealth of Puerto
Rico/Commissions Office of Municipal Affairs -
Community Development Block Grant - Siates
Program:
SBGF 14.228 1,420,344
Subtotal U.S, Department of HUD 1,668,346
U5, Danariment of Health and Muman Services
{(HHS)
Fass-inrough the Fuerto Rico Elderly Commission:
Spacial Programs for Aging,Title lll, Part B Nutrition :
Services 93.575 6,199
Subtotal U.S. Department of HHS 6,199
U.8. Depariment of Homeland Security A
Homeiand Security Grant Program 96.067 40,000
Subtotat U.S. Department of Homeland Security 40,000
TOTAL $ 1,715,145

0362
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2007

SIGNIFICANT ACCOUNTING POLICIES

The accompanying Schedule of Expenditures of Federal Awards includes the federal
grant activity of the Municipality of Moca and is presented on the modified accrual
basis of accounting. The information in this schedule is presented in accordance with
the requirements of OMB Circular A-133. Therefore, some amounts presented in this
schedule may differ from amounts presented in, or used in the preparation of, the
basic financial statements.

BASIS OF PRESENTATION

The expenditures of the schedule are included in the Municipality's basic financial
staternents in the accompanying Statement of Revenues, Expenditures and Changes
in Fund Balances-Governmentai Funds. The reconciliation of expendituras in the
zasic financial statements to the Schedule of Expenditures of Federal Awards is a
foiows:

Expenditires
Expenditures as per basic financial
statements:
Housing and Urban Development Pregrams $1,668,946
General Fund 6,199
Gther Governmental Funds 40,000

$1,715,145

Total expenditures per schedule of expenditures ,
of federal awards $1.715,145

-48-
ORTIZ, RIVERA, RIVERA & CO.

CERTIFIED PUBLIC ACCOUNTANTS « VALUE ADDED SERVICES
Suite 152, PO Box 70250, San Juan. PR. 00936-7250 » Phone (787} 756-8524. Fax (787 2740562



Members: :
American Institute of Ce\'(i?iﬁed
Public Accountants (AICPA)

CPA Orlando Luis Ortiz Cabrera Puerto Rico Board of Cerljjfied
s o satrasaien , CPA Marco Antonio Rivera Zidig Public Accauntants ;
] CPA Luis Rivera Ziifiiga Management Consulting
O R T I Z . R I V E R }\ , R I V E R A & C O , CPA Zoraida Cruz Claudio Services Division

CERTIFIED PUBLIC ACCOUNTANTS * VALUE ADDED SERVICES

INDEPENDENT AUDITORS’ REPGIRT OGN INTERNAL CONTROL OVER FINANCIAL

REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDlT
OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH '

GOVERNMENT AUDITING STANDARDS 1

To the Honorable Mayor

and Municipal Legislature
Municipality of Moca
Moca, Puerto Rico

We have audited the financial statemeants of the governmental activities, each majos fund
and the ageregate remaining fund information of the Municipality of Moca as of and for the
ve“, nided June 30, 2007, which collectively comprise the Municipality of Moca's;basic
financial stalaments, and haveissued ourreport thereon dated November 16, 20G7. We
widucian our auditinaccoerdance with auditing standards generally accepted in the United
o’[aa % of America and the standards applicable to financial audits contained in
Governrnent Auditing Standards, issued by the Comptroller General of the United Siates.

Internal Control over Financial Reporting

In planning and performing our audit, we considered Municipality of Moca’s internal control
over financial reporiing a basis for designing our auditing procedures for the purpose of
expressing our opinion on the financial statements, but not for the purpose of expressing
an opinion on the effectiveness of the Municipality of Moca’s internal control over financial
reporting. Accordingly, we do not express an opinion on the effectiveness of the
Municipality of Moca's internal contro! over financial reporting.

A control deficiency exists when the dasign or aperation of a control does not allow
management or employees, in the noimal course of performing their assigned functions,
to prevent or detect misstatements on a timely basis. A significant deficiency is a control
deficiency, or combination of contro! deficiencies, that adversely affects Municipality of
Moca's ability to initiate, authorize, record, process, or report financial data reliably in
accordance with generally accepted accounting principles such that there is more than a
remote likelihood that a misstatement of Municipality of Moca’s financial statements that
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INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE WITH
REQUIREMENTS APPLICABLE TO EACH MAJOR PROGRAM
AND ON INTERNAL CONTROL OVER COMPLIANCE :

iIN ACCORDANCE WITH OMB CIRCULAR A-133 |

To the Honorable Mayor

and Municipal Legislature
Municipality of Moca
Moca, Puerto Rico

Compliance

Wi have audiied i we compliance of Municipaiity of Moca with the types of wmp}rance
raruirements described in the U. S. Office of Management and Budget (OMB) C /rrgfarA-'
133 Compliance Supplement that are zpplicable to each of its major federal programs for
fhe year ended June 30, 2007. Municipality of Moca's major federal programs are
identified in the summary of auditors’ results section of the accompanying schedule of
findings and questioned costs. Compliance with the requirements of laws, regulaﬂons
contracts and grants applicable to each of its major federal programs is the responsibility
of Municipality of Moca’s management. Our responsibility is to express and opinion on
Municipaiity of Moca's compliance based on our audit.

We conducted our audit of compliance i accordance with auditing standards generally
accepted in the United States of America; the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of the
United States; and OMB Circular A-133, Audits of States, Local Governments, and Non-
Profit Organizations. Those standards and OMB Circular A-133 require that we plan and
perform the audit to obtain reasonable assurance about whether noncompliance with the
types of compliance requirements refarrad io above that could have a direct and material
effect on a major federal program occurred. An audit includes examining, on a test basis,
evidence about Municipality of Moca'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 on Municipality of Moca’ compliance with those requirements.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2007

SUMMARY OF AUDIT RESULTS

e

The auditors’ report expresses an unqualified opinion on the basic ﬂnanc:al
statements of the Municipality of Moca.

There were no significant deficiencies on internal controi.

No instances of noncompliance materiai to the financiai stateme nts of Municipality
of Moca were disclosed during the audit.

There were significant deficiencies on internal contraiz over major programs.

+The auditor's report on compliance with requirenmients ep,)l cable to federal award

programs for Municipality of Moca ex,cre*‘q an ungaalified opinder

Tha auditor did not find any condition that requires disclosure as per Section :510
ef OMB Circular 1-133,

The programs tested as major programs included:

A .

SBGP - CFDA No. 14.228
The threshold for distinguishing types A and B programs was $300,000.

Municipality of Moca was determined to be a low-risk auditee.

FINDINGS - FINANCIAL STATEMENTS AUDIT

None

FINDINGS AND QUESTIONED CO37S - MASOR FEDERAL AWARD PROGRAM
AUDIT

None

I
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- COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
SCHEDULE OF STATUS OF PRIOR YEAR
AUDIT FINDINGS AND QUESTIONED COSTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2007

During the current examination, follow-up was given to the findings informed to the -
Municipality in prior years. It was noted that corrective action has been taken, except for
certain conditions that still exist and require further action. These are included in the

accompanying Schedule of Prior Year Audits Findings and Questioned Costs.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
SCHEDULE OF STATUS OF PRIOR YEAR

AUDIT FINDINGS AND QUESTIONED COSTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2007

Program Finding/Noncompliance Status
Community Condition 06-01
Development Biock |
Grants/ States  The Municipality has not established the Condition partially
Program, CFDANo.  appropriate system of internal control to ensure  corrected.

14.228

Community
Development Block
Grants! States
arey, OFDA No.

Zaction. &8 Voucher
Frogram, CFEA Mo,
14.871

the timely and accurate reconciliation of the
accounting records maintained by program
accountants with those maintained at the
Municipality.

Condition 05-01

The Municipality central Accounting Department
has no established the necessary procadures for
the reconciiiation of the transaclions recorded in
the program’s accounting records with those
recorded in the Municipality’s central Accounting
Department.

ORTIZ, RIVER&G,S_RIVERA & CO.
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INDEPENDENT AUDITORS' REPORT

To the Honorable Mayor and
Municipal Legislature
Municipality of Moca

Moca, Puerto Rico

We have audited the accompanying financial statements of the governmental activities,
each major fund and the aggregate remaining fund information of the Municipality of
Moca, as of and for the year ended June 30, 2008, which collectively comprise the
Municipality’s basic financial statements, as listed in the table of contents. These financial
statements are the responsibility of the Municipality’'s management. Our responsibility is
to express opinions on these financial statements based on our audit. We did not audit the
financial statements of Moca Housing Project, as of June 30, 2008. Those financial
statements were audited by other auditors whose report thereon has been furnished to us,
and our opinion, insofar as it relates to the amounts included for Moca Housing Project, is

based on the report of the other auditors.

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. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the =
amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides
a reasonable basis for our opinions.

Based on our audit and the report of other auditors, the financial statements referred to
above present fairly, in all material respects, the respective financial position of the
governmental activities, each major fund and the aggregate remaining fund information
of the Municipality of Moca as of June 30, 2008, and the respective changes in financial
position, thereof and the respective budgetary comparison forthe general and debt service
funds for the fiscal year then ended in conformity with accounting principles generally
accepted in the United States of America.
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In accordance with Government Auditing Standards, we have also issued a report dated
December 5, 2008 on our consideration of the Municipality’s internal control over financial
reporting and our tests of its compliance with certain provisions of laws, regulations,
contracts, grants, agreements and other matters. The purpose of that report is to describe
the scope of our testing of internal control over financial reporting and compliance and the
results of that testing, and not to provide an opinion on the internal control over financial
reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards and should be considered in assessing
the results of our audit.

The Management’s Discussion and Analysis on pages 3 through 10 is not a required part
of the basic financial statements, but is supplementary information required by the
accounting principles generally accepted in the United States of America. We have
applied certain limited procedures, which consisted principally of inquires of management
regarding the methods of measurement and presentation of the required supplementary
information. However, we did not audit the information and express no opinior on it.

Our audit was conducted for the purpose of forming opinions on the financial statements
that collectively comprise the Municipality's basic financial statements. The accompanying
schedule of expenditures of federal awards is presented for purposes of additional
analysis as required by U. S. Office of Management and Budget Circular A-133, Audits of
States, Local Governments, and Non-Profit Organizations, and is also not a required part
of the basic financial statements. Such information has been subjected to the auditing
procedures applied in the audit of the financial statements and, in our opinion, is fairly
stated, in all material respects, in relation to the financial statements taken as a whole.

San Juan, Puerto Rico OJ_{‘ ,;jl\‘, VLM./.R VAL k (O

December 5, 2008

The stamp 2363605 was
to the original of this rep
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Estado Libre Asociado De Puerto Rico

MUNICIPIO DE MOCA
Moca, Puerto Rico

MUNICIPALITY OF MOCA
MANAGEMENT’S DISCUSSION AND ANALYSIS

Management of the Municipality of Moca (the ‘“Municipality’) provides this Management’s
Discussion and Analysis of the Municipality’s basic financial statements as an overview and analysis
of the financial activities of the Municipality for the fiscal year ended June 30, 2008. We encourage
readers to consider the information presented here in conjunction with the additional information that
we have furnished in the accompanying basic financial statements.

USING THIS ANNUAL REPORT

This annual report consists of a series of new financial statements with a change in the focus from
previous financial statements. The new focus is on both the Municipality as a whole (government-
wide) and the major individual funds. Both perspectives (government-wide and major fund) allow the
user to address relevant questions, broaden a basis for comparison (year to year or government to
government) and enfiance the Municipality’s accountability.

FINANCIAL HIGHLIGHTS

e The Municipality net assets increased by § 496,701
e  Inthe fund financial statements, general fund balances decreased by $395,886.
o  (Capital expenditures amounted to § 3,562,519.

GOVERNMENT-WIDE-FINANCIAL STATEMENT

The government-wide financial statements are designed to provide readers with a broad overview of
the Municipality’s operations and finance as a whole in a manner similar to private-sector business.
These statements provide short-term and long-term information about the Municipality’s financial
position, which assist the Municipality’s management to determine the economic condition at the end
of the fiscal year. These financial statements are prepared using the flow of economic resources
measurement focus and the accrual basis of accounting. This basically means that these financial
statements follow metfods that are similar to those used by most businesses. They take into account
all revenues and expenses connected with the fiscal year ended June 30, 2008 even if cash involved
have not been recerved or paid. The government-wide financial statements include: (1) the statements

of net assets and (2) the statement of activities.



Statement of ‘Net Assets

The statement of net assets presents all of the Municipality’s assets and liabilities, with the difference
between these two items reported as “net assets” (equity). Over time, increases or decreases in the net
assets may serve as a useful indicator of whether the financial position of the Municipality is cither
improving or deteriorating.

Statement of Activities

The statement of activities presents information showing fow the Municipality’s net assets changed
during the fiscal year ended June 30, 2008. Al changes in net assets are reported as soon as the
underlying event giving rise to the change occurs, regardless of the timing of related cash flows. Thus,
revenues and expenses are reported in this statement for some items that will not result in cash flows
until future fiscal periods (suck as uncollected taxes and earned but unused vacation leave) Tkis
statement also presents a comparison between direct expenses and program revenues for each function
of the Municipality.

Both of the abovementioned financial statements present all the governmental activities of the
Municipality, which consist mostly by taxes and intergovernmental revenues (such as federal grants).
Most services provided by the Municipality fall into this category, including culture and education,
general government, health and sanitation, public safety, public housing and welfare, etc.

Fund Financial Statements

The Fund Financial Statements provide detailed information about the Municipality’s most
significant funds, not the Municipality as a whole. The Municipality 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 Financial 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. 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 Governmental Fund Balance Sheet and the
Governmental Fund Statement of Revenues, Expenditures and Changes in Fund Balances provide a
reconciliation to facilitate this comparison between governmental funds and governmental activities.



FINANCIAL ANALYSIS OF THE MUNICIPALITY AS A WHOLE
Net Assets

As noted earflier, net assets may serve over time as a useful indicator of the Municipality’s financial
position. In the case of the Municipality, assets exceeded liabilities by § 16,185,486 at June 30, 2008.

As previously discussed, by far the largest portion of the Municipality’s net assets reflect its
investment in capital assets (e.g., land, buildings, machinery, equipment and all other property), less
any related debt used to acquire those assets that is still outstanding. The Municipality uses these
capital assets to provide services to citizens; consequently, these assets are not available for future
spending.  The following is a condensed presentation of the Municipality’s financial position and
results of operations, as reported in the government-wide financial statements:

M unicipality of Moca
Condensed Statement of Net Assets
June 30, 2008 and 2007

2008 2007

Current assets $ 7,278,024 $ 7,112,030
Capttal assets 21,711,334 19,262,906

Total assets 28,989,358 26,374,936
Current habilities 3,743,628 3,010,777
Noncurrent liabilities 9,060,244 7,675,374

Total habilities 12,803,872 10,686,151
Invested m captital assets, net of related debt 17,916,334 15,702,906
Restricted 576,908 564,350
Unrestricted (2,307,756) (578,471)

Total net assets $ 16,185,486 $ 15,688,785

Changes in Net Assets

The Municipality’s net assets increased by $§496,701. Approximately 39 percent of the Municipality's
total revenue came from grants and contributions, including federal aid, while 25 percent resulted
from taxes. The Municipality's expenses cover a range of services. ‘The largest expenses were for
general government and public works.



Municipality of Moca
Condensed Statement of Activities
June 30, 2008 and 2007

Program revenues
Charges for services
Licenses and Permits
Operating grants and contributions
Capttal grants and contributions
General revenues
Property taxes
Municipal license tax
Grants and contributions not restricted
to specific programs
Interest, fines and penalties
Miscellaneous

Total revenues

Expenses
General government
Public safety
Public works
Culture
Recreation
Health and welfare
Interest on long-term debt

Total expenses
Change in net assets
Net assets, beginning of year

Net assets, end of year

2008 2007
4,047,423 3,148,228
1,362,933 1,729,700
3,493,075 3,041,091
1,022,739 926,255
7,054,361 7,830,676
239,335 201,185
973,902 1,225,540
18,193,768 18,102,675
8,092,642 6,648,823
983,296 922.047
5,706,083 5,478,408
341,582 157,258
1,270,811 695,266
739,200 889,868
563,453 121,111
17,697,067 14,912,781
496,701 3,189,894
15,688,785 12,498,891
16,185,486 15,688,785




FINANCIAL ANALYSIS OF THE MUNICIPALITY'S INDIVIDUAL FUNDS

As noted earlier, the Municipality uses fund accounting to ensure and demonstrate compliance with
finance-related legal requirements.

Governmental Funds

The focus of the Municipality's governmental funds is to provide information on near-term inflows,
outflows, and balances of spendable resources. Such information is useful in assessing the
Municipality’s financing requirements. In 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 balances of § 4,532,408, a decrease of § 543,669 in comparison with the prior year. There
are reservations of fund balance. This is the fund balance that is not available for new spending
because it has already been committed 1) to fiquidate contracts and purchase orders of the prior fiscal
year ($ 1,639,606) and 2) to pay debt service (§ 576,908).

The general fund is included within the governmental funds; it is the operating fund of the
Municipality. As of June 30, 2008, the general fund has a superavit of $2,008,710. The superavit
decreased by § 395,886 during fiscal year ended June 30, 2008.

Notes to the Financial Statements

The basic financial statements afso include notes to explain information in the financial statements

and provide more detailed data.
Required Supplementary Information

The statements are followed by the required supplementary information that contains the budgetary
comparison schedule for the General and Debt Service Funds.

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets

The Municipality'’s investment in capital assets as of June 30, 2008, amounts to $34.2 million, net of
accumulated depreciation of $15.0 million, feaving a net book value of $19 million. This investment in
capital assets includes land; buildings, improvements, equipment construction in progress.

The total net increase in the Municipality’s investment in capital assets for the current fiscal year was
about 11% in terms of net book value. Actual expenditures to purchase or construct capital assets were
$3.5 million for the year. Depreciation charges for the year totaled §1.1 million.
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The Municipality finances a significant portion of its construction activities through bond issuances.
The proceeds from bond issuances designated for construction activities are committed in its entirety
Sfor such purposes and cannot be used for any other purposes. As of June 30, 2008 the Municipality
has $1.1 million of unexpended proceeds from bond issuances that are committed to Sfuture

construction activities.
Long-Term Debt
At year-end, the Municipality fad § 9,525,606 in general and special bonds and notes and other long

term debts. Such amount represents an increase of 14 percent with respect to prior year. The
Sollowing is a summary of the Munipality’s outstanding debt as of June 30, 2008 and 2007:

Outstanding Long Term Debt
June 30, 2008 and 2007

Govemmental Activities

2008 2007

General and special obligations $ 4980442 § 4,284,001
Other long term bebts:
ASES - 228,311
Landfill obligation 2,475,000 2,067,918
CRIM - LIMS 119,960 149,949
Compensated absences 1,950,204 1,652,038
Total $9,525,606 $8,382,217

ECONOMIC FACTORS AND NEXT YEAR’'S BUDGET

The Municipality's selected and appointed officials considered many factors when setting the fiscal
panty 7P 24 g

year 2008-2009 budget. One of these factors is the economy. Among economic areas considered are the

population growth estimates, personal income, housing statistics and unemployment rates.

The Municipality applied a conservative approach in the development of budget estimates for the
2008-2009 fiscal year. The Municipality estimates that the amounts available for appropriations in
the General Fund for the fiscal year 2008 will be $13.3, an increase of approximately 15% with
respect to prior year final budget.

FINANCIAL CONTACT

The Municipality’s financial statements are designed to present users (citizens, taxpayers, customers,

investors and creditors) with a general overview of the Municipality’s finances and to demonstrate the
Municipality’s accountability. If you have questions about the report or need additional financial
information, contact the Municipality’s Chief Financial Officer on the second floor of the Town Hall]
Moca, Puerto Rjco 00676.



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
STATEMENT OF NET ASSETS

JUNE 30, 2008

Assets

Cash (Notes 2 and 5)
Cash with fiscal agent (Notes 2 and 5)
Accounts receivable:
Landfill
Due from other agencies (Note 9)
Other assets
Restricted funds
Capital assets, net (Note 11)

Total assets

Liabilities and Net Assets

Liabilities

Accounts payable and accrued liabilities
Due to other agencies (Note 12)
General obligations:

Bonds

Interest
Deferred revenues:

Municipal license tax (Note 13)

Federal government (Note 13)
Noncurrent liabilities: (Note 15)

Due within one year

Due in more than one year
Accrued interest '

Total liabilities

Net Assets
Investment in capital assets, net of related debt

Restricted for:
Debt service
Unrestricted
Total net assets

Total liabilities and net assets

Governmental
Activities

Moca Housing
Project

$ 3,827,898
2,298,364

214,179
920,503

17,080
21,711,334

$ 72,383

14,742
195,859
767,853

$ 28,989,358

$ 1,050,837

$ 1,211,903
261,999

315,000
129,013

753,972
73,729

465,360
9,060,244
532,652

$ 26,948

67,874
846,058

12,803,872

940,880

17,916,334

576,908
(2,307,756)

109,957

16,185,486

109,957

$ 28,989,358

$ 1,050,837

The accompanying notes are an integral part of these basic financial statements.

ORTIZ, RIVERA, RIVERA & CO.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
STATEMENT OF ACTIVITIES
FOR THE FiSCAL YEAR ENDED JUNE 30, 2008

Net (Expense) Revenue and
Changes in Net Assets

Program Revenues

Primary Component
Operating Government Unit
Charges for Grants and Governmental Moca Housing
Functions/Programs Expenses Services Contributions Activities Project
Primary Government:
General government $ 8,092,642 $ 2,889,271 $ - $ (5,203,371) $ -
Pubtic safety 983,296 (983,296)
Public works 5,706,083 1,093,414 (4,612,669)
Culture 341,582 (341,582)
Recreation 1,270,811 (1,270,811)
Health and welfare 739,200 269,519 (469,681)
Interest on long-term debt 563,453 (663,453)
Total primary government $ 17,697,067 $ 2,889,271 $ 1,362,933 $  (13,444,863) -
Component Unit:
Moca Housing Project 439,472 444,645 5,173
Total component unit $ 439,472 $ 444,645 3 - - 5173
General revenues:
Property taxes (Note 6) 3,493,075
Municipal license tax (Note 7) 1,022,739
Sales and uses tax (Note 8) 1,158,152
Grants and contributions not restricted to specific programs 7,054,361
Interest and investment earnings 239,335
Miscellaneous 973,902
Total general revenues 13,941,564 -
Change in net assets : ' 496,701 5173
Net assets at beginning of year 15,688,785 104,784
Net assets at end of year $ 16,185,486 % 109,957
The accompanying notes are an integral part of these basic financial statements.
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Assets

Cash (Notes 2 and 5)
Cash with fiscal agent{Notes 2 and 5)
Cash restricted
Accounts receivable:
Landfill
Due from agencies (Note 9)
Due from other funds {Note 10)

Total assets

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
BALANCE SHEET-GOVERNMENTAL FUNDS
JUNE 30, 2008

Housing and

Community

Urban Oriented Policing Other Total
Development Debt Services Governmentat Governmental

General Programs Service (COPS) Program Funds Funds
$ 1,608,850 $ 266,023 $ - $ 401,469 $ 1,551,556 $ 3,827,898
1,011,348 1,287,016 2,298,364
17,080 17,080
214179 ) 214,179
629,779 281,151 9,573 920,503
878,169 878,169
$ 3,330,977 $ 564,254 $ 1,020,921 $ 401,469 $ 2,838,572 $ 8,156,193

The accempanying notes are an integral part of these basic financial statements.

-11-






COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
RECONCILIATION OF THE GOVERNMENTAL FUNDS
BALANCE SHEET TO STATEMENT OF NET ASSETS
JUNE 30, 2008

Total fund balances - governmental funds $ 4,532,408

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

« Capital assets, net used in governmental activities are not
current financial resources and therefore are not reported
in the governmental funds balance sheet 21,711,334

« Some liabilities, including bonds payable, are not due and
payable in the current period and therefore are not

reported in the funds. (Note 4) (10,058,256)

Ne:t assets of governmental activities $ 16,185,486

The accompanying notes are an integral part of these basic financial statements.
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COMMONWEALTH OF PUERTORICO
MUNICIPALITY OF MOCA
RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS TO THE
STATEMENT OF ACTIVITIES
FOR THE FISCAL YEAR ENDED JUNE 30,2008

Net change in fund balances - total governmental funds $ (543,669)

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

+ Governmental funds report capital outlays as expenditures.
However, in the statement of activities, the cost of those assets
is allocated over their estimated useful lives and reported as
depreciation expense. 3,562,519

» Depreciation expense on capital assets is reported in the
statement of activities, but they do not require the use of current
financial resources. Therefore, depreciation expense is not
reported as expenditure in governmental funds. (1,114,091)

* Governmental funds report issuance of long-term debt as other
financial sources because provides current financial resources. (1,250,000)

Governmental funds report principal payments on long-term
obligations as expenditures, whereas the principal payments
reduces the long-term obligations in the statement of activities. 811,860

« Change in accrued interest expense which does not require the
use of current financial resources. (264,671)

Some expénditures reported in the governmental funds do not
require the use of current financial resources; therefore, are not
reported as expense in statement of activities: (705,247)

Changes in net assets of governmental activities $ 496,701

The accompanying notes are an integral part of these basic financial statements.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
NOTES TO THE FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2008

ORGANIZATION

The Municipality of Moca, Puerto Rico (Municipality) was founded in 1772. The
Municipality is a political legal entity with full legislative and administrative faculties in
every affair of the municipal character, with perpetual succession existence and legal
identity, separate and independent from the central government of the
Commonwealth of Puerto Rico. The Municipality provides a full range of services
including health, public works, environmental control, education, public safety, public
housing and community development, culture, and recreation as well as many other
general and administrative services.

The Municipal Government comprises the executive and legislative branches. The
executive power is exercised by the Mayor and the legislative by the Municipal
Assembly, which has 14 members. The members of these branches are elected
every four years in the Puerto Rico general elections.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accompanying financial statements of the Municipality have been prepared in
conformity with accounting principles generally accepted in the United States of
America (GAAP) as applicable to governmental entities. The Governmental
Accounting Standards Board (GASB) is the accepted standard-setting body for
@stablishing governmental accounting and financial reporting principles.

The financial information of the Municipality is presented in this report as follows:

Management's Discussion and Analysis - Introduces the basic financial
statements and provides an analytical overview of the Municipality's financial

activities.

- Government - Wide Financial Statements - The reporting model includes financial
statements prepared using full accrual of accounting for all of the government's
activities. This approach includes not just current assets and liabilities, but also
capital assets and long-term liabilities (such as buildings and infrastructure,
including bridges and roads, and general obligation debt).

. Statement of Net Assets - The statement of net assets is designed to display the
financial position of the Municipality, including capital assets and infrastructure.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2008

The net assets of the Municipality will be broken down into three categories;
invested in capital assets, net of related debt; restricted: and unrestricted.

+ Statement of Program Activities - The government - wide statement of activities
report expenses and revenues in a format that focuses on the cost of each of the
government’s functions. The expense of individual functions is compared to the
revenues generated directly by the function.

* Budgetary comparison schedules - Demonstrating compliance with the adopted
budget is an important component of a government’s accountability to the public.
Under the reporting model, the Municipality will continue to provide budgetary
comparison information in their financial statements. An important change,
however, is a requirement to add the government's original budget to the current
comparison of final budget and actual resuits.

The following is a summary of the more significant policies.
a. Reporting Entity

In evaluating how to define the Municipality for financial reporting purpcses,
management has considered all potential component units. The decision to
include a potential component unit in the reporting entity was made by appiying
the provisions of Statement No. 14, “The Financial Reporting Entity,” as amended
by GASB Statement No. 39, “Determining Whether Certain Organizations are
Component Units - an amendment of GASB Statement No. 14". The basic, but
not the only criterion for including a potential component unit within the reporting
entity is if elected officials of a primary government 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 exist for
the other entity to (1) provide specific financial benefits to or (2) impose specific
financial 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 render the financial statements
misleading or incomplete.

GASB Statement No. 39 provided additional guidance to determine whether
certain organization for which the primary government is not financially
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2008

accountable should be reported as components units, A legally separate, tax-
exempt organization should be discretely presented as a component unit if all of
the following criteria are met: (a) the economic resources received or held by the
separate organization are entirely or almost entirely for the direct benefit of the
primary government, its component units, or its constituents; (b) the primary
government, or its component units, is entitled to, or has the ability to otherwise
access, a majority of the economic resources received or held by the separate
organization, and; (c) the economic resources received or held by an individual
organization that the specific primary government, or its component units, is
entitled to, or has the ability to otherwise access, are significant to the primary
government. GAAP details two methods of presentation: blending the financial
data of the component units’ balances and transactions in a manner similar to the
presentation of the Municipality's balances and transactions or discrete
presentation of the component units’ financial data in columns separate from the
Municipality’s balances and transactions.

The Moca Housing Project is included in the basic financial statements as a
discretely component unit because of the nature of the services they provide and
the Municipality’s ability to impose its will.

Maoca Housing Project is an 80-unit multi-family housing project owned by the
Municipality as authorized transfer from the Special Trustee for the Liquidation of
the Accounts of the Puerto Rico Urban Renewal and Housing Corporation. The
Project is operated under Section 515 of USDA, Rural Development (USDA-RD)
and regulated by the U. S. Department of Housing and Urban Development (HUD)
with respect to rental charges and operating methods. The project is also subject
to Section 8 Housing Assistance Payments agreements with HUD, and a
significant portion of the Project’s rental income is received from HUD. Also, the
Project is financed by a Mortgage of Section 515 Direct Loan.

. Government-Wide and Fund Financial Statements

The government-wide financial statements (i.e., the statement of net assets and
the statement of changes in net assets) report information on all the activities of
the Municipality. For the most part, the effect of interfund activity has been
removed from these statements. Governmental activities are supported mainly
by taxes and intergovernmental revenues.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2008

The statement of activities demonstrates the degree to which the direct expenses
of a given function or segment are offset by program revenues. Direct expenses
are those that are clearly identifiable with a specific function or segment. Program
revenues include 1) charges to customers or applicants who purchase, use, or
directly benefit from goods, services, or privileges provided by a given function or
segment and 2) 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.

The fund financial statements segregate transactions related to certain functions
or activities in separate funds in order to aid financial management and to
demonstrate legal compliance. These statements present each major fund as a
separate column on the fund financial statements; all non-major funds are
aggregated and presented in a single column.

. Measurement Focus, Basis of Accounting and Financial Statement
Presentation

The government-wide financial statements are reported using the ecornomic
resources measurement focus and the accrual basis ofaccounting. Revenues are
recorded when earned and expenses are recorded when a liability is 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.

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
generally are recorded when a liability is incurred, as under an accrual accounting.
However, debt service expenditures, as well as expenditures related to
compensated absences and claims and judgments, are recorded only when

payment is due.
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Property taxes, franchise taxes, licenses, 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. Only the portion of special
assessments receivable due within the current fiscal period is considered to be
susceptible to accrual as revenue of the current period. All other revenue items
are considered to be measurable and available only when cash is received by the
government.

The Municipality reports the following major governmental funds:

General Fund

This is the operating fund of the Municipality and accounts for all financial
resources, except those required to be accounted for in another fund.

Housing and Urban Development Programs (HUD Programs)

This fund account for revenue sources for the development of viable urban
communities, decent housing, suitable living environment, rental assistance to
help very low-income families afford decent, safe and sanitary housing by
encouraging property owners to rehabilitate substandard housing and lease
the units with rental subsidies to low-income family.

Debt Service Fund

This fund is used to account for the resources accumulated and payments
made for principal and interest on long-term general obligation debt of
governmental funds.

Community Oriented Policing Services (COPS) Program

This fund is used to account for the resources used for the payments of payroll
of police officers, equipment, training, and technical assistance and innovative
community policy strategies and help develop oninfrastructure that will sustain

community policing.

Private-section standards of accounting and financial reporting issued prior to
December 1, 1989, generally are followed in the government-wide financial
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statements to the extent that those standards do not conflict with or contradict
guidance of the Governmental Accounting Standards Board.

As a general rule the effect of interfund activity has been eliminated from the
government-wide financial statements.

Amounts reported as program revenues include 1) charges to customers or
applicants for goods, services, licenses, permits, or privileges provided, 2)
operating grants and contributions, and 3) capital grants and contributions,
including special assessments. Internally 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, than unrestricted resources
as they are needed.

. Cash and Cash with Fiscal Agent

The Municipality's Finance Director is responsible for investing available
resources. The Municipality is restricted by l[aw to invest only in savings accounts
with banks qualified as a depository of public funds by the Puerto Rico Treasury
Department (PRTD) or in instruments of the Government Development Bank for
Puerto Rico (GDB).

Cash with fiscal agent in the capital projects fund consists of unused proceeds
from appropriations from the Legislature of Puerto Rico, forthe payment of current
liabilities, and bonds and notes issued for the acquisition and construction of
major capital improvements. 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.

. interfund Receivables and Payables

Activities between funds that are representative of lending/borrowing
arrangements outstanding at the end of the fiscal year are referred to as either
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due to/from other funds (i.e., the current portion of interfund loans) or advances
to/from other funds (i.e., the non-current portion of interfund loans). All other
outstanding balances between funds are reported as due to/from other funds.

Capital Assets

Capital assets, which include property, plant, equipment, and infrastructure (which
is normally immovable and of value only to the Municipality, such as roads,
bridges, streets’ sidewalks, and drainage system), are reported in the applicable
governmental or component units columns in the government-wide financial
statements.

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

Useful Life

Buildings and building improvements 30-50 years
Furniture and fixtures 5-10 years
Vehicles and equipment 5-20 years

Reservation of Fund Balance
Reservations of fund balance represent portions of fund balance that are legally

segregated for a specific future use or are not appropriated for expenditure. The
Municipality has the following reservations of fund balance:

® FEncumbrances

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.

-23-

ORTIZ, RIVERA, RIVERA & CO.

CERTIFIED PUBLIC ACCOUNTANTS « VALUE ADDED SERVICES
Suite 152, PO Box 70250, San Juan, PR. 00936-7250 « Phone (787) 756-8524, Fax (787) 274-0562



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2008

® Debt Service
Represents net assets available to finance future debt service payments.

e Capital Projects Fund

Represents the reservation of amounts to be used for future expenditures for
capital projects under contracts and other commitments. The committed
amounts generally will become liabilities in future periods as the projects are
completed.

h. Risk Financing

The Municipality carries insurance to cover casualty, theft, tort claims and other
losses. Insurance 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 Municipality and deducted from the gross
property tax collections by the Municipal Revenue Collection Center (the “CRIM")
for the year ended June 30, 2008 amounted to approximately $258,874. The
current insurance policies have not been cancelled or terminated. The CRIM also
deducted by $174,301 forworkers’ compensation insurance covering all municipal
employees.

i. Compensated Absences

Employees are entitled to 30 days vacations leave and 18 sick days leave per
year. Sick leave is recorded as an expenditure in the year paid. Employees are
entitled to payment of unused sick leave upon retirement if have been employed
for at least 10 years in the municipal government. On July 1997, state Law 152
supra amended the Article 12.016, Section b (2) of the Municipal Law, authorizing
the Municipality to pay any excess of vacations and sick leave accumulated over
the maximum previously permitted by law. Calculations must be made until
December 31 of every year. Excess of sick leave must be paid until March 31
next every natural year. Excess of vacations can be paid after July 1 of every

fiscal year.
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j- Use of Estimates

The preparation of 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, and disclosure of contingent assets and liabilities at the date of the
financial statements and the reported amounts of revenues and
expenditures/expenses during the reporting period. The most significant
estimates consist of the contribution received from the Puerto Rico Electric Power
Authority and the Municipal Revenue Collection Center caused by the delay of the
notification of the actual revenues and expenditures to the presented in the
financial statements of the agencies mentioned above.

k. Future Adoption of Accounting Pronouncements

The Governmental Accounting Standards Board (GASB) has issued the following
staternents that the Municipality has not yet adopted:

Adoption
Staterment Required in
Number Statement Name Fiscal Year
51 : Accounting and Financial Reporting for
Intangible Assets 2009-10
52 Land and Other Real Estate Held as
Investments by Endocuments 2008-09
83 Accounting and Financial Reporting for
Derivative Instruments 2009-10

The impact of these statements on the Municipality's financial statements has not
yet been determined.
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STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY
a. Budgetary Control

The Municipality’s annual budget is prepared on the budgetary basis of
accounting, which is not in accordance with GAAP, and represents departmental
appropriations recommended by the Mayor and approved by the Municipal
Legislature prior to the beginning of the fiscal year. Amendments to the budget
require the approval of the Municipal Legislature. Transfers of appropriations
within the budget, known as Mayor's Resolutions, do not require the approval of
the Municipal Legislature.

The Municipality prepares its annual budget including the operatioris of the
general and the debt service funds.

Revenues and Expenditures - Budget and Actual (Budgetary Basis), accordingly,
includes cnly the operations of the general and the debt service funds. The
amounts budgeted underthe Special Revenue Fund were excluded since they are
received and expended over a period of time which generally exceeds the current

year.

For budgetary purposes, encumbrance accounting is used. The encumbrances
(i.e., purchase orders, contracts) are considered expenditures whenincurred. For
GAAP reporting purposes, encumbrances outstanding at year-end 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 at the end of such fiscal year. Other appropriations, mainly capital project
appropriations, are continuing accounts for which the Municipal Legislature has
authorized that an unspent balance from the prior year is carried forward and
made available for current spending.

The annual budget is presented in the Combined Statement of Revenues and
Expenditures - Budget and Actual (Budgetary Basis) is the budget ordinance to
June 30, 2008 representing the original budget.
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b. Budget/GAAP Reconciliation

The following schedule presents comparisons of the legally adopted budget with
actual data on a budget basis. Because accounting principles applied for
purposes of developing data on a budget basis differ significantly from those used
to present financial statements in conformity with GAAP, a reconciliation of entity
and timing differences in the excess of revenues and other financing sources
over expenditures and other financing uses for the year ended June 30, 2008
is presented below for the general and debt service funds:

General Debt Service

Excess (deficiency) of revenues over

(under) expenditures - budgetary basis $1,008,579 ($282,832)
Entity differences:

Non-budgeted expenditures ( 899,581)

Non-budgeted transfers in 37,341 325,722

Non-budgeted transfers out ( 325,722) ( 30,332)

Non-budgeted revenues 953,865

Reprogramming funds ( 1,539,472)
Timing differences:

Current year encumbrances recorded as

expenditures for budgetary basis 369,104 -
Excess (deficiency) of revenues over (under)
expenditures - GAAP basis ($_395.886) $_12.558

c. Legal Compliance

The legal level of budgetary control is at the individual department level for
general fund expenditures, and principal and interest due for the debt service

fund.
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RECONCILIATION OF GOVERNMENT-WIDE AND FUND FINANCIAL
STATEMENTS

The governmental fund balance sheet includes a reconciliation between fund
balance-governmental funds and net assets of governmental activities as reported in
the government-wide statement of net assets. One element of that reconciliation
explains that some liabilities, including bonds payable, are not due and payable in
the current period and therefore are not reported in the funds. The details of the
approximately $10 million difference are as follows:

Bonds payable $ 3,795,000
Landfill obligation 2,475,000
Compensated absences 1,950,203
Note payable 1,185,441
Accrued interest : 53.,652
CRIM - LIMS __ 118960

Net adjustment to reduce fund balance governmental funds
fo arrive at net assets of governmental activities $10,058,256

DEPOSITS - CUSTODIAL CREDIT RISK

Custodial credit risk is the risk that in the event of a bank failure, the government’s
deposits may not be returned to it. Under 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. [n addition, the Municipality
maintains deposits with the Government Development Bank for Puerto Rico (GDB).

The deposits at GDB of approximately $1,287,017 that are restricted principally for
capital projects and general fund, and the $1,011,348 in the debt service fund are
unsecured and uncollateralized, as no collateral is required to be carried by

governmental banks.

The Municipality maintains its investments in two (2) banks located at Puerto_Rico.
All kind of deposit is guaranteed by the Federal Deposit Insurance Corporation (FDIC)

up to $100,000.
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The excess is covered by collateral provided by banks and held by the Treasury
Department of the Commonwealth of Puerto Rico pursuant to applicable laws and

regulations.

PROPERTY TAXES

The Municipal Revenues Collection Center (CRIM) of the Commonwealth of Puerto
Rico is responsible by law for the assessment, levy and collection of all real and
personal property taxes. The tax on personal property is self assessed by the
taxpayer. The assessment is made in a return which must be filed with the CRIM by
May 15 of each year. The tax on real property is assessed by the CRIM. The
assessment is made as of January 1 of each year and is based on estimated current
values of the property as of year 1957. The tax on personal property must be paid
in full together with the return on or before May 15. The tax on real property is due
in two equal installments in July 1 and January 1, following the assessment date.

The rates are 8.58% for real property and 6.58% for personal property. The
composition is as follows:

Real Personal
Basic property 6.00% 4.00%
Additional special property - state 1.03% 1.03%
Additional special property - municipal 1.75% 1.75%
Discounts made by state to tax payer <_.20%> <_.20%>
8.58% 6.58%

The Municipality’s basic property tax rate represents the portion which is appropriated
for general purposes and accounted for in the general fund.

The “Additional special property tax - municipal” is restricted for debt service and
retained by GDB for such purposes and it is recorded as revenue in the Debt Service
Fund when collected by the CRIM and reported to the Municipality.

The “Additional special property tax - state” is collected by the CRIM for the payment
of principal and interest of general obligation bonds and certain other obligations

issued by the state government.
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Residential real property occupied by its owner is exempt by law from the payment
of property taxes on the first $15,000 of the assessed value. For such exempted
amounts, the Department of Treasury assumes payment of the basic tax to the
Municipality, except for property assessed at less than $3,500, for which no payment
is made. Revenue related to the basic tax on exempt property is recorded in the
General Fund when payments are received from the CRIM.

Complete exemption from personal property taxes up to an assessment of $50,000
is granted to merchants with an annual volume of net sales less than $150,000.

Prior to the beginning of each fiscal year, the CRIM informs the Municipality of the
estimated amount of property tax expected to be collected for the ensuring fiscal year.
Throughout the year, the CRIM advances funds to the Municipality based on the initial
@stimated collections. The CRIMis required by law to prepare a settlement staterment
on a fiscal year basis, whereby a comparison is made between the amounts
advanced to the Municipality and amounts actually collected from taxpayers. This
settlement has to be completed on a preliminary basis not later than three months
after fiscal year-end, and a final settlement made not later than six months after a
year end. If the CRIM remits to the Municipality property tax advances, which are less
than the tax actually collected, a receivable from the CRIM is recorded at June 30.
iHowever, if advances exceed the amount actually collected by the CRIM, a payable
to the CRIM is recorded at June 30. ,

Currently, the Municipality has received the preliminary settlement from CRIM related
to fiscal year 2007-08, but not the final settlement as the six months period after a
fiscal year end, provided by law to CRIM to issue this, has not yet expired.
Management believes, based in part on the experience from prior years, that when
received, the final settlement from CRIM will not show a significant difference from the
preliminary settlement and that such difference, if any, will not have a material effect
on the financial condition of the Municipality.

Based on the preliminary settlement already received, for the year ended June 30,
2008, the amount received by CRIM, less than the amount coliected from taxpayers
and charges by CRIM received by the Municipality for the same period by
approximately $630,000 of which $313,000 corresponds to the year ended June 30,
2008, $317,000 corresponding to the municipal subsidy from the months of October
2007 through March 2008. Such amount is presented as due from other
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governmental agencies in the general fund in the basic financial statements. (See
Note 9).

MUNICIPAL LICENSE TAX

Municipal License Tax receivables are recorded in the fiscal year in which
payment is due and, accordingly, represent taxes which are due and uncollected at
June 30, 2008. The annual Municipal License Tax is determined based on the gross
income of all commerce and industrial organizations who have operations in the
Municipality of Moca, and are not totally or partially exempt under the Industrial
incentive Law of Puerto Rico.

An annual return of business volume should be filed on or before April 15 of each
year and payable in two equal installments due on July 1 and January 1. A discount
of 5% is allowed when full payment is made on or before April 15. The ratas of
rnunicipal license in the Municipality of Moca, are as follows:

Savings and loans associations =1.50%
Financing institution =1.50%
Other organizations = .50%

The amounts collected in advance are recorded as deferred revenues in the Gerieral
Fund. The Municipality invoiced and collected in advance during the current year
approximately_ $753,972, corresponding to the next fiscal year municipal license.

SALES AND USE TAXES

On July 29, 2007 the Commonwealth Legislature approved Act No. 80 ("Act 80")
which imposed to all the Municipalities of Puerto Rico a uniform municipal sales and
use tax of 1.5%. Effective August 1, 2007 1% of the 1.5% will be collected by the
Municipalities and the remaining .5% of the 1.5% will be collected by the Puerto Rico

Department of Treasury.

Act 80 also provides for restrictions on the use of the resources (including the .5 of
1.5% collected by the Commonwealth Government) to be invested in solid waste and
recycling programs, capital improvements and health and public safety costs. Amount
collected by the Commonwealth Government will be deposited in accounts or special
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funds in the Governmental Development Bank of Puerto Rico ("GDB"), subject to
restrictions imposed and distributed as follows:

a. .2% of the .5% will be deposited in a "Municipal Development Fund" to finance
costs as restricted by the Act,

b. .2% of the .5% will be deposited in a "Municipal Redemption Fund" to
finance loans to municipalities subject to restrictions imposed by the Act and,

c. .1% of the .5% will be deposited in a "Municipal Improvement Fund" to
finance capital improvement projects; these funds will be distributed based
on legislation from the Commonwealth's Legislature.

DUE FROM OTHER AGENCIES

Represents grants and contributions due from local and federal agencies:

Municipal Revenues Collection Center (CAE) $ 9,573
HUD - SBGP 281,151
Municipal Revenues Collection Center (Preliminary Liquidation) 629,779

$920,503
INTERFUND TRANSACTIONS

a. Due From/To Other Funds:

The due from and due to other fund balances as of June 30, 2008, are as follows:

Receivable Fund Payable Fund _Amount
General Other Governmental $221,045
General Cops ' 401,469
General HUD 255,655
$878,169
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b. Interfund Transfers:

Interfund transfers for the year ended June 30, 2008 consisted of the following:

Transfer In Transfer Out Amount

Debt Service General $325,722
General Fund Debt Service 30,332
General Fund Other Governmental __7.009
$363,063

Transfers are used to (1) move revenues from the fund that statute or budget
revenues to collect them to the fund that statute or budget requires to expend
them, (2) move receipts restricted to debt service from the fund collecticr: the
receipts to the debt service fund as debt service payments become due, ard (3)
use unrestricted revenues collected in the general fund to finance various
programs accounted for in other funds in accordance with budgetary

authorizations.
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11. CAPITAL ASSETS

Capital asset activity for the Municipality for the year ended June 30, 2008 was as

follows:
Balance Balance
Primary Government June 30, 2007 Increases Decreases June 30, 2008
Gowvernmental Activities:
Capital assets, not being depreciated:
{and $ 2,575,456 $ - $ 2,575,456
Construction in progress 97,714 97,714
Total capital assets, not being depreciated 2,673,170 - - 2,673,170
Capital assets, being depreciated:
Suildings and building improverments 16,310,941 1,507,657 17,818,598
Furniture and fixture 896,910 8,272 905,182
‘ehicles and equipment 6,544,871 977,517 7,522,388
nfrastructure 6,877,475 1,069,073 7,946,548
Total capital assets, being depreciated 30,630,197 3,562,519 - 34,192,716
Less accunulated depreciation for:
Buildings and building improvements 3,558,100 406,156 3,964,256
furniture and fixture 547,651 37,502 ' 585,153
Vehicles and equipment 4,250,460 514,844 4,765,304
Infrastructure 5,684,250 155,589 5,839,839
Total accumulated depreciation 14,040,461 1,114,091 - 15,154,552
Total capital assets, being depreciated, net 16,589,736 2,448,428 - 19,038,164
Governmental activities capital assets, net 3 19,262,906 $ 2,448,428 $ - $ 21,711,334
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Capital asset activity for Moca Housing Project, a discretely presented component
unit, for the year ended June 30, 2008 was as follows:

Balance Balance
Component Unit-Moca Housing Project June 30,2007 Increases Decreases June 30, 2008

Capital assets, not being depreciated:

Land $ 60,900 $ - $ - $ 60,900
Total capital assets, not being depreciated 60,900 - - 60,900
Capital assets, being depreciated:
Land improvements 68,916 68,916
Buildings and building improvements 2,110,388 2,110,388
Building equipment 330,020 21,636 351,656
Furniture and fixtures 45,417 45,417
Bquipment 14,284 14,284
Total capital assets, being depreciated 2,569,025 21,636 - 2,590,661
Less accumulated depreciation 1,824,186 59,522 1,883,708
Total accumulated depreciation 1,824,186 59,522 - 1,883,708
Total capital assets, being depreciated, net 744,839 (37,8886) - 706,953
Moca Housing Project capital assets, net $ 805739 $(37,886) $ - $ 767,853

DUE TO OTHER AGENCIES

Due to other agencies at June 30, 2008 are as follows:

Puerto Rico Rétirement System Administration $ 81,488
Puerto Rico Electric Power Authority 59,945
Puerto Rico Water and Sewer Authority 59,981
Internal Revenue Service 33,782
Treasury Department 7,202
Puerto Rico General Services Administration 445
U. S. Department of Housing and Urban Development 19,156
Total ' $ 261,999
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DEFERRED REVENUES
a. Municipal License Tax

The deferred revenues of $753,972 in the general fund related to municipal
license tax collected in fiscal year 2007-08 that will be earned in fiscal year 2008-
09.

b. Feceral Government

The deferred revenues presented as federal government represents the portion
of federal grants received for which qualifying expenditures have not been
incurred. The amounts were determined taking into consideration the specific
years of the grant. The balance of $73,729 in the HUD Program is related to the

Section 8 Existing Program.
iNTERGOVERNMENTAL REVENUES

intergovernmental revenues consist mainly of collections from the Commonwealth of
Puerto Rico and the CRIM, payments in lieu of taxes from the Puerto Rico Electric
Power Authority and federal financial assistance received from the federal

government.

The gerneral fund intergovernmental revenues are as follows:

Puerto Rico Electric Power Authority $1,578,061

Puerto Rico Treasury Department (Christmas Bonus) 192,484

Equalization Fund (.20 hundredth) 3,713,903

Total | $5.484,448
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2008

15. LONG-TERM DEBTS
Bonds and other long-term liabilities outstanding at June 30, 2008 are as foliows:
Bonds

$2,780,000 series of 1995, payable in annual instaliments of
$40,000 to $270,000 until July 1, 2017, interest ranging from
4.7% t0 6.63%. $1,765,000

$430,000 series of 2002, payable in annual installments of

$5,000 to $35,000 until July 1, 2027, interest ranging from
5% to 6.5%. 380,000

$455,000 series of 2002, payable in annual installments of
$5,000 to $35,000 until July 1, 2027, interest ranging from
5% 10 6.5%. 405,000

265,000 series of 2006, payable in annual installments of
$5,000 to $25,000 until July 1, 2030, interest ranging from
6.25% to 7.25%. 250,000

$635,000 series of 2007, payable in annual installments of
$25,000 to $65,000 until July 1, 2021, interest ranging from
6.60% to 7.25%. 585,000

$415,000 series of 2008, payable in annual instaliments of
$5,000 to $35,000 until July 1, 2032, interest from 6.48% to

7.50%. 410,000
Total bonds payable 3.795.000
Notes

$835,000 series of 2008, payable in annual installments of
$95,000 to $150,000 until July 1, 2008, interest ranging from
6.48% to 7.50%. 740,000
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MUNICIPALITY OF MOCA
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2008

$385,000 series of 2006, payable in annual installments of
$45,000 to $65,000 until July 1, 2012; interest ranging :
from 4.23% to 5.33%. $ 240,000

Note payable to CRIM (Financing of delinquent accounts) -
On April 2, 2002, the Municipality entered into a financing
agreement with the CRIM in the amount of $260,193 to
finance delinquent property tax accounts sold to private
investors, under the provision of Law No. 146 of October
11, 2001. The agreement is in the form of a non revolving
line of credit bearing interest of 6.5% for the first five years
and variable for the next 25 years at 125 points over
London Interbank offered Rate (LIBOR) and is due on
December 1, 2032. As described in Law No. 146, interest
payments for the first five years will be financed through
.48% of the net increase of the subsidy provided by the
Commonwealth of Puerto Rico’s general fund. Also, during
the first five years any collection froni those delinquent
accounts will be credited to the loan principal. After the 5
year period the loan outstanding balance will be

restructured for 25 years period. 205,441
Total notes payable 1,185,441

Other Long-term Liabilities

Note payable to CRIM (LIMS) - On June 27, 2001, the
Municipality entered into a financing agreement with the
CRIM in the amount of $286,847 for the payment of the
Municipality’s share of the cost of a management
information system (LIMS) acquired by the CRIM for the
management of taxpayer’s properties iocated in Puerto
Rico. The note is payable in semiannual instaliments of
$38,472, including interest of 5.95% and is due on
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2008

November 28, 2011. Amount is financed with unrestricted
funds through withholdings from the advances of property
tax and amounts of municipal equalization fund sen to the
Municipality by the Municipal Revenue Coliection Center

(CRIM). $__119.960
Total long-term liabilities $5.100.401

The annual debt service requirements for the bonds payable and note payable at
June 30, 2008, are as follows:

Bonds Note Payable
Principal Interest Principal Interesi

2009 $ 195,000 §$ 235,852 $ 163,560 $§ 296,800
2010 ' 210,000 235,802 178,560 296,048
2011 235,000 222,427 188,560 273,891
2012 255,000 207,472 198,560 249,404
2013 275,000 191,248 143,560 223,271
2014-2018 1,465,000 654,430 192,800 710,937
2019-2023 550,000 303,801 42,800 335,747
2024-2028 440,000 143,824 42,800 162,462
2029-2033 170,000 28,900 34,241 34,224

$3,795,000 $2,223,756 $1,185,441 $2,682,784

Component Unit

The mortgage payable by the discretely component unit is owed by Moca Housing
Project and consists of an 8% mortgage note, payable in monthly installments of
$12,193, including interest, until 2017, collateralized with land and building.
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The principal maturities of the mortgage in each of the next five years and thereafter
are as follows:

Year Ended

June 30 Amount_
2009 $ 67,874
2010 74,150
2011 81,007
2012 : 88,498
2013 104,359
Thereafter 498,044

$913,932
Landfill Obligations

State and federal laws and regulations require the Municipality to place a final cover
on the Municipality’s landfill site when it stops accepting waste and to perform certain
maintenance and monitoring functions at the site for 30 years after closure. In
ancordance with Statement No. 18 of the GASB, “Accounting for Municipal Solid
Waste Landfill Closure and Postclosure Care Costs,” the Municipality has performed
a study of the activities that need to be implemented at the Municipality’'s landfill to
guarantee the maximum yield of available space and to comply with applicable state
and federal regulations. Based on this study, the Municipality recognized $2.5 million
as the Municipality’s estimated current cost for landfill closure as of June 30, 2008.
The reported liability represents the total estimated cost of closure since the
Municipality expects to close the landfill in the year 2011. Actual costs may be
different due to inflation, changes in technology, or changes in laws and regulations.
The balance of closure and postclosure costs of $2.5 million are reported in the
statement of net assets because it will not be funded with available expendable
financial resources at June 30, 2008.
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Long-term liability activity for the year ended June 30, 2008 was as follows:

Beginning Ending Due within
Primary Government Balance Additions Payments Balance One Year
Governmental Activities:
Bonds payable $ 3,560,000 $ 415000 $ 180,000 $ 3,795,000 $ 195,000
Notes payable 724,001 -835,000 373,560 1,185,441 163,560
Total long-term debt 4,284,001 1,250,000 553,560 4,980,441 358,560
Other long-term liabilities:
ASES 228,311 228,311 -
Landfill obligation 2,067,918 407,082 2,475,000 31,800
CRIM - LIMS 149,949 29,989 119,960
Compensated absences 1,652,038 298,165 1,950,203 75,000
Total other liabilities,
gevernmental activities 4,098,216 705,247 258,300 4,545,163 106,800
Total noncurrent liabilities,
governmental activities $8,382,217 $1,955247 $ 811,860 $9,525,604 $ 465,360
Beginning Ending Due within
Com ponent Unit: Balance Additions Reductions Balance One Year
Moca Housing Project
mortgage payable $ 976,241 b - % 62,309 $ 913,932 $ 67874

16. RETIREMENT PLAN

a. Plan Description

The Employee’s Retirement System of the Government of Puerto Rico and its
Instrumentalities (ERS) is the administrator of a cost-sharing multiple-employer
retirement system established by the Commonwealth of Puerto Rico. The System
was created under the ACT 447, approved on May 15, 1951, as amended, and

became effective on January 1, 1952.
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ERS covers all regular employees of the Commonwealth of Puerto Rico and its
instrumentalities and of certain municipalities and components units not covered
by their own retirements systems.

Participation is mandatory except for members of the Legislature, Government
Secretaries, Heads for Agencies and Public Instrumentalities, Assistants to the
Governor, the Comptroller of Puerto Rico, Gubernatorial Board and Committee
appointees and Experimental Service Station employees.

ERS provides retirement, death and disability benefits. Disability retirement
benefits are available to members for occupational and non-occupational
disabilities. Retirement benefits depend upon age at retirement and number of
years of credited service. Benefits vest after ten years of plan participation.

Members who have attained an age of at least fifty-five (65) years and have
completed at least twenty-five (25) years of creditable service or members who
have attained an age of at least fifty-eight (58) years and have completed at least
fifty-eight (58) years and have completed at least ten (10) years of creditable
service, are entitled to an annual benefit, payable monthly for life.

The amounts of the annuity will be one and one-half percent of the average
compensation multiplied by the number of years of creditable service up to twenty
years, plus 2% of the average compensation multiplied by the number of years of
creditable service in excess of twenty years. In no case the annuity will be less
than $200 per month.

Participants who have completed at least thirty (30) years of creditable service are
entitled to receive the Merit Annuity. Participants who have not attained fifty-five
(55) years of age will receive 65% of the average compensation or if they have
attained fifty-five (55) years of age will receive 75% of the average compensation.
Disability retirement benefits are available to members for occupational and non-
occupational disability. However, for non-occupational disability a member must
have at least ten (10) years of service.

No benefit is payable if the participant receives a refund of his accumulated
contributions.
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COMMONWEALTH OF PUERTO RICO
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
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On September 24, 1999, an amendment to Act No. 447 of May 15, 1951, which
created ERS, was enacted with the purpose of establishing a new pension
program (System 2000). Employees participating in the current system as of
December 31, 1999, may elect to stay in the defined benefit plan or transfer to the
new program. Persons joining the Municipality on or after January 2000, will only
be allowed to become members of System 2000. System 2000 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 2000 is a hybrid defined contribution plan, also known as a cash balance
plan. Under this new plan, there will be a pool of pension assets, which will be
invested by ERS, together with those of the current defined benefit pian. Benefits
at retirement age will not be guaranteed by the Commonwealth of Puerto Rico.
The annuity will be based on a formula which assumes that each year the
employee’s contribution (with a minimum of 8.275% of the employee’s salary upan
to a maximum of 10%) will be invested in an account which will be either: (1) earn
a fixed rate based on the two-year Constant Maturity Treasury Note or, (2) earn
rate equal to 75% of the return of the ERS’s investment portfolio (net of
management fees), or (3) earn a combination of both alternatives. Participants
will receive periodic account statements similar to those of defined contribution
plans showing their accrued balances. Disability pensions will not be grantad
under System 2000. The employer's contribution (9.275% of the employee’s
salary) will be used to fund the current plan.

. Contribution Requirements

Commonwealth legislation requires employees to contribute 5.775% of gross
salary up to $6,600 plus 8.275% of gross salary in excess of $6,600. The
Municipality’s contributions are 9.275% of gross salary.  Contributions’
requirements are established by law. The actuarially determined contribution
requirement and contributions actually made for the year ended June 30, 2008
was approximately $401,000. The Municipality's payroll for employees covered
by ERS was approximately $4.3 million. The Municipality total payroll for all
employees was approximately $6.4 million.

Additional information on the ERS is provided in its financial statements for the
year ended June 30, 2008, a copy of which can be obtained from the ERS,
Minillas Station, PO Box 42003, San Juan, PR 00940.
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2008

RISK MANAGEMENT

The Risk Management Division of the Municipality’s Legal Department is responsible
of assuring that the Municipality’s property is properly insured. Annually, the Risk
Management Division compiles the information of all property owned and its
respective market value. After evaluating this information, the Risk Management
Division submits the data regarding the Municipality’s properties to the Area of Public
Insurance at the Department of the Treasury of the Commonwealth of Puerto Rico
who is responsible for purchasing all property and casualty insurance policies of all
municipalities. '

LEASES
Operating Leases
Leasing Arrangement with the Municipality as Lessor:

a. The Municipality leases spaces in its Market Place and Transportation center
under operating lease agreements with terms ranging from one to five years.

b. Totalincome from leases during the year“ended June 30, 2008 was approximately »
$13,500.

c. The Municipality retains title to its leased property. The lessee pays taxes,
licenses, insurance, and maintenance costs of the leased assets.

Leasing arrangements with the Municipality as lessee:

The Municipality is obligated under noncancellable operational leases, with periods
not longer than one year.
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. MUNICIPALITY OF MOCA
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2008

LANDFILL CLOSURE AND POSTCLOSURE COSTS

The Municipality adopted the provisions of Statement No. 18, Accounting for
Municipal solid Waste Landfill Closure and Postclosure Care Costs issued by the
Governmental Accounting Standard Board. This statement established standards for
accounting and reporting for solid waste landfill costs owned by governmental entities
(including the Municipality) that are required by federal and local laws and regulations
to incur closure and postclosure care costs.

According to this statement, closure and postclosure care costs are recorded while
the landfill is operating. The Municipality has determined that the present value of
total estimated closing costs and post closing care costs amount to $2,475,000.
(See Note 15).

CONTINGENCIES

a. The Municipality receives Federal Grants for specific purposes that are subject to
review and audit by the grantor agencies. Although such audits could generate
expenditure disallowances under the terms of the grants, management believes
that any required reimbursements would not be material.

p. The Municipality is a defendant and/or co-defendant in various lawsuits which
claims for actual damages. Some of these lawsuits are covered by insurance.
The Municipality's management and outside counsels believe that is probable that
any potential liability that might exist, if any, in excess of the insurance, will not
affect significantly the financial position of the Municipality.

COMMITMENTS

The Municipality of Moca had several outstanding or planned construction projects
as of June 30, 2008. These projects are evidenced by contractual commitments with
contractors. The construction projects are commitments of the Other Governmental

that amounted to approximately $656,540.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2008

Federal Federal
CFDA Disbursements/
Federal Grantor/Program Title Number Expenditures

U.S. Department of Housing and Urban
Development (HUD)
Direct Program: ,
Section 8 Vouchers Program 14.871 $ 253,404
Pass-through State -Commonwealth of Puerto
Rico/Commissions Office of Municipal Affairs -
Community Development Block Grant - States

Program
SBGP 14.228 1,379,485
Subtotal U.S. Department of HUD 1,632,889

U.S. epartment of Health and Human Services (HHS)
Pass-through the Puerto Rico Elderly Commission:
Special Programs fro the Aging - Title lll, Part B
nNutrition Services 51,043

Subtotal U.S. Depariment of HHS 51,043

U.S. Department of Justice
Pass-through Department of Justice of Puerto Rico

Edward Byrne Justice Assistance Grant 14,000
Subtotal U.S. Department of Justice 14,000
TOTAL $ 1,697,932
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2008

SIGNIFICANT ACCOUNTING POLICIES

The accompanying Schedule of Expenditures of Federal Awards includes the federal
grant activity of the Municipality of Moca and is presented on the modified accrual
basis of accounting. The information in this schedule is presented in accordance with
the requirements of OMB Circular A-133. Therefore, some amounts presented in this
schedule may differ from amounts presented in, or used in the preparation of, the
basic financial statements.

BASIS OF PRESENTATION

The expenditures of the schedule are included in the Municipality’s basic financial
statements in the accompanying Statement of Revenues, Expenditures and Changes
in Fund Balances-Governmental Funds. The reconciliation of expenditures in the
t>asic financial statements to the Schedule of Expenditures of Federal Awards is a

follows:

Expenditures

Expenditures as per basic financial
statements:

Housing and Urban Development Programs $1,632,889
Federal expenditures included in other governmental funds 65,043

$1.607,932

Total expenditures per schedule of expenditures

of federal awards $1.697.932
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INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT
OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

To the Honorable Mayor

and Municipal Legislature
Municipality of Moca
Moca, 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 Moca, as of and far the
year ended June 30, 2008, which collectively comprise the Municipality’s basic financial
staterents and have issued our report thereon dated December 5, 2008. We conducted
our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroiler General of the United States.

Internal Control over Financial Reporting

In planning and performing our audit, we considered Municipality of Moca’s internal control
over financial reporting as a basis for designing our auditing procedures for the purpose
of expressing our opinion on the financial statements, but not for the purpose of expressing
an opinion on the effectiveness of the Municipality's internal control over financial reporting.
Accordingly, we do not express an opinion on the effectiveness of the Municipality’s
internal control over financial reporting.

A control deficiency exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions,
to prevent or detect misstatements on a timely basis. A significant deficiency is a control
deficiency, or combination of control deficiencies, that adversely affects the Municipality’s
ability to initiate, authorize, record, process, or report financial data reliably in accordance
with generally accepted accounting principles such that there is more than a remote
likelihood that a misstatement of the Municipality’s financial statements that is more than
inconsequential will not be prevented or detected by the Municipality’s internal control.
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A material weakness is a significant deficiency, or combination of significant deficiencies,
that results in more than a remote likelihood that a material misstatement of the financial
statements will not be prevented or detected by the Municipality’s internal control.

Our consideration of internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and would not necessarily identify all
deficiencies in internal control that might be significant deficiencies or material
weaknesses. We did notidentify any deficiencies in internal control over financial reporting
that we consider to be material weaknesses, as defined above.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Municipality of Moca’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 test disclosed no instances of noncompliance or other matters
that are required to be reported under Government Auditing Standards.

We nuoted certain immaterial instances of noncompliance which we have reported to
management of the Municipality of Moca in a separate letter dated December 5, 2008.

This report is intended solely for the information and use of the audit committee,

Cominissioner Office of Municipal Affairs, management and the federal awarding agericies
and nass-through entities and is not intended to be and should not be used by anyone

other than these specified parties.
L)\:"Qiuuu. % <:>

San Juan, Puerto Rico
December 5, 2008
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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 WITH OMB CIRCULAR A-133 -

To the Honorable Mayor

and Municipal Legislature
Municipality of Moca
Moca, Puerto Rico

Compliance

We have audited the compliance of Municipality of Moca with the types of compliance
requirements described in the U. S. Office of Management and Budget (OMB) Circular A-
133 Compliance Supplement that are applicable to each of its major federal programs for
the vear ended June 30, 2008. Municipality of Moca'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 of laws, regulations,
contracts and grants applicable to each of its major federal programs is the responsibility
of Municipality of Moca's management. Our responsibility is to express and opinion on
Municipality of Moca'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 Organizations. 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 occurred. An audit includes examining, on a test basis,
evidence about Municipality of Moca'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 on Municipality of Moca’ compliance with those requirements.
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In our opinion, the Municipality of Moca complied, in all material respects, with the
requirements referred to above that are applicable to each of its major federal program for
the year ended June 30, 2008. However, the results of our auditing procedures disclosed
instances of noncompliance with those requirements, which are required to be reported in
accordance with OMB Circular A-133 and which is described in the accompanying
schedule of findings as questioned costs as item 08-1.

Internal Control over Compliance

The management of Municipality of Moca is responsible for establishing and maintaining
effective internal control over compliance with the requirements of laws, reguiations,
contracts and grants applicable to federal programs. In planning and performing our audit,
we considered Municipality of Moca's internal control over compliance with 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, 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 the Municipality's internal control over compliance.

A control deficiency in an entity's internal control over compliance exists when the design
or operation of a control does not allow management or employees, in the normal course
of performing their assigned functions, to prevent or detect noncompliance with a type of
compliance requirement of a federal program on a timely basis. A significant deficiency is
a control deficiency, or combination of control deficiencies, that adversely affects the
antity’s ability to administer a federal program such that there is more than a remote
iikelitwod that noncompliance with a type of compliance requirement of a federal program
that iz more than inconsequential will not be prevented or detected by the entity's internal

controd.

A material weakness is a significant deficiency, or combination of significant deficiencies,
that results in more than a remote likelihood that material noncompliance with a type of
compliance requirement of a federal program will not be prevented or detected by the

entity's internal control.

Our consideration of internal control over compliance was for the limited purpose described
in the first paragraph of this section and would not necessarily identify all deficiencies in
internal control that might be significant deficiencies or material weaknesses. We did not
identify any deficiencies in internal control over compliance that we consider to be material
weaknesses, as defined above.

Municipality's response to the findings identified in our audit are described in the
accompanying schedule of findings and questioned costs. We did not audit Municipality’s
response and, accordingly, we express no opinion on it.
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This report is intended solely for the information of the audit committee, Commissioner
Office of Municipal Affairs, management and the federal awarding agencies and pass-

through entities and is not intended to be and should not be used by anyone other than
these specified parties.

San Juan, Puerto Rico
December 5, 2008 b X ’?\\ e (? o\

The stamp 2363607
to the original of this
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SN fusuices, ‘\}/
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2008

SUMMARY OF AUDIT RESULTS

a.

hasad

I.

The auditors’ report expresses an unqualified opinion on the basic financial
statements of the Municipality of Moca.

There were no significant deficiencies on internal control.

No instances of noncompliance material to the financial statements of Municipality
of Moca were disclosed during the audit.

There were no significant deficiencies on internal controls over major programs.

The auditor's report on compliance with requirements applicable to federal award
programs for Municipality of Moca express an unqualified opinion.

Audit findings relative to the major federal award programs for the Municipality of
Moca are reported in number 3 of this schedule.

The programs tested as major programs included:

SBGP - CFDA No. 14.228

The threshold for distinguishing types A and B programs was $300,000.

Municipality of Moca was determined to be a low-risk auditee.

FINDINGS - FINANCIAL STATEMENTS AUDIT

None
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2008

3. FINDINGS AND QUESTIONED COSTS - MAJOR FEDERAL AWARD PROGRAM
AUDIT

a. SBGP - CFDA No. 14.228

® Condition 08-1

The Municipality does not have effective internal controls over compliance with
the requirement to ensure that all laborers and mechanics employed by
contractors or subcontractors to work on construction contracts in excess of
$2,000 financed by Federal assistance funds are paid wages not less than
those established for the locality of the project (prevailing wage rates) by the
Department of Labor (DOL) (40 USC 276a to 276a-7). For the construction
projects selected for testing, we noted that the contracts do not have the
prevailing wage rate clause updated. In addition, none of the contracts
selected have the certified payrolls.

Criteria

The Davis Bacon Act requires that all laborers and mechanics employed by
contractors or subcontractors to work on construction contracts in excess of
$2,000 financed by Federal assistance funds must be paid wages not iess
than those established for the locality of the project (prevailing wage rates) by
the DOL (40 USC 276a to 276a-7).

Cause

The program’s management failed to monitor the laborers employed by
contractors to assure they are paid the prevailing wage rates and includes the
certified payrolls.

Effect

The continued failure to implement internal controls and ensure compliance
with the above requirement may expose the Municipality to cost disallowances.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2008

Recommendation

The Municipality should require to the construction contractors to make
interviews to laborers to assure that wages paid are not less than those
established by the DOL.

Questioned Costs

None
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
SCHEDULE OF STATUS OF PRIOR YEAR
AUDIT FINDINGS AND QUESTIONED COSTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2008

During the current examination, follow-up was given to the findings informed to the
Municipality in prior years. It was noted that corrective action has been taken, except for
certain conditions that still exist and require further action. These are included in the

accompanying Schedule of Prior Year Audits Findings and Questioned Costs.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
SCHEDULE OF STATUS OF PRIOR YEAR
AUDIT FINDINGS AND QUESTIONED COSTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2008

Program Finding/Noncompliance Status

Community  Condition 06-01
Development Block
Grants/ States The Municipality has not established the Condition partially
Program, CFDANo.  appropriate system of internal control to ensure  corrected.
14.228 the timely and accurate reconciliation of the
accounting records maintained by program
accountants with those maintained at the

Municipality.
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INDEPENDENT AUDITORS' REPORT

To the Honorable Mayor and
Municipal Legislature
Municipality of Moca

Moca, Puerto Rico

We have audited the accompanying financial statements of the governmental activities,
each major fund and the aggregate remaining fund information of the Municipality of
Moca, as of and for the year ended June 30, 2009, which collectively comprise the
Municipality’s basic financial statements, as listed in the table of contents. These finaricial
statements are the responsibility of the Municipality’s management. Our responsibility is to
gxpress opinions on these financial statements based on our audit. We did not audit the
financial statements of Moca Housing Project, as of June 30, 2009. Those financial
statements were audited by other auditors whose report thereon has been furnished to us,
and our opinion, insofar as it relates to the amounts included for Moca Housing Project, is

based on the report of the other auditors.

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. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides

a reasonable basis for our opinions.

Based on our audit and the report of other auditors, the financial statements referred to
above present fairly, in all material respects, the respective financial position of the
governmental activities, discretely presented component unit, each major fund and the
aggregate remaining fund information of the Municipality of Moca as of June 30, 2009,
and the respective changes in financial position, thereof and the respective budgetary
comparison for the general and debt service funds for the fiscal year then ended in
conformity with accounting principles generally accepted in the United States of America.
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Estado Libre Asociado De Puerto Rico

MUNICIPIO DE MOCA
Moca, Puerto Rjco

MUNICIPALITY OF MOCA
MANAGEMENT’S DISCUSSION AND ANALYSIS

Management of  the Municipality of Moca (the ‘“Municipality”) provides this Management’s
Discussion and Analysis of the Municipality’s basic financial statements as an overview and analysis
of the financial activities of the Municipality for the fiscal year ended June 30, 2009. We encourage
readers to consider the information presented here in conjunction with the additional information that

we have furnished in the accompanying basic financial statements.

USING THIS ANNUAL REPORT

This annual report consists of a series of new financial statements with a change in the focus from
previous financial statements. The new focus is on both the Municipality as a whole (government-
wide) and the major individual funds. Both perspectives (government-wide and major fund) allow the
user to address relevant questions, broaden a basis for comparison (year to year or government to
government) and enhance the Municipality’s accountability. '

FINANCIAL HIGHLIGHTS

3 The Municipality net assets increased by § 69,062.
®  Inthe fund financial statements, general fund balances decreased by §1,880,454.

»  (Capital expenditures amounted to § 1,968,312.

GOVERNMENT-WIDE-FINANCIAL STATEMENT

The government-wide financial statements are designed to provide readers with a broad overview of
the Municipality’s operations and finance as a whole in a manner similar to private-sector business.
These statements provide short-term and long-term information about the Municipality’s financial
position, which assist the Municipality’s management to determine the economic condition at the end
of the fiscal year. These financial statements are prepared using the flow of economic resources
measurement focus. and the accrual basis of accounting. This basically means that these financial
statements follow methods that are similar to those used by most businesses. ‘They take into account
all revenues and expenses connected with the fiscal year ended June 30, 2009 even if cash involved
have not been received or paid. The government-wide financial statements include: (1) the statements

of net assets and (2) the statement of activities.






FINANCIAL ANALYSIS OF THE MUNICIPALITY AS A WHOLE

‘Net Assets

As noted earlier, net assets may serve over time as a useful indicator of the Municipality’s financial
position. In the case of the Municipality, assets exceeded liabilities by § 16,254,548 at June 30, 2008.

Municipality of Moca
Condensed Statement of Net Assets
June 30, 2009 and 2008

2009 2008

Current assets $ 7,643,513 $ 7,278,024
Capital assets 22,398,030 21,711,334

Total assets 30,041,543 28,989,358
Current liabilities 3,522,814 3,743,628
Noncurrent liabilities 10,264,181 9,060,244

Total liabilities 13,786,995 12,803,872
Invested in capital assets, net of related debt 17,898,030 17,916,334
Restricted 3,233,023 576,908
Unrestricted (4,876,505) (2,307,756)

Total net assets $ 16,254,548 $ 16,185,486

As previously discussed, by far the largest portion of the Municipality’s net assets reflect its
investment in capital assets (e.g., land, buildings, machinery, equipment and afl other property) less
any related debt used to acquire those assets that is still outstanding. The Municipality uses these
capital assets to provide services to citizens; consequently, these assets are not available for future
spending.  The following is a condensed presentation of the Municipality’s financial position and
results of operations, as reported in the government-wide financial statements:

Changes in Net Assets

The Municipality’s net assets increased by §69,062. Approximately 52 percent of the Municipality's
total revenue came from grants and contributions, including federal aid, while 19 percent resulted
Sfrom taxes. The Municipality's expenses cover a range of services. The largest expenses were for
general government and public works.






FINANCIAL ANALYSIS OF THE MUNICIPALITY'S INDIVIDUAL FUNDS

As noted earlier, the Municipality uses fund accounting to ensure and demonstrate compliance with
finance-related legal requirements.

Governmental Funds

The focus of the Municipality’s governmental funds is to provide information on near-term inflows,
outflows, and balances of spendable resources. Such information is useful in assessing the
Municipality’s financing requirements. In 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 balances of § 5,084,524, an increase of § 552,116 in comparison with the prior year. There
are reservations of fund balance. This is the fund balance that is not available for new spending

because it has already been committed to pay debt service (§ 669,937).

The general fund is included within the govemmental funds; it is the operating fund of the
Municipality. As of June 30, 2009, the general fund has a superavit of §128,256. The superavit
decreased by §1,880,454 during fiscal year ended June 30, 2009.

Notes to the Financial Statements

The basic financial statements also include notes to explain information in the financial statements
and provide more detailed data.

Required Supplementary Information

The statements are followed by the required supplementary information that contains the budgetary
comparison schedule for the General and Debt Service Funds.

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets

The Municipality's investment in capital assets as of June 30, 2009, amounts to §36.2 million, net of
accumulated depreciation of $16.4 million, leaving a net book value of $19.8 million. This investment
in capital assets includes land, buildings, improvements, equipment construction in progress.

The total net increase in the Municipality’s investment in capital assets for the current fiscal year was
about 12% in terms of net book value. Actual expenditures to purchase or construct capital assets were
$1.9 million for the year. Depreciation charges for the year totaled §1.2 million.

The Municipality finances a significant portion of its construction activities through bond issuances.
The proceeds from bond issuances designated for construction activities are committed in its entirety
for such purposes and cannot be used for any other purposes. As of June 30, 2009 the Municipality

7.






COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
STATEMENT OF NET ASSETS
JUNE 30, 2009

Governmentai Moca Housing
Assets Activities Project
Cash (Notes 2 and 5) $ 4,341,119 $ 44,123
Cash with fiscal agent (Notes 2 and 5) 2,567,644
Accounts receivable:
Landfill 255,708
Other 74,400
Due from other agencies (Note 9) 361,150
Other assets 15,677
Restricted funds 43,492 233,189
Capital assets, net (Note 11) 22,398,030 719,408
Total assets $ 30,041,543 $ 1,012,397
Liabilities and Net Assets
Liabilities
Accounts payable and accrued liabilities 3 825,034 3 172,217
Due to other agencies (Note 12) 253,682
General abligations:
Bonds 455,000
Interest 119,980
Deferred revenues:
Municipal license tax (Note 13) 831,564
Federal government (Note 13) 73,729
Noncurrent liabilities: (Note 15)
Due within one year 547,280 74,150
Due in more than one year 10,264,181 : 771,628
Accrued interest 416,545
Total liabilities 13,786,895 1,017,995
Net Assets
Investment in capital assets, net of related debt 17,898,030
Restricted for:
Debt service 669,937
Capital projects 2,563,086
Unrestricted (4,876,505) (5,598)
Total net assets 16,254,548 {5,598)
Total liabilities and net assets $ 30,041,543 $ 1,012,397

The accompanying notes are an integral part of these basic financial statements.
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Functions/Programs

Primary Government:
General government
Public safety
Pubtic works
Culture
Recreation
Health and welfare
Interest on long-term debt
Total primary government

Component Unit:
Moca Housing Project
Total component unit

CONMONWEALTH OF PUERTO RICO
MUMICIPALITY OF MOCA
STATEMENT OF ACTIVITIES
FOR THE FISCAL YEAR ENDED JUNE 30, 2009

Program Revenues

Net (Expense) Revenue and
Changes in Net Assets

Primary Component
Operating Government Unit
Charges for Grants and Governmental Moca Housing
Expenses Services Contributions Activities Project
$ 7,519,795 $ 2,200,218 $ - $ (5,319,577) $ -
1,081,455 {1,081,455)
7,987,430 1,077,532 (6,809,898)
216,840 (216,840)
817,720 (917,720)
526,731 397,929 (128,802)
193,676 (193,678)
$ 18,443,647 $ 2,200,218 $ 1,475,461 $ (14,767,968) -
582,944 467,389 (115,555)
$ 582,944 $ 467,389 $ - - {(115,555)
General revenues:
Property taxes (Note 6) 2,682,964
Municipal license tax (Note 7) . 842,879
Sales and uses tax (Note 8) ' 1,518,578
Grants and contributions not restricted to specific programs 9,542,309
Interest and investment earnings 86,603
Miscellaneous 163,697
Total general revenues 14,837,030 -
Change in net assets 69,062 (115,555)
Net assets at beginning of year 16,185,486 109,957
Net assets at end of year $ 16,254,548 $ (5,598)

The accompanying notes are an integral part of these basic financial statements.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
RECONCILIATICN OF THE GOVERNMENTAL FUNDS
BALANCE SHEET TO STATEMENT OF NET ASSETS
JUNE 30, 2009

Total fund balances - governmental funds $ 5,084,524

Amounts reported for governmentai activities in the statement
of net assets are different because:

« Capital assets, net used in governmental activities are
not current financial resources and therefore are not _
reported in the governmental funds balance sheet 22,398,030

« Some liabilities, including bonds payable, are not due
and payable in the current period and therefore are not
reported in the funds. (Note 4) (11,228,006)

Net assets of governmental activities $16,254,548

The accompanying notes are an integral part of these basic financial statements.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA

STATEMENT OF REVENUES,

FOR THE FISCAL YEAR ENDED JUNE 30, 2009

REVENUES
Property taxes (Note 6)

‘ Municipal license taxes (Note 7)
Sales and uses tax (Note 8)
Licenses and permits
Charges for service and rents
Intergovernmental revenues (Note 14):

Federal grants and contributions
State contributions
Interest, fines, and penalties
Other revenues
Total revenues

EXPENDITURES
General government
Public safety
Public works
Culture
Recreation
Health and welfare
Capital outlays
Debt service:

Principal retirement
Interest and other
Total expenditures

Excess (Deficiency) of revenues over expenditures

OTHER FINANCING SOURCES (USES)
Loan proceeds

Transfers in

Transfers out

Total other financing sources (uses)

Excess (deficiency) of revenues and other financing sources
over (under) expenditures and other uses

FUND BALANCE (DEFICIT) AT BEGINNING OF YEAR
FUND BALANCE AT END OF YEAR

Housing and

EXPENDITURES, AND CHANGES IN FUND BALANCES-GOVERNMENTAL (CONTINUED)

Urban Other Total
X Development Debt Governmental Governmental

General Programs Service Funds Funds
$ 2,218,449 $ -o- $ 464,515 $ - $ 2,682,964
842,879 842,879
359,140 1,159,438 1,618,578
394,222 394,222
1,805,996 1,605,996
1,341,340 134,121 1,475,461
6,384,100 3,158,209 9,642,308
82,099 4,504 86,603
129,544 3,404 30,749 163,697
11,857,289 1,344,744 823,159 4,482,517 18.5122,709
6,717,056 199,752 6,916,808
867,242 134,581 1,001,823
5,100,807 115,167 2,303,094 7.519,068
198,604 198,604
340,540 &40,540
233,479 271,814 506,293
665,067 1,303,245 1,968,312
505,360 505,360
309,785 309,785
13,957,728 ___ 1052,048 815,145 3,940,672 19,765,593
(2,100,439) — 13,014 541,845 (1,252,884)
1,805,000 1,805,000
304,504 389,023
(84.519) . (300.000) (389,023)
219,985 }5 1,505,000 1,805,000

>4
(1,880,454) S~ j. 2,046,845 552,116
N

2,008,710 <! 2,115,030 4,532,408
$__128.256 $ 124,456 . C\{? S’ $ 4.161.875 $ 5,084,524

The accompanying notes are an integral part of these basic financial statements.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA

RECONCILIATION GF THE STATEMENT OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS TO THE

STATEMENT OF ACTIVITIES

FOR THE FISCAL YEAR ENDED JUNE 30, 2009

Net change in fund balances - total governmental funds

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

Governmental funds report capital outlays as expenditures.

However, in the statement of activities, the cost of those -

assets is allocated over their estimated useful lives and
reported as depreciation expense.

Depreciation expense on capital assets is reported in the
statement of activities, but they do not require the use of
current financial resources. Therefore, depreciation expense
is not reported as expenditure in governmental funds.

Governmental funds report issuance of long-term debt as
other financial sources because provides current financial

resources.

Governmental funds report principal payments on long-term
obligations as expenditures, whereas the principal payments
reduces the long-term obligations in the statement of

Change in accrued interest expense which does not require
the use of current financial resources.

Some expenditures reported in the governmental funds do not
require the use of current financial resources; therefore, are
not reported as expense in statement of activities:

Accrued vacations and bonus

Changes in net assets of governmental activities

$ 552,116

1,968,312

(1,281,616)

(1,805,000)

505,362

116,107

. 13,781

$ 69,062

The accompanying notes are an integral part of these basic financial statements.

—15~

ORTIZ, RIVERA, RIVERA & CO.

CERTIFIED PUBLIC ACCOUNTANTS « VALUE ADDED SERVICES

Suite 152, PO Box 70250, San Juan, P.R. 00936-7250 « Phone (787) 756-8524, Fax (787) 274-0562






COMMONWEALTH COF PUERTC RICC
MUNICIPALITY OF MOCA
NGTES TO THE FINANCIAL STATEMENTS

FOR THE FISCAL YEAR ENDED JUNE 30, 2009

ORGANIZATION

The Municipality of Moca, Puerto Rico (Municipality) was founded in 1772. The
Municipality is a political legal entity with full legisiative and administrative faculties in
every affair of the municipal character, with perpetual succession existence and legal
identity, separate and independent from the central government of the
Commonwealth of Puerto Rico. The Municipality provides a fuli range of services
including health, public works, environmental control, education, public safety, public
housing and community development, culture, and recreation as well as many other

general and administrative services.

The Municipal Government comprises the executive and legislative branches. The
executive power is exercised by the Mayor and the legislative by the Municipal
Assembly, which has 14 members. The members of these branches are elected
every four years in the Puerto Rico general elections.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accompanying financial statements of the Municipality have been prepared in
conformity with accounting principles generally accepted in the United States of
America (GAAP) as applicable to governmental entities. The Governmental
Accounting Standards Board (GASB) is the accepted standard-setting body for
establishing governmental accounting and financial reporting principles.

The financial information of the Municipality is presented in this report as follows:

Management's Discussion and Analysis - Introduces the basic financial
statements and provides an analytical overview of the Municipality’s financial

activities.

Government - Wide Financial Statements - The reporting model includes financial
statements prepared using full accrual of accounting for all of the government’s
activities. This approach includes not just current assets and liabilities, but also
capital assets and long-term liabilities (such as buildings and infrastructure,
including bridges and roads, and general obligation debt).

Statement of Net Assets - The statement of net assets is designed to display the
financial position of the Municipality, including capital assets and infrastructure.
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The net assets of the Municipality will be broken down into three categories;
invested in capital assets, net of related debt; restricted; and unrestricted.

Statement of Program Activities - The government - wide statement of activities
report expenses and revenues in a format that focuses on the cost of each of the
government’s functions. The expense of individual functions is compared to the

revenues generated directly by the function.

Budgetary comparison schedules - Demonstrating compliance with the adopted
budget is an important component of a government’s accountability to the public.
Under the reporting model, the Municipality will continue to provide budgetary
comparison information in their financial statements. An important change,
however, is a requirement to add the government’s original budget to the current

comparison of final budget and actual results.

The following is a summary of the more significant policies.

a. Reporting Entity

In evaluating how to define the Municipality for financial reporting purposes,
management has considered all potential component units. The decision to
include g potential component unit in the reporting entity was made by applying
the provisions of Statement No. 14, “The Financial Reporting Entity,” as amended
by GASB Statement No. 39, “Determining Whether Certain Organizations are
Component Units - an amendment of GASB Statement No. 14". The basic, but
not the only criterion for including a potential component unit within the reporting
entity is if elected officials of a primary government 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 exist for
the other entity to (1) provide specific financial benefits to or (2) impose specific
financial 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 render the financial statements

misleading or incomplete.

GASB Statement No. 39 provided additional guidance to determine whether
certain organization for which the primary government is not financially
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accountable should be reported as components units, A legally separate, tax-
exempt organization should be discretely presented as a component unit if all of
the following criteria are met: (a) the economic resources received or held by the
separate organization are entirely or almost entirely for the direct benefit of the
primary government, its component units, or its constituents; (b) the primary
government, or its component units, is entitled to, or has the ability to otherwise
access, a majority of the economic resources received or held by the separate
organization, and; (c) the economic resources received or held by an individual
organization that the specific primary government, or its component units, is
entitled to, or has the ability to othcrwise access, are significant to the primary
government. GAAP details two methods of presentation: blending the financial
data of the component units’ balances and transactions in a manner similar to the
presentation of the Municipality’'s balances and transactions or discrete
presentation of the component units’ financial data in columns separate from the

Municipality’s balances and transactions.

The Moca Housing Project is included in the basic financial statements as a
discretely component unit because of the nature of the services they provide and

the Municipality’s ability to impose its will.

Moca Housing Project is an 80-unit multi-family housing project owned by the
Municipality as authorized transfer from the Special Trustee for the Liquidation of
the Accounts of the Puerto Rico Urban Renewal and Housing Corporation. The
Project is operated under Section 515 of USDA, Rural Development (USDA-RD)
and regulated by the U. S. Department of Housing and Urban Development (HUD)
with respect to rental charges and coperating methods. The projectis also subject
to Section 8 Housing Assistance Payments agreements with HUD, and a
significant portion of the Project’s rental income is received from HUD. Also, the
Project is financed by a Mortgage of Section 515 Direct Loan.

. Government-Wide and Fund Financial Statements

The government-wide financial statements (i.e., the statement of net assets and
the statement of changes in net assets) report information cn all the activities of
the Municipality. For the most part, the effect of interfund activity has been
removed from these statements. Governmental activities are supported mainly by

taxes and intergovernmental revenues.
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The statement of activities demonstrates the degree to which the direct expenses
of a given function or segment are offset by program revenues. Direct expenses
are those that are clearly identifiable with a specific function or segment. Program
revenues include 1) charges to customers or applicants who purchase, use, or
directly benefit from goods, services, or privileges provided by a given function or
segment and 2) 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.

The fund financial statements segregate transactions related to certain functions
or activities in separate funds in order to aid financial management and to
demonstrate legal compliance. These statements present each major fund as a
separate column on the fund financial statements; all non-major funds are

aggregated and presented in a single column.

. Measurement Focus, Basis of Accounting and Financial Statement
Presentation

Tne 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 is 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.

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
generally are recorded when a liability is incurred, as under an accrual accounting.
However, debt service expenditures, as well as expenditures related to
compensated absences and claims and judgments, are recorded only when

payment is due.
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Property taxes, franchise taxes, licenses, 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. Only the portion of special
assessments receivable due within the current fiscal period is considered to be
susceptible to accrual as revenue of the current period. All other revenue items
are considered to be measurable and available only when cash is received by the

government.

The Municipality reports the following major governmental funds:

+ General Fund

This is the operating fund of the Municipality and accounts for all financial
resources, except those required to be accounted for in another fund.

+  Housing and Urban Development Programs (HUD Programs)

This fund account for revenue sources for the development of viable urban
communities, decent housing, suitable living environment, rental assistance to
help very low-income families afford decent, safe and sanitary housing by
encouraging property owners to rehabilitate substandard housing and lease
the units with rental subsidies to low-income family.

 Debt Service Fund

This fund is used to account for the resources accumulated and payments
made for principal and interest on long-term generai obligation debt of

governmental funds.

Private-section standards of accounting and financial reporting issued 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.

As a general rule the effect of interfund activity has been eliminated from the
government-wide financial statements.
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Amounts reported as program revenues include 1) charges to customers or
applicants for goods, services, licenses, permits, or privileges provided, 2)
operating grants and contributions, and 3) capital grants and contributions,
including special assessments. Internally 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, than unrestricted resources

as they are needed.
. Cash and Cash with Fiscal Agent

The Municipality’s Finance Director is responsible for investing available
resources. The Municipality is restricted by law to invest only in savings accounts
with banks qualified as a depository of public funds by the Puerto Rico Treasury
Department (PRTD) or in instruments of the Government Development Bank for

Puerto Rico (GDB).

Cash with fiscal agent in the capital projects fund consists of unused proceeds
from appropriations from the Legislature of Puerto Rico, for the payment of current
liabilities, and bonds and notes issued for the acquisition and construction of
major capital improvements. 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.

. Interfund Receivables and Payables

Activities 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
to/from other funds (i.e., the non-current portion of interfund loans). All other
outstanding balances between funds are reported as due to/from other funds.
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f. Capitai Assets

Capital assets, which include property, plant, equipment, and infrastructure (which
is normally immovable and of value only to the Municipality, such as roads,
bridges, streets’ sidewalks, and drainage system), are reported in the applicable
governmental or component units columns in the government-wide financial

statements.

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

Useful Life

Buildings and building improvements 30-50 years
Furniture and fixtures 5-10 years
5-20 years

Vehicles and equipment

g. Reservation of Fund Balance

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

«  Encumbrances

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

Represents net assets available to finance future debt service payments.

« (Capital Projects Fund

Lm i £

Represents tne reservation of amourits to be used for future expenditures for
capital projects under contracts and other commitments. The committed
amounts generally will become liabilities in future periods as the projects are

completed.

h. Risk Financing

The Municipality carries insurance to cover casualty, theft, tort claims and other
losses. Insurance 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 Municipality and deducted from the gross
property tax collections by the Municipal Revenue Collection Center (the “CRIM”)
for the year ended June 30, 2009 amounted to approximately $224,466. The
current insurance policies have not been cancelled or terminated. The CRIM also
deducted by $279,836 for workers’ compensation insurance covering all municipal

employees.

i. Compensated Absences

Employees are entitled to 30 days vacations leave and 18 sick days leave per
year. Sick leave is recorded as an expenditure in the year paid. Employees are
entitled to payment of unused sick leave upon retirement if have been employed
for at least 10 years in the municipal government. On July 1997, state Law 152
supra amended the Article 12.016, Section b (2) of the Municipal Law, authorizing
the Municipality to pay any excess of vacations and sick leave accumulated over
the maximum previously permitted by law. Calculations must be made until
December 31 of every year. Excess of sick leave must be paid until March 31
next every natural year. Excess of vacations can be paid after July 1 of every

fiscal year.
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j. Use of Estimates

The preparation of 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, and disclosure of contingent assets and liabilities at the date of the
financiai statements and the reported amounts of revenues and
expenditures/expenses during the reporting period. The most significant
estimates consist of the contribution received from the Puerto Rico Electric Power
Authority and the Municipal Revenue Collection Center caused by the delay of the
notification of the actual revenues and expenditures to the presented in the
financial statements of the agencies mentioned above.

k. Future Adoption of Accounting Pronouncements

The Governmental Accounting Standards Board (GASB) has issued the following
statements that the Municipality has not yet adopted:

Adcption
Statement Required in
Mumber Statement Name Fiscal Year
51 Accounting and Financial Reporting for
Intangible Assets 2008-10
53 Accounting and Financial Reporting for
Derivative instruments 2008-10
54 Fund Balance Reporting and Governmental
Fund Type Definitions 2010-11

The impact of these statements on the Municipality’s financial statements has not
yet been determined.
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STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY
a. Budgetary Control

The Municipality’s annual budget is prepared on the budgetary basis of
accounting, which is not in accordance with GAAP, and represents departmental
appropriations recommended by the Mayor and approved by the Municipal
Legisiature prior to the beginning of the fiscal year. Amendments to the budget
require the approval of the Municipal Legislature. Transfers of appropriations
within the budget, known as Mayor’s Resolutions, do not require the approval of

the Municipal Legislature.

The Municipality prepares its annual budget including the operations of the
general and the debt service funds.

Revenues and Expenditures - Budget and Actual (Budgetary Basis), accordingly,
includes only the operations of the general and the debt service funds. The
amounts budgeted under the Special Revenue Fund were excluded since they are
received and expended over a period of time which generally exceeds the current

year.

For budgetary purpeses, encumbrance accounting is used. The encumbrances
(i.e., purchase orders, contracts) are considered expenditures when incurred. For
GAAP reporting purposes, encumbrances outstanding at year-end 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 at the end of such fiscal year. Other appropriations, mainly capital project
appropriations, are continuing accounts for which the Municipal Legislature has
authorized that an unspent balance from the prior year is carried forward and

made available for current spending.

The annual budget is presented in the Combined Statement of Revenues and
Expenditures - Budget and Actual (Budgetary Basis) is the budget ordinance to
June 30, 2009 representing the original budget.
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RECONCILIATION OF GOVERNMENT-WIDE AND FUND FINANCIAL
STATEMENTS

The governmental fund balance sheet includes a reconciliation between fund
balance-governmental funds and net assets of governmental activities as reported in
the government-wide statement of net assets. One element of that reconciliation
expiains that some liabiiities, including bonds payable, are not due and payable in
the current period and therefore are not reported in the funds. The details of the
approximately $11.2 million differences are as follows:

Bonds payable $ 4,500,000
Landfill obligation 2,475,000
Compensated absences 1,936,422
Note payable 1,811,880
Accrued interest 416,545
CRIM-LIMS 88,159
Net adjustment to reduce fund balance governmental funds

$ 11,228,006

to arrive at net assets of governmental activities

DEPOSITS - CUSTODIAL CREDIT RISK

Custodial credit risk is the risk that in the event of a bank failure, the government’s
deposits may not be returned to it. Under 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. In addition, the Municipality
maintains deposits with the Government Development Bank for Puerto Rico (GDB).

The deposits at GDB of approximately $1,322,728 that are restricted principally for
capital projects and general fund, and the $1,244,917 in the debt service fund are
unsecured and uncollateralized, as no collateral is required to be carried by

governmental banks.

The Municipality maintains its investments in two (2) banks located at Puerto Rico.
All kind of deposit is guaranteed by the Federal Deposit Insurance Corporation (FDIC)
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up to $250,000.The excess is covered by collateral provided by banks and held by the
Treasury Department of the Commonwealith of Puerto Rico pursuant to applicable
laws and regulations.

PROPERTY TAXES

The Municipal Revenues Coilection Center {CRIM) of the Commonwealth of Puerto
Rico is responsible by law for the assessment, levy and collection of all real and
personal property taxes. The tax on personal property is self assessed by the
taxpayer. The assessment is made in a return which must be filed with the CRIM by
May 15 of each year. The tax on real property is assessed by the CRIM. The
assessment is made as of January 1 of each year and is based on estimated current
values of the property as of year 1957. The tax on personal property must be paid in
full together with the return on or before May 15. The tax on real property is due in
two equal installments in July 1 and January 1, following the assessment date.

The rates are 8.58% for real property and 6.58% for personal property. The
composition is as follows:

Real Personal
Basic property 6.00% 4.00%
Additional special property - state 1.03% 1.03%
Additional special property - municipal 1.75% 1.75%
Discounts made by state to tax payer (0.2%) (0.2%)
8.58% 6.58%

The Municipality’s basic property tax rate represents the portion which is appropriated
for general purposes and accounted for in the general fund.

The “Additional special property tax - municipal” is restricted for debt service and
retained by GDB for such purposes and it is recorded as revenue in the Debt Service
Fund when collected by the CRIM and reported to the Municipality.

The “Additional special property tax - state” is collected by the CRIM for the payment
of principal and interest of general obligation bonds and certain other obligations
issued by the state government.
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Residential real property occupied by its owner is exempt by law from the payment of
property taxes on the first $15,000 of the assessed value. For such exempted
amounts, the Department of Treasury assumes payment of the basic tax to the
Municipality, except for property assessed at less than $3,500, for which no payment
is made. Revenue related to the basic tax on exempt property is recorded in the
General Fund when payments are received from the CRIM.

Complete exemption from personal property taxes up to an assessment of $50,000 is
granted to merchants with an annual volume of net sales less than $150,000.

Prior to the beginning of each fiscal year, the CRIM informs the Municipality of the
estimated amount of property tax expected to be collected for the ensuring fiscal year.
Throughout the year, the CRIM advances funds to the Municipality based on the initial
estimated collections. The CRIM is required by law to prepare a settlement statement
on a fiscal year basis, whereby a comparison is made between the amounts
advanced to the Municipality and amounts actually collected from taxpayers. This
settlement has to be completed on a preliminary basis not later than three months
after fiscal year-end, and a final settlement made not later than six months after a
year end. ifthe CRIM remits to the Municipality property tax advances, which are less
than the tax actually collected, a receivable from the CRIM is recorded at June 30.
However, if advances exceed the amount actually collected by the CRIM, a payable to

the CRIM is recorded at June 30.

Currently, the Municipality has received the preliminary settlement from CRIM related
to fiscal year 2008-09, but not the final settlement as the six months period after a
fiscal year end, provided by law to CRIM to issue this, has not yet expired.
Management believes, based in part on the experience from prior years, that when
received, the final settlement from CRIM will not show a significant difference from the
preliminary settlement and that such difference, if any, will not have a material effect

on the financial condition of the Municipality.

Based on the preliminary settlement already received, for the year ended June 30,
2009, the amount collected from taxpayers and charges by CRIM received by the
Municipality is" less than amount advanced by CRIM for the same period by
approximately $6,303. Such amount is presented as due to CRIM in the government

wide financial statements.
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MUNICIPAL LICENSE TAX

Municipal License Tax receivables are recorded in the fiscal year in which
payment is due and, accordingly, represent taxes which are due and uncollected at
June 30, 2009. The annual Municipal License Tax is determined based on the gross
income of all commerce and industrial organizations who have operations in the
Municipaiity of Moca, and are not totally or pariiaily exempt under the Industrial
Incentive Law of Puerto Rico.

An annual return of business volume should be filed on or before April 15 of each
year and payable in two equal instaliments due on July 1 and January 1. A discount
of 5% is allowed when full payment is made on or before April 15. The rates of
municipal license in the Municipality of Moca, are as follows:

Savings and loans associations =1.50%
Financing institution =1.50%
Other organizations = .50%

The amounts collected in advance are recorded as deferred revenues in the General
Fund. The Municipality invoiced and collected in advance during the current year
#oproximately $831,564, corresponding to the next fiscal year municipal license.

SALES AND USE TAXES

On July 29, 2007 the Commonwealth Legislature approved Act No. 80 ("Act 80")
which imposed to all the Municipalities of Puerto Rico a uniform municipal sales and
use tax of 1.5%. Effective August 1, 2007 1% of the 1.5% will be collected by the
Municipalities and the remaining .5% of the 1.5% will be collected by the Puerto Rico

Department of Treasury.

Act 80 also provides for restrictions on the use of the resources (including the .5 of
1.5% collected by the Commonwealth Government) to be invested in solid waste and
recycling programs, capital improvements and health and public safety costs. Amount
collected by the Commonwealth Government will be deposited in accounts or special
funds in the Governmental Development Bank of Puerto Rico ("GDB"), subject to
restrictions imposed and distributed as follows:
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.2% of the .5% will be deposited in a "Municipal Development Fund” to finance
costs as restricted by the Act,

L

b. .2% of the .5% will be deposited in a "Municipal Redemption Fund" to finance
loans to municipalities subject to restrictions imposed by the Act and,

1% of the .5% will be deposited in a "Municipal improvement Fund" to finance
capital improvement projects; these funds will be distributed based on
legislation from the Commonwealth's Legislature.

o

9. DUE FROM OTHER AGENCIES

Represents grants and contributions due from local and federal agencies:

Municipal Revenues Collection Center (General Fund) $ 90,176
HUD - SBGP 270,974
Total $ 361,150

10. INTERFUND TRANSACTIONS

a. Due From/To Other Funds:

The due from and due to other fund balances as of June 30, 2009, are as follows:

Receivable Fund Payable Fund Amount
General Other Governmental Funds $ 409,795
General HUD-SBGP 147,578

$ 557,373
32
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Interfund Transfers:

Interfund transfers for the year ended June 30, 2009 consisted of the following:

Transfer In Transfer Out Amount
Debt Service General Fund $ 84,519
General Fund Debt Service 4 504
General Fund Other Governmental Funds 300,000
$ 389,023

Transfers are used to (1) move revenues from the fund that statute or budget
revenues to collect them to the fund that statute or budget requires to expend
them, (2) move receipts restricted to debt service from the fund coliection the
receipts to the debt service fund as debt service payments become due, and (3)
use unrestricted revenues collected in the general fund to finance various
programs accounted for in other funds in accordance with budgetary
authorizations.
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11. CAPITAL ASSETS

Capital asset activity for the Municipality for the year ended June 30, 2009 was as

follows:
Balance Balance
Primary Government June 30, 2008 Increases Decreases June 30, 2009
Governmental Activities:
Capital assets, not being depreciated:
Land $ 2,575,456 $ - 3 - $ 2,575,456
Construction in progress 97,714 97,714
Total capital assets, not being depreciated 2,673,170 - - 2,673,170
Capital assets, being depreciated:
Buildings and building improvements 17,818,598 20,876 17,839,474
Furniture and fixture 905,182 - 125,509 1,630,691
Vehicles and equipment 7,522,388 477,315 7,899,703
Infrastructure 7,946,548 1,344,612 9,291,160
Total capital assets, being depreciated 34,192,716 1,968,312 - 36,161,028
Lzss accumulated depreciation for:
Suitdings and building impravements 3,964,256 407,408 4,371,664
i“urniture and fixture 585,153 _ 71,636 656,789
v'ehicles and equipment 4,765,304 624,698 5,390,002
Infrastructure 5,839,839 177,874 6,017,713
Tatal accumulated depreciation 15,154,552 1,281,616 - 16,436,168
Total capital assets, being depreciated, net 19,038,164 686,696 - 19,724,860
Governmental activities capital assets, net $ 21,711,334 $ 686,696 $ - $ 22,398,030

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

follows:

General government $ 616,768
Public safety 79,631
Recreation 18,236
Public works 566,981
Total depreciation expense-governmental activities $ 1,281,616
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DEFERRED REVENUES
a. Municipal License Tax

The deferred revenues of $831,564 in the general fund related to municipal
license tax collected in fiscal year 2008-09 that will be earned in fiscal year 2009-

10.
b. Federal Government

The deferred revenues presented as federal government represents the portion of
federal grants received for which qualifying expenditures have not been incurred.
The amounts were determined taking into consideration the specific years of the
grant. The balance of $73,729 in the HUD Program is related to the Section 8

Existing Program.
INTERGOVERNMENTAL REVENUES

intergovernmentai revenues consist mainly of collections from the Commonwealth of
Puerto Rico and the CRIM, payments in lieu of taxes from the Puerto Rico Electric
Power Authority and federal financial assistance received from the federal

government.

The general fund intergovernmental revenues are as follows:

Puerto Rico Electric Power Authority $1,807,315

Puerto Rico Treasury Department (Christmas Bonus) 198,510

Equalization Fund (.20 hundredth) 4,378,275

Total $6,384,100
—36—
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15. LONG-TERM DEBTS

Bonds and other long-term liabilities outstanding at June 30, 2009 are as follows:

Bonds

$2,780,000 series of 1995, payable in annual installments of
$40,000 to $270,000 until July 1, 2017, interest ranging from
4.7% to 6.63%. , $ 1,630,000

$430,000 series of 2002, payable in annual installments of
$5,000 to $35,000 until July 1, 2027, interest ranging from
5% 10 6.5%. 370,000

$455,000 series of 2002, payable in annual installments of
$5,000 to $35,000 until July 1, 2027, interest ranging from
5% to 6.5%. 395,000

$265,000 series of 2006, payable in annual instaiiments of
$5,000 to $25,000 until July 1, 2030, interest ranging from
6.25% to 7.25%. 245,000

$635,000 series of 2007, payable in annual installments of
$25,000 to $65,000 until July 1, 2021, interest ranging from
6.60% to 7.25%. 555,000

$415,000 series of 2008, payable in annual installments of
$5,000 to $35,000 until July 1, 2032, interest from 6.48% to
7.50%. 405,000

$915,000 series of 2008, payable in annual installments of
$15,000 to $75,000 until July 1, 2032, interest from 5.40% to
7.50%. 900,000

4,500,000

Total bonds payable
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$385,000 series of 2006, payable in annual installments of
$45,000 to $65,000 until July 1, 2012; interest ranging
from 4.23% to 5.33%. $ 185,000

$835,000 series of 2008, payable in annual instaliments of
$95,000 to $150,000 until July 1, 2008, interest ranging from
6.48% to 7.50%. 640,000

$890,000 series of 2008, payable in annual installments of
$100,000 to $160,000 until July 1, 2015, interest ranging from
5.40% to 7.50%. 790,000

Note payable to CRIM (Financing of delinquent accounts) - On
April 2, 2002, the Municipality entered into a financing agreement
with the CRIM in the amount of $260,193 to finance delinquent
property tax accounts sold to private investors, under the
provisicn of Law No. 146 of October 11, 2001. The agreement is
in the form of a non revolving line of credit bearing interest of
6.5% for the first five years and variable for the next 25 years at
125 points over London Interbank offered Rate (LIBOR) and is
due on December 1, 2032. As described in Law No. 146, interest
payments for the first five years will be financed through .48% of
the net increase of the subsidy provided by the Commonwealth of
Puerto Rico’s general fund. Also, during the first five years any
collection from those delinquent accounts will be credited to the
loan principal. After the 5 year period the loan outstanding

balance will be restructured for 25 years period. 196,880

Total notes payable 1,811,880
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Other Long-term Liabilities

Note payable to CRIM (LIMS) - On June 27, 2001, the
Municipality entered into a financing agreement with the CRIM in
the amount of $286,847 for the payment of the Municipality's
share of the cost of a management informaiion system (LIMS)
acquired by the CRIM for the management of taxpayer's
properties located in Puerto Rico. The note is payable in,
semiannual installments of $38,472, including interest of 5.95%
and is due on November 28, 2011. Amount is financed with
unrestricted funds through withholdings from the advances of
property tax and amounts of municipal equalization fund sen tc
the Municipality by the Municipal Revenue Collection Center $ 88,159

Total other long-term liabilities $

The annual debt service requirements for the bonds payable and note payable at
June 30, 2009, are as follows:

Bonds Note Payable
Principal Interest Principal Interest
2010 $ 225000 $ 299,686 $ 288,560 $ 116,859
2011 250,000 288,802 303,560 108,310
2012 275,000 272,722 323,560 87,380
2013 295,000 254,998 278,560 65,023
2014 315,000 235,467 303,560 44,240
2015-2019 1,425,000 842,710 202,800 54,594
2020-2024 715,000 493,682 42,800 29,284
2025-2029 670,000 257,852 42,800 15,974
2030-2034 330,000 48,625 25,680 3,194
$4,500,000 $ 2,994,544 $ 1,811,880 $ 524,858
~39-
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Component Unit

The mortgage payable by the discretely component unit is owed by Moca Housing
Project and consists of an 8% mortgage note, payable in monthly installments of
$12,193, including interest, until 2017, collateralized with land and building.

The principal maturities of the mortgage in each of the next five years and thereafter
are as follows:

Year Ended :
June 30, Amount
2010 $ 74,150
2011 81,007
2012 88,4¢8
2013 104,358
2014 105,631
Thereafter 392,133

$ 845,778

Landfill Obligations

State and federal laws and regulations require the Municipality to place a final cover
on the Municipality’s landfill site when it stops accepting waste and to perform certain
maintenance and monitoring functions at the site for 30 years after closure. In
accordance with Statement No. 18 of the GASB, “Accounting for Municipal Solid
Waste Landfill Closure and Postclosure Care Costs,” the Municipality has performed
a study of the activities that need to be implemented at the Municipality’s landfill to
guarantee the maximum yield of available space and to comply with applicable state
and federal regulations. Based on this study, the Municipality recognized $2.5 million
as the Municipality’s estimated current cost for landfill closure as of June 30, 2009.
The reported liability represents the total estimated cost of closure since the
Municipality expects to close the landfill in the year 2011. Actual costs may be
different due to inflation, changes in technology, or changes in laws and regulations.
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The balance of closure and postclosure costs of $2.5 million are reported in the
statement of net assets because it will not be funded with available expendable

financial resources at June 30, 2009.

Long-term liability activity for the year ended June 30, 2009 was as follows:

Beginning Ending Due within
Primary Government Balance Additions Payments Balance One Year
Governmental Activities: .
Bonds payable $ 3,795,000 $ 915,000 $ 210,000 $ 4,500,000 $ 225,000
Notes payable 1,185,441 890,000 263,561 1,811,880 288,560
Total long-term debt 4,980,441 1,805,000 473,561 6,311,880 513,560
Other long-term liabilities:
Landfill obiigation 2,475,000 2,475,000
CRIM - LIMS 119,960 31,801 88,159 33,720
Compensated absences 1,950,203 13,781 1,936,422
Total other liabilities,
governmental activities 4,545,163 - 45,582 4,499,581 33,720
Total noncurrent liabilities,
governmental activities $9,525604  $1,805000 $ 519,143  $ 10,811,461 $ 547,280
Beginning Ending Due within
Component Unit: Balance Additions Reductions Balance One Year
Moca Housing Project
mortgage payable $ 913,932 $ - 9% 68,154 $ 845,778 $ 74,150

16. RETIREMENT PLAN

a. Plan Description

The Employee’s Retirement System of the Government of Puerto Rico and its
Instrumentalities (ERS) is the administrator of a cost-sharing multiple-employer
retirement system established by the Commonwealth of Puerto Rico. The System
was created under the ACT 447, approved on May 15, 1951, as amended and
became effective on January 1, 1952.
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ERS covers all regular employees of the Commonwealth of Puerto Rico and its
instrumentalities and of certain municipalities and components units not covered
by their own retirements systems.

Participation is mandatory except for members of the Legislature, Government
Secretaries, Heads for Agencies and Public Instrumentalities, Assistants to the
Governor, the Comptroller of Puerto Rico, Gubernatorial Board and Committee
appointees and Experimental Service Station employees.

ERS provides retirement, death and disability benefits. Disability retirement
benefits are available to members for occupational and non-occupational
disabilities. Retirement benefits depend upon age at retirement and number of
years of credited service. Benefits vest after ten years of plan participation.

Members who have attained an age of at least fifty-five (55) years and have
completed at least twenty-five (25) years of creditable service or members who
have attained an age of at least fifty-eight (58) years and have completed at least
fifty-eight (58) years and have completed at least ten (10) years of creditable
service, are entitled to an annual benefit, payable monthly for life.

The amounts of the annuity will be one and one-half percent of the average
compensation multiplied by the number of years of creditable service up to twenty
years, plus 2% of the average compensation multiplied by the number of years of
creditable service in excess of twenty years. In no case the annuity will be less

than $200 per month.

Participants who have completed at least thirty (30) years of creditable service are
entitled to receive the Merit Annuity. Participants who have not attained fifty-five
(55) years of age will receive 65% of the average compensation or if they have
attained fifty-five (55) years of age will receive 75% of the average compensation.

Disability retirement benefits are available to members for occupational and non-
occupational disability. However, for non-occupational disability a member must

have at least ten (10) years of service.

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

On September 24, 1999, an amendment to Act No. 447 of May 15, 1951, which
created ERS, was enacted with the purpose of establishing a new pension
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program (System 2000). Employees patrticipating in the current system as of
December 31, 1999, may elect to stay in the defined benefit plan or transferto the
new program. Persons joining the Municipality on or after January 2000, will only
be allowed to become members of System 2000. System 2000 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 2000 is a hybrid defined contribution plan, also known as a cash balance
plan. Under this new plan, there will be a pool of pension assets, which will be
invested by ERS, together with those of the current defined benefit plan. Benefits
at retirement age will not be guaranteed by the Commonwealth of Puerto Rico.
The annuity will be based on a formula which assumes that each year the
employee’s contribution (with a minimum of 8.275% of the employee’s salary upon
to a maximum of 10%) will be invested in an account which will be either: (1) earn
a fixed rate based on the two-year Constant Maturity Treasury Note or, (2) «arn
rate equal to 75% of the return of the ERS's investment portfolio (net of
management fees), or (3) earn a combination of both alternatives. Participants
will receive periodic account statements similar to those of defined contribution
plans showing their accrued balances. Disability pensions will not be granted
under System 2000. The employer’s contribution (9.275% of the employze’s
salary) will be used to fund the current plan.

. Contribution Requirements

Commonwealth legislation requires employees to contribute 5.775% of gross
salary up to $6,600 plus 8.275% of gross salary in excess of $6,600. The
Municipality’s contributions are 9.275% of gross salary.  Contributions’
requirements are established by law. The actuarially determined contribution
requirement and contributions actually made for the year ended June 30, 2009
was approximately $414,144. The Municipality’s payroll for employees covered by
ERS was approximately $4.3 million. The Municipality total payroll for all
employees was approximately $6.9 million.

Additional information on the ERS is provided in its financial statements for the
year ended June 30, 2009, a copy of which can be obtained from the ERS,
Minillas Station, PO Box 42003, San Juan, PR 00940.
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RISK MANAGEMENT

The Risk Management Division of the Municipality’'s Legal Department is responsible
of assuring that the Municipality’s property is properly insured. Annually, the Risk
Management Division compiles the information of all property owned and its
respective market value. After evaluating this information, the Risk Management
Division submits the data regarding the Municipality's properties to the Area of Public
Insurance at the Department of the Treasury of the Commonwealith of Puerto Rico
who is responsible for purchasing all property and casualty insurance policies of ail

municipalities.

LEASES

Operating Leases

i.easing Arrangement with the Municipality as Lessor:

a. The Municipality leases spaces in its Market Place and Transportation center
under operating lease agreements with terms ranging from one to five years.

i:. Total incomé from leases during the year ended June 30, 2009 was approximately
$18,220.

¢. The Municipality retains title to its leased property. The lessee pays taxes,
licenses, insurance, and maintenance costs of the leased assets.

Leasing arrangements with the Municipality as lessee:

The Municipality is obligated under noncanceliable operational leases, with periods
not longer than one year.
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Federal Federal
' CFDA Disbursements/
Federal Grantor/Program Title Number Expenditures

U.S. Department of Housing and Urban
Development (HUD)

Direct Program:

Section 8 Vouchers Program 14.871 $

Pass-through State -Commonwealth of Puerto

Rico/Commissions Office of Municipal Affairs -

Community Development Block Grant - States

Program SBGP 14.228

271,814

780,234

Subtotal U.S. Department of HUD

1,052,048

U.S. Department of Health and Human Services (HHS)
Pass-through the Puerto Rico Elderly Commission:
Special Programs for the Aging - Title 1ll, Part B

Grants for Supportive Services and Senicr Centers 93.044 27,322

Sir=cial Programs for the Aging Title I, Part E,

National Family Caregivers Support 83.052 10,043
Subtotal U.S. Department of HHS 37,365

U.S. Department of Homeland Security
Pass-through Department of Justice of Puerto Rico
State Domestic Preparedness Equipment Support

Program 97.004 134,120
Subtotal U.S. Department of DHS 134,120
$ 1,223,533

TOTAL
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SIGNIFICANT ACCOUNTING POLICIES

The accompanying Schedule of Expenditures of Federal Awards includes the federal
grant activity of the Municipality of Moca and is presented on the modified accrual
basis of accounting. The information in this schedule is presented in accordance with
the requirements of OMB Circular A-133. Therefore, some amounts presented in this
scheduie may differ from amounis presented in, or used in the preparation of, the

basic financial statements.

BASIS OF PRESENTATION

The expenditures of the schedule are included in the Municipality’s basic financial
statements in the accompanying Statement of Revenues, Expenditures and Changes
in Fund Balances-Governmental Funds. The reconciliation of expenditures in the
biasic financial statements to the Schedule of Expenditures of Federal Awards is a

follows;

Expenditures

Expenditures as per basic financial statements:

Housing and Urban Development Programs $ 1,052,048
Federal expenditures included within the other nonmajor
governmental funds 171,485
Total expenditures per schedule of expenditures
- % 1,223,533

of federal awards
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INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS
BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED
iN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the Honorable Mayor and
Municipal Legislature
Municipality of Moca

Moca, 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 Moca, as of and forthe
year ended June 30, 2009, which collectively comprise the Municipality’s basic financial
statements and have issued our report thereon dated November 24, 2009. We conducted
our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States.

Internal Control over Financial Reporting

In planning and performing our audit, we considered Municipality of Moca' internal control
over financial reporting as a basis for designing our auditing procedures for the purpose of
expressing our opinion on the financial statements, but not for the purpose of expressing
an opinion on the effectiveness of the Municipality's internal control over financial reporting.
Accordingly, we do not express an opinion on the effectiveness of the Municipality’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 misstatements on a timely basis. A material weakness is a
control deficiency, or combination of deficiencies, in internal control, such that there is a
reasonable possibility that a material misstatements of the entity’s financial statements will

not be prevented, or detected and corrected on a timely basis.

—48—

Suite 152, PO Box 70250, San Juan, P.R. 00936-7250 « Phone (737) 756-8524, Fax (787) 274-0562






Members:
American Institute of Certified
Pubtic Accountants (AICPA)

CPa Orlando Luts Ortiz Cabrera
CPA Murco Antonio Rivera Zinisa
CPA Luis Rivera Ziniga Puerto Rico Board of Certified

O RT IZ y R I V E R A ) R I V ER A & C O . CPA Zoraida Cruz Claudio Public Accountants

CERTIFIED PUBLIC ACCOUNTANTS » VALUE ADDED SERVICES

INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE WITH
REQUIREMENTS APPLICABLE TO EACH MAJOR PROGRAM
AND ON INTERNAL CONTROL OVER COMPLIANCE
IN ACCORDANCE WITH OMB CIRCULAR A-123

To the Honorable Mayor

and Municipal Legislature
Municipality of Moca
Moca, Puerto Rico

Compliance

We have audited the compliance of Municipality of Moca with the types of compliance
recuiraments described in the U. S. Office of Management and Budget (OMB) Circular A-
133 Compliance Supplement that are applicable to each of its major federal programs for
the year ended June 30, 2009. Municipality of Moca' major federal programs are identified
in the summary of auditor’s results section of the accompanying schedule of findings and
questioned costs. Compliance with the requirements of laws, regulations, contracts and
grants applicable to each of its major federal programs is the responsibility of Municipality
of Moca' management. Our responsibility is to express and opinion on Municipality of

Moca' 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 Organizations. 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 occurred. An audit includes examining, on a test basis,
evidence about Municipality of Moca' compliance with those requirements and performing
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COMMONWEALTH OF PUERTO RICG
MUNICIPALITY OF MOCA
SCHEDULE OF FiNDINGS AND QUESTIONED COSTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2008

SUMMARY OF AUDIT RESULTS

a.

h.

The auditors’ report expresses an unqualified opinion on the basic financial
statements of the Municipality of Moca.

There were no significant deficiencies on internal control.

No instances of noncompliance material to the financial statements of Municipality
of Moca were disclosed during the audit.

There were no significant deficiencies on internal controls over major programs.

The auditor’s report on compliance with requirements applicable to federal award
programs for Municipality of Moca express an unqualified opinion.

Audit findings relative to the major federal award programs for the Municipality of
Moca are reported in number 3 of this schedule.

The programs tested as major programs included:
SBGP - CFDA No. 14.228
The threshold for distinguishing types A and B programs was $300,000.

Municipality of Moca was determined to be a low-risk auditee. _

FINDINGS - FINANCIAL STATEMENTS AUDIT

None

FINDINGS AND QUESTIONED COSTS - MAJOR FEDERAL AWARD PROGRAM
AUDIT

None
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MCCA
SCHEDULE OF STATUS OF PRIOR YEAR
AUDIT FINDINGS AND QUESTIONED COSTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2009

Program Finding/Noncompliance Status
Community Condition 08-01 No. 14.228
Development Block
Grants/States The Municipality does not have effective internal  -Condition was
Program, CFDA No.  controls aver compliance with the requirement to corrected.

14.228 ensure that all laborers and mechanics employed

by contractors or subcontractors to work on
construction contracts in excess of $2,000
financed by Federal assistance funds are paid
wages not less than those established for the
locality of the project (prevailing wage rates) by the
Department of Labor (DOL) (40 USC 276a to
276a-7).
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INDEPENDENT AUDITORS' REPORT

To the Honorable Mayor and
Municipal Legislature
Municipality of Moca

Moca, Puerto Rico

We have audited the accompanying financial statements of the governmental activities,
each major fund and the aggregate remaining fund information of the Municipality of
Moca, as of and for the year ended June 30, 2010, which collectively comprise the
Municipality’s basic financial statements, as listed in the table of contents. These financial
statements are the responsibility of the Municipality’'s management. Our responsibility is to
express opinions on these financial statements based on our audit. We did not audit the
financial statements of Moca Housing Project, as of June 30, 2010. Those financial
statements were audited by other auditors whose report thereon has been furnished to us,
and our opinion, insofar as it relates to the amounts included for Moca Housing Project, is
based on the report of the other auditors.

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. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides

a reasonable basis for our opinions.

Based on our audit and the report of other auditors, the financial statements referred to
above present fairly, in all material respects, the respective financial position of the
governmental activities, discretely presented component unit, each major fund and the
aggregate remaining fund information of the Municipality of Moca as of June 30, 2010
and the respective changes in financial position.

In accordance with Government Auditing Standards, we have also issued a report dated

December 21, 2010 on our consideration of the Municipality’s internal control over financial
reporting and our tests of its compliance with certain provisions of laws, regulations,
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contracts, grants, agreements and other matters. The purpose of that report is to describe
the scope of our testing of internal control over financial reporting and compliance and the
results of that testing, and not to provide an opinion on the internal control over financial
reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards and should be considered in assessing
the results of our audit.

Accounting principles generally accepted in the United States of America require that the
management’s discussion and analysis on pages 3 through 8 be presented to supplement
the basic financial statements. Such information, although not a part of the basic financial
statements, is required by the Governmental Accounting Standards Board, who considers
it to be an essential part of financial reporting for placing the basic financial statements in
an appropriate operational, economic, or historical context. We have applied certain
limited procedures to the required supplementary information in accordance with auditing
standards generally accepted in the United States of America, which consisted of inquiries
of management about the methods of preparing the information and comparing the
information for consistency with management’s responses to our inquiries, the basic
financial statements, and other knowledge we obtain during our audit of the basic financial
statements. We do not express an opinion or provide any assurance on the information
because the limited procedures do not provide us with sufficient evidence to express an
opinion or provide any assurance.

Our audit was conducted for the purpose of forming opinions on the financial statements
that collectively comprise the Municipality of Moca's financial statements as a whole. The
accompanying schedule of expenditures of federal awards is presented for purposes of
additional analysis as required by U.S. Office of Management and Budget Circular A-133,
Audits of States, Local Governments, and Non-Profit Organizations, and is also not a
required part of the financial statements. Such information is the responsibility of
management and was derived from and relates directly to the underlying accounting and
other records used to prepare the financial statements. The information has been
subjected to the auditing procedures applied in the audit of the financial statements and
certain additional procedures, including comparing and reconciling such information directly
to the underlying accounting and other records used to prepare the financial statements or
to the financial statements themselves, and other additional procedures in accordance with
auditing standards generally accepted in the United States of America. In our opinion, the
information is fairly stated, in all material respects, in relation to the financial statements as

a whole.
Q#ﬂg‘l/p\‘wUQ'/l}\]uuQ A éo

San Juan, Puerto Rico
December 21, 2010
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Liabilities and Fund Balance

Liabilities
Accounts payable and accrued
liabilities
Due to other agencies (Note 12)
Due to other funds (Note 10)
General obligations:
Bonds
interest
Deferred revenues (Note 13):
Municipal license tax
Federal government
Total liabilities

Fund Balances
Reserved for:
Encumbrances
Debt service

Capital project
Unreserved fund baiance (Deficit)
Tota!l fund balance

Total liabilities and fund balance

The accompanying notes are an integr

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
BALANCE SHEET-GOVERNMENTAL FUNDS
JUNE 30, 2010

Housing and

Urban ) Other Total
Development State Loan Debt Governmental Governmental

General Programs Assigments $ 2,045,000 Service Funds Funds
$ 163,672 $ 72,649 $ 82,136 $ $ S 374,541 N 692,998
126,559 27,489 154,048
38 304,744 13,607 341,781 660,170
385,000 385,000
87,052 87,052
837,948 837,948
27,327 27,327
1,128,217 432,209 95,743 - 472,052 716,322 2,844,543
260,806 260,806
1,045,678 1,045,678
118,658 (125,378) 1,799,751 1,387,301 851,985 4,032,317
379,464 (125,378) 1,799,751 1,387,301 1,045,678 851,985 5,338,801
$ 1,507,681 $ 306,831 $ 1,895,494 $ 1,387,301 $ 1,517,730 $ 1,568,307 $ 8,183,344
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS TO THE

STATEMENT OF ACTIVITIES

FOR THE FISCAL YEAR ENDED JUNE 30, 2010

Net change in fund balances - total governmental funds

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

Governmental funds report capital outlays as expenditures.
However, in the statement of activities, the cost of those
assets is allocated over their estimated useful lives and
reported as depreciation expense.

Depreciation expense on capital assets is reported in the
statement of activities, but they do not require the use of
current financial resources. Therefore, depreciation expense
is not reported as expenditure in governmental funds.

Governmental funds report issuance of long-term debt as
other financial sources because provides current financial
resources.

Governmental funds report principal payments on long-term
obligations as expenditures, whereas the principal payments
reduces the long-term obligations in the statement of

Change in accrued interest expense which does not require
the use of current financial resources.

Some expenditures reported in the governmental funds do not
require the use of current financial resources; therefore, are
not reported as expense in statement of activities:

Accrued vacations and bonus

Changes in net assets of governmental activities

$ 254,277

3,567,401

(1,329,673)

(2,045,000)

572,281

(47,635)

(303,106)

$ 668,545

The accompanying notes are an integral part of these basic financial statements.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
NOTES TO THE FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2010

ORGANIZATION

The Municipality of Moca, Puerto Rico (Municipality) was founded in 1772. The
Municipality is a political legal entity with full legislative and administrative faculties in
every affair of the municipal character, with perpetual succession existence and legal
identity, separate and independent from the central government of the
Commonwealth of Puerto Rico. The Municipality provides a full range of services
including health, public works, environmental control, education, public safety, public
housing and community development, culture, and recreation as well as many other
general and administrative services.

The Municipal Government comprises the executive and legislative branches. The
executive power is exercised by the Mayor and the legislative by the Municipal
Assembly, which has 14 members. The members of these branches are elected
every four years in the Puerto Rico general elections.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accompanying financial statements of the Municipality have been prepared in
conformity with accounting principles generally accepted in the United States of
America (GAAP) as applicable to governmental entities. The Governmental
Accounting Standards Board (GASB) is the accepted standard-setting body for
establishing governmental accounting and financial reporting principles.

The financial information of the Municipality is presented in this report as follows:

Management's Discussion and Analysis - Introduces the basic financial
statements and provides an analytical overview of the Municipality’'s financial

activities.

Government - Wide Financial Statements - The reporting model includes financial
statements prepared using full accrual of accounting for all of the government’s
activities. This approach includes not just current assets and liabilities, but also
capital assets and long-term liabilities (such as buildings and infrastructure,
including bridges and roads, and general obligation debt).
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2010

Statement of Net Assets - The statement of net assets is designed to display the
financial position of the Municipality, including capital assets and infrastructure.
The net assets of the Municipality will be broken down into three categories;
invested in capital assets, net of related debt; restricted; and unrestricted.

Statement of Program Activities - The government - wide statement of activities
report expenses and revenues in a format that focuses on the cost of each of the
government’s functions. The expense of individual functions is compared to the
revenues generated directly by the function.

Budgetary comparison schedules - Demonstrating compliance with the adopted
budget is an important component of a government’s accountability to the public.
Under the reporting model, the Municipality will continue to provide budgetary
comparison information in their financial statements. An important change,
however, is a requirement to add the government’s original budget to the current
comparison of final budget and actual results.

The following is a summary of the more significant policies.
a. Reporting Entity

In evaluating how to define the Municipality 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,” as amended
by GASB Statement No. 39, “Determining Whether Certain Organizations are
Component Units - an amendment of GASB Statement No. 14". The basic, but
not the only criterion for including a potential component unit within the reporting
entity is if elected officials of a primary government 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 exist for
the other entity to (1) provide specific financial benefits to or (2) impose specific
financial 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 render the financial statements

misleading or incomplete.

~18—
ORTIZ, RIVERA, RIVERA & CO.

CERTIFIED PUBLIC ACCOUNTANTS « VALUE ADDED SERVICES
Suite 152, PO Box 70250, San Juan, PR. 00936-7250 * Phone (787) 756-8524, Fax (787) 274-0562



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2010

GASB Statement No. 39 provided additional guidance to determine whether
certain organization for which the primary government is not financially
accountable should be reported as components units, A legally separate, tax-
exempt organization should be discretely presented as a component unit if all of
the following criteria are met: (a) the economic resources received or held by the
separate organization are entirely or almost entirely for the direct benefit of the
primary government, its component units, or its constituents; (b) the primary
government, or its component units, is entitled to, or has the ability to otherwise
access, a majority of the economic resources received or held by the separate
organization, and; (c) the economic resources received or held by an individual
organization that the specific primary government, or its component units, is
entitled to, or has the ability to otherwise access, are significant to the primary
government. GAAP details two methods of presentation: blending the financial
data of the component units’ balances and transactions in a manner similar to the
presentation of the Municipality’s balances and transactions or discrete
presentation of the component units’ financial data in columns separate from the
Municipality’s balances and transactions.

The Moca Housing Project is included in the basic financial statements as a
discretely component unit because of the nature of the services they provide and
the Municipality’s ability to impose its will.

Moca Housing Project is an 80-unit multi-family housing project owned by the
Municipality as authorized transfer from the Special Trustee for the Liquidation of
the Accounts of the Puerto Rico Urban Renewal and Housing Corporation. The
Project is operated under Section 515 of USDA, Rural Development (USDA-RD)
and regulated by the U. S. Department of Housing and Urban Development (HUD)
with respect to rental charges and operating methods. The project is also subject
to Section 8 Housing Assistance Payments agreements with HUD, and a
significant portion of the Project’s rental income is received from HUD. Also, the
Project is financed by a Mortgage of Section 515 Direct Loan.

. Government-Wide and Fund Financial Statements

The government-wide financial statements (i.e., the statement of net assets and
the statement of changes in net assets) report information on all the activities of
the Municipality. For the most part, the effect of interfund activity has been
removed from these statements. Governmental activities are supported mainly by
taxes and intergovernmental revenues.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2010

The statement of activities demonstrates the degree to which the direct expenses
of a given function or segment are offset by program revenues. Direct expenses
are those that are clearly identifiable with a specific function or segment. Program
revenues include 1) charges to customers or applicants who purchase, use, or
directly benefit from goods, services, or privileges provided by a given function or
segment and 2) 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.

The fund financial statements segregate transactions related to certain functions
or activities in separate funds in order to aid financial management and to
demonstrate legal compliance. These statements present each major fund as a
separate column on the fund financial statements; all non-major funds are
aggregated and presented in a single column.

. Measurement Focus, Basis of Accounting and Financial Statement
Presentation

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 is 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 requnrements imposed by the
provider have been met.

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
generally are recorded when a liability is incurred, as under an accrual accounting.
However, debt service expenditures, as well as expenditures related to
compensated absences and claims and judgments, are recorded only when
payment is due.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2010

Property taxes, franchise taxes, licenses, 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. Only the portion of special
assessments receivable due within the current fiscal period is considered to be
susceptible to accrual as revenue of the current period. All other revenue items
are considered to be measurable and available only when cash is received by the

government.
The Municipality reports the following major governmental funds:

Generél Fund

This is the operating fund of the Municipality and accounts for all financial
resources, except those required to be accounted for in another fund.

Housing and Urban Development Programs (HUD Programs)

This fund account for revenue sources for the development of viable urban
communities, decent housing, suitable living environment, rental assistance to
help very low-income families afford decent, safe and sanitary housing by
encouraging property owners to rehabilitate substandard housing and lease
the units with rental subsidies to low-income family.

State Assignment Fund
This fund used to account for transactions of the State Aésignments by
Legislature Resolutions. The primarily objective of these assignments is the
development of projects on communities, not-for-profit organizations, purchase
of equipment and indirect assignment to persons of low and moderate income.

Loan Improvement Fund

This fund is used to account for the financial resources used for the acquisition
and construction, financed with the proceed of general obligation bonds.

Debt Service Fund

This fund is used to account for the resources accumulated and payments
made for principal and interest on long-term general obligation debt of
governmental funds.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2010

Private-section standards of accounting and financial reporting issued 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. As a general rule, the
effect of interfund activity has been eliminated from the government -wide financial
statéments.

Amounts reported as program revenues include 1) charges to customers or
applicants for goods, services, licenses, permits, or privileges provided, 2)
operating grants and contributions, and 3) capital grants and contributions,
including special assessments. Internally 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, than unrestricted resources
as they are needed.

. Cash and Cash with Fiscal Agent

The Municipality's Finance Director is responsible for investing available
resources. The Municipality is restricted by law to invest only in savings accounts
with banks qualified as a depository of public funds by the Puerto Rico Treasury
Department (PRTD) or in instruments of the Government Development Bank for

"Puerto Rico (GDB).

Cash with fiscal agent in the capital projects fund consists of unused proceeds
from appropriations from the Legislature of Puerto Rico, for the payment of current
liabilities, and bonds and notes issued for the acquisition and construction of
major capital improvements.

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.

. Interfund Receivables and Payables

Activities between funds that are representative of [ending/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
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2010

to/from other funds (i.e., the non-current portion of interfund loans). All other
outstanding balances between funds are reported as due to/from other funds.

Capital Assets

Capital assets, which include property, plant, equipment, and infrastructure (which
is normally immovable and of value only to the Municipality, such as roads,
bridges, streets’ sidewalks, and drainage system), are reported in the applicable
governmental or component units columns in the government-wide financial

statements.

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

Useful Life
Buildings and building improvements 30-50 years
Furniture and fixtures 5-10 years
Vehicles and equipment 5-20 years

. Reservation of Fund Balance

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

Encumbrances

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

Debt Service

Represents net assets available to finance future debt service payments.

ORTIZ, RIVERA RIVERA & CO.

CERTIFIED PUBLIC ACCOUNTANTS » VALUE ADDED SERVICES
Suite 152, PO Box 70250, San Juan, PR. 00936-7250 « Phone (787) 756-8524, Fax (787) 2740562



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2010

Capital Projects Fund

Represents the reservation of amounts to be used for future expenditures for
capital projects under contract and other commitments. The committed
amounts generally will become liabilities in future periods as the projects are
completed. ’

h. Risk Financing

The Municipality carries insurance to cover casualty, theft, tort claims and other
losses. Insurance 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 Municipality and deducted from the grass
property tax collections by the Municipal Revenue Collection Center (the “CRIM”)
for the year ended June 30, 2010 amounted to approximately $224,466. The
current insurance policies have not been cancelled or terminated. The CRIM also
deducted by $279,836 for workers’ compensation insurance covering all municipal
employees.

i. Compensated Absences

Employees are entitled to 30 days vacations leave and 18 sick days leave per
year. Sick leave is recorded as an expenditure in the year paid. Employees are
entitled to payment of unused sick leave upon retirement if have been employed
for at least 10 years in the municipal government. On July 1997, state Law 152
supra amended the Article 12.016, Section b (2) of the Municipal Law, authorizing
the Municipality to pay any excess of vacations and sick leave accumulated over
the maximum previously permitted by law. Calculations must be made until
December 31 of every year. Excess of sick leave must be paid until March 31
next every natural year. Excess of vacations can be paid after July 1 of every
fiscal year,

j- Use of Estimates

The preparation of 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, and disclosure of contingent assets and liabilities at the date of the
financial statements and the reported amounts of revenues and
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
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expenditures/expenses during the reporting period. The most significant
estimates consist of the contribution received from the Puerto Rico Electric Power
Authority and the Municipal Revenue Collection Center caused by the delay of the
notification of the actual revenues and expenditures to the presented in the
financial statements of the agencies mentioned above.

k. Future Adoption of Accounting Pronouncements

The Governmental Accounting Standards Board (GASB) has issued the following
statements that the Municipality has not yet adopted:

. Adoption
Statement Requiredin
Number Statement Name Fiscal Year
54 Fund Balance Reporting and Governmental
Fund Type Definitions 2010-11
57 OPEB Measurements by Agent Employers and
Agent Multiple — Employer Plans 2011-12
59 : Financial Instrument Omnibus 2010-11

The impact of these statements on the Municipality’s financial statements has not
yet been determined.

3. STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

a. Budgetary Control

The Municipality’s annual budget is prepared on the budgetary basis of
accounting, which is not in accordance with GAAP, and represents departmental
appropriations recommended by the Mayor and approved by the Municipal
Legislature prior to the beginning of the fiscal year. Amendments to the budget
require the approval of the Municipal Legislature. Transfers of appropriations
within the budget, known as Mayor’s Resolutions, do not require the approval of

the Municipal Legislature.
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The Municipality prepares its annual budget including the operations of the
general and the debt service funds.

Revenues and Expenditures - Budget and Actual (Budgetary Basis), accordingly,
includes only the operations of the general and the debt service funds. The
amounts budgeted under the Special Revenue Fund were excluded since they are
received and expended over a period of time which generally exceeds the current
year.

For budgetary purposes, encumbrance accounting is used. The encumbrances
(i.e., purchase orders, contracts) are considered expenditures when incurred. For
GAAP reporting purposes, encumbrances outstanding at year-end 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 wili
lapse at the end of such fiscal year. Other appropriations, mainly capital project
appropriations, are continuing accounts for which the Municipal Legislature has
authorized that an unspent balance from the prior year is carried forward and
made available for current spending.

The annual budget is presented in the Combined Statement of Revenues and
Expendltures Budget and Actual (Budgetary Basis) is the budget ordinance to
June 30, 2010 representing the original budget. :

. Budget/GAAP Reconciliation

The following schedule presents comparisons of the legally adopted budget with
actual data on a budget basis. Because accounting principles applied for
purposes of developing data on a budget basis differ significantly from those used
to present financial statements in conformity with GAAP, a reconciliation of entity
and timing differences in the excess of revenues and other financing sources over
expenditures and other financing uses for the year ended June 30, 2010 is
presented below for the general and debt service funds:
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Bonds payable $ 6,295,000
Landfill obligation 2,475,000
Compensated absences 2,239,528
Note payable 1,523,320
Accrued interest . 464,180
CRIM-LIMS 54,438

Net adjustment to reduce fund balance governmental funds
to arrive at net assets of governmental activities $ 13,051,466

DEPOSITS - CUSTODIAL CREDIT RISK

Custodial credit risk is the risk that in the event of a bank failure, the government’s
deposits may not be returned to it. Under 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. In addition, the Municipality
maintains deposits with the Government Development Bank for Puerto Rico (GDB).

The deposits at GDB of approximately $2,013,795 that are restricted principally for
capital projects and general fund, and the $1,504,967 in the debt service fund are
unsecured and uncollateralized, as no collateral is required to be carried by
governmental banks. :

The Municipality maintains its investments in two (2) banks located at Puerto Rico.
All kind of deposit is guaranteed by the Federal Deposit Insurance Corporation (FDIC)
up to $250,000.The excess is covered by collateral provided by banks and held by the
Treasury Department of the Commonwealth of Puerto Rico pursuant to applicable

laws and regulations.
PROPERTY TAXES

The Municipal Revenues Collection Center (CRIM) of the Commonwealth of Puerto
Rico is responsible by law for the assessment, levy and collection of all real and
personal property taxes. The tax on personal property is self assessed by the
taxpayer. The assessmentis made in a return which must be filed with the CRIM by
May 15 of each year. The tax on real property is assessed by the CRIM. The
assessment is made as of January 1 of each year and is based on estimated current

values of the property as of year 1957.
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The tax on personal property must be paid in full together with the return on or before
May 15. The tax on real property is due in two equal installments in July 1 and
January 1, following the assessment date.

The rates are 9.58% for real property and 6.58% for personal property. The
composition is as follows: ’

Real Personal
Basic property 6.00% 4.00%
Additional special property - state 1.03% 1.03%
Additional special property - municipal 2.75% 1.75%
Discounts made by state to tax payer (0.2%) (0.2%)
9.08% 6.28%

The Municipality’s basic property tax rate represents the portion which is appropriated
for general purposes and accounted for in the general fund.

The “Additional special property tax - municipal” is restricted for debt service and
retained by GDB for such purposes and it is recorded as revenue in the Debt Service
Fund when collected by the CRIM and reported to the Municipality.

The “Additional special property tax - state” is collected by the CRIM for the payment
of principal and interest of general obligation bonds and certain other obligations

issued by the state government.

Residential real property occupied by its owner is exempt by law from the payment of
property taxes on the first $15,000 of the assessed value. For such exempted
amounts, the Department of Treasury assumes payment of the basic tax to the
Municipality, except for property assessed at less than $3,500, for which no payment
is made. Revenue related to the basic tax on exempt property is recorded in the
General Fund when payments are received from the CRIM. Complete exemption from
personal property taxes up to an assessment of $50,000 is granted to merchants with
an annual volume of net sales less than $150,000.

Prior to the beginning of each fiscal year, the CRIM informs the Municipality of the
estimated amount of property tax expected to be collected for the ensuring fiscal year.
Throughout the year, the CRIM advances funds to the Municipality based on the initial
estimated collections. The CRIM is required by law to prepare a settlement statement
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on a fiscal year basis, whereby a comparison is made between the amounts
advanced to the Municipality and amounts actually collected from taxpayers. This
settlement has to be completed on a preliminary basis not later than three months
after fiscal year-end, and a final settlement made not later than six months after a
year end. If the CRIM remits to the Municipality property tax advances, which are less
than the tax actually collected, a receivable from the CRIM is recorded at June 30.
However, if advances exceed the amount actually collected by the CRIM, a payable to
the CRIM is recorded at June 30.

Currently, the Municipality has received the preliminary settlement from CRIM related
to fiscal year 2009-10, but not the final settlement as the six months period after a
fiscal year end, provided by law to CRIM to issue this, has not yet expired.
Management believes, based in part on the experience from prior years, that when
received, the final settlement from CRIM will not show a significant difference from the
preliminary settlement and that such difference, if any, will not have a material effect
on the financial condition of the Municipality.

Based on the preliminary settlement already received, for the year ended June 30,
2010, the amount collected from taxpayers and charges by CRIM received by the
Municipality is less than amount advanced by CRIM for the same period by
approximately $9,151. Such amount is presented as due to CRIM in the government
wide financial statements.

MUNICIPAL LICENSE TAX X
Municipal License Tax receivables are recorded in the fiscal year in which
payment is due and, accordingly, represent taxes which are due and uncollected at
June 30, 2010. The annual Municipal License Tax is determined based on the gross
income of all commerce and industrial organizations who have operations in the
Municipality of Moca, and are not totally or partially exempt under the Industrial
Incentive Law of Puerto Rico.

An annual return of business volume should be filed on or before April 15 of each
year and payable in two equal installments due on July 1 and January 1. A discount
of 5% is allowed when full payment is made on or before April 15. The rates of
municipal license in the Municipality of Moca, are as follows:

Savings and loans associations =1.50%
Financing institution =1.50%
Other organizations = .50%
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The amounts collected in advance are recorded as deferred revenues in the General
Fund. The Municipality invoiced and collected in advance during the current year
approximately $837,948, corresponding to the next fiscal year municipal license.

SALES AND USE TAXES

On July 29, 2007 the Commonwealth Legislature approved Act No. 80 ("Act 80")
which imposed to all the Municipalities of Puerto Rico a uniform municipal sales and
use tax of 1.5%. Effective August 1, 2007 1% of the 1.5% will be collected by the
Municipalities and the remaining .5% of the 1.5% will be collected by the Puerto Rico
Department of Treasury.

Act 80 also provides for restrictions on the use of the resources (including the .5 of
1.5% collected by the Commonwealth Government) to be invested in solid waste and
recycling programs, capital improvements and health and public safety costs. Amount
collected by the Commonwealth Government will be deposited in accounts or special
funds in the Governmental Development Bank of Puerto Rico ("GDB"), subject to
restrictions imposed and distributed as follows:

a. .2% of the .5% will be deposited in a "Municipal Development Fund" to finance
costs as restricted by the Act,

b. .2% of the .5% will be deposited in a "Municipal Redemption Fund" to finance
loans to municipalities subject to restrictions imposed by the Act and,

<

c. .1% of the .5% will be deposited in a "Municipél Improvement Fund" to finance
capital improvement projects; these funds will be distributed based on
legislation from the Commonwealth's Legislature.

DUE FROM OTHER AGENCIES

Represents grants and contributions due from local and federal agencies:

Municipal Revenues Collection Center (General Fund) $ 34,017

Municipal Revenues Collection Center (Debt Service Fund) 12,763

Human Resources and Occupational Development Council 102,661

Total $ 149,441
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INTERFUND TRANSACTIONS

a. Due From/To Other Funds:

The aue from and due to other fund balances as of June 30, 2010 are as follows:

Receivable Fund Payable Fund Amount
General Other Governmental Funds $ 341,781
General HUD-SBGP 304,744
General State Assigment 13,607
Other Governmental Funds General 38

$ 660,170

b. Interfund Transfers:

Interfund transfers for the year ended June 30, 2010 consisted of the following:

Transfer in Transfer Out Amount
Debt Service General Fund  ° $ 85,446
General Fund Debt Service 569
$ 86,015

Transfers are used to (1) move revenues from the fund that statute or budget
revenues to collect them to the fund that statute or budget requires to expend them,
(2) move receipts restricted to debt service from the fund collection the receipts to the
debt service fund as debt service payments become due, and (3) use unrestricted
revenues collected in the general fund to finance various programs accounted for in
other funds in accordance with budgetary authorizations.
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MUNICIPALITY OF MOCA
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2010

13. DEFERRED REVENUES

14.

a. Municipal License Tax

The deferred revenues of $837,948 in the general fund related to municipal
license tax collected in fiscal year 2009-10 that will be earned in fiscal year

2010-11.
b. Federal Government

The deferred revenues presented as federal government represents the portion
of federal grants received for which qualifying expenditures have not been
incurred. The amounts were determined taking into consideration the specific
years of the grant. The balance of $27,327 in the HUD Program is related to
the Section 8 Existing Program.

INTERGOVERNMENTAL REVENUES

Intergovernmental revenues consist mainly of collections from the Commonweaith of
Puerto Rico and the CRIM, payments in lieu of taxes from the Puerto Rico Electric
Power Authority and federal financial assistance received from the federal
government.

» The general fund intergovernmental revenues are as follows:

Puerto Rico Electric Power Authority $1,861,331

Puerto Rico Treasury Department (Christmas Bonus) 189,638

Equalization Fund (.20 hundredth) 4,408,732

Total $6,459,701
_35-
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LONG-TERM DEBTS

Bonds and other long-term liabilities outstanding at June 30, 2010 are as follows:

Bonds

$2,780,000 series of 1995, payable in annual instaliments of

$40,000 to $270,000 until July 1, 2017, interest ranging from

4.7% t0 6.63%.

$430,000 series of 2002, payable in annual installments of
$5,000 to $35,000 untit July 1, 2027, interest ranging from
5% t0 6.5%.

$455,000 series of 2002, payable in annual instaliments of
$5,000 to $35,000 until July 1, 2027, interest ranging from
5% to 6.5%.

$265,000 series of 2006, payable in annual instaliments of
$5,000 to $25,000 until July 1, 2030, interest ranging from
6.25% t0 7.25%.

$635,000 series of 2007, payable in annual instaliments of
$25,000 to $65,000 until July 1, 2021, interest ranging from
6.60% to 7.25%. 3

$415,000 series of 2008, payable in annual installments of
$5,000 to $35,000 until July 1, 2032, interest from 6.48% to
7.50%.

$915,000 series of 2008, payable in annual installments of
$15,000 to $75,000 until July 1, 2032, interest from 5.40% to
7.50%.

$2,045,000 series of 2009, payable in annual installments of

$25,000 to $165,000 until July 1, 2034, interest from 6.00% to

7.00%.

Total bonds payable
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COMMONWEALTH OF PUERTO RICO
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Notes

$385,000 series of 2006, payable in annual installments of
$45,000 to $65,000 until July 1, 2012; interest ranging
from 4.23% to 5.33%. . $ 125,000

$835,000 series of 2008, payable in annual installments of
$95,000 to $150,000 until July 1, 2008, interest ranging from
6.48% to 7.50%. 530,000

$890,000 series of 2008, payable in annual installments of
$100,000 to $160,000 until July 1, 2015, interest ranging from
5.40% to 7.50%. 680,000

Note payable to CRIM (Financing of delinquent accounts) - On
April 2, 2002, the Municipality entered into a financing agreement
with the CRIM in the amount of $260,193 to finance delinquent
property tax accounts sold to private investors, under the
provision of Law No. 146 of October 11, 2001. The agreement is
in the form of a non revolving line of credit bearing interest of
6.5% for the first five years and variable for the next 25 years at
125 points over London Interbank offered Rate (LIBOR) and is
due on December 1, 2032. As described in Law No. 146, interest
payments for the first five years will be financed through .48% of
the net increase of the subsidy provided by the Commonwealth of
Puerto Rico’s general fund. Also, during the first five years any
collection from those delinquent accounts will be credited to the
loan principal. After the 5 year period the loan outstanding
balance will be restructured for 25 years period. 188,320

Total notes payable $ 1,523,320
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QOther Long-term Liabilities

Note payable to CRIM (LIMS) - On June 27, 2001, the
Municipality entered into a financing agreement with the CRIM in
the amount of $286,847 for the payment of the Municipality’s
share of the cost of a management information system (LIMS)
acquired by the CRIM for the management of taxpayer's
properties located in Puerto Rico. The note is payable in
semiannual instaliments of $38,472, including interest of 5.95%
and is due on November 28, 2011. Amount is financed with
unrestricted funds through withholdings from the advances of
property tax and amounts of municipal equalization fund sen to
the Municipality by the Municipal Revenue Collection Center $ 54,438

Total other long-term liabilities $ 54,438

The annual debt service requirements for the bonds payable and notes payable at
June 30, 2009, are as follows:

Bonds Notes Payable

Principal Interest Principal Interest
?20M $ 285000 $ 347,321 > $ 303560 $ 116,859
2012 310,000 405,372 323,560 68,330
2013 335,000 385,348 278,560 82,506
2014 355,000 363,167 303,560 61,399
2015 390,000 341,456 168,560 43,491
2016-2020 1,525,000 1,350,028 42,800 54,595
2021-2025 1,090,000 933,537 42,800 29,283
2026-2030 1,195,000 540,995 42,800 15,973
2031-2035 810,000 132,500 17,120 3,195
$6,295,000 § 4,799,724 $ 1,523,320 $§ 475,631
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Long-term liability activity for the year ended June 30, 2010 was as follows:

Beginning Ending Due within
Primary Gavernment Balance Additions Payments Balance One Year
Governmental Activities: .
Bonds payable $ 4,500,000 $ 2,045,000 $ 250,000 $ 6,295,000 $ 285,000
Notes payable 1,811,880 288,560 1,623,320 303,560
Total long-term debt 6,311,880 2,045,000 538,560 7,818,320 588,560
Other long-term liabilities: -
Landfill obligation 2,475,000 2,475,000
CRIM - LIMS 88,159 33,721 54,438 35,757
Compensated absences 1,936,422 303,106 2,239,528
Total other liabilities,
governmental activities 4,499,581 303,106 33,721 4,768,966 35,757
Total noncurrent liabilities,
governmental activities $10,811,461  $2,348106 $ 572281 $ 12,587,286 $ 624,317
Beginning Ending ' Due within
Component Unit: Balance Additions Reductions Balance One Year
Moca Housing Project
mortgage payable 3 845,778 $ - $ 74,548 $ 771,230 $ 81,639

16. RETIREMENT PLAN

d. Plan Description

The Employee’s Retirement System of the Government of Puerto Rico and its
Instrumentalities (ERS) is the administrator of a cost-sharing multiple-employer
retirement system established by the Commonwealth of Puerto Rico. The System
was created under the ACT 447, approved on May 15, 1951, as amended, and
became effective on January 1, 1952.

ERS covers all regular employees of the Commonwealth of Puerto Rico and its
instrumentalities and of certain municipalities and components units not covered
by their own retirement’s systems.
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Participation is mandatory except for members of the Legislature, Government
Secretaries, Heads for Agencies and Public Instrumentalities, Assistants to the
Governor, the Comptroller of Puerto Rico, Gubernatorial Board and Committee
appointees and Experimental Service Station employees.

ERS provides retirement, death and disability benefits. Disability retirement
benefits are available to members for occupational and non-occupational
disabilities. Retirement benefits depend upon age at retirement and number of
years of credited service. Benefits vest after ten years of plan participation.

Members who have attained an age of at least fifty-five (55) years and have
completed at least twenty-five (25) years of creditabie service or members who
have attained an age of at least fifty-eight (58) years and have completed at least
fifty-eight (58) years and have completed at least ten (10) years of creditable
service, are entitled to an annual benefit, payable monthly for life.

The amounts of the annuity will be one and one-half percent of the average
compensation mulitiplied by the number of years of creditable service up to twenty
years, plus 2% of the average compensation multiplied by the number of years of
creditable service in excess of twenty years. In no case the annuity will be less

than $200 per month.

Participants who have completed at least thirty (30) years of creditable service are
entitled to receive the Merit Annuity. Participants who have not attained fifty-five
(55) years of age will receive 65% of the average compensation or if they have
attained fifty-five (55) years of age will receive 75% of the average compensation.

Disability retirement benefits are available to members for occupational and non-
occupational disability. However, for non-occupational disability a member must

have at least ten (10) years of service.

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

On September 24, 1999, an amendment to Act No. 447 of May 15, 1951, which
created ERS, was enacted with the purpose of establishing a new pension
program (System 2000). Employees participating in the current system as of
December 31, 1999, may elect to stay in the defined benefit plan or transfer to the
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new program. Persons joining the Municipality on or after January 2000, will only
be allowed to become members of System 2000. System 2000 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 2000 is a hybrid defined contribution plan, also known as a cash balance
plan. Under this new plan, there will be a pool of pension assets, which will be
invested by ERS, together with those of the current defined benefit plan. Benefits
at retirement age will not be guaranteed by the Commonwealth of Puerto Rico.
The annuity will be based on a formula which assumes that each year the
employee's contribution (with a minimum of 8.275% of the employee’s salary upon
to a maximum of 10%) will be invested in an account which will be either: (1) earn
a fixed rate based on the two-year Constant Maturity Treasury Note or, (2) earn
rate equal to 75% of the return of the ERS’s investment portfolio (net of
management fees), or (3) earn a combination of both alternatives. Participants
will receive periodic account statements similar to those of defined contribution
plans showing their accrued balances. Disability pensions will not be granted
under System 2000. The employer's contribution (9.275% of the employee’s
salary) will be used to fund the current plan.

. Contribution Requirements

Commonwealth legislation requires employees to contribute 5.775% of gross
salary up to $6,600 plus 8.275% of gross salary in excess of $6,600. The
Municipality’s contributions are 9.275% of gross salary.  Contributions’
requirements are established by law. The actuarially determined contribution
requirement and contributions actually made for the year ended June 30, 2010
was approximately $411,237. The Municipality’s payroll for employees covered by
ERS was approximately $5.5 million. The Municipality total payroll for all
employees was approximately $7.0 million.

Additional information on the ERS is provided in its financial statements for the
year ended June 30, 2010, a copy of which can be obtained from the ERS,
Minillas Station, PO Box 42003, San Juan, PR 00940.
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RISK MANAGEMENT

The Risk Management Division of the Municipality’s Legal Department is responsible
of assuring that the Municipality’s property is properly insured. Annually, the Risk
Management Division compiles the information of all property owned and its
respective market value. After evaluating this information, the Risk Management
Division submits the data regarding the Municipality’'s properties to the Area of Public
Insurance at the Department of the Treasury of the Commonwealth of Puerto Rico
who is responsible for purchasing all property and casualty insurance policies of all
municipalities.

LEASES

Operating Leases
Leasing Arrangement with the Municipality as Lessor:

a. The Municipality leases spaces in its Market Place and Transportation center
under operating lease agreements with terms ranging from one to five years.

b. Totalincome from leases during the year ended June 30, 2010 was approximately
$18,220.

~

c. The Municipality retains title to its leased property. The lessee pay'\"s taxes,
licenses, insurance, and maintenance costs of the leased assets.

Leasing arrangements with the Municipality as lessee.

The Municipality is obligated under noncancellable operational leases, with periods
not longer than one year.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2010

LANDFILL CLOSURE AND POSTCLOSURE COSTS

The Municipality adopted the provisions of Statement No. 18, Accounting for
Municipal solid Waste Landfill Closure and Postclosure Care Costs issued by the
Governmental Accounting Standard Board. This statement established standards for
accounting and reporting for solid waste landfill costs owned by governmental entities
(including the Municipality) that are required by federal and local laws and regulations
to incur closure and postclosure care costs.

According to this statement, closure and postclosure care costs are recorded while
the landfill is operating. The Municipality has determined that the present value of
total estimated closing costs and post closing care costs amount to $2,475,000.

(See Note 15).

CONTINGENCIES

a. The Municipality receives Federal Grants for specific purposes that are subject to
review and audit by the grantor agencies. Although such audits could generate
expenditure disallowances under the terms of the grants, management believes
that any required reimbursements would not be material.

b. The Municipality is a defendant and/or co-defendant in various lawsuits which
claims for actual damages. Some of these lawsuits are covered by insurance. The
Municipality's management and outside counsels believe that is probable that any
potential liability that might exist, if any, in excess of the insurance, will not
affect significantly the financial position of the Municipality.

COMMITMENTS

The Municipality of Moca had several outstanding or planned construction projects as
of June 30, 2010. These projects are evidenced by contractual commitments with
contractors. The construction projects are commitments of the Other Governmental

fund that amounted to approximately $1,622,354.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2010

Federal Federal
CFDA Disbursements/
Federal Grantor/Program Title Number Expenditures

U.S. Department of Housing and Urban
Development (HUD) -
Direct Program:
Section 8 Vouchers Program 14.871 $ 329,251
Pass-through State -Commonwealth of Puerto ‘
Rico/Commissions Office of Municipal Affairs -
Community Development Block Grant - States
Program SBGP 14.228 681,320
Pass-through Department of Family:
Homeless Prevention And Rapid Re-Housing
Program (Recovery Act Funded) ' 14.257 27,800

Subtotal U.S. Department of HUD 1,038,371

U.S. Department of Labor
Pass-through Human Resources and Occupational

Development Council;
Younth Program Activities : 17.259 231,200

Subtotal U.S. Department of Labor 231,200

U.S. Department of Health and Human Services (HHS)
Pass-through the Puerto Rico Elderly Commission:
Special Programs for the Aging - Title Ill, Part B

Grants for Supportive Services and Senior Centers 93.044 23,052

Special Programs for the Aging Title ill, Part E,
National Family Caregivers Support 93.052 11,035

Subtotal U.S. Department of HHS 34,087

U.S. Department of Homeland Security
Pass-through Department of Justice of Puerto Rico
State Domestic Preparedness Equipment Support

Program 97.004 77,164
Subtotal U.S. Department of DHS 77,164
TOTAL $ 1,380,822

See notes to schedule of expenditures of federal awards.
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CPA Marco Antonio Rivera Zadiiga Public Accountants {AICPA)
Ortlz R |Ve ra R Ivera & CO CPA Luis Rivera Zifiiga Puerto Rico Board of Certified

Certified Public Accountants and Business Advisors CPA Zoraida Cruz Claudio Public Accountants

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

To the Honorable Mayor and
Municipal Legislature
Municipality of Moca

Moca, Puerto Rico

We have audited the financial statements of the governmentatl activities, each major fund
and the aggregate remaining fund information of the Municipality of Moca, as of and for the
year ended June 30, 2010, which collectively comprise the Municipality’s basic financial
statements and have issued our report thereon dated December 21, 2010. We conducted
our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States.

Internal Control over Financial Reporting

In planning and performing our audit, we considered Municipality of Moca’ internal control
over financial reporting as a basis for designing our auditing procedures for the purpose of
expressing our opinion on the financial statements, but not for the purpose of expressing
an opinion on the effectiveness of the Municipality’s internal control over financial reporting.
Accordingly, we do not express an opinion on the effectiveness of the Municipality’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 misstatements on a timely basis. A material weakness is a
control deficiency, or combination of deficiencies, in internal control, such that there is a
reasonable possibility that a material misstatements of the entity’s financial statements will
not be prevented, or detected and corrected on a timely basis.
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INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE WITH REQUIREMENTS
THAT COULD HAVE A DIRECT AND MATERIAL EFFECT ON EACH MAJOR
PROGRAM AND ON INTERNAL CONTROL OVER COMPLIANCE
IN ACCORDANCE WITH OMB CIRCULAR A-133

To the Honorable Mayor

and Municipal Legislature
Municipality of Moca
Moca, Puerto Rico

Compliance

We have audited Municipality of Moca’s compliance with the types of compliance
requirements described in the U. S. Office of Management and Budget (OMB) Circular A-
133 Compliance Supplement that could have a direct and material effect on each
Municipality of Moca’ major federal programs for the year ended June 30, 2010.
Municipality of Moca' major federal programs are identified in the summary of auditor's
results section of the accompanying schedule of findings and- questioned costs.
Compliance with the requirements of laws, regulations, contracts and grants applicable to

~each of its major federal programs is the responsibility of Municipality of Moca'
management. Our responsibility is to express and opinion on Municipality of Moca'
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. 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 occurred. An audit includes
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examining, on a test basis, evidence about Municipality of Moca' 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 on Municipality of Moca compliance with those
requirements.

In our opinion, the Municipality of Moca complied, in all material respects, with the
compliance requirements referred to above that could have a direct and material effect on
each of its major federal programs for the year ended June 30, 2010.

Internal Controf over Compliance

The management of Municipality of Moca is responsible for establishing and maintaining
effective internal control over compliance with the requirements of laws, regulations,
contracts and grants applicable to federal programs. [n planning and performing our audit,
we considered Municipality of Moca internal control over compliance with requirements that
could have a direct and material effect on a major federal program to determine the
auditing procedures for the purpose of expressing our opinion on compliance and to test
and report on internal control over compliance in accordance with OMB 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 the
Municipality’s internal control over compliance.

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 integnal control over compliance is a deficiency, or 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.

Our consideration of internal control over compliance was for the limited purpose described
in the first paragraph of this section and was not designed to identify all deficiencies in
internal control over compliance that might be deficiencies, significant deficiencies or
material weaknesses. We did not identify any deficiencies in internal control over
compliance that we consider to be material weaknesses, as defined above.
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This report is intended solely for the information of the management, Commissioner Office
of Municipal Affairs, others within the entity and the federal awarding agencies and pass-
through entities and is not intended to be and should not be used by anyone other than

these specified parties.
O,({Ig'/p\\uu (P\" DY A Lo

San Juan, Puerto Rico
December 21, 2010
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2010

SUMMARY OF AUDIT RESULTS

a.

h.

The auditors’ report expresses an unqualified opinion on the basic financial
statements of the Municipality of Moca.

There were no significant deficiencies on internal control.

No instances of noncompliance material to the financial statements of
Municipality of Moca were disclosed during the audit.

There were no significant deficiencies on internal controls over major programs.

The auditor’'s report on compliance with requirements applicable to federal
award programs for Municipality of Moca express an unqualified opinion.

Audit findings relative to the major federal award programs for the Municipality of
Moca are reported in number 3 of this schedule.

The programs tested as major programs included:

SBGP - CFDA No. 14.228
Section 8 - CFDA No. 14.871

The threshold for distinguishing types A and B programs was $300,000.

Municipality of Moca was determined to be a low-risk auditee.

FINDINGS - FINANCIAL STATEMENTS AUDIT

None

FINDINGS AND QUESTIONED COSTS - MAJOR FEDERAL AWARD PROGRAM
AUDIT

None
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
SCHEDULE OF STATUS OF PRIOR YEAR
AUDIT FINDINGS AND QUESTIONED COSTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2010

During the current examination, follow-up was giveh to the findings informed to the
Municipality in prior years. It was noted that corrective action has been taken, except for
certain conditions that still exist and require further action. These are included in the

accompanying Schedule of Prior Year Audits Findings and Questioned Costs.
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INDEPENDENT AUDITORS' REPORT

To the Honorable Mayor and
Municipal Legislature
Municipality of Moca

Moca, Puerto Rico

We have audited'the accompanying financial statements of the governmental activities,
each major fund and the aggregate remaining fund information of the Municipality of
Moca, as of and for the year ended June 30, 2011, which collectively comprise the
Municipality’s basic financial statements, as listed in the table of contents. These financial
statements are the responsibility of the Municipality’'s management. Our responsibility is to
express opinions on these financial statements based on our audit. We did not audit the
financial statements of Moca Housing Project, as of June 30, 2011. Those financial
statements were audited by other auditors whose report thereon has been furnished to us,
and our opinion, insofar as it relates to the amounts included for Moca Housing Project, is

based on the report of the other auditors.

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. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides

a reasonable basis for our opinions.

Based on our audit and the report of other auditors, the financial statements referred to
above present fairly, in all material respects, the respective financial position of the
governmental activities, discretely presented component unit, each major fund, and the
aggregate remaining fund information of the Municipality of Moca as of June 30, 2011,
also, the respective changes in financial position thereof, and the respective budgetary
comparison for the general and debt service funds for the fiscal year then ended in
conformity with accounting principles generally accepted in the United States of America.



In accordance with Government Auditing Standards, we have also issued a report dated
December 19, 2011 on our consideration of the Municipality’s internal control over financial
reporting and our tests of its compliance with certain provisions of laws, regulations,
contracts, grants, agreements and other matters. The purpose of that report is to describe
the scope of our testing of internal control over financial reporting and compliance and the
results of that testing, and not to provide an opinion on the internal control over financial
reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards and should be considered in assessing
the results of our audit.

The Management’s Discussion and Analysis on pages 3 through 9, is not a required part of
the basic financial statements but is supplementary information required by accounting
principles generally accepted in the United States of America. We have applied certain
limited procedures, which consisted principally of inquires of management regarding
methods of measurement and presentation of the required supplementary information.
However, we did not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements
that collectively comprise the Municipality of Moca's financial statements as a whole. The
accompanying schedule of expenditures of federal awards is presented for purposes of
additional analysis as required by U.S. Office of Management and Budget Circular A-133,
Audits of States, Local Governments, and Non-Profit Organizations, and is also not a
required part of the financial statements. Such information has been subjected to the
auditing procedures applied in the audit of the basic financial statements, and in our
opinion, the information is fairly stated, in all material respects, in relation to the financial
statements as a whole.

San Juan, Puerto Rico
December 19, 2011



Estado Libre Asociado De Puerto Rico
MUNICIPIO DE MOCA
Moca, Puerto Rico

, MUNICIPALITY OF MOCA
MANAGEMENT’S DISCUSSION AND ANALYSIS

Management of the Municipality of Moca (the “Municipality’) provides this Management’s Discussion and
Analysis of the Municipality’s basic financial statements as an overview and analysis of the financial activities of
the Municipality for the fiscal year ended June 30, 2011. We encourage readers to consider the information
presented here in conjunction with the additional information that we have fumz’sﬁgt[ in the accompanying basic
financial statemerits.

USING THIS ANNUAL REPORT

This annual report consists of a series of new financial statements with a change in the focus from previous
financial statements. The new focus is on both the Municipality as a whole (government-wide) and the major
individual funds. Both perspectives (government-wide and major fund) allow the user to address relevant questions,
broaden a basis for comparison (year to year or government to government) and enhance the Municipality’s

accountability.

FINANCIAL HIGHLIGHTS

o  The Municipality net assets increased by § 611,165.
o  In the fund financial statements, general fund balances decreased by $242,518.
o Capital expenditures amounted to § 2,201,182.

GOVERNMENT-WIDE-FINANCIAL STATEMENT

The gowmmerit-wizfe financial statements are designed to provide readers with a broad overview of the
Municipality’s operations and finance as a whole in a manner similar to private-sector business. ‘These statements
provide short-term and long-term information about the Municipality’s financial position, which assist the
Municipality’s management to determine the economic condition at the end of the fiscal year. These financial
statements are prepared using the flow of economic resources measurement focus and the accrual basis of
accounting. ‘This basically means that these financial statements follow methiods that are similar to those used by
most businesses. ‘They take into account all revenues and expenses connected with the fiscal year ended June 30,
2011 even if cash involved have not been received or paid. The government-wide financial statements include: (1)
the statements of net assets and (2) the statement of activities.
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Expenses

General government 9,091,119 8,304,864
Public safety 972,512 1,036,622
Public works 4,542,373 4,037,845
Culture 212,983 209,361
Recreation 908,552 772,867
Health and welfare 1,844,960 864,763
Interest on long-term debt 744,610 712,585

Total expenses 18,317,109 15,938,947
Change in net assets 611,165 668,545
Net assets, beginning of year 16,923,093 16,254,548
Net assets, end of year $ 17,534,258 $ 16,923,093

FINANCIAL ANALYSIS OF THE MUNICIPALITY'S INDIVIDUAL FUNDS

As noted earlier, the Municipality uses fund accounting to ensure and demonstrate compliance with finance-related
legal requirements.

Governmental Funds

The focus of the Municipality’s governmental funds is to provide information on near-term inflows, outflows, and
balances of spendable resources. Such information is useful in assessing the Municipality’s financing requirements.
In 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
balances of $ 5,828,480, an increase of $ 489,679 in comparison with the prior year. There are reservations of fund
balance. ‘This is the fund balance that is not available for new spending because it has already been committed to
pay debt service (§ 1,464,814).

The general fund is included within the governmental funds; it is the operating fund of the Municipality. As of
June 30, 20101 the general fund has a superavit of $136,946. ‘The superavit decreased by $242,518 during fiscal

year ended June 30, 2011.



Notes to the Financial Statements

'The basic financial statements also include notes to explain information in the financial statements and provide
more detailed data.

Required Supplementary Information

‘The statements are followed Ey the required 5upp[ementazy infonrmtion that contains the Euz@etary comparison
schedule for the General and ‘Debt Service Funds.

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capita[ Assets

‘The Municipality’s investment in capital assets as of June 30, 2011, amounts to $44.7 million, net of accumulated
depreciation of $19.5 million, leaving a net book value of $25.2 million. This investment in capital assets includes
land, buildings, improvements, equipment construction in progress.

The total net increase in the Municipality’s investment in capital assets for the current fiscal year was about 12%
in terms of net book value. Actual expenditures to purchase or construct capital assets were $2.2 nzz[[wn for the
year. ‘Depreciation cﬁarcqes for the year totaled $1.7 million.

The Municipality finances a significant portion of its construction activities through bond issuances. The proceeds

from bond issuances designated for construction activities are committed in its entirety for such purposes and
cannot be used for any other purposes. As of June 30, 2011 the Municipality has §1,715,664 of unexpended
proceeds from bond issuances that are committed to future construction activities.



Long-Term Debt

At year-end, the Municipality had § 13,119,813 in general and special bonds and notes and other long term debts.
Such amount represents an increase of 16 percent with respect to prior year. The followrng is a summary of the
Munipality’s outstanding debt as of June 30, 2011 and 2010:

Municipality of Moca
Outstanding Long-term Debt
June 30, 2011 and 2010

2011 2010
$ $
General and special obligations © 7,589,760 7,818,320
Other long term debts:
Landfill obligation 2,475,000 2,475,000
CRIM-LIMS 18,681 54,438
ASES 842,908
Compensated absences 2,193,464 2,239,528
5 $
Total 13,119,813 12,587,286

ECONOMIC FACTORS AND NEXT YEAR'S BUDGET

The Municipality’s selected and appointed officials considered mamy factors when setting the fiscal year 2010-2011
budget. One of these factors is the economy. Amony economic areas considered are the population growth
estimates, persona[ income, ﬁousirg statistics and unemp[o_t,rment rates.

The Municipality applied an aggressive approach in development budget estimates. The Municipality estimates
that the amounts available for appropriations in the General Fund for the fiscal year 2011 uill be §13.3, a increase
of approximately 8% with respect to prior year final budget.






COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
STATEMENT OF ACTIVITIES
FOR THE FISCAL YEAR ENDED JUNE 30, 2011

Net (Expense) Revenue and
Changes in Net Assets

Program Revenues Primary Component
Operating Government Unit
Charges for Grants and Governmental Moca Housing
Functions/Programs Expenses Services Contributions Activities Project
Primary Government:
General government $ 9,091,119 $ 2,682,461 $ - $ (6,408,658) $ -
Public safety 972,512 {972,512)
Public works 4,542,373 796,410 (3,745,963)
Culture 212,983 (212,983)
Recreation 908,552 - (908,552)
Health and welfare 1,844,960 775,820 (1,069,040)
Interest on long-term debt 744,610 (744,610)
Total primary government $ 18,317,109 $ 2,682,461 $ 1,572,330 $ (14,062,318) -
Component Unit: .
Moca Housing Project 435,633 499,347 63,714
Total component unit $ 435,633 $ 499,347 $ - - 63,714
General revenues:
Property taxes (Note 6) 3,026,649
Municipal license tax (Note 7) 1,038,163
Sales and uses tax (Note 8) : 884,779
Grants and contributions not restricted to specific programs 8,985,192
Interest and investment earnings 118,677
Miscellaneous 620,023
Total general revenues 14,673,483 -
Change in net assets 611,165 63,714
Net assets at beginning of year 16,923,083 34,163
Net assets at end of year $ 17,534,258 $ 97,877

The accompanying notes are an integral part of these basic financial statements.
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Liabilities and Fund Balance

Liabilities
Accounts payable and accrued
liabilities
Due to other agencies (Note 12)
Due to other funds (Note 10)
General obligations:
Bonds
Interest
Deterred revenues (Note 13):
Municipal license tax
Federal government
Total liabilities

Fund Balances (Deficit)
Restricted
Assigned [ '

Unassigned { gre supaes v/zz« /‘1‘0)

Total fund balance (deficit)

Total liabilities and fund balance

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA

BALANCE SHEET-GOVERNMENTAL FUNDS
JUNE 30, 2011

Housing and

Urban Other Total
Development State Loan Debt Governmental Governmental

General Programs Assigments $ 2,045,000 Service Funds Funds
$ 159,629 $ 325,074 $ 14,993 $ 69,356 $ - $ 238,674 807,726
122,849 32,198 155,047
100,000 212,284 16,638 524,920 853,842
600,000 600,000
157,596 157,596
840,118 840,118
27,327 27,327
1,222,596 596,883 31,631 69,356 757,596 763,594 3,441,656
168,177 2,391,802 1,043,196 1,464,814 1,331,142 6,399,131
271,335 271,335
(134,389) (473,542) (234,055) (841,986)
136,946 (305,365) 2,391,802 1,043,196 1,464,814 1,097,087 5,828,480
$ 1,359,542 $ 291,518 $ 2,423,433 $ 1,112,552 § 2,222,410 $ 1,860,681 $ 9,270,136

The accompanying notes are an integral part of these basic financial statements.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES, AND
CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS TO THE
' STATEMENT OF ACTIVITIES
FOR THE FISCAL YEAR ENDED JUNE 30, 2011

Net change in fund balances - total governmental funds $ 489,679

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

» Governmental funds report capital outlays as expenditures.
However, in the statement of activities, the cost of those assets
is allocated over their estimated useful lives and reported as

depreciation expense. 2,196,824

» Revenues in the statement of activities that not provide current
financial resources are not reported as revenue in the financial
statements. 105,258

« Depreciation expense on capital assets is reported in the
statement of activities, but they do not require the use of current
financial resources. Therefore, depreciation expense is not
reported as expenditure in governmental funds. (1,730,336)

Governmental funds report issuance of long-term debt as other
financial sources because provides current financial resources. (395,000)

¢ Governmental funds report principal payments on long-term
obligations as expenditures, whereas the principal payments
reduces the long-term obligations in the statement of activities. 659,317

» Change in accrued interest expense which does not require the

use of current financial resources. 82,267

» Some expenditures reported in the governmental funds do not
require the use of current financial resources; therefore, are not
reported as expense in statement of activities:
Accrued vacations and bonus, and other. (796,844)

$ 611,165

Changes in net assets of governmental activities

The accompanying notes are an integral part of these basic financial statements.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
NOTES TO THE FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2011

1. ORGANIZATION

The Municipality of Moca, Puerto Rico (Municipality) was founded in 1772. The
Municipality is a political legal entity with full legislative and administrative faculties in
every affair of the municipal character, with perpetual succession existence and legal
identity, separate and independent from the central government of the
Commonwealth of Puerto Rico. The Municipality provides a full range of services
including health, public works, environmental control, education, public safety, public
housing and community development, culture, and recreation as well as many other

general and administrative services.

T

&
<

The Municipal Government comprises the executive and legislative branches. The
executive power is exercised by the Mayor and the legislative by the Municipal
Assembly, which has 14 members. The members of these branches are elected

every four years in the Puerto Rico general elections.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accompanying financial statements of the Municipality have been prepared in
conformity with accounting principles generally accepted in the United States of
America (GAAP) as applicable to governmental entities. The Governmental
Accounting Standards Board (GASB) is the accepted standard-setting body for
establishing governmental accounting and financial reporting principles.

The financial information of the Municipality is presented in this report as follows:

Management's Discussion and Analysis - Introduces the basic financial
statements and provides an analytical overview of the Municipality's financial

activities. :

Government - Wide Financial Statements - This reporting model includes financial
statements prepared using full accrual of accounting for all of the government’s
activities. This approach includes not just current assets and liabilities, but also
capital assets and long-term liabilities (such as buildings and infrastructure,
including bridges and roads, and general obligation debt).

Statement of Net Assets - The statement of net assets is designed to display the
financial position of the Municipality, including capital assets and infrastructure.
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The net assets of the Municipality will be broken down into three categories;
invested in capital assets, net of related debt; restricted; and unrestricted.

o Statement of Program Activities - The government - wide statement of activities
report expenses and revenues in a format that focuses on the cost of each of the
government's functions. The expense of individual functions is compared to the
revenues generated directly by the function.

o Budgetary comparison schedules - Demonstrating compliance with the adopted
budget is an important component of a government’s accountability to the public.
Under the reporting model, the Municipality will continue to provide budgetary
comparison information in their financial statements. An important change,
however, is a requirement to add the government's original budget to the current
comparison of final budget and actual results.

The following is a summary of the more significant policies.

a. Reporting Entity

In evaluating how to define the Municipality 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,” as amended
by GASB Statement No. 39, “Determining Whether Certain Organizations are
Component Units - an amendment of GASB Statement No. 14". The basic, but
not the only criterion for including a potential component unit within the reporting
entity is if elected officials of a primary government 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 exist for
the other entity to (1) provide specific financial benefits to or (2) impose specific
financial 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 render the financial statements

misleading or incomplete.

GASB Statement No. 39 provided additional guidance to determine whether
certain organization for which the primary government is not financially
accountable should be reported as components units, A legally separate, tax-
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exempt organization should be discretely presented as a component unit if all of
the following criteria are met: (a) the economic resources received or held by the
separate organization are entirely or almost entirely for the direct benefit of the
primary government, its component units, or its constituents; (b) the primary
government, or its component units, is entitled to, or has the ability to otherwise
access, a majority of the economic resources received or held by the separate
organization, and; (c) the economic resources received or held by an individual
organization that the specific primary government, or its component units, is
entitled to, or has the ability to otherwise access, are significant to the primary
government. GAAP details two methods of presentation: blending the financial
data of the component units’ balances and transactions in a manner similar to the
presentation of the Municipality’s balances and transactions or discrete
presentation of the component units’ financial data in columns separate from the
Municipality’s balances and transactions.

The Moca Housing Project is included in the basic financial statements as a
discretely component unit because of the nature of the services they provide and

the Municipality’s ability to impose its will.

Moca Housing Project is an 80-unit multi-family housing project owned by the
Municipality as authorized transfer from the Special Trustee for the Liquidation of
the Accounts of the Puerto Rico Urban Renewal and Housing Corporation. The
Project is operated under Section 515 of USDA, Rural Development (USDA-RD)
and regulated by the U. S. Department of Housing and Urban Development (HUD)
with respect to rental charges and operating methods. The project is also subject
to Section 8 Housing Assistance Payments agreements with HUD, and a
significant portion of the Project’s rental income is received from HUD. Also, the
Project is financed by a Mortgage of Section 515 Direct Loan.

. Government-Wide and Fund Financial Statements

The government-wide financial statements (i.e., the statement of net assets and
the statement of changes in net assets) report information on all the activities of
the Municipality. For the most part, the effect of interfund activity has been
removed from these statements. Governmental activities are supported mainly by

taxes and intergovernmental revenues.

The statement of activities demonstrates the degree to which the direct expenses
of a given function or segment are offset by program revenues. Direct expenses
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are those that are clearly identifiable with a specific function or segment. Program
revenues include 1) charges to customers or applicants who purchase, use, or
directly benefit from goods, services, or privileges provided by a given function or
segment and 2) 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.

" The fund financial statements segregate transactions related to certain functions
or activities in separate funds in order to aid financial management and to

demonstrate legal compliance. N

These statements present each major fund as a separate column on the fund
financial statements; all non-major funds are aggregated and presented in a single

column.

For the fiscal year ended June 30, 2011, the Municipality implemented
Government Accounting Standards Board Statement No. 54 (GASB 54), "Fund
Balance Reporting and Governmental Fund Type Definitions”. The requirements
of this statement are effective for financial statement periods beginning after June

15, 2010.

GASB 54 enhances the usefulness of fund balance information by providing
clearer fund balance classifications that can be more consistently applied, and it
clarifies the existing governmental fund type definitions. It establishes fund
balance classifications that comprise a hierarchy based primarily on the extent to
which a government is bound to observe constraints imposed upon the use of the
resources reported in governmental funds.

GASB 54 also provides guidance for classifying stabilization amounts on the face
of the balance sheet and requires disclosure of certain information about
stabilization arrangements in the notes to the financial statements. The definitions
of the General fund, special revenue fund type, capital projects fund type, debt
service fund type, and permanent fund type are also clarified by the provisions in

this statement.
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Amounts reported as program revenues include 1) charges to customers or
applicants for goods, services, licenses, permits, or privileges provided, 2)
operating grants and contributions, and 3) capital grants and contributions,
including special assessments. Internally 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, than unrestricted resources

as they are needed.

The Municipality reports the following major governmental funds:

General Fund

This is the operating fund of the Municipality and accounts for all financial
resources, except those required to be accounted for in another fund.

Housing and Urban Development Programs (HUD Programs)

This fund account for revenue sources for the development of viable urban
communities, decent housing, suitable living environment, rental assistance to
help very low-income families afford decent, safe and sanitary housing by
encouraging property owners to rehabilitate substandard housing and lease
the units with rental subsidies to low-income family.

State Assignment Fund

This fund used to account for transactions of the State Assignments by
Legislature Resolutions. The primarily objective of these assignments is the
development of projects on communities, not-for-profit organizations, purchase
of equipment and indirect assignment to persons of low and moderate income.

Loan Improvement Fund

This fund is used to account for the financial resources used for the acquisition
and construction, financed with the proceed of general obligation bonds.
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Debt Service Fund

This fund is used to account for the resources accumulated and payments
made for principal and interest on long-term general obligation debt of
governmental funds.

d. Cash and Cash with Fiscal Agent

The Municipality’'s Finance Director is responsible for investing available
resources. The Municipality is restricted by law to invest only in savings accounts
with banks qualified as a depository of public funds by the Puerto Rico Treasury
Department (PRTD) or in instruments of the Government Development Bank for

Puerto Rico (GDB).

Cash with fiscal agent in the capital projects fund consists of unused proceeds
from appropriations from the Legislature of Puerto Rico, for the payment of current
liabilities, and bonds and notes issued for the acquisition and construction of
major capital improvements.

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.

e. Interfund Receivables and Payables

Activities between funds that are representative of Iending/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
to/from other funds (i.e., the non-current portion of interfund loans). All other
outstanding balances between funds are reported as due to/from other funds.

f. Capital Assets

Capital assets, which include property, plant, equipment, and infrastructure (which
is normally immovable and of value only to the Municipality, such as roads,
bridges, streets’ sidewalks, and drainage system), are reported in the applicable
governmental or component units columns in the government-wide financial

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

Useful Life
Buildings and building improvements 30-50 years
Furniture and fixtures ¢ . 5-10 years
Vehicles and equipment 5-20 years

. Fund Balances

In the current year, the Municipality adopted the provisions of GASB Statement
No. 54, Fund Balance Reporting and Govermmental Fund Type Definitions (GASB
No. 54), which enhanced the usefulness of fund balance information by providing
clearer fund balance classifications that can be more consistently applied. This
statement establishes fund balance classifications that comprise a hierarchy
based primarily on the extent to which the Municipality is bound to observe
constraints imposed upon the use of the resources reported in governmental

funds.

Pursuant to the provisions of GASB No. 54, the accompanying fund financial
statements report fund balance amounts that are considered nonspendable, such
as fund balance associated with inventories. Other fund balances have been
reported as restricted, committed, assigned, and unassigned, based on the
relative strength of the constraints that control how specific amounts can be spent,

as described as follows: ;

1) Nonspendable - Represent resources that cannot be spent readily with cash
or are legally or contractually required not be spent, including but not limited
to inventories, prepaid items, and long term balances of interfund loans and

accounts receivable.

2) Restricted - Represent resources that can be spent only for the specific
purposes stipulated by constitutional provisions, external resource providers
(externally imposed by creditors or grantors), or through enabling legislation
(that is, legislation that creates a new revenue source and restricts its use).
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In situations when an expenditure is made for a purpose for which amounts are
available in multiple fund balance classifications, the Municipality uses restricted
resources first, and then unrestricted resources. Within unrestricted resources, the
Municipality generally spends committed resources first, followed by assigned
resources, and then unassigned resources when expenditures.

The classification of the Municipality's individual governmental funds among
general, debt service, special revenue, and capital projects fund types used in
prior fiscal years for financial reporting purposes was not affected by the
implementation of GASB No. 54. In addition, the financial positions and the results
of operations reported in the accompanying fund financial statements as of and for
the fiscal year ended June 30, 2011 have not been affected for this change in
accounting principle. Accordingly, the accompanying fund financial statements
have not reported any retroactive restatements or reclassifications of fund equities

as of July 1, 2010.
. Risk Financing

The Municipality carries insurance to cover casualty, theft, tort claims and other
losses. Insurance 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 Municipality and deducted from the gross
property tax collections by the Municipal Revenue Collection Center (the “CRIM”)
for the year ended June 30, 2011 amounted to approximately $284,311. The
current insurance policies have not been cancelled or terminated. The CRIM also
deducted by $304,852 for workers’ compensation insurance covering all municipal

employees.
Compensated Absences

Employees are entitled to 30 days vacations leave and 18 sick days leave per
year. Sick leave is recorded as an expenditure in the year paid. Employees are
entitled to payment of unused sick leave upon retirement if have been employed
fcr at least 10 years in the municipal government. On July 1997, state Law 152
supra amended the Article 12.016, Section b (2) of the Municipal Law, authorizing
the Municipality to pay any excess of vacations and sick leave accumulated over
the maximum previously permitted by law. Calculations must be made until
December 31 of every year. Excess of sick leave must be paid until March 31
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Statement Adoption Required
Number Statement Name in Fiscal Year

63 Financial Reporting of Deferred Qutflows 2012-13
: of Resources, Deferred Inflows of .
Resources, and Net Position

64 Derivative Instruments: Application of 2011-12
Hedge Accounting Termination
Provisions - an Amendment of GASB

3 Statement No. 53 -

The impact of these statements on the Municipality’s financial statements has not
yet been determined.

3. STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY

a. Budgetary Control

The Municipality’'s annual budget is prepared on the budgetary basis of
accounting, which is not in accordance with GAAP, and represents departmental
appropriations recommended by the Mayor and approved by the Municipal
Legislature prior to the beginning of the fiscal year. Amendments to the budget
require the approval of the Municipal Legislature. Transfers of appropriations
within the budget, known as Mayor’s Resolutions, do not require the approval of

the Municipal Legislature.

The Municipality prepares its annual budget including the operations of the
general and the debt service funds.

Revenues and Expenditures - Budget and Actual (Budgetary Basis), accordingly,
includes only the operations of the general and the debt service funds. The
amounts budgeted under the Special Revenue Fund were excluded since they are
received and expended over a period of time which generally exceeds the current

year.

For budgetary purposes, encumbrance accounting is used. The encumbrances
(i.e., purchase orders, contracts) are considered expenditures when incurred. For
GAAP reporting purposes, encumbrances outstanding at year-end are reported as
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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 at the end of such fiscal year. Other appropriations, mainly capital project
appropriations, are continuing accounts for which the Municipal Legislature has
authorized that an unspent balance from the prior year is carried forward and
made available for current spending.

The annual budget is presented in the Combined Statement of Revenues and
Expenditures - Budget and Actual (Budgetary Basis) is the budget ordinance to
June 30, 2011 representing the original budget.

. Budget/GAAP Reconciliation

The following schedule presents comparisons of the legally adopted budget with
actual data on a budget basis. Because accounting principles applied for
purposes of developing data on a budget basis differ significantly from those used
to present financial statements in conformity with GAAP, a reconciliation of entity
and timing differences in the excess of revenues and other financing sources over
expenditures and other financing uses for the year ended June 30, 2011 is
presented below for the general and debt service funds:

General Fund Debt Service

Excess (deficiencies) of revenues over (under)

expenditures-budgetary basis $ (98,549) $ 330,316
Entity differences: _

Non-budgeted expenditures 644,034

Non-budgeted revenues (577,845)

Non-budgeted transfers in 460 89,460

Non-budgeted transfers out (221,148) (460)

Timing differences:
Current year encumbrances recorded as
expenditures for budgetary basis 271,336
Prior year encumbrances (260,806)

Excess of revenues over
expenditures - GAAP basis $ (242,518) $ 419,316
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c. Legal Compliance

The legal level of budgetary control is at the individual department level for
general fund expenditures, and principal and interest due for the debt service
fund.

RECONCILIATION OF GOVERNMENT-WIDE AND FUND FINANCIAL
STATEMENTS

The governmental fund balance sheet includes a reconciliation between fund
balance-governmental funds and net assets of governmental activities as reported in
the government-wide statement of net assets. One element of that reconciliation
explains that some liabilities, including bonds payable, are not due and payable in the
current period and therefore are not reported in the funds. The details of the
approximately $13.5 million differences are as follows:

Bonds payable _ $ 6,370,000

Landfill obligation (v ried ore 2,475,000 o
Compensated absences /(! a ¢ 2,193,464 P“é}ﬂ‘ '\:ﬂp
Note payable 1,219,760 | F DK
ASES | 842,908 |}
Accrued interest 381,913
CRIM-LIMS 18,681)

Net adjustment to reduce fund balance governmental funds
to arrive at net assets of governmental activities $ 13,501,726

5. DEPOSITS - CUSTODIAL CREDIT RISK

Custodial credit risk is the risk that in the event of a bank failure, the government’s
deposits may not be returned to it. Under 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. In addition, the Municipality
maintains deposits with the Government Development Bank for Puerto Rico (GDB).
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The deposits at GDB of approximately $1.5 million that are restricted principally for
capital projects and general fund, and the $2.1 million in the debt service fund are
unsecured and uncollateralized, as no collateral is required to be carried by

governmental banks.

The Municipality maintains its investments in two (2) banks located at Puerto Rico.
All kind of deposit is guaranteed by the Federal Deposit Insurance Corporation (FDIC)
up to $250,000.The excess is covered by collateral provided by banks and held by the
Treasury Department of the Commonwealth of Puerto Rico pursuant to applicable

laws and regulations.

PROPERTY TAXES

The Municipal Revenues Collection Center (CRIM) of the Commonwealth of Puerto
Rico is responsible by law for the assessment, levy and collection of all real and

personal property taxes. The tax on personal property is self assessed by the
taxpayer. The assessment is made in a return which must be filed with the CRIM by

May 15 of each year. The tax on real property is assessed by the CRIM. The
assessment is made as of January 1 of each year and is based on estimated current

values of the property as of year 1957.

The tax on personal property must be paid in full together with the return on or before
May 15. The tax on real property is due in two equal instaliments in July 1 and
January 1, following the assessment date.

The rates are 9.58% for real property and 6.58% for personal property. The
composition is as follows:

Real Personal
Basic property 6.00% 4.00%
Additional special property - state 1.03% 1.03%
Additional special property - municipal 2.75% 1.75%
Discounts made by state to tax payer (0.2%) (0.2%)
2.58% 8.28%
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The Municipality’s basic property tax rate represents the portion which is appropriated
for general purposes and accounted for in the general fund.

The “Additional special property tax - municipal” is restricted for debt service and
retained by GDB for such purposes and it is recorded as revenue in the Debt Service
Fund when collected by the CRIM and reported to the Municipality.

The “Additional special property tax - state” is collected by the CRIM for the payment
of principal and interest of general obligation bonds and certain other obligations

issued by the state government.

Residential real property occupied by its owner is exempt by law from the payment of
property taxes on the first $15,000 of the assessed value. For such exempted
amounts, the Department of Treasury assumes payment of the basic tax to the
Municipality, except for property assessed at less than $3,500, for which no payment
‘is made. Revenue related to the basic tax on exempt property is recorded in the
General Fund when payments are received from the CRIM. Complete exemption from
personal property taxes up to an assessment of $50,000 is granted to merchants with
an annual volume of net sales less than $150,000.

Prior to the beginning of each fiscal year, the CRIM informs the Municipality of the
estimated amount of property tax expected to be collected for the ensuring fiscal year.
Throughout the year, the CRIM advances funds to the Municipality based on the initial
estimated collections. The CRIM is required by law to prepare a settlement statement
on a fiscal year basis, whereby a comparison is made between the amounts
advanced to the Municipality and amounts actually collected from taxpayers. This
settlement has to be completed on a preliminary basis not later than three months
after fiscal year-end, and a final setttement made not later than six months after a
year end. If the’CRIM remits to the Municipality property tax advances, which are less
than the tax actually collected, a receivable from the CRIM is recorded at June 30.
However, if advances exceed the amount actually collected by the CRIM, a payabile to
the CRIM is recorded at June 30.

Currently, the Municipality has received the preliminary setttement from CRIM related
to fiscal year 2010-11, but not the final settlement as the six months period after a
fiscal year end, provided by law to CRIM to issue this, has not yet expired.
Management believes, based in part on the experience from prior years, that when
received, the final settlement from CRIM will not show a significant difference from the
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preliminary settlement and that such difference, if any, will not have a material effect
on the financial condition of the Municipality.

Based on the preliminary settlement already received, for the year ended June 30,
2011 the amount collected from taxpayers and charges by CRIM received by the
Municipality is less than amount advanced by CRIM for the same period by
approximately $9,151. Such amount is presented as due to CRIM in the government

wide financial statements.

MUNICIPAL LICENSE TAX

Municipal License Tax receivables are recorded in the fiscal year in which payment is
due and, accordingly, represent taxes which are due and uncollected at June 30,
2011. The annual Municipal License Tax is determined based on the gross income of
all commerce and industrial organizations who have operations in the Municipality of
Moca, and are not totally or partially exempt under the Industrial Incentive Law of

Puerto Rico.

An annual return of business volume should be filed on or before April 15 of each
year and payable in two equal installments due on July 1 and January 1. A discount
of 5% is allowed when full payment is made on or before April 15. The rates of
municipal license in the Municipality of Moca, are as follows:

Savings and loans associations =1.50%
Financing institution =1.50%
Other organizations = .50%

The amounts collected in advance are recorded as deferred revenues in the General
Fund. The Municipality invoiced and collected in advance during the current year
approximately $840,118, corresponding to the next fiscal year municipal license.

SALES AND USE TAXES

On July 29, 2007 the Commonwealth Legislature approved Act No. 80 (“Act 80")
which imposed to all the Municipalities of Puerto Rico a uniform municipal sales and
use tax of 1.5%. Effective August 1, 2007 1% of the 1.5% will be collected by the
Municipalities and the remaining .5% of the 1.5% will be collected by the Puerto Rico

Department of Treasury.
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Act 80 also provides for restrictions on the use of the resources (including the .5 of
1.5% collected by the Commonwealith Government) to be invested in solid waste and
recycling programs, capital improvements and health and public safety costs. Amount
collected by the Commonwealth Government will be deposited in accounts or special
funds in the Governmental Development Bank of Puerto Rico ("GDB"), subject to
restrictions imposed and distributed as follows:

a. .2% of the .5% will be deposited in a "Municipal Development Fund" to finance
costs as restricted by the Act, ¢

b. .2% of the .5% will be deposited in a "Municipal Redemption Fund" to finance
loans to municipalities subject to restrictions imposed by the Act and,

c. .1% of the .5% will be deposited in a "Municipal Improvement Fund" to finance
capital improvement projects; these funds will be distributed based on
legislation from the Commonwealth's Legislature.

DUE FROM OTHER AGENCIES

Represents grants and contributions due from local and federal agencies:

Municipal Revenue Collection Center (Debt Service Fund) $ 10,413
Treasury Department of Puerto Rico 41,732
Total $ 52,145
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INTERFUND TRANSACTIONS
a. Due From/To Other Funds:

The due from and due to other fund balances as of June 30, 2011 are as follows

Receivable Fund Payable Fund Amount
General . Other Governmental Funds $ 489,420
General HUD-SBGP 212,284
General State Assigment 16,638
Other Governmental Funds HUD-SBGP 25,500
Other Governmental Funds General fund 100,000

$ 853,842

b. Interfund Transfers:

Interfund transfers for the year ended June 30, 2011 consisted of the following:

Transfer In Transfer Out Amount
Debt Service General Fund $ 89,460
Other Governmental Funds General Fund 131,688
General Fund Debt Service 640
$.221,788

Transfers are used to (1) move revenues from the fund that statute or budget
revenues to collect them to the fund that statute or budget requires to expend them,
(2) move receipts restricted to debt service from the fund collection the receipts to the
debt service fund as debt service payments become due, and (3) use unrestricted
revenues collected in the general fund to finance various programs accounted forin
other funds in accordance with budgetary authorizations.
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CAPITAL ASSETS

Capital asset activity for the Municipality for the year ended June 30, 2011 was as
follows:

Balance Balance
Primary Government June 30, 2010 Increases Decreases June 30, 2011
Governmental Activities:
iL
Capital assets, not being depreciated:
Land $ 3,259,256 $ 118,000 $ - $ 3,377,256
Construction in progress 1,077,777 383,127 1,289,514 171,390
Total capital assets, not being depreciated 4,337,033 501,127 1,289,514 3,548,646
Capital assets, being depreciated:
Buildings and building improvements 18,348,027 1,289,514 19,637,541
Furniture and fixture 1,041,565 141,054 1,182,619
Vehicles and equipment 8,284,862 203,669 8,488,531
Intrastructure 10,390,112 1,456,232 11,846,344
Total capital assets, being depreciated 38,064,566 3,090,469 - 41,155,035
Less accumulated depreciation for:
Buildings and building improvements 4,788,317 418,383 . 5,206,700
Furniture and fixture 722,236 86,569 808,805
Vehicles and equipment 6,073,285 664,325 6,737,610
Infrastructure 6,182,003 561,059 6,743,062
Total accumulated depreciation 17,765,841 1,730,336 - 19,496,177
Total capital assets, being depreciated, net 20,298,725 1,360,133 - 21,658,858

Governmental activities capital assets, net $ 24,635,758 $1,861,260 $1,289,514 $ 25,207,504

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

General government $ 515,473
Public safety 59,514
Recreation 231,201
Public works 924,148
Total depreciation expense-governmental activities $_1,730.336
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Capital asset activity for Moca Housing Project, a discretely presented component

unit, for the year ended June 30, 2011 was as follows:

Balance Balance
Component Unit-Moca Housing Project June 30, 2010 Increases Decreases June 30, 2011
Capital assets, not being depreciated:
Land $ 60,900 3 - 3 3 60,900
Total capital assets, not being depreciated 60,900 - 60,900
Capital assets, being depreciated:
Land improvements 3 68,916 & 68,916
Buildings and building improvements 2,110,388 2,110,388
Building equipment 356,014 2,332 358,346
Furniture and fixtures 47,573 1,277 48,850
Equipment 14,284 14,284
Total capital assets, being depreciated 2,697,175 3,609 2,600,784
Less accumulated depreciation 1,997,205 62,741 2,059,946
Total accumulated depreciation 1,897,205 62,741 2,059,946
Total capital assets, being depreciated, net 599,970 (59,132) 540,838
Moca Housing Project capital assets, net $ 660,870 3 (59,132) § $§ 601,738
DUE TO OTHER AGENCIES
Due to other agencies at June 30, 2011 are as follows:
Puerto Rico Retirement System Administration $ 88,409
Puerto Rico Water and Sewer Authority 20,894
Puerto Rico General Services Administration 2,090
State Insurance: Corporation 2,305
Municipal Revenues Collection Center 9,151
U. S. Department of Housing and Urban Development 32,198
Total | $ 155,047
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13. DEFERRED REVENUES

a. Municipal License Tax

The deferred revenues of $840,118 in the general fund related to municipal
license tax collected in fiscal year 2010-11 that will be earned in fiscal year
2011-12.

b. Federal Government
The deferred revenues presented as federal government represents the portion
of federal grants received for which qualifying expenditures have not been
incurred. The amounts were determined taking into consideration the specific
years of the grant. The balance of $27,327 in the HUD Program is related to
the Section 8 Existing Program.

14. INTERGOVERNMENTAL REVENUES

Intergovernmental revenues consist mainly of collections from the Commonwealth of
Puerto Rico and the CRIM, payments in lieu of taxes from the Puerto Rico Electric
Power Authority and federal financial assistance received from the federal
government.

The general fund intergovernmental revenues are as follows:

Puerto Rico Electric Power Authority $2,045,430
Puerto Rico Treasury Department (Christmas Bonus) 181,464
Equalization Fund (.20 hundredth) ‘ 4,422,778

Total $6,649,672
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$2,045,000 series of 2009, payable in annual installments of

$25,000 to $165,000 until July 1, 2034, interest from 6.00% to
7.00%.

$2,755,000 series of 2010, payable in annual instaliments of
$30,000 to $50,000 until July 1, 2017, interest from 6.00% to
7.50%.

$115,000 series of 2011, payable in annual installments of
$5,000 until July 1, 2034, interest from 6.00% to
7.50%.

Total bonds payable

Notes

- $385,000 series of 2006, payable in annual installments of
$45,000 to $65,000 until July 1, 2012; interest ranging
from 4.23% t0 5.33%.

$835,000 series of 2008, payable in annual installments of
$95,000 to $150,000 until July 1, 2008, interest ranging from
6.48% to 7.50%.

$890,000 series of 2008, payable in annual installments of
$100,000 to $160,000 until July 1, 2015, interest ranging from
5.40% to 7.50%.
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Note payable to CRIM (Financing of delinquent accounts) - On
April 2, 2002, the Municipality entered into a financing
agreement with the CRIM in the amount of $260,193 to
finance delinquent property tax accounts sold to private
investors, under the provision of Law No. 146 of October 11,
2001. The agreement is in the form of a non revolving line of
credit bearing interest of 6.5% for the first five years and
variable for the next 25 years at 125 points over London
interbank offered Rate (LIBOR) and is due on December 1,
2032. As described in Law No. 146, interest payments for the
first five years will be' financed through .48% of the net
increase of the subsidy provided by the Commonwealth of
Puerto Rico’s general fund. Also, during the first five years
any collection from those delinquent accounts will be credited
to the loan principal. After the 5 year period the loan
outstanding balance will be restructured for 25 years period.

Total notes payable

Other Long-term Liabilities

Note payable to CRIM (LIMS) - On June 27, 2001, the
Municipality entered into a financing agreement with the CRIM
in the amount of $286,847 for the payment of the
Municipality’s share of the cost of a management information
system (LIMS) acquired by the CRIM for the management of
taxpayer’'s properties located in Puerto Rico. The note is
payable in semiannual instaliments of $38,472, including
interest of 5.95% and is due on November 28, 2011. Amount
is financed with unrestricted funds through withholdings from
the advances of property tax and amounts of municipal
equalization fund sen to the Municipality by the Municipal
Revenue Collection Center (CRIM).

Total other long-term liabilities
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The annual debt service requirements for the bonds payable and notes payable at
June 30, 2011, are as follows:

Principal Interest Principal Interest
2012 '~ $ 350,000 $ 327,449 $ 323560 $ 54,464
2013 375,000 359,223 278,560 54,149
2014 400,000 338,417 303,560 38,941
2015 435,000 316,281 168,560 19,984
2016 475,000 291,547 8,560 9,051
2017-2021 1,420,000 1,142,916 42,800 37,271
2022-2026 1,115,000 832,229 42,800 23,960
2027-2031 1,210,000 468,207 42,800 10,649
2032-2036 590,000 74,375 8,560 532

$6,370,000 $ 4,150,644 $ 1,219,760 $ 249,001

Component Unit

The mortgage payable by the discretely component unit is owed by Moca Housing
Project and consists of an 8% mortgage note, payable in monthly instaliments of
$11,454, including interest, until 2017, collateralized with land and building.

The principal maturities of the mortgage in each of the next five years and thereafter
are as follows:

Year Ended
June 30, Amount

2012 $ 88,065
2013 94,996
2014 102,473
2015 110,537
2016 293,520
2017 99

$ 689,690

- 42 -



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2011

Landfill Obligations

State and federal laws and regulations require the Municipality to place a final cover
on the Municipality’'s landfill site when it stops accepting waste and to perform certain
maintenance and monitoring functions at the site for 30 years after closure. In
accordance with Statement No. 18 of the GASB, “Accounting for Municipal Solid
Waste Landfill Closure and Postclosure Care Costs,” the Municipality has performed
a study of the activities that need to be implemented at the Municipality’s landfill to
guarantee the maximum yield of available space and to comply with applicable state
and federal regulations. Based on this study, the Municipality recognized $2.5 miltion
as the Municipality’s estimated current cost for landfill closure as of June 30, 2010.
The reported liability represents the total estimated cost of closure since the
Municipality expects to close the landfill in the year 2011. Actual costs may be
different due to inflation, changes in technology, or changes in laws and regulations.
The balance of closure and postclosure costs of $2.5 million are reported in the
statement of net assets because it will not be funded with available expendable

financial resources at June 30, 2011.

Long-term liability activity for the year ended June 30, 2011 was as follows:

Beginning Ending Due within
Primary Government Balance Additions Payments Balance One Year
Governmental Activities:
Bonds payable $ 6,295,000 $ 395,000 $ 320,000 $ 6,370,000 $ 350,000
Notes payable 1,523,320 303,560 1,219,760 323,560
Total long-term debt 7,818,320 395,000 623,560 7,589,760 673,560
Other long-term liabilities:
Landfiil obligation 2,475,000 2,475,000
ASES 842,908 842,908 B
CRIM - LIMS 54,438 35,757 18,681 18,681
Compensated absences 2,239,528 46,064 2,193,464 219,346
Total other liabilities,
govemmaental activities 4,768,966 842,908 81,821 5,530,053 238,027
Total noncurrent liabilities,
govemmantal activities $ 12,587,286 $ 1,237,908 $ 705,381 $ 13,119,813 $ 911587
Beginning Ending Due within
Component Unit: Balance Additions Reductions Balance One Year
Moca Housing Project
mortgage payable $ 771,230 3 - $ 81,540 $ 689,690 3 88,065

-43 -



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF MOCA

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2011

16. FUND BALANCES

As of June 30, 2011, fund balances is comprised of the following:

Housing and
Urban Other
Devslopment State Loan Debt Governmental
General Programs Assigment 2,045,000 Service Funds Total

Restricted:

General government  $ 3 - $ 735559 % - 3 $ 854,399 $1,589,958

Public safety :

Public works e

Culture

Recreation

Heaith and welfare 168,177 168,177

Capital outlays 1,656,243 1,043,196 476,743 3,176,182

Debt service 1,464,814 1,464,814
Assigned:

General governrment 146,360 146,360

Public safety 3,566 3,566

Public works 104,317 104,317

Cuiture 4,879 4,879

Recreation 11,713 11,713

Heaith and welfare 500 500
Unassigned (134,389) (473,542) (234,055)  (B41,986)

$136,946 $ (305,365) $2,391,802 $1,043,196 $1,464,814 $ 1,097,087 $5,828,480
17. FUND BALANCE DEFICIT
The following funds had a deficit in fund balance at June 30, 2011:
Fund Deficit
HUD Program $_ 305,365

Total

$__306,365

The deficit of this fund will be eliminated by grant proceeds in fiscal year 2012.
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NET ASSETS

Net assets invested in capital assets, net of related debt is comprised of the following:

Capital assets, net of accumulated depreciation. $25,207,504
Outstanding balance on capital related debt 6,370,000
Unspent capital debt proceeds 1,5635.245
Total invested in capital assets, net of related debt $17.302,259

RETIREMENT PLAN
a. Plan Description

The Employee’s Retirement System of the Government of Puerto Rico and its
Instrumentalities (ERS) is the administrator of a cost-sharing multiple-employer
retirement system established by the Commonwealth of Puerto Rico. The System
was created under the ACT 447, approved on May 15, 1951, as amended, and
became effective on January 1, 1952,

ERS covers all regular employees of the Commonwealth of Puerto Rico and its
instrumentalities and of certain municipalities and components units not covered
by their own retirement’s systems.

Participation is mandatory except for members of the Legislature, Government
Secretaries, Heads for Agencies and Public Instrumentalities, Assistants to the
Governor, the Comptroller of Puerto Rico, Gubernatorial Board and Committee
appointees and Experimental Service Station employees.

ERS provides retirement, death and disability benefits. Disability retirement
benefits are available to members for occupational and non-occupational
disabilities. Retirement benefits depend upon age at retirement and number of
years of credited service. Benefits vest after ten years of plan participation.

Members who have attained an age of at least fifty-five (55) years and have
completed at least twenty-five (25) years of creditable service or members who
have attained an age of at least fifty-eight (58) years and have completed at least
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The amounts of the annuity will be one and one-half percent of the average
compensation multiplied by the number of years of creditable service up to twenty
years, plus 2% of the average compensation muitiplied by the number of years of
creditable service in excess of twenty years. In no case the annuity will be less
than $200 per month.

Participants who have completed at least thirty (30) years of creditable service are
entitled to receive the Merit Annuity. Participants who have not attained fifty-five
(55) years of age will receive 65% of the average compensation or if they have
attained fifty-five (5§5) years of age will receive 75% of the average compensation.

Disability retirement benefits are available to members for occupational and non-
occupational disability. However, for non-occupational disability a member must
have at least ten (10) years of service.

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

On September 24, 1999, an amendment to Act No. 447 of May 15, 1951, which
created ERS, was enacted with the purpose of establishing a new pension
program (System 2000). Employees participating in the current system as of
December 31, 1999, may elect to stay in the defined benefit plan or transfer to the
new program. Persons joining the Municipality on or after January 2000, will only
be allowed to become members of System 2000. System 2000 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 2000 is a hybrid defined contribution plan, also known as a cash balance
plan. Under this new plan, there will be a pool of pension assets, which will be .
invested by ERS, together with those of the current defined benefit plan. Benefits
at retirement age will not be guaranteed by the Commonwealth of Puerto Rico.
The annuity will be based on a formula which assumes that each year the
employee’s contribution (with a minimum of 8.275% of the employee’s salary upon
to a maximum of 10%) will be invested in an account which will be either: (1) earn
a fixed rate based on the two-year Constant Maturity Treasury Note or, (2) earn
rate equal to 75% of the return of the ERS’s investment portfolio (net of
management fees), or (3) earn a combination of both alternatives. Participants
will receive periodic account statements similar to those of defined contribution
plans showing their accrued balances. Disability pensions will not be granted
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under System 2000. The employer's contribution (9.275% of the employee’s
salary) will be used to fund the current plan.

b. Contribution Requirements

Commonwealth legislation requires employees to contribute 5.775% of gross
salary up to $6,600 plus 8.275% of gross salary in excess of $6,600. The
Municipality's contributions are 9.275% of gross salary. Contributions’
requirements are established by law. The actuarially determined contribution
requirement and contributions actually made for the year ended June 30, 2011
was approximately $397,375. The Municipality’s payroll for employees covered by
ERS was approximately $5.5 million. The Municipality total payroll for all
employees was approximately $7.0 million.

Additional information on the ERS is provided in its financial statements for the
year ended June 30, 2010, a copy of which can be obtained from the ERS,
Minillas Station, PO Box 42003, San Juan, PR 00940.

20. RISK MANAGEMENT

21.

The Risk Management Division of the Municipality’s Legal Department is responsible
of assuring that the Municipality’s property is properly insured. Annually, the Risk
Management Division compiles the information of all property owned and its
respective market value. After evaluating this information, the Risk Management
Division submits the data regarding the Municipality’s properties to the Area of Public
Insurance at the Department of the Treasury of the Commonwealth of Puerto Rico
who is responsible for purchasing all property and casualty insurance policies of all
municipalities.

LEASES
Operating Leases
Leasing Arrangement with the Municipality as Lessor:

a. The Municipality leases spaces in its Market Place and Transportation center
under operating lease agreements with terms ranging from one to five years.
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b. Totalincome from leases during the year ended June 30, 2011 was approximately
$17,246.

c. The Municipality retains title to its leased property. The lessee pays taxes,
licenses, insurance, and maintenance costs of the leased assets.

Leasing arrangements with the Municipality as lessee.

The Municipality is obligated under noncancellable operational leases, with periods
« not longer than one year. ¢

22. LANDFILL CLOSURE AND POSTCLOSURE COSTS

The Municipality adopted the provisions of Statement No. 18, Accounting for
Municipal solid Waste Landfill Closure and Postclosure Care Costs issued by the
Governmental Accounting Standard Board. This statement established standards for
accounting and reporting for solid waste landfill costs owned by governmentai entities
(including the Municipality) that are required by federal and local laws and regulations
to incur closure and postclosure care costs.

According to this statement, closure and postclosure care costs are recorded while
the landfill is operating. The Municipality has determined that the present value of
total estimated closing costs and post closing care costs amount to $2,475,000.

(See Note 15).

23. CONTINGENCIES

a. The Municipality receives Federal Grants for specific purposes that are subject to
review and audit by the grantor agencies. Aithough such audits could generate
expenditure disallowances under the terms of the grants, management believes
that any required reimbursements would not be material.

b. The Municipality is a defendant and/or co-defendant in various lawsuits which
claims for actual damages. Some of these lawsuits are covered by insurance. The
Municipality's management and outside counsels believe that is probable that any
potential liability that might exist, if any, in excess of the insurance, will not
affect significantly the financial position of the Municipality.
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COMMITMENTS

The Municipality of Moca had several outstanding or planned construction projects as
of June 30, 2011. These projects are evidenced by contractual commitments with
contractors. The construction projects are commitments of the Other Governmental
fund that amounted to approximately $1,457,693.

SUBSEQUENT EVENTS

In preparing these financial statements, the Municipality has evaluated events and
transactions for potential recognition or disclosure through December 18, 2011, the
date the financial statements were issued.
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Federal Grantor/Program Title

U.S. Department of Housing and Urban
Development (HUD)
Direct Program:
Section 8 Vouchers Program
Pass-through State -Commonweaith of Puerto Rico/Commissions Ottice of
Municipal Affairs - Community Development Block Grant - States Program
SBGP
Pass-through State -Commonwealth of Puerto Rico/Commissions Office of
Municipal Affairs - Community Development Block Grant - States Program
SBGP-ARRA
Pass-through Department of Family:
Homeless Prevention And Rapid Re-Housing
Program (Recovéry Act Funded)
Subtotal U.S. Department of HUD

U.S. Department ot Labor
Pass-through Human Resources and Occupational Development Council:
Youth Program Activities
Subtotal U.S. Department of Labor

U.S. Department of Health and Human Services (HHS)
Pass-through the Puerto Rico Eiderly Commission:
Special Programs for the Aging - Title Hil, Part B Grants for Supportive
Services and Senior Centers
Speciat Programs for the Aging Title HlI, Part E, National Famity

Caregivers Support
Subtotal U.S. Department of HHS

U.S. Department of Agricuiture
Direct Program:
Housing Preservation Grant
Subtotal U.S. Department of Agricuiture

U.S. Department of Education
Pass-through Department of Education
Tecnology without limits
Subtotal U.S. Department of Education

U.S. Department of Homeland Security
Pass-through Puerto Rico Governor's Office (Governor's Authorized
Representative GAR) Hazard Mitigation
Subtotai U.S. Department of HS

U.S. Department of Energy
Direct Program:
Energy Efficiency and Conservation Block Grant
Subtotal U.S. Department of Energy

U.S. Department of Transportation
Pass-through Department of Transportation (Traffic Safety Commission)
State and Community Highway
Subtotal U.S. Department of Transportation

See notes to schedule of expenditures of federal awards.
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Federal Federal

CFDA Disbursements/

Number Expenditures
14.871 $ 321,606
14.228 713,839
14,255 213,196
14.257 178,497
1,427,138
17.259 123,946
123,946
93.044 49,703
93.052 8,738
58,441
10.433 25,268
25,268
BP031 8,277
8,277
97.039 10,034
10,034
81.128 153,587
153,587
20.600 8,032
8,032
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SIGNIFICANT ACCOUNTING POLICIES

The accompanying Schedule of Expenditures of Federal Awards includes the federal
grant activity of the Municipality of Moca and is presented on the modified accrual
basis of accounting. The information in this schedule is presented in accordance with
the requirements of OMB Circular A-133. Therefore, some amounts presented in this
schedule may differ from amounts presented in, or used in the preparation of, the
basic financial statements.

BASIS OF PRESENTATION

The expenditures of the schedule are included in the Municipality's basic financial
statements in the accompanying Statement of Revenues, Expenditures and Changes
in Fund Balances-Governmental Funds. The reconciliation of expenditures in the
basic financial statements to the Schedule of Expenditures of Federal Awards is a

follows:

Expenditures

Expenditures as per basic financial statements:

Housing and Urban Development Programs $ 1,427,138
General Fund 77,718
State Assigment Fund ' 8,032
Federal expenditures included within the other nonmajor

governmental funds 301,835

Total expenditures per schedule of expenditures
of federal awards $ 1,814,723
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INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS
BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the Honorable Mayor and
Municipal Legislature
Municipality of Moca

Moca, 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 Moca, as of and for the
year ended June 30, 2011, which collectively comprise the Municipality’s basic financial
statements and have issued our report thereon dated December 19, 2011. We
conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States.

Internal Contral over Financial Reporting

Management of the Municipality is responsible for establishing and maintaining effective
internal control over financial reporting. In planning and performing our audit, we
considered Municipality of Moca’s internal control over financial reporting as a basis for
designing our auditing procedures for the purpose of expressing our opinion on the
financial statements, but not for the purpose of expressing an opinion on the effectiveness
of the Municipality’s internal control over financial reporting. Accordingly, we do not
express an opinion on the effectiveness of the Municipality'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 combination of deficiencies, in internal control, such that there
is a reasonable possibility that a material misstatement of the entity’s financial statements
will not be prevented, or detected and corrected on a timely basis.
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Our consideration of internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and was not designed to identify all
deficiencies in internal control over financial reporting that might be deficiencies, significant
deficiencies or material weaknesses. We did not identify any deficiencies in internal
control over financial reporting that we consider to be material weaknesses, as defined

above.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Municipality of Moca’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 test disclosed no instances of noncompliance or other matters
that are required to be reported under Government Auditing Standards.

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

San Juan, Puerto Rico
December 19, 2011
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INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE WITH
REQUIREMENTS THAT COULD HAVE A DIRECT AND MATERIAL
EFFECT ON EACH MAJOR PROGRAM AND ON INTERNAL
CONTROL OVER COMPLIANCE IN ACCORDANCE
WITH OMB CIRCULAR A-133

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

Compliance

We have audited Municipality of Moca’'s compliance with the types of compliance
requirements described in the OMB Circular A-133 Compliance Supplement that could
have a direct and material effect on each Municipality of Moca's major federal programs for
the year ended June 30, 2011. Municipality of Moca'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 of laws, regulations,
contracts and grants applicable to each of its major federal programs is the responsibility of
Municipality of Moca's management. Our responsibility is to express an opinion on
Municipality of Moca'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 Organizations. 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 occurred. An audit includes examining, on a test basis,
evidence about Municipality of Moca'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 on Municipality of Moca's compliance with those requirements.
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In our opinion, the Municipality of Moca, complied in all material respects, with the
requirements referred to above that could have a direct and material effect on each of its
major federal programs for the year ended June 30, 2011. However, the results of our
auditing procedures disclosed instances of noncompliance with those requirements, which
are required to be reported in accordance with OMB Circular A-133 and which are
described in the accompanying schedule of findings as questioned cost as items 11-1

through 11-2.

Internal Control over Compliance

Management of Municipality of Moca is responsible for establishing and maintaining
effective internal control over compliance with the requirements of laws, regulations,
contracts and grants applicable to federal programs. In planning and performing our audit,
we considered Municipality of Moca’s internal control over compliance with the
requirements that could have a direct and material effect on a major federal program to
determine the auditing procedures for the purpose of expressing our opinion on
compliance and to test and report on internal control over compliance in accordance with
OMB 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 the Municipality’s internal control over compliance.

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, or 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.

Our consideration of internal control over compliance was for the limited purpose described
in the first paragraph of this section and was not designed to identify all deficiencies in
internal control over compliance that might be deficiencies, significant deficiencies, or
material weaknesses. We did not identify any deficiencies in intermal control over
compliance that we consider to be material weaknesses, as defined above.

Municipality'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's
response and, accordingly, we express no opinion on it.
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This report is intended solely for the information and use of management, Commissioner
Office of Municipal Affairs, others within the entity and the federal awarding agencies and
pass-through entities and is not intended to be and should not be used by anyone other
than these specified parties.

San Juan, Puerto Rico
December 19, 2011
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2011

FINDINGS - FINANCIAL STATEMENTS AUDIT

None

FINDINGS AND QUESTIONED COSTS - MAJOR FEDERAL AWARD PROGRAM
AUDIT

a. Community Development Block Grant - CFDA No. 14.228

Condition 11-1 - Program Income
. e

The Municipality did not comply with the requirement of preparing and filing the
program income quarterly report for the period ended September 30, 2010,
December 2010, March 31, 2011 and, June 30, 2010, in a timely basis. During
our examination, we noted that the Municipality did not send or not send in time
the quarterly report for the following period ended: '

Report Report Period Due Date Submitted
September 2010 July to September 2010 10/30/10Q 11/2/10 /
December 2010 October to December 2010 1/31/11 3/10/11 2

March 2011 January to March 2011 4/30/11 Not submitted f,rﬂ'
June 2011 April to June 2011 7/31/11. Not submitted
Cause

The above situation occurred because the Municipality did not ensure to verify the
due date to submit this report to the Agency.

Effect
The program is not in compliance with the program income regulations.
Criteria

Based on the OCAM Circular 2008-11, the program income quarterly report for
period, must be submitted on the established date.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2011

Questioned Cost

None
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOCA
SCHEDULE OF STATUS OF PRIOR YEAR
AUDIT FINDINGS AND QUESTIONED COSTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2011

No prior years findings.
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