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INDEPENDENT AUDITORS' REPORT

To the Honorable Mayor and

Municipal Legislature
Municipality of Fajardo
Fajardo, Puerto Rico

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, each major fund,
and the aggregate remaining fund information of the Municipality of Fajardo, as of and for the year ended
June 30, 2015, and the related notes to the financial statements, which collectively comprise the
Municipality’s basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is respansible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair

presentation of financial statements that are free from material misstatement, whether due to fraud or
error.,

Auditors’ Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. 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. Those standards require that we plan and perform the audit to

obtain reasonable assurance about whether the financial statements are free from material
misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditors’ judgment, including the
assessment of the risks of material misstatements of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditors consider internal control relevant to the entity’s
preparation and fair presentation of the financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness
of the entity’s internal control. Accordingly, we express no such opinion. An audit also includes evaluating
the appropriateness of accounting policies used and the reasonableness of significant accounting

estimates made by management, as well as evaluating the overall presentation of the financial
statements.

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



We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinions.

Basis for Qualified Opinion on Governmental Activities

As discussed in Note 10 to the financial statements, management has not recorded the deferred
outflows/inflows of resources, and net pension liability in governmental activities and has not recorded
an expense for the current period change in that liability. Accounting principles generally accepted in the
Unites States of America require that deferred outflows/inflows of resources, and net pension liability
attributable to employee services already rendered and that are not contingent on a specific event that is
outside the control of the employer and employee be accrued as deferred outflows/inflows of resources,
liabilities and expenses as employees earn the rights to the pension plan benefits, which would increase
the deferred outflows/inflows of resources, the liabilities, reduce net position, and change the expenses
of the governmental activities. The amount by which this departure would affect the deferred

outflows/inflows of resources, liabilities, net position, and expenses of the governmental activities has
not been determined.

Qualified Opinion

In our opinion, except for the matter described in the “Basis for Qualified Opinion on Governmental
Activities” paragraph, the financial statements referred to above present fairly, in all material respects,
the respective financial position of the governmental activities of the Municipality of Fajardo, as of
June 30, 2015, and the changes in the financial position thereof for the fiscal year then ended in
accordance with accounting principles generally accepted in the United States of America.

Unmodified Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of each major fund, and the aggregate remaining fund information of the
Municipality of Fajardo, as of June 30, 2015, and the respective changes in the financial position for the

fiscal year then ended in accordance with accounting principles generally accepted in the United States of
America.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis and budgetary comparison information on pages 4 to 12 and 44 to 46 be presented
to supplement the basic financial statements. Such information, aithough 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
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financial statements, and other knowledge we obtained during our audit of the basic financial statements.
We do not express an opinion or provide any assurance on the information because the limited
procedures do not provide us with sufficient evidence to express an opinion or provide any assurance.

Management has omitted required supplementary information related to new pensions standards that
accounting principles generally accepted in the United States of America require to be presented to
supplement the basic financial statements. Such missing information, although not a part of the basic
financial statements, is required by Governmental Accounting Standard 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. Our opinion on the basic financial statements is not affected
by the missing information.

Other Information

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 not
a required part of the basic 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 basic financial statements. The information has been subjected to the auditing procedures applied in
the audit of the basic financial statements and certain additional procedures, including comparing and
reconciling such information directly to the underlying accounting and other records used to prepare the
basic financial statements or to the basic financial statements themselves, and other additional
procedures in accordance with auditing standards generally accepted in the United States of America. In

our opinion, the schedule of expenditures of federal awards is fairly stated, in all material respects, in
relation to the basic financial statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated March 4, 2016,
on our consideration of the Municipality of Fajardo’s internal control over financial reporting and on our
tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements and
other matters. The purpose of that report is to describe the scope of our testing of internal control over
financial reporting and compliance and the results of that testing, and not to provide an opinion on
internal control over financial reporting or on compliance. That report is an integral part of an audit
performed in accordance with Government Auditing Standards in considering Municipality of Fajardo’s
internal control over financial reporting and compliance.

San Juan, Puerto Rico O L (2 KQ 7/
March 4, 2016 A4 g VIR E, A ¢ & Co _




COMMONWEALTH OF PUERTO RICO
AUTONOMOUS MUNICIPALITY OF FAJARDO
MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE FISCAL YEAR ENDED JUNE 30, 2015

The management of the Autonomous Municipality of Fajardo offers this narrative overview and analysis
of the financial activities of the Municipality for the fiscal year ended June 30, 2015. The Management’s
Discussion and Analysis (MD&A) is designed to focus on the current year activities, resulting changes and
currently known facts, and much of the information is comparable to prior year. This MD&A should be

read in conjunction with the accompanying basic financial statements and the accompanying notes to
those financial statements.

Governmental Accounting Standards Board Statement No. 34 Basic Financial Statements and
Management’s Discussion and Analysis for State and Legal Governments. This MD&A is prepared to

comply and, among other purposes, to provide the financial statements users with the following major
information:

= abroader basis in focusing important issues;

= acknowledgement of an overview of the Municipality’s financial activities;

= provide for an evaluation of its financial condition as of the end of the indicated fiscal year, compared
with prior year results;

= jdentification of uses of funds in the financing of the variety of activities and;

® assets management’s ability to handle budgetary functions.

FINANCIAL HIGHLIGHTS

The following are key financial highlights for the fiscal year:

At June 30, 2015, the Municipality’s assets exceeded its liabilities by $156,914,752, compared to an
excess of assets over liabilities of $155,117,493 at June 30, 2014;

= The Municipality’s total net position increase by $2,797,264 during fiscal year 2014-2015;

As of June 30, 2015, the Municipality’s governmental funds reported combined ending fund balance
of $81,063,210, a decrease of $968,933 from the prior year;

At June 30, 2015, the statement of net position presented an unrestricted net position of $3,592,623;
The Municipality’s capital assets inventory increase as a result of this year’s operations. Capital assets

(net of accumulated depreciation) and net position invested in capital assets (net of related debt) as
of June 30, 2015 were $96,711,064.

USING THIS ANNUAL REPORT

This annual report consists of a series of financial statements focused 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.

OVERVIEW OF THE BASIC FINANCIAL STATEMENTS

This discussion and analysis are intended to serve as an introduction to the Municipality’s financial
statements. The Municipality’s basic financial statements comprise three components: government-wide
financial statements; fund financial statements; and notes to the financial statements. This report also
contains other supplementary information in addition to the basic financial statements themselves.



COMMONWEALTH OF PUERTO RICO
AUTONOMOUS MUNICIPALITY OF FAJARDO
MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2015

GOVERNMENT-WIDE FINANCIAL STATEMENTS

The government-wide financial statements are composed of: (1) the statement of net position and
(2) the statement of activities. These financial statements can be found immediately following this MD&A,

and are designed to provide readers with a broad overview of the Municipality’s finances, in a manner
similar to a private-sector business.

STATEMENT OF NET POSITION

The purpose of the statement of net position is to attempt to report all assets owned and all liabilities
owed by the Municipality. The Municipality reports of all of its assets when it acquires ownership over
the assets and reports all of its liabilities when they are incurred. For example, the Municipality reports
buildings and improvements as assets, even though they are not available to pay the obligations incurred
by the Municipality. On the other hand, the Municipality reports compensated absences even though this
liability might not be paid until several fiscal years into the future.

The difference between the Municipality’s total assets and total liabilities reported in the statement of
net position is presented as net position, which is similar to the total owners’ equity reported by a
commercial enterprise in its financial statements. Although the purpose of the Municipality is not to
accumulate net position, as this amount increases or decreases over time, such amount represents a

useful indicator of whether the financial position of the Municipality is either improving or deteriorating,
respectively.

STATEMENT OF ACTIVITIES

The statement of activities presents information showing how the Municipality’s net position changed
during the fiscal year ended June 30, 2015, by presenting all of the Municipality’s revenues and expenses.
As previously discussed, the items reported in the statement of activities are measured in a manner similar
to the approach used by a commercial enterprise in that revenues are recognized when earned or
established criteria are satisfied, and expenses are recorded when incurred by the Municipality.
Consequently, revenues are reported even when they may not be collected for several months after the

end of the fiscal year and expenses are recorded even though they may not have used cash during the
current year.

Although the statement of activities looks different from a commercial enterprise’s income statement,
the difference is only in format, not substance. Whereas the bottom line in a commercial enterprise

represents its net income, the Municipality reports an amount described as net change in net position,
which is essentially the same concept.

The focus of the statement of activities is on the net cost of various activities provided by the Municipality.
The statement begins with a column that identifies the cost of each of the Municipality major functions.
Another column identifies the revenues that are specifically related to the classified governmental
functions. The difference between the expenses and revenues related to specific functions/programs
identifies the extent to which each function of the Municipality draws from general revenues or is self-
financing through fees, intergovernmental aid, and other sources of resources.

This statement also presents a comparison between direct expenses and program revenues for each
function of the Municipality.



COMMONWEALTH OF PUERTO RICO
AUTONOMOUS MUNICIPALITY OF FAJARDO
MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2015

Both of the government-wide financial statements of the Municipality are principally supported by
charges for services and Legislative appropriations. The governmental activities of the Municipality
include; payroll and related costs, facilities and payment for public services, purchased services,
transportation expenses, professional services, materials and supplies, purchase of equipment,
depreciation and other operating expenses.

FUND FINANCIAL STATEMENTS

The Municipality’s fund financial statements consist of: (1) the balance sheet and (2) the statement of
revenues, expenditures and changes in fund balances. These financial statements report the financial
position and the resuits of operations of the Municipality’s governmental funds, with an emphasis on the
Municipality’s major governmental funds.

A fund is a grouping of related accounts that is used to maintain control over resources that have been
segregated for specific activities or objectives. The Municipality uses fund accounting to ensure and
demonstrate compliance with finance-related legal requirements. Each fund is considered an
independent fiscal entity accounted for within a set of self-balancing accounts that comprise its assets,
liabilities, fund equity, revenue, and expenditures. Fund accounting segregates funds according to their

intended purpose and is used to aid management in demonstrating compliance with legal, financial and
contractual provisions.

GOVERNMENTAL FUNDS

The Municipality’s basic services are reported in the government fund financial statements. The
government funds are reported using an accounting method called modified accrual accounting, which
measures cash and all other financial assets that can readily be converted into cash. 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,
governmental 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 may
be useful in evaluating a government’s near-term financing 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, readers may better
understand the long-term impact of the government’s near-term financing decisions.

The Municipality adopts an annual appropriated budget for its general fund. A budgetary comparison
statement has been provided for the general fund to demonstrate compliance with this budget.

NOTES TO THE BASIC FINANCIAL STATEMENTS

The notes provide additional information that is essential to a full understanding of the data provided in
the government-wide and fund financial statements.

OTHER INFORMATION

In addition to the basic financial statements and accompanying notes, this report also presents certain

required supplementary information containing budget to actual comparisons for the general and major
funds.



COMMONWEALTH OF PUERTO RICO
AUTONOMOUS MUNICIPALITY OF FAJARDO
MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2015

GOVERNMENT-WIDE FINANCIAL ANALYSIS

GOVERNMENTAL NET POSITION

As noted earlier, net position may serve over time as a useful indicator of a government’s financial
position. In the case of the Municipality, assets exceeded liabilities by $156,914,757 as of June 30, 2015,
versus $154,117,493 as of June 30, 2014. Our analysis below focuses on the net position (Table 1) and
changes in net positions of the Municipality’s governmental activities.

Table 1
Statement of Net Position 2015 2014
Current and non-current assets $ 90,661,299 $ 98,483,269
Capital assets 108,884,873 105,507,688
Total Assets 199,546,172 203,990,957
Current liabilities 1,643,890 3,003,444
Long-term liabilities 36,388,694 39,492,570
Total Liabilities 38,032,584 42,496,014
Deferred inflows of resources 4,598,831 5,969,934
Net positions:
Net investment in capital assets 96,711,064 94,100,823
Restricted 56,611,070 58,307,164
Unrestricted 3,592,623 {1,580,664)
Total Net Position $156,914,757 $154,117,403
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COMMONWEALTH OF PUERTO RICO
AUTONOMOUS MUNICIPALITY OF FAJARDO
MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2015

GOVERNMENT-WIDE FINANCIAL ANALYSIS (CONTINUED)

The largest portion of the Municipality’s net position reflects its investment in capital assets, such land,
buildings and equipment. These capital assets are used to provide services to citizens; consequently these
assets are not available for future spending. Restricted net position amounting to $56,611,070 represents
resources that are subjected to external restrictions as how they may be used. The additional portion of
the Municipality’s net position represents unrestricted resources.

GOVERNMENTAL ACTIVITIES

The cost of all governmental activities this year was $37,121,362. Table 2 presents the revenue and cost
of the Municipality’s programs.

Table 2
Statement of Activities 2015 2014
Revenues:
Program Revenues:
Operating Grants and Contributions $ 6,847,928 $ 8,354,141
Capital Grants and Contributions 1,644,275 1,199,004
General Revenues:
Property Taxes 10,013,514 11,607,736
Volume of Business Taxes 7,470,446 6,697,514
Sales and Usage Taxes 4,776,585 5,393,755
Construction Excise Taxes 343,892 550,608
Grant and Entitlements 7,727,581 6,490,880
Other General Revenues 1,094,405 1,814,330
Total Revenues 39,918,626 42,107,968
Expenses:
Mayor and municipal legislature 2,077,122 2,339,619
General administration 8,718,461 4,948,158
Public safety 1,115,001 704,865
Public works 762,204 6,920,750
Culture and recreation 665,713 714,756
Health and sanitation 3,644,267 3,958,256
Public education 7,440,521 7,495,639
Human services and welfare 1,148,388 1,511,692
Urban development 10,860,152 8,628,017
Interest costs 689,533 963,495
Total Expenses 37,121,362 38,185,247
Changes in Net Position 2,797,264 3,922,721
Net Position-Beginning, as Restated 154,117,493 150,194,772
Net Position-Ending $156914757  $154,117,493
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GOVERNMENT-WIDE FINANCIAL ANALYSIS (CONTINUED)
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COMMONWEALTH OF PUERTO RICO
AUTONOMOUS MUNICIPALITY OF FAJARDO
MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2015

GOVERNMENT-WIDE FINANCIAL ANALYSIS (CONTINUED)

Approximately twenty-three percent of the Municipality’s governmental activities total revenue came
from program revenues, while seventy seven (77%) resulted from general revenues. The Municipality’s
governmental activities expenses included items such as payroll and related costs, facilities and payment

for public services, purchased services, transportation, professional services, materials, supplies and
purchase of equipment.

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, unassigned fund balance may serve as a useful measure of a
government’s net resources available for spending at the end of its fiscal year.

FINANCIAL ANALYSIS

The focus of the Municipality’s governmental funds is to provide information on near-term inflows,
outflows and balances of resources available for spending. Such information is useful in assessing the
Municipality’s financing requirements. In particular, unreserved fund balance may serve as a useful
measure of a Municipality’s net resources available at the end of a fiscal year.

For the year ended June 30, 2015, the governmental funds reported combined ending fund balances of
$81,063,210 a net decrease of $968,933 in comparison with the prior year. Of total combined fund

balances, $17,850,195 constitutes unassigned fund balance of general. The remainder of fund balance is
reserved to indicate that is not available for new spending.

The general fund is the operating fund of the Municipality. Unassigned fund balance of the general fund
represents approximately 99% of total ending general fund balance. For the year ended June 30, 2015,
the fund balance of the general fund increased by $3,291,525 when compared with the prior year. During

the year ended June 30, 2015 the Municipality transferred $1,743,200 to capital project funds for the
improvement and constructions of facilities and infrastructure.

BUDGETARY HIGHLIGHTS

Budget and actual comparison schedules are provided in the Basic Financial Statements for the General
Fund and the State Assignment Fund. The Budgetary Comparison Schedule shows the original adopted
budgets, the final revised budget, actual results, and variance between the final budget and actual resuits.
Table 5 summarizes the results of the Budgetary Comparison Schedule:

Actual Variance favorable
Table 5 Final Budget Amounts (Unfavorable)
Total resources $ 25,381,204 S 24,304,694 $ (1,076,910)
Total charges to appropriations 25,381,204 17,913 917 7,467,287
Excess or deficiency $ - $ 6,390,377 $ 6,390,377
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COMMONWEALTH OF PUERTO RICO
AUTONOMOUS MUNICIPALITY OF FAJARDO
MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2015

BUDGETARY HIGHLIGHTS (Continued)

The total actual resources (budgetary basis) for the fiscal year ended June 30, 2015 were $24,304,694,
which is $1,076,910 less than the budgeted resources. In addition, the total actual charges to

appropriations (budgetary basis) for the fiscal year ended June 30, 2015 were $17,913,977, which is
$7,467,217 less than the budgeted charges to appropriations.

CAPITAL ASSETS AND DEBT ADMINISTRATION

The Municipality investment in capital assets for its governmental type activities as of June 30, 2015
amounted to $108,884,873 (net of accumulated depreciation). This investment in capital assets includes

land, buildings and improvements, equipment, furniture and fixtures, and motor vehicles. Table 6 present
the major classes of capital assets.

Table 6
Capital Assets 2015 2014
Non-depreciable assets:
Land and Construction in Progress $ 49,405,724 S 51,304,043
Others 765,615 765,615
Depreciable assets:
Building 32,870,075 29,945,482
Infrastructure 24,019,816 24,728,034
Vehicles 189,255 292,876
Equipment 1,634,388 1,171,808
Total Assets $108,884,873 $108,207,858

The Municipality acquired a total of $8,699,183 of capital assets during the fiscal year ended June 30, 2015
as follows:

Land - $1,209,220

Acquisition of Equipment and Vehicles - $1,038,904

Buildings and Improvements and Infrastructure - $3,988,338
Construction in Progress - $2,462,720

Other projects related to repair and maintenance of roads (not capitalized) were development during the
fiscal year 2015.

More detailed information about the Municipality’s capital assets is presented in Note 7 to the financial
statements.

11



COMMONWEALTH OF PUERTO RICO
AUTONOMOUS MUNICIPALITY OF FAJARDO

MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2015

LONG-TERM DEBTS

At June 30, 2015 the Municipality had a total of $36,388,694 in outstanding long-term debts, as shown in

Table 7.
Table 7
Long-Term Debts 2015 2014
General and special obligations $34,132,000 $36,858,000
Others 184,175 189,891
Compensated absences 2,072,519 2,444,679
Total $36,388,694 $39,492,570

ECONOMIC FACTORS AND NEXT YEAR'S BUDGETS AND RATES

Local, national and international economic factors influence the Municipality’s revenues. Positive
economic growth is correlated with increased revenues charges for services, as well as state grants.
Economic growth in the local economy may be measured by a variety of indicators such as employment
growth, unemployment, new construction, assessed valuation, and other revenues. All of these factors

were considered in preparing the Municipality’s budget for the 2015 fiscal year.

REQUESTS FOR INFORMATION

This financial report is designed to provide a general overview of the Municipality’s finances for all those
with an interest in the government’s finances. Questions concerning any of the information provided in
this report or requests for additional information contact the Municipality Finance Department at

(787) 863-4013.

12



COMMONWEALTH OF PUERTO RICO
AUTONOMOUS MUNICIPALITY OF FAJARDO

ASSETS
Cash and cash equivalents
Cash with fiscal agent
Accounts receivable:
Due from other government
Sale and use taxes
Other
Capital assets, net

Total assets

STATEMENT OF NET POSITION
As OF JuNE 30, 2015

LIABILITIES, DEFERRED INFLOWS OF RESOURCES, AND NET POSITION

Liabilities

Accounts payable and accrued expenses

Accrued interest
Due to other governments
Advance from other government
Long-term debt:

Due within one year

Due in more than one year

Total liabilities

Deferred inflows of resources
Deferred municipal license taxes

Net Position
Net investment in capital assets
Restricted for:
Debt service
Urban development
Other purposes
Unrestricted

Total Net Position

GOVERNMENTAL
ACTIVITIES

S 50,603,775
37,818,029

1,900,541
336,623
2,331
108,884,873

199,546,172

920,003
439,452

54,118
230,317

4,185,476
32,203,218

38,032,584

4,598,831

96,711,064

18,984,471
37,176,321
450,278
3,592,623

S 156,914,757

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

AUTONOMOUS MUNICIPALITY OF FAJARDO

STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2015

| PROGRAM REVENUE ]
OPERATING CAPITAL GRANTS
GRANTS AND AND NET (EXPENSE) /
[ FuNcTiONS AND PROGRAMS | | ExPenses | [ contriBuTiONS | | conTRIBUTIONS REVENUE
Governmental activities:
Mayor and Municipal Legislature $ (2,077,122) S - S - $ (2,077,122)
General administration (8,718,461) 82,621 (8,635,840)
Public safety (1,115,001) 55,949 (1,059,052)
Culture and recreational (665,713) (665,713)
Public works (762,204) (762,204)
Public education (7,440,521) 5,834,744 (1,605,777)
Urban development (10,860,152) 406,285 1,644,275 (8,809,592)
Health and sanitation (3,644,267) (3,644,267)
Human services and welfare {(1,148,388) 468,329 (680,059)
Interest (689,533) (689,533)
Total governmental activities $(37,121,362) S 6,847,928 S 1,644,275 S (28,629,159)

General revenue:
Taxes:
Property taxes
Municipal taxes
Sale and usage taxes
Construction excise taxes
Grants and entitlements
Rent
Interest income
Other

Total general revenues
Changes in net position
Net position at beginning

Net position at end

10,013,514
7,470,446
4,776,585

343,892
7,727,581
273,315
457,114
363,976

31,426,423

2,797,264

154,117,493

$ 156,914,757

The accompanying notes are an integral part of these financial statements.
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ASSETS
Cash
Cash in bank
Cash with fiscal agent

Receivables
Due from others governmental
Sale and usage taxes
Due from other funds
Other

Total assets

COMMONWEALTH OF PUERTO RICO
AUTONOMOUS MUNICIPALITY OF FAJARDO
BALANCE SHEET GOVERNMENTAL FUNDS

As OF JuNE 30, 2015

HEAD START  SALES AND LOAN OTHER TOTAL
GENERAL DEBTFUND PROGRAM  USAGE TAXES $21,490,000 GOVERNMENTAL GOVERNMENTAL

FUND SERVICE FUND FUND FUND FUNDS FUNDS
$21,139,229 $ - 8 243,285 $ 10,967,319 $ 19,950 $ 18,233,992 $ 50,603,775
22,336,923 12,205,008 3,276,098 37,818,029
356,681 85,687 1,094,833 363,340 1,900,541
336,623 336,623
2,062,637 69,633 120,816 2,253,086
2,331 2,331
$23,558,547 $22,422,610 $ 1,407,751 $ 11,303,942 $ 12,224,958 S 21,996,577 S 92,914,385

The accompanying notes are an integral part of these financial statements.
15



LIABILITIES, DEFERRED INFLOWS OF
RESOURCES, AND FUND BALANCES
Liabilities
Accounts payable and accrued
expenses
Bond payable
Interest payable
Due to other funds
Advance from other government
Due to other government
Unavailable revenue
Total liabilities

Deferred inflows of resources
Deferred municipal license taxes

Fund balances

Restricted for

Debt service

Urban development

Other purposes
Committed for

Urban development
Assigned to

General administration
Unassigned

Total fund balances

Total liabilities, deferred inflows

of resources, and fund balance

COMMONWEALTH OF PUERTO RICO
AUTONOMOUS MUNICIPALITY OF FAJARDO
BALANCE SHEET GOVERNMENTAL FUNDS

As OF JuNE 30, 2015
HEAD START  SALES AND LOAN OTHER TOTAL
GENERAL  DEBTFUND PROGRAM  USAGE TAXES $21,490,000 GOVERNMENTAL GOVERNMENTAL
FUND SERVICE FUND FUND FUND FUNDS FUNDS

$ 360,295 $ - $§ 186180 S 140,416 § 4,500 $ 228,612 $ 920,003
2,913,000 2,913,000

439,452 439,452
3,601 1,167,453 1,082,032 2,253,086
54,118 54,118

123,017 107,300 230,317
356,681 85,687 442,368
843,594 3,438,139 1,407,751 140,416 4,500 1,417,944 7,252,344
4,598,831 4,598,831
18,984,471 18,984,471

11,163,526 12,220,458 13,792,337 37,176,321
450,278 450,278
6,336,018 6,336,018
265,927 265,927
17,850,195 17,850,195
18,116,122 18,984,471 - 11,163,526 12,220,458 20,578,633 81,063,210
$23,558,547 522,422,610 $ 1,407,751 $ 11,303,942 $ 12,224,958 $ 21,996,577 $ 92,914,385

The accompanying notes are an integral part of these financial statements.
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COMMONWEALTH OF PUERTO RICO
AUTONOMOUS MUNICIPALITY OF FAJARDO
RECONCILIATION OF THE GOVERNMENTAL FUNDS
BALANCE SHEET TO THE STATEMENT OF NET POSITION
As OF JuNE 30, 2015

Fund balances in governmental funds S 81,063,210

Amounts reported for governmental activities in the Statement of Net
Position are different because:

Capital assets used in governmental activities are not financial resources
and therefore are not reported in the funds 108,884,873

Amount recorded as deferred income in governmental funds and as income
in governmental activities:
Amount due from MRCC 442,368

Long-term liabilities and accrual expenses are not due and payable in the
current period and therefore are not reported in the governmental funds:

e Bonds and notes payable (31,219,000)
e Compensated absences (2,072,519)
e Amount due to MRCC (184,175)
Net position of governmental activities $ 156,914,757

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

AUTONOMOUS MUNICIPALITY OF FAJARDO

STATEMENT OF REVENUES, EXPENDITURES,

AND CHANGES IN FUND BALANCE-GOVERNMENTAL FUNDS
FOR THE YEAR ENDED JUNE 30, 2015

SALES AND LOAN OTHER TOTAL
HEAD START USAGE TAXES $21,490,000 GOVERNMETAL GOVERNMENTAL
GENERAL FUND DEBT SERVICE PROGRAM FUND FUND FUNDS FUNDS
Revenues:
Taxes:
Property taxes $ 6,218,233 S 3,996,975 $ - $ - $ b $ e $ 10,215,208
Municipal taxes 7,470,446 7,470,446
Sale and usage taxes 1,118,443 3,658,142 4,776,585
Construction excise taxes 343,892 343,892
Grants and entitlements 7,727,581 5,746,268 2,745,935 16,219,784
Rental income 273,315 273,315
Interest income 343,474 20,431 58,859 34,350 457,114
Other 291,867 72,109 363,976
Total revenues 22,668,808 5,135,849 5,746,268 3,658,142 58,859 2,852,394 40,120,320
Expenditures:
Mayor and municipal legislature 1,932,775 1,932,775
General administration 8,347,070 76,214 8,423,284
Public safety 1,025,107 12,408 1,037,515
Culture and recreational 619,450 619,450
Public works 709,235 709,235
Public education 1,088,996 5,746,268 91,032 6,926,296
Urban development 992,797 2,548,670 109,515 3,906,462 7,557,444
Health and sanitation 3,391,011 3,391,011
Human services and weifare 448,351 620,584 1,068,935
Capital outlays 27,344 1,127,872 1,287,445 3,209,055 5,651,716
Debt service: -
Principal 5,716 2,913,000 2,918,716
Interest 43,479 809,397 852,876
Total expenditures 18,631,331 3,722,397 5,746,268 3,676,542 1,396,960 7,915,755 41,089,253
Excess (deficiency) of revenues over expenditures 4,037,477 1,413,452 - {18,400) {1,338,101) {5,063,361) {968,933)
Other financing sources {uses):
Operating transfer in 997,248 909,624 3,367,349 5,274,221
Operating transfer out (1,743,200) {928,817) {59,297) (2,542,907) {5,274,221)
Total other financing sources {745,952) {928,817) - 909,624 (59,297) 824,442 -
Excess of revenues and other financing source over
{under) expenditures and other financing sources 3,291,525 484,635 - 891,224 {(1,397,398) {4,238,919) {968,933}
Fund balance at beginning of year 14,824,597 18,499,836 10,272,302 13,617,856 24,817,552 82,032,143
Fund balance at end of year $ 18,116,122 $ 18,984,471 S - $ 11,163,526 $ 12,220,458 $ 20,578,633 $ 81,063,210

The accompanying notes are an integral part of these financial statements.
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COMMONWEALTH OF PUERTO RICO
AUTONOMOUS MUNICIPALITY OF FAJARDO
RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES OF GOVERNMENTAL
FUuNDS TO THE STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2015

Net change in fund balances — total governmental funds S (968,933)

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 and changes in net position, the cost of those assets
is allocated over their estimated useful lives and reported as depreciation
expense. This is the amount of capital assets recorded in the current period
including interest capitalized. 5,787,714

Governmental funds report proceed received in the disposal of assets. In

the statement of activities, a gain or loss reported for each disposal. Thus,

the change in net position differ from the change in fund balance by the

cost of disposal assets. (2,658,791)

Depreciation expense on capital assets is reported in the statement of
activities, but it does not require the use of current financial resources.
Therefore, depreciation expense is not reported as expenditure in
governmental funds. (2,451,908)

Governmental funds report principal payments on long-term debts as

expenditures, whereas the principal payments reduce the long-term debt in
the statement of net position:

Bond and notes 2,913,000
Amount due to MRCC 5,716

Changes in accrued expenses and other deferred changes which do not
require the use of current financial resources:

Compensating absences 372,160
Due from MRCC (201,694)
Changes in Net Position of Governmental Activities S 2,797,264

The accompanying notes are an integral part of these financial statements.
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COMMONWEALTH OF PUERTO RICO
AUTONOMOUS MUNICIPALITY OF FAJARDO
NOTES TO THE BASIC FINANCIAL STATEMENTS
June 30, 2015

1. FINANCIAL REPORTING ENTITY

Organization

The Autonomous Municipality of Fajardo (the Municipality) is a political and legal entity with full
legislative and administrative faculties in every affair of municipal character, with perpetual

succession, existence and legal personality separate and independent from the governmental of the
Commonwealth of Puerto Rico.

The municipal government is comprised of the executive and legislative bodies, which are elected
every four years in the Puerto Rico general elections. The executive power is exercised by the Mayor
and the legislative power by the Municipal Legislative Body.

The Municipality provides the following services to its community: health, public works, education,

public safety, housing, community and social services, welfare, culture and recreation, as well as many
other general and administrative services.

Reporting entity

A reporting entity consists of the primary government, component units, and other organizations that
are included to ensure that financial statements are not misleading. The primary government of the
Municipality consists of all funds and departments that are not legally separate from the Municipality.
For the Municipality, these include various services such as police protection, recreation (including
parks), street maintenance and repair, sanitation, and general administrative services. The operation

of each of these activities is directly controlled by Municipality’s Legislative Body through the
budgetary process.

Component units are legally separate organizations for which the Municipality is financially
accountable. The Municipality has no component units.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting and reporting policies of the Municipality relating to the funds included in the
accompanying basic financial statements conform to accounting principles generally accepted in the
United States of America applicable to state and local governments. Generally accepted accounting
principles for local governments include those principles prescribed by the Governmental Accounting
Standards Board (GASB), the American Institute of Certified Public Accountants in the publication
entitled Audits of State and Local Governmental Units and by the Financial Accounting Standards
Board (when applicable). The more significant policies of the Municipality are described below.
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COMMONWEALTH OF PUERTO RICO
AUTONOMOUS MUNICIPALITY OF FAJARDO
NOTES TO THE BASIC FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2015

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Government-Wide and Fund Financial Statements
Basic financial statements include both government-wide and fund financial statements.

The government-wide financial statements (consists of the statement of net position and the
statement of activities) these statements report information on all the activities of the primary
government and its component units. For the most part, the effect of interfund activity has been
removed from these statements. Governmental activities which normally are supported mainly by
taxes and intergovernmental revenues are reported separately from business-type activities, which
rely to a significant extent on fees and charges for support. Likewise, the primary government is

reported separately from certain legally separate component units for which the primary government
is financially accountable.

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

Program-specific capital and operating grant and contributions consist of transactions that are either
mandatory or voluntary non exchange transactions with other governments, organizations, or
individuals that restrict the resources for use in a particular program. Capital grants and contributions
consist of capital assets or resources that are restricted for capital purposes that is to purchase,
construct or renovate capital assets associated with a specific program. Operating grants and
contributions consist of resources that are required to be used to finance the costs of operating a
specific program or can be used either for operating or capital purposes of a specific program.
Restricted capital and operating grants and contributions are program revenues because they are

specifically attributable to a program reducing the net expense of that program to the Municipality.
They are reported net of estimated uncollectible amounts.

Fund financial statements

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
AUTONOMOUS MUNICIPALITY OF FAJARDO
NOTES TO THE BASIC FINANCIAL STATEMENTS (CONTINUED)
June 30, 2015

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

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.

Debit Service Fund

This fund accounts for resources accumulated and payments made for principal and interest on long-
term general obligation debt of governmental funds.

Head Start Fund

This is the fund used to account for all transactions of the Head Start Program. The objectives of this
program are to provide comprehensive health, educational, nutritional, social and other

developmental services primarily to economically-disadvantaged pre-school children and infants and
toddlers so that the children will attain school readiness.

Sales and Usage Taxes Fund

This fund used to account for accumulation of resources for, and the payment of special purpose
obligations.

Loan $21,490,000 Fund
This fund used to account capital improvements through bond issuance.
Measurement Focus, Basis of Accounting, and Financial Statement Presentation

The government-wide Statement of Net Position and the Statement of Activities, both government
and business like activities, are presented using the economic resources measurement focus and the
accrual basis of accounting. Revenues are recorded when earned and expenses are recorded at the
time the 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.

The governmental fund financial statements are presented 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. Under this method revenues are considered to be available
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COMMONWEALTH OF PUERTO RICO
AUTONOMOUS MUNICIPALITY OF FAJARDO
NOTES To THE BASIC FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2015

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Measurement Focus, Basis of Accounting and Financial Statement Presentation {Continued)

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 90 days of the end of the current fiscal period. Expenditures generally are recorded

when a liability isincurred, except for debt service, compensated absences and claims and judgments
expenditures which are reported when payment is due.

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.

Private-sector 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. Governments also have the option of following subsequent private-sector guidance for their
business-type activities and enterprise funds, subject to this same limitation. The government has
elected not to follow subsequent private sector guidance.

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, 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 has elected to not apply all statements and interpretation issued by FASB after
November 30, 1989.

Cash and Cash with Fiscal Agent and Investment

The Municipality's finance director is responsible for investing available resources. The Municipality
is restricted by law to invest only in savings accounts and certificates of deposit 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). The Municipality's policy is to invest any
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COMMONWEALTH OF PUERTO RICO
AUTONOMOUS MUNICIPALITY OF FAJARDO
NOTES TO THE BASIC FINANCIAL STATEMENTS (CONTINUED)
JuNnE 30, 2015

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Cash and Cash with Fiscal Agent and Investment (Continued)

excess cash in interest bearing deposits with institutions qualified by the PRTD. Earnings from these
funds are recorded in the corresponding fund as interest income.

Cash with fiscal agent in the governmental fund consists of unused proceeds from 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 Municipal

Revenue Collection Center (MRCC) and restricted for the payment of the Municipality's debt service,
as established by law.

Pursuant to the Statement of Investment Guidelines for the Government of the Commonwealith of
Puerto Rico the balances deposited in commercial banks by the Municipality are insured by the
Federal Deposit Insurance Corporation (FDIC) generally up to a maximum of $250,000 per depositor.
In addition, public funds deposited in commercial banks by the Municipality are fully collateralized for
the amount in excess of federal depository insurance. All securities pledged as collateral are held by
agents designated by the Commonwealth’s Secretary of Treasury but not in the Municipality’s name.
Deposits with GDB are uninsured and uncollateralized and thus represent a custodial credit risk,

because in the event that this financial institution fails, the Municipality may not be able to recover
these deposits.

The GDB's liquidity was adversely affected by a significant increase in credit spreads for obligations of
the Commonwealth and its public corporations, the Commonwealth’s limited capital market access,
and a significant reduction of liquidity in the local Puerto Rico capital markets. Then, the credit rating
downgrades could further adversely affect the GDB’s liquidity. However, no losses related to defaults
by GDB on deposit transactions have been incurred by the Municipality through June 30, 2015.

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).

interfund receivables and payables between funds within the governmental activities are eliminated
in the statement of net position.

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 government-wide financial statements.
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COMMONWEALTH OF PUERTO RICO
AUTONOMOUS MUNICIPALITY OF FAJARDO
NOTES TO THE BAsIC FINANCIAL STATEMENTS (CONTINUED)
June 30, 2015

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Capital Assets (Continued)

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. When historical cost is not
available it is estimated using historic sales of the year of the acquisition of the related capital assets.

Depreciation in capital assets is calculated on the straight-line basis over the following estimated

useful lives:

Years
Infrastructure 10to 70
Building, structures and building improvements 70
Vehicles 5
Furniture, fixtures, machinery and equipment 5to 10

Impairment of Capital Assets

The Municipality periodically evaluates long-term assets for impairment in accordance with GASB
Statement No. 34, (Basic Financial Statements — and Management’s Discussion and Analysis — for
State and Local Governments) and GASB No.42, (Accounting and Financial Reporting for Impairment
of Capital Assets and for Insurance Recoveries Governments) are required to evaluate prominent
events or changes in circumstances affecting capital assets to determine whether impairment of a
capital asset has occurred. Such events or changes in circumstances that may be indicative of
impairment include evidence of physical damage, enactment or approval of laws or regulations or
other changes in environmental factors, technological changes or evidence of obsolescence, changes
in the manner or duration of use of a capital asset, and construction stoppage. A capital asset generally
should be considered impaired if both (a) the decline in service utility of the capital asset is large in

magnitude and (b) the event or change in circumstance is outside the normal life cycle of the capital
asset.

Impaired capital assets that will no longer be used by the government should be reported at the lower
of carrying value or fair value. Impairment losses on capital assets that will continue to be used by the
government should be measured using the method that best reflects the diminished service utility of
the capital asset. Impairment of capital assets with physical damage generally should be measured
using a restoration cost approach, an approach that uses the estimated cost to restore the capital
asset to identify the portion of the historical cost of the capital asset that should be written
off. Impairment of capital assets that are affected by enactment or approval of laws or regulations or
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COMMONWEALTH OF PUERTO RICO
AUTONOMOUS MUNICIPALITY OF FAIARDO
NOTES TO THE BASIC FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2015

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Impairment of Capital Assets (Continued)

other changes in environmental factors or are subject to technological changes or obsolescence
generally should be measured using a service units approach, an approach that compares the service
units provided by the capital asset before and after the impairment event or change in circumstance.
Impairment of capital assets that are subject to a change in manner or duration of use generally should
be measured using a service units approach, as described above, or using deflated depreciated

replacement cost, an approach that quantifies the cost of the service currently being provided by the
capital asset and converts that cost to historical cost.

Subsequent Events

Managements has evaluated subsequent events through March 4, 2016, the date on which the
financial statements were available to be issued.

Risk Management

The Municipality carries insurance to cover casualty, theft, tort claims and other losses. Insurance
policies are held with private companies. Cost of insurance are deducted from the gross property tax
collections by the Municipal Revenue Collection Center (the "MRCC") for the year ended June 30, 2015
amounted to approximately $578,170. The current insurance policies have not been cancelled or

terminated. The MRCC also deducted approximately $399,561 for workers compensation insurance
covering all municipal employees.

Compensated Absences

Employees accumulate vacation leave at a rate of 2.5 days per month up to maximum of 60 days.
Unpaid vacation time accumulated is fully vested to the employees from the first day of work.
Employees accumulate sick leave at a rate of 1.5 days per month up to a maximum 90 days. in the

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

Separation from employment prior to use of all or part of the sick leave terminates all rights for

compensation, except for regular employees with ten years or more of service who are entitled to
sick leave pay up to the maximum allowed.

Employees’ maximum allowed vacations and vested sick benefits are accounted for in the statement
of net position.
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COMMONWEALTH OF PUERTO RICO
AUTONOMOUS MUNICIPALITY OF FAJARDO
NOTES TO THE BASIC FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2015

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Fund Balance

The Municipality adopted the provisions of GASB Statement No. 54, Fund Balance Reporting and
Governmental Fund Type Definitions (GASB 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
resources reported in governmental funds.

The fund balances amounts are reported as nonspendable, restricted, committed, assigned and

unassigned, based on the relative strength of the constraints that control how specific amounts can
be spent, as described follows:

% Nonspendable — Represent resources that cannot be spent readily with cash or are legally or

contractually required not to be spent, including but not limited to inventories, prepaid items,
long-term balances of loans and notes receivable.

% 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 sources

and restrict its use). Effectively, restrictions may be changed or lifted only with the consent of
resource providers.

% Committed — Represent resources used for specific purposes, imposed by formal action of the
entity’s highest level of decision making authority (governing body through resolutions) and can
only be changed by similar resolutions, no later than the end of the fiscal year.

K
L 04

Assigned - Represent resources intended to be used by the entity for specific purposes but do not
meet the criteria to be classified as restricted or committed (generally resolutions approved
by the governing body). Intent can be expressed by the Municipal Legislation, the Mayor or by
official or body to which the governing body delegates authority. In governmental funds other

than the general fund, assigned fund balance represents the remaining amount that is not
restricted or committed.

Unassigned — Represent the residual classification for the entity’s general fund and includes all
spendable amounts not contained in the other classifications. In other funds, the unassigned

classification is used only to report a deficit balance resulting from overspending for specific
purpose for which amounts had been restricted, committed, or assigned.
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COMMONWEALTH OF PUERTO RICO
AUTONOMOUS MUNICIPALITY OF FAJARDO
NOTES TO THE BASIC FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2015

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Fund Balance (Continued)

In situations when 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.

Pensions

For purpose of measuring, the net pension liability, deferred outflows of resources and deferred
inflows of resources and pension expenses, information about fiduciary net position of the
employee’s retirement system of the Government of the Commonwealth of Puerto Rico (ERS) and
addition to reductions from ERS's liabilities net position should have been determined on the same
basis as they are reported by the ERS. However, as of the date that financial statement has been
issued, the ERS has not issued the financial statements as of June 30, 2014. The information related
to the pension plans is not available and accordingly, it has not been included in the accompanying
financial statements of the Municipality for the year ended June 30, 2015.

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. Actual results could differ from those estimates.

Future Adoption of Accounting Pronouncements

*» Statement No. 72, Fair Value Measurement and Application - Effective Date: The requirements of

this Statement are effective for financial statements for reporting periods beginning after June
15, 2015.

¥ Statement No. 73, Accounting and Financial Reporting for Pensions and Related Assets That Are
Not within the Scope of GASB Statement 68, and Amendments to Certain Provisions of GASB
Statements 67 and 68 - Effective Date: The provisions in Statement 73 are effective for fiscal years
beginning after June 15, 2015—except those provisions that address employers and
governmental nonemployer contributing entities for pensions that are not within the scope of
Statement 68, which are effective for fiscal years beginning after June 15, 2016.
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. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Future Adoption of Accounting Pronouncements (Continued)

9,
C..

.
o

Statement No. 74, Financial Reporting for Postemployment Benefit Plans Other Than Pension

Plans - Effective Date: The provisions in Statement 74 are effective for fiscal years beginning after
June 15, 2016.

Statement No. 75, Accounting and Financial Reporting for Postemployment Benefits Other Than

Pensions - Effective Date: The provisions in Statement 75 are effective for fiscal years beginning
after June 15, 2017.

GASB Statement No. 76, The Hierarchy of Generally Accepted Accounting Principles for State and

Local Governments - Effective Date: The provisions in Statement 76 are effective for reporting
periods beginning after June 15, 2015.

GASB Statement No. 77, Tax Abatement Disclosures - Effective Date: The requirements of this

Statement are effective for reporting periods beginning after December 15, 2015. Earlier
application is encouraged.

GASB Statement No. 78, Pensions Provided through Certain Multiple-Employer Defined Benefit
Pension Plans - Effective Date: The requirements of this Statement are effective for reporting
periods beginning after December 15, 2015. Earlier application is encouraged.

GASB Statement No. 79, Certain External Investment Pools and Pool Participants - Effective Date:
The requirements of this Statement are effective for reporting periods beginning after June 15,
2015, except for the provisions in paragraphs 18, 19, 23-26, and 40, which are effective for
reporting periods beginning after December 15, 2015. Earlier application is encouraged.

The Municipality’s management has not determined the impact in the Municipality’s financial
statements the future adoption of these GASB Statements.

PROPERTY TAXES

The personal property tax is self-assessed by the taxpayer on a return, which is to be filed by May 15
of each year with the Municipal Revenue Collector Center (the MRCC), a governmental entity created

by the Commonwealth of Puerto Rico. Real property tax is assessed by the CRIM on real estate and
attached equipment.

The assessment is made as of January 1 of each year and is based on current values for personal
property and on estimated value as of 1957 for real property tax. The tax on personal property must

be paid in full together with the return by May 15. The tax on real property may be paid in two
installments by July 1 and January 1.
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3. PROPERTY TAXES (CONTINUED)

The MRCC is responsible for the billing and collections of real and personal property taxes on behalf
of all the municipalities of Puerto Rico. Before the beginning of each fiscal year, the MRCC informs
the Municipality of the estimated amount of property tax expected to be collected for the ensuing
fiscal year. Throughout the year, the MRCC advances funds to the Municipality based on the initial
estimated collections. The MRCC is required by law to prepare a settlement statement annually.

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 year-end. If the MRCC has
remitted property tax advances to the Municipality, which are less than the tax actually collected, a
receivable from the MRCC is recorded at June 30. However, if advances exceed the amount actually
collected by the MRCC, a liability to the MRCC is recorded at June 30.

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 exempt amounts, the Puerto Rico Treasury
Department assumes payment of the basic tax to the Municipalities, except for property assessed at
less than $3,500 for which no payment is made. As part of Law No. 83 of August 30, 1991, as amended,
the exempt amount to be paid by Puerto Rico Treasury Department to the Municipalities was frozen
as of January 1, 1992. In addition, the law grants a tax exemption from the payment of personal

property taxes of up to $50,000 of the assessed value to retailers having annual net sales of less than
$150,000.

The annual rate for fiscal year 2015 is 10.53% for real property and 7.03% for personal property of
which 1.03% of both tax rates are for the redemption of public debt issued by the Commonwealth of
Puerto Rico. The remaining percentage is distributed as follows: (a) 6.0% and 4.0%, respectively,
represent the Municipality’s basic property tax rate, which is appropriated for general purposes and
accounted for in the general fund. A portion of such amount is deposited in an equalization fund
together with a percentage of the net revenues of the Puerto Rico electronic lottery and subsidy from
the Commonwealth of Puerto Rico. From such fund, a distribution is made to all municipalities; (b)
3.5% and 2%, respectively, represents the special ad valorem tax restricted for debt service and
accounted for in the debt service fund. The Commonwealth contributes an annual tax rate of 0.2% of
the property tax collected and the remaining rate is imposed to the taxpayer.

4, VOLUME OF BUSINESS TAXES

The municipal license tax is levied annually based on the volume of business of certain businesses and
industrial organizations that operate in the Municipality. The tax rates are 1.50% for financing
institutions and .50% for the other business institutions. The taxpayers must file a return not later
than April 15 of every year and the tax is payable in two installments, due in July 1 and January 1 of
the following fiscal year. The amount levied could be paid with a five percent discount
if payment is made on or before the filing date. The Municipality levied and collected during the year
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4. VOLUME OF BUSINESS TAXES (CONTINUED)

ended June 30, 2015, $4,598,831 corresponding to the following fiscal year volume of business tax.

This amount was recorded as deferred revenue, and is presented as a liability in the accompanying
financial statements.

5. SALES AND USAGE TAXES

Pursuant to an amendment to Puerto Rico Internal Revenue Code, Act 117 of July 4, 2006, the
Municipal Legislature approved a city tax contribution (SUT), effective October 3, 2006 to 1.5% over
all transactions of sales of goods and services made on Fajardo boundaries. The retails are required
to file monthly sales tax returns by 10™ days following the month in which the tax are collected.

Pursuant to the provision at the Act 72-2015 and effective July 1, 2015, the citizenship contribution
was uniformity established in 1.5%, for all the Municipality of Puerto Rico, of which 1% is collected by
the Municipality and the remaining 0.5% is be collected by the Treasury Department of the
Commonwealth of Puerto Rico. A portion of the amount collected by the Treasury Department is
submitted to Municipal Finance Corporation (COFIM, by is its Spanish acronym), a redemption fund
for financing capital project to the municipalities.

COFIM is a public corporation and instrumentality of the Commonwealth of Puerto Rico, attached to
the Government Development Bank. COFIM is authorized to issue and use other financing
mechanisms to pay or refinance, directly or indirectly, in whole or in part, the debts of the
municipalities of the Commonwealth payable or backed by the municipal sales and use tax. COFIM
receives, from the first revenues of the municipal sales and use tax collected, the greater of: (i) an
amount computed by applying a 0.3% fixed tax rate to the total revenues collected, or (ii) a fixed
amount that increases annually, known as the Annual Fixed Income. These revenues, which are
deposited in COFIM’s Redemption Fund, are used to pay and secure the debt issued by COFIM. As an

independent corporation, COFIM has the same powers, rights and faculties as the GDB under its
Charter.

6. GRANTS AND ENTITLEMENTS REVENUE

Grants and entitlements revenue consists of contributions received from certain quasi-public
corporations of the Commonwealth of Puerto Rico, such as the Puerto Rico Aqueduct and Sewer
Municipality and the Puerto Rico Electric Power Authority. Also, the Municipality receives some
subsidies from the Commonwealth of Puerto Rico which include, among others, a subsidy for general
operations and for the financing of capital improvements. The intergovernmental revenues are
recorded in the General Fund, except for those that are legally restricted for expenditure for specified
purposes which are recorded in other governmental funds.
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7. CAPITAL ASSETS

Capital asset activity for the year ended June 30, 2015 was as follows:

Balance Retirements / Balance
Governmental Activities June 30, 2014 Additions Reclassifications  June 30, 2015
Capital asset, not subject to depreciation and
amortization:
Land $ 42,977,316 $ 1,209,220 $ 44,186,536
Construction in process 8,326,727 3,180,051 S (6,287,590) 5,219,188
Non — depreciable assets 765,615 765,615

52,069,658 4,389,271 (6,287,590) 50,171,339

Cost basis of capital assets, subject to
depreciation and amortization:

Buildings 47,800,215 3,988,338 51,788,553
Infrastructure 46,699,917 46,699,917
Vehicles 4,057,049 16,365 4,073,414
Equipment 6,870,771 1,022,539 7,893,310
Total cost basis of capital assets subject to
depreciation and amortization 105,427,952 5,027,242 110,455,194
Less accumulated depreciation for:
Buildings (17,854,733)  (1,063,745) (18,918,478)
Infrastructure (21,971,883) (708,218) (22,680,101}
Vehicles (3,764,173) (119,986) (3,884,159)
Equipment (5,698,963) (559,959) (6,258,922)
Total accumulated depreciation and
amortization (49,289,752) (2,451,908) (51,741,660)

Total capital assets been depreciation,
net 56,138,200 2,575,334 58,713,534

Governmental activities capital assets,

net 5108207858 § 6964605 S __ (6.287.590) S _108.884.873
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7. CAPITAL ASSETS (Continued)

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

Governmental activities

Amount

Mayor and municipality legislative $ 144,348
General government 667,337
Public safety 77,486
Public work 52,969
Culture and recreation 46,263
Health and sanitation 253,256
Public education 514,225
Human services and welfare 79,453
Urban development 616,571

Total depreciation expenses $2,451,908

8. LONG-TERM DEBTS

The Municipality’s Legislatures is legally authorized to determine the contracting of debts of the
Municipality. Nevertheless, the laws and regulations of the Commonwealth also provide that:

Direct obligations of the Municipality (evidenced principally by bonds and notes) are backed by
the full faith, credit and taxing power of the Municipality; and

Direct obligations are not to be issued if the amount of the principal of, and interest on, such
bonds and notes (and on all such bonds and notes issued thereafter), which are payable in any
fiscal year, together with any amount paid by the Municipality in the preceding fiscal year on
account of bonds or notes guaranteed by the Municipality, exceed 10 percent of the total assessed
value of the property located within the Municipality plus the balance of the ad valorem taxes in

the debt service fund, for bonds payable to be repaid with the proceeds of property taxes
restricted for debt service.

In addition, before any new bonds or notes are issued, the revenues of the debt service fund should
be sufficient to cover the projected debt service requirement.
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8. LONG-TERM DEBTS

The long-term debts activity for the year ended June 30, 2015, was as follows:

Balance at Borrowings Payments or Balance at Due Within
Description June 30,2014 or Additions Deductions June 30, 2015 One Year
General obligations
bonds and notes $36,858,000 $ - $(2,726,000) $34,132,000 S 2,913,000
Compensated absences 2,444,679 (372,160) 2,072,519 1,266,761
Advances from MRCC 189,891 (5,716) 184,175 5,715

Total $30492570 s - 5(3.103.876) 536388694 5 4.185476
A. GENERAL OBLIGATIONS BONDS AND NOTES

The Municipality issues general and special (public improvements) obligations bonds and notes
to provide for the acquisition and construction of mayor capital facilities and equipment, as well

as, to cover certain operating needs. Long-term debts at June 30, 2015 is composed of the
following debts notes payable with:

Outstanding
Amount

$11,435,000, municipal general obligation bonds series 1998-1999
payable in two annual principal instaliments of $1,045,000 and
$1,130,000; plus interest due in semiannual installments at variable
rate from 6.29% to 6.35% through Jjuly 1, 2016. $ 2,175,000

$14,440,000, municipal general obligation bonds series 2006-2007
payable in annual principal instaliments ranging from $408,000 to
$1,289,000; plus interest due in semiannual installments at .24%
oven the LIBOR rate (.42% as of lune 30, 2015) through July 1, 2031. 11,992,000

$370,000 public improvement bonds, series 1994-1995 payable in
annual principal installments ranging from $25,000 to $35,000; plus

interest due in semiannual installments at 8.21% through July 1,

2019. 145,000
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8. LONG-TERM DEBTS (CONTINUED)

A. GENERAL OBLIGATIONS BONDS AND NOTES (CONTINUED)

Outstanding
Amount

$21,490,000 municipal general obligation notes series 2011-2012
payable in annual principal installments ranging from $1,145,000 to
$2,355,000; plus interest due in annual installments 3.25% over the
LIBOR rate (3.43% as of June 30, 2015) through July 1, 2025. $ 18,525,000
$2,045,000 municipal general obligation notes series 2011-2012
payable in annual principal installments ranging from $290,000 to
$360,000; plus interest due in semiannual installments 3.25% over

the LIBOR rate (3.43% as of June 30, 2015) through July 1, 2018. 1,295,000
Total General Obligations S 34,132,000

The Municipality’s general obligations long-term bond retirements are appropriated and paid
from resources accumulated in the debt service fund. These obligations are paid through
retentions made by the Municipal Revenue Collection Center from monthly advances of annual
property taxes and subsidies sent to the Municipality.

For the year ended June 30, 2015, total interest cost amounted to $809,397 of which $163,347
was capitalized as part of the constructions in progress in the statements of activities net position.

The annual debt service requirements of maturity for bonds payable is as follows:

Year Ending Principal Interest
June 30, payment payment Total
2016 $ 2,913,000 S 819,885 $ 3,732,885
2017 3,124,000 695,749 3,819,749
2018 2,129,000 601,887 2,730,887
2019 2,318,000 538,514 2,856,514
2020 2,090,000 476,986 2,566,986
2021-2025 12,727,000 1,439,399 14,166,399
2026-2030 6,554,000 134,273 6,688,273
2031-2035 2,277,000 10,070 2,287,070
Total $ 34,132,000 $ 4716763 $ 38,848,763
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B. ADVANCES FROM MRCC AND PR TREASURY DEPARTMENT (LAW 42)

o

The Commonwealth’s Public Act No. 42 of January 26, 2000 (Act No. 42) was enacted to authorize
Municipal Revenue Collection Center (MRCC) to enter into a financing agreement of up to $200
million, for a term not exceeding 30 years. The financing agreement authorized MRCC to finance
debt that the municipalities of Puerto Rico had with such entity, which arose from the difference
between the yearly final settlements of property tax advances made by MRCC to the
municipalities and the actual property tax collections received by MRCC from taxpayers through
fiscal year 2000. The amounts that the municipalities will collect from the additional property
taxes resulting from the increases in the subsidy from the Commonwealth are assigned through

Act No. 42 to repay such note. The increase in this subsidy was the result of Public Act No. 238 of
August 15, 1999.

The debt service requirement of these advances by the MRCC is as follows:

Year ended

Aggregate

June 30 Principal Interest Obligation
2016 S 6,075 S 11,303 S 17,378
2017 6,457 10,921 17,378
2018 6,862 10,516 17,378
2019 7,293 10,085 17,378
2020 7,752 9,626 17,378
2021-2024 46,706 40,185 86,891
2025-2029 63,343 23,548 86,891
2030-2033 39,687 3,758 43,445
$ 184375 S 119942 S 304317

COMPENSATED ABSENCES

The government-wide statement of net position includes $2,072,519 of accrued sick leave

benefits and accrued vacation benefits, representing the Municipality’s commitment to fund
such costs from future operations.
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9. INTERFUND BALANCES AND ACTIVITIES
BALANCE DUE TO / FROM OTHER FUNDS:

Balance due to / from other funds at June 30, 2015, consist of the following:

Due to
Other
General Head Start governmental
Due from fund fund fund Total
General fund S - S 1,167,453 S 895,184 S 2,062,637
Head Start fund 3,601 66,032 69,633
Other governmental funds - - 120,816 120,816
Total $ 3601 § 1167453  $ 1082032  $ 2253086

TRANSFER TO / FROM OTHER FUNDS:

Transfer to / from other funds at June 30, 2015 consist of the following:

Transfer in
Other
General Sales and governmental
Transfer out fund usage fund fund Total
General fund S - S - S 1,743,200 S 1,743,200
Debt service fund 19,193 909,624 928,817
Loan $21,490,000 59,297 59,297
Other governmental fund 918,758 - 1,624,149 2,542,907

$997248 5 909624 5 _3.367.349 $ 5274221
10. RETIREMENT SYSTEM
General Instructions about the Employee's Retirement Plan
The Employee’s Retirement System of the Government of the Commonwealth of Puerto Rico (ERS) is
the administrator of a cost-sharing multiple-employer pension plan administered by the Puerto Rico

Government Employee and Judiciary Retirement System Administration. The ERS was created by the
Act 447, approved on May 15, 1951, and became effective on January 1, 1952. ERS covers all regular

37



COMMONWEALTH OF PUERTO RICO
AUTONOMOUS MUNICIPALITY OF FAJARDO
NOTES TO THE BASIC FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2015

10. RETIREMENT SYSTEM (CONTINUED)
General Instructions about the Employee's Retirement Plan (Continued)

employees of the Commonwealth of Puerto Rico and its instrumentality and of municipalities and
components units not covered by their own retirement systems.

Participation is mandatory except for members of the Legislature, Government Secretaries, Head of
Agencies and Public Instrumentality, Assistants of the Governor, the Comptroller of the 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.

As of June 30, 2013, the ERS had an unfunded actuarial accrued liability (UAAL) of approximately
$22,981 million, representing a 3.1% funding ratio. In the opinion of management and based on
information prepared by consulting actuaries, it is estimated that starting in fiscal year 2015, the ERS’s
assets will be less than its obligations (including bonds payable but excluding its UAAL) resulting in a
deficit net position. In addition, annual cash flow estimates for the foreseeable future are presently
estimated to continue to reduce the net position unless other measures are taken. Future employer

contributions have been pledged for the payment of debt service, consequently further depletion of
ERS’s assets could result in the inability to pay benefits.

The estimate of when the ERS’s net position will become a deficit and when its assets would be
exhausted is based on significant assumptions, including the rate of return on investments, the
amount and timing of collections from the Commonwealth for the member, employer contributions
and the employer additional contribution (Act No. 32), which as discussed below, was estimated in

$120.0 million annually, as well as the estimated participant benefits and the ERS’s administrative
expenses to be paid each year.

To improve the liquidity and solvency of the ERS, the Commonwealth enacted Act No. 32 of June 25,
2014, which provides for incremental annual contributions from the Commonwealth General Fund
beginning in fiscal year 2015 and up to the fiscal year 2033. This additional contribution will be
determined annually based on actuarial studies to be performed by the ERS’s actuaries. And
appropriation for such additional contribution of approximately $120 million was included in the
Commonwealth’s budget for the fiscal year 2015. However, as a result of budgetary constraints at
the present time management believes that approximately $90 million of this amount will not be
collected as expected during fiscal year 2015. Further, this additional contribution was reduced to
$28.2 million for the Commonwealth’s proposed budget for the fiscal year 2015.
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10. RETIREMENT SYSTEM (CONTINUED):
General Instructions about the Employee's Retirement Plan (Continued)

If the Commonwealth’s financial condition does not improve as a result of fiscal and budgetary
measures it is taking, its ability to repay its obligations, including its regular employer contributions to
the ERS and its additional contribution as provided by Act No. 32, for the upcoming years, may

continue to be adversely affected, and could also affect the payment of benefits and the repayment
of the ERS's bond payable.

To address these issues, the ERS and the Commonwealth, with the assistance of the ERS external
consulting actuaries, concluded that, in addition to other measures, annual increases in the
employers’ contribution rate would be required to fully fund pensions, without having to liquidate the
ERS investment portfolio. Accordingly, on July 6, 2011, the Commonwealth enacted Act No. 116,
increasing the employers’ contributions rate from 9.275% to 10.275% of employee compensation for
fiscal year 2011-2012, an additional 1% annually for each of the next four years, and 1.25% annually

for each of the five years thereafter, reaching an aggregate contribution rate of 20.525% effective
July 1, 2020.

Furthermore, on April 4, 2014, the Governor of Puerto Rico signed into law Act No. 3 of 2014, which
represents a comprehensive reform of the ERS. Act No. 3 became effective on July 1 2014 and

amended the provisions of the different benefit structures under the ERS, including, but not limited
to, the following:

1. For active participants of the contributory defined benefit programs under Act No. 447 of 1951
and Act No. 1 of 1990, all retirement benefits accrued through June 30, 2014 were frozen, and
thereafter, all future benefits will accrue under the defined contribution formula used for System
2000 participants, and will be paid at retirement through a lifetime annuity.

2. Increased the minimum pension for current retirees from $400 to $500 per month.
3. The retirement age for Act No. 447 participants will be gradually increased from age 58 to age 61.

4. The retirement age for active System 2000 participants will be gradually increased from age 60 to
age 65.

5. Transitioning active participants under Act No. 1 and Act No. 447 to a defined contribution plan
similar to System 2000.

6. Eliminated the “merit annuity” available to participants who joined the ERS prior to April 1, 1990.

7. The retirement age for new employees was increased to age 67, except for new state and
municipal police officers, firefighters, and custody officers, which will be age 58.
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10. RETIREMENT SYSTEM (CONTINUED):

General Instructions about the Employee's Retirement Plan (Continued)

8. The employee contribution rate was increased from 8.275% to 10%.

9. For System 2000 participants, the retirement benefits will no longer be paid as a lump sum
distribution, instead, they will be paid through a lifetime annuity.

10. Eliminated or reduced various retirement benefits previously granted by special laws, including
Christmas and summer bonuses. The Christmas bonus payable to current retirees was reduced
from $600 to $200 and was eliminated for future retirees. The summer bonus was eliminated.
Resulting employer contribution savings will be contributed to the ERS.

11. Disability benefits were eliminated and substituted for a mandatory disability insurance policy.

12. Survivor benefits were modified.

The Municipality contribution to the above mentioned plans during the current year and each of the
periods two years was as follows:

Year ended
June 30
2015 S 323,249
2014 341,983
2013 347,042

This amounts represented the required contribution for the corresponding year.
Pension Liabilities, Pension Expenses, and Deferred Outflows /Inflows of Resources to Pensions

Effective for fiscal year ended June 30, 2015, the GASB 68 requires that the Municipalities
governmental-wide financial statements present the proportional net pension liability of the ERS. In
addition, the GASB required disclosure of certain information of the plan such as: collective net
pension liability, assumptions, measurement date, changes in assumptions, changes in benefits terms,
deferred outflows of resources and deferred inflows of resources. Other information about the net
pension liabilities should be disclosed as required supplemental information. However, the ERS has
not issued its financial statements since June 30, 2013. Accordingly, the required information is not
available as indicated in the basis for Qualified Opinion section of the independent auditors’ report.
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RETIREMENT SYSTEM (CONTINUED):

General Instructions about the Employee's Retirement Plan (Continued)

The historical trend information regarding the accumulation of assets and pension benefit obligation
in the ERS is not available. For the ten-year trend information, refer to the separately issued financial
statements of the ERS as of and for the fiscal year ended June 30, 2015.

The P.R. Retirement Plan Administration provides additional information of the ERS. They issue a
public available financial report that includes financial statements and required supplementary
information for ERS, as a component unit of the Commonwealth of Puerto Rico. The last financial
statement was issued for fiscal year ended June 30, 2013. That report may be obtained by writing to
the Administration at PO Box 42003, Minillas Station, San Juan, P.R. 00940.

CONTINGENCIES

Amounts received or receivable from grantor agencies are subject to audit and adjustment by grantor
agencies. Any disallowed claims, including amounts already collected, may constitute a liability of the
applicable funds. The amount, if any, of the expenditures which may be disallowed by the grantor

cannot be determined at this time, although the Municipality expects such amounts, if any, to be
immaterial.

The Municipality is defendant and/or codefendant in several litigations arising out of the normal
Municipality’s operations. Most of the cases are covered by insurance. Management, after
consultation with legal counsel is of the opinion that the ultimate liability, in excess of insurance

coverage, if any, resulting from such pending litigations will not have a material adverse effect on the
Municipality’s financial position.

ESTIMATED MUNICIPAL SOLID WASTE LANDFILL CLOSING COSTS

State and Federal laws and regulations require the Municipality to place a final cover on its landfill
when closed and perform certain maintenance and monitoring functions at the landfill site for thirty
years after closure. In addition to the operating expenditures related to current activities of the
landfill, an expense provision and related liability needs to be recognized based on futures closure

and postclosure care costs that will be incurred near or after the date the landfill no longer accepts
waste.

The Municipality owns a landfill, which is administered by Landfill Technologies of Fajardo Corp. (the
Corporation) under an agreement. The Municipality is entitled, under a thirty year agreement expiring
on February 15, 2034, to certain revenues resuiting from the use of the landfill. In addition, the
Corporation provides the services of collection, transportation and disposition of solid waste of the
Municipality and no charge is made for these services. As part of the agreement, the closure of the
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12, ESTIMATED MUNICIPAL SOLID WASTE LANDFILL CLOSING COSTS (CONTINUED)

landfill will be realized by the Corporation within the term of the agreement. The Corporation will
assume the post-closure cost during the term of the agreement. Annually, management assess the
ability of the Corporation to fulfill its obligation, as required by state and federal laws to retain a
contingent liability for closure and post-closure costs. As of June 30, 2015, management believes that
a contingent liability could not be determined to be probable as required by GASB No. 18 - Accounting
for Municipal Solid Waste Landfill Closure and Post-closure Care Costs. The land is not subject to

depreciation, because in the opinion of management, the premises may be used for other purposes,
like recreational.
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COMMONWEALTH OF PUERTO RICO
AUTONOMOUS MUNICIPALITY OF FAJARDO
SCHEDULE OF BUDGETARY COMPARISON
FOR THE YEAR ENDED JUNE 30, 2015

GENERAL FUND
VARIANCE
WITH FINAL BUDGET
ORIGINAL AMENDED FAVORABLE
BUDGET BUDGET ACTUAL {UNFAVORABLE)
Revenues:
Taxes:
Property taxes $ 5,736,508 $ 5,736,508 $ 5,736,508 S -
Municipal tax 7,500,000 7,500,000 7,093,529 (406,471)
Construction excise tax 500,000 500,000 343,892 (156,108)
Rent 237,264 237,264 289,982 52,718
Grants and entitlements 7,106,937 7,106,937 5,139,699 (1,967,238)
Interest 270,000 270,000 337,128 67,128
Other 634,754 634,754 1,967,815 1,333,061
Readjustment of prior year fund
balance = __ 3395741 3,395,741 .
Total revenues 21,985,463 25,381,204 24,304,694 (1,076,910)
Expenditures:
Mayor and municipal legislature 2,030,241 2,516,686 1,954,977 561,709
General administration 8,437,099 9,115,489 5,579,368 3,536,121
Public safety 1,612,745 1,621,650 1,029,753 591,897
Culture and recreational 907,316 921,069 629,077 291,992
Public works 1,005,766 2,694,001 2,454,775 239,226
Public education 1,113,422 1,375,418 1,107,082 268,336
Urban development 1,243,934 1,493,594 1,090,283 403,311
Health and sanitation 4,480,746 4,453,306 3,393,154 1,060,152
Human services and welfare 1,154,194 1,189,991 675,508 514,483
Total expenditures 21,985,463 25,381,204 17,913,977 71,467,227
Excess of expenditures over revenues ¢ 5 $ - $ 6,390,317 S 6,390,317

The accompanying notes to the Budgetary Comparison Schedule are an integral part of this Schedule.
44



COMMONWEALTH OF PUERTO RICO
AUTONOMOUS MUNICIPALITY OF FAJARDO
NOTES TO SCHEDULE OF BUDGETARY COMPARISON

JUNE 30, 2015

1. BUDGETS AND BUDGETARY ACCOUNTING

The Municipality follows these procedures in establishing the budgetary data reflected in the financial
statements:

1) Formal budgetary integration is employed as a management control device during the year for
the General Fund. Formal budgetary integration is not employed for special revenue funds

because effective budgetary control is alternatively achieved through legal and contractual grant
requirements provisions.

2) Onor before May 15, the Mayor submits to the Municipal Legislative Body a proposed operating
budget for the fiscal year commencing the following July 1. The operating budget includes
proposed expenditures and the means for financing them.

3) Prior to June 13, the budget is legally enacted through passage of an ordinance.

4) The Municipal Legislative Body approves, by ordinance budget appropriations by functional basis.
The Mayor is authorized to transfer budgeted amounts between departments within any fund;

however, any revisions that alter the total appropriations of any fund must be approved by the
Municipal Legislative Body.

5) Unused appropriations for the annual budgeted funds lapse at the end of the year.

The budget is prepared on the budgetary basis of accounting. The actual results of operations,
presented in the Statement of Revenues and Expenditures — Budget and Actual General Fund, is in

conformity with the budgetary accounting of the Municipality for a better comparison with the budget
information.

The presentation of the budgetary data excludes other appropriations such as capital projects, debt
service and special revenue funds because projects are funded on a multi-year nature, generally
requiring several years to complete or effective budgetary control is alternatively achieved through
general obligation bond indentures and legal and contractual grant agreement provisions.
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