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INDEPENDENT AUDITORS' REPORT

To the Honorable Mayor and
Municipal Legislature

Municipality of Guayama
Guayama, Puerto Hico

Report on the Financial Statements

We have audited the accompanying linancial statements of the governmental activities, each major fund, and
the aggregate remaining fund ¡nformation of the Municipali§ of Guayama, as of and lor the year ended
June 30, 2015, and the related notes lo the financial stalements, which collectively compr¡se the
Municipalitt's basic financial statements as listed in the table ol contents.

Management's Responsibility tor the F¡nanc¡al Stratements

Management is responsible for the preparation and fair presenlation of these financial statements in
accordance with accounting principles generally accepled in the United States of America; this includes the
design, implementation, and maintenance of internal control relevant to the preparat¡on and lair presentation
of financial statements that are free from material misstatement, whether due to fraud or enor.

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 conta¡ned in Government Auditing Standards, issued by lhe
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.
Because of the matter described in the "Basis for Disclaimer of Opinion on Governmental Activities'
paragraph, however, we were nol able to obtain sufficient appropriate audit evidence on the governmental
activit¡es.

An aud¡t ¡nvolves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the aud¡tors' judgment, including lhe assessmenl
ol the risks of material misstatemenls of the financial stalements, whether due to lraud or error. ln 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
c¡rcumstances, but not for the purpose of expressing an opinion on the effectiveness of the eniity's internal
control. Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness of
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accounting policies used and the reasonableness of significant accounting estimates made by management,
as well as evaluating the overall presentation of the financial statements.

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

Basis tor Disclaimer 0pinion on Governmental Aclivities

As discussed in Nole 16 to the f¡nancial statements, management has not recorded the defened
outf lows/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 United
States of America require thal defened outf lows/inf lows of resources, and nel pension liability attributable to
employee services akeady rendered and that are nol contingent on a specific event that is outside the control
of the employer and employee be accrued as deferred outflows/intlows of resources, liabilities and expenses
as employees earn the righls to the pension plan benelits, which would increase the defened outf lows/inf lows
of resources, the liabilities, reduce net position, and change the expenses ofthe governmental act¡vities. The
amount by which this departure would affect the defened oudlowlinflows ol resources, liabililies, net position,
and expenses of the governmental activities has not been determined.

The Munic¡pal¡ty did not maintain complete, updated and accurate accounting records that supports lhe
amounts presented as capital assets and its related accumulaied depreciation, in the governmental activities.
We weÍe unable to satisfy ourselves about such balances through alternate procedures. Therelore, we were
unable to obta¡n sufficient and competent ev¡dential maüer related to the cap¡tal assets reported in the
accompany¡ng statement of net position for $120,840,833 net ot accumulated depreclation of 927,096,922
and the amount of depreciation expense stated at $1,081,320 reported in lhe accompanying statement of
activities lor the year then ended. ln addition, the expenses and the net result ol operations reported in the
accompanying statement of activities are also misstated for amounts thai could not be determined for the
fiscal year ended June 30, 2015.

The Municipality did not comply with the requiremenls established by GASB No. 18, Accountring for Municipal
So/rd Waste Landfil Closure and Post Closure Care Costs, issued by the Governmental Accounting
Standards Board and the regulations set forth by the U.S. Environment Protection Agency in its "Solid Waste
Disposal Facility Criteria", issued on October g, 1991. At June 30, 2015, the accompanying statement of net
position include a liability of $10,666,839 for closure and post closure care costs not based on a formal study
of the actual landfill available and used capaci§. Because, of the inadequacy ol the accounting records, we
were unable to lorm an opinion regarding the liability for closure and post closure costs of the landfill.

Disclaimer of Opinion

Because of the s¡gnificance of the matter described in the "Bas¡s for Disclaimer of Opinion on Governmental
Activities' paragraph, we have not been able to obtain sutficient appropriate audit evidence to provide a basis
for an audit opinion on lhe governmental activities of the Municipality as of June 30, 2015, or the changes in
financial position, thereofforthe yearthen ended. Accordingly, we do not express an opinion on the statement
of net position and the statement of aclivities.
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Basis for 0ualified Opinion on the General Fund, Head Start Fund, Bond lssuances Fund and the
aggregate remaining fund

The Municipality did not ma¡nta¡n adequate accounting records of the interfund cash transactions and the
corresponding due kom and due to account balances. We were unable to obtain sufficient evidence to
support and satisfy ourselves about the amounts recorded in the interfund balances in the amount of
$4,143,964 recorded in the General Fund, Head Start Fund, Bond lssuances Fund and the aggregate
remaining fund in the balance sheet of the governmental funds at June 30,2015.

Qualified 0pinion

ln our opinion, except for the possible eflects of the matters discussed in the "Basis for Qualified Opinion on
the General Fund, Head Start Fund, Bond lssuances Fund and the aggregate remaining fund" paragraph,
the financial statements refened to above present fairly, in all material respects, the linancial pos¡tion of the
General Fund, Head Start Fund, Bond lssuances Fund and the aggregale remaining fund of the Municipality,
as of June 30, 2015, and the respective changes in financial position thereof for the liscal year then ended
in accordance with accounting principles generally accepted ¡n the United States of America.

Unmodilied Opinions

ln our op¡nion, the financial statements referred to above present fairly, in all material respects, the respect¡ve
financial position of the Debt Service Fund of the Municipal¡ty of Guayama, as of June 30,2015, and the
respective changes in the financial position for the fiscal year then ended in accordance w¡th accounting
principles generally accepted ¡n the United States of America.

other Matters

Bequired Supplementary lnformation

Accounting principles generally accepted in the United States ol America require that the managemenfs
discussion and analysis and budgetary comparison information on pages 5 to 15 and 70 to 72 be presenled
to supplement the basic financial statements. Such information, although not a part of the basic financial
stalemenls, ¡s 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 ¡nformation
in accordance with auditing standards generally accepted in the United States ol America, which consisted
of inquiries of management about the methods of preparing the ¡nformation and comparing the informalion
Ior consistency with managemenfs responses to our ¡nquiries, the basic financial statements, and other
knowledge we obta¡ned during our audit of the basic financial statements. We do not express an opinion or
provide any assurance on the inlormation because the limited procedures do not provide us with sufficient
ev¡dence to express an opin¡on or provide any assurance.

Management has omiüed required supplementary ¡nformation 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
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statements, is required by Governmental Accounting Standard Board who considers il to be an essential part
ol financial reporting for placing the basic financial slatements in an appropriate operalional, economic, or
historical context. Our opinion on the basic financial statements ¡s not aftected by the missing information.

Other lnformation

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

Other Reporting Required by Govemment Aud¡ting Standards

ln accordance with Government Auditing Standards, we have also issued our report dated March 18, 2016,
on our consideralion of the Municipality of Guayama's ¡nternal control over financial reporling 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 w¡th
Government Auditing Standards in considering Municipali§ of Guayama's internal control over financial
reporting and compliance.

San Juan, Puerto R¡co

March 18,2016

The stamp E210226 of the
Society of Certif¡ed Public
was affixed to the orjginal
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The discussion and analysis of the Municipality ol Guayama's financial performance provides an overall review
of the Municipality's financial activities for the year ended June 30, 2015. The ¡ntent of this discussion and
analysis is to look at the Municipality's financial performance as a whole; this section should be read in
conjunction with the basic financial statements to obtain a better understanding of the financial position and the
results of operations ot the Municipality. 0ur analysis follows this section.

FINANCIAL HIGHLIGHTS

o The assets ol the Municipal¡ty, on a government-wide basis, exceeded its liabilities al the close of
fiscal year 2015 by 987,888,383 (net position), a decrease of g% in comparison with 2014, as
restated. Of this amount, the Municipality presented an unrestricted net deficit of 9g,494J26.o Bevenues decreased 34o/. and expenses ¡ncreased 4% when compared with fiscal year 2014, as
restated. Net position decreased $7,894,784 in 2015.

o A positive net change in the fund balances of the Municipality's governmental funds of $11,202,975
in the fiscal year 2015 resulted in reported ending lund balances of $22,259,109.o For the fiscal year 2015, the General Fund reporled an excess of revenues and other financing
sources over expenditures and other financing uses ol $9,298,182. The unassigned fund deficit
amounls to $3,773,743, for a decrease of 41% when compared to the prior year, as restated.¡ The investment in capital assets as of June 30, 2015 was $120,840,833 (net of depreciation).o Long-lerm debt (total primary government) increased to $59,796,113 or approximately 0.33% with
respect to the prior year, as restated.

. 0n a budgetary basis, actual revenues exceeded actual expenditures by $3,46,l,072.

OVEBVIEW OF THE FINANCIAL STATEMENTS

The Municipality's financial report comprises four components: (t) managements discussion and analysis
(presented here), (2) basic financial slatements, (3) required supplementary inlormation and (4) oiher
supplementary informalion.



The Municipality's basic financial statements consist of two kinds ol statements, each with a ditferenl view of the
Municipallty's finances. The govemment-wide financial slatements provide both long-term and short-term
information about the Municipality's overall financial status. The fund financial statements focus on major
aspects of the Municipal¡tfs operations, report¡ng those operations in more detail than the govemment-wide
slaiements:

Basic Financial Statements

o Gove¡n¡¡ent-Wide Financial Staten ents

The government-wide statements report inlormat¡on about the Municipality as a whole using accounting
methods similar to those used by private-seclor businesses. They are prepared using üe flow of
economic resources measurement focus and the accrual basis of accounting. The first government-wide
statement, the sfatemenf of net position, presents all of the reporting entity's non{iduciary assets,
defened outflows, liabilities and deferred ¡nflows, w¡th the difÍerence reported as nel posit¡on. Over time,
increases or decreases in the Municipality's net posit¡on are an indicator of whether its financial health is
improving or deter¡orating. other non-financial factors such as the condition of the Municipality's capital
assets may need 1o be considered to assess the overall health of the Municipal¡ty. The second
statement, the sfatement of activities, presents information showing how the net pos¡t¡on changed
during the year. All of the current year's revenues and expenses are taken inlo accounl in the statement
of activilies regardless of when cash is received or paid.

The govemment-wide statements report as governmental activities the Municipality's basic services
such as public works and sanitation, public safety, culture and recreation, housing, welfare, community,
urban and economic development, education and general admin¡stration. These activities are primarily
financed through property taxes, other local taxes and ¡ntergovernmenlal revenues. lncluded in the
governmental activ¡t¡es are ihe governmental funds.

. Fund Financial Statements

The lund financial statements provide more detailed ¡nformation about the Municipality's most significant
funds. Funds are accounling devices that the Municipality uses to keep track ol specific sources of
funding and spending for particular purposes. Some funds are required by Federal and Commonwealth
regulations, as well as by bond covenants.

The Municipality's basic services are included ¡n govemmental funds, which are used to account for
essentially the same functions reported as governmental activities in the governmenfwide statements.
However, unlike the government-wide statements, the governmental funds are prepared using the flow
of current financial resources measurement focus and the modified-accrual basis ot accounting. Under
this approach, the financial statements focus on near-term inflows and outflows of exlernal resources,
as well as on balances of spendable resources available at year-end. Consequently, the govemmental
fund statements provide a deta¡led short-term view that helps the reader determine whetirer there are
more or fewer financial resources that can be spent in the near future to finance lhe Municipality's



programs. Because th¡s inlormaiion does not encompass the additional long-term focus of the
government-wide statements, additional informalion is provided on a subsequent page that explains the
relationship (or ditferences) between the govemment-wide and fund statements.

The govemmental fund statements focus on malor lunds. The Municipality's malor funds are lhe general
fund (which accounts for the main operating activities of the Municipality) and lunds that comply w¡th a
minimum criterion that is, a percentage of the assets and defened outflows; liabilities and defened
inflows; revenues or expenditures or based on the Municipality's olficial's criteria if the fund is
particularly important to financial statement users. Funds that do not comply with this criterion are
grouped and presented in a single column as other govemmental funds.

c Notes to financial sbten ents

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

Required supplementary ¡nfomation

The statements and notes are followed by üre required supplementary information that contains lhe budgetary
comparison schedule for the General Fund, the Schedule of the Municipality's Proportionate Share of the Net
Pension Liability, and he Schedule of Municipality Contributions.

Supplementary infomat¡on

The supplementary information also includes a financial data schedule conta¡ning financial inlormation of the
Sect¡on 8 Housing Choice Voucher Program administered by the Municipality.



FINANCIAL ANALYSIS OF THE MUNICIPALITY AS A WHOLE

Net pos¡tion

The following table presents a summary of the Statements of Net Pos¡tion as of June 30, 2015 and 2014:

TABLE 1

Net position (difference ol non-fiduciary assets, delerred outflows versus liabilities and deferred inflows) serves
as a useful indicator of a govemmenfs financial position. Over time, ¡ncreases or decreases ¡n the Municipalitys
net position is one indicalor of whether its financial health is improving or deteriorating. At June 30, 20.l5, assets
exceeded ¡ts Iiab¡lities by $87,888,383. Of this amount, $8,434,726 represents unresficted net deficit. Generally,
this component of net position reflects a deficit, primarily due to the effect of long-term obligations such as
compensated absences, debts to CRIM, landfill, among other debts, for which the Municipality did not provide
funding in previous budgets. Historically, such obligations have been budgeted on a "pay as you go" basis
without providing funding for their future liquidation. ln addition, operational loans and certain general obligation
bonds do not have a related capital asset to be reported as net investment in capital assets. Therefore, they are
reported as part of the unrestricted net position section. For the 2015, unrestricted net pos¡tion reports a
negative balance as a result of a significant decrease in revenues of $22,575,355 or 34%, due to the inclusion in



the 2014 linancial statements of the collection ol a municipal license tax deficiency claim aga¡nst a mayor
pharmaceutical taxpayer in lhe amount ol $17 million dollars. Restricted net position represents resources that
are subject to external restrictions on how they may be used. Net position reported a decrease of 8% with
respect to fiscal period 2014, as restaled.

The largest portion of the Municipality's net position reflects ¡ts inveslment in capital assets (land, buildings,
equipment, and inlrasfucture) less accumulated depreciation and less any related outstanding debt used to
acquire those assets. The Municipali§ uses these assets to provide services to its citizens and, consequently,
these assets are not available lor future spending. The resources needed to repay the debt related to these
cap¡tal assets must be provided lrom other sources because capital assets are not generally liquidated for the
purpose of retiring debt.

Changes in net position

The following table summarizes the changes in net position for the fiscal years ended 2015 and 2014:

Governmental Act¡vities

2015

2014, as
restated

Program revenues:

Fees, fines and charges for services

Operating grants and contributions

Capital grants and contributions

General revenues:

Property taxes

Municipal l¡cense taxes

Sales and use taxes

Grants and contribut¡ons not restricted to

specilic programs

lnterest

Miscellaneous

Total ¡evenues

Expenses:

General government

Public safety

Public works and sanitation

Culture and recreation

Health, welfare and community development
Education

3,809,251

14,880,907

1,682,527

10,194,01 3

4,835,918

2,908,011

4,306,920

554,305

459,479

43,631,331

1r,194,561

2,625,093

16,035,380

2,648,335

5,622,538

11,153,176

5,927,055

13,459,274

1,047,889

10,176,571

26,3r'1,325

3,342,628

4,961,983

459,192

490,769

66,206,686

13,131,953

2,560,114

13,852,833

2,163,493

5,242,501

10,394,238

TABLE 2



lnterest on long-term debt

Total expenses

Change in net position

Net position-beg¡nn¡ng of year, as restated

$ 2,247,032

5r,526,115

(7,894,784)

95,783,167

$ 87,888,383

The three major sources of revenues of the Municipality in liscal year 2015 are: operating granls and
contributions with 34% of total revenues, property taxes with 23k, and municipal license taxes with 11%.
Revenues decreased 34olo mainly due to a decrease of 82o/oin municipal license taxes and of 36% in fees, fines
and charges for services, which were otfset by an increase of 61% and 1l% in capilal and operating grants and
contributions, respectively. As ind¡cated in the prev¡ous paragraph, the signlicanl decrease reported in municipal
license tax is due to the inclusion in the 2014 financial statements ol the settlement of a legal claim against a
mayor pharmaceutical taxpayer for taxes owed for lhe fiscal years 2003{4 through 2013-14. The following chart
illustrates the revenue comparison between 2015 and 2014:

Figure 1
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Figure 2
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The Municipality's expenses cover a range ol services. Figure 2 illustrates the distribution of expenses in fiscal
year 2015. As disclosed, lhe largest governmental activities expenses are general government with 22%, public
works and sanitation with 3l% and education wilh 22o/.. Total expenses increased 4% when compared with
fiscal year 2014, as reslated.

The Statemenl of Activities reports revenues and expenses in a format that focus on the net cost ol each
function of the Municipali§. Both the gross and net cost of the function, which is othe¡¡vise being supported by
the general government revenues, is compared to the revenues generated duectly by the function. This
Statement reduces gross direct expenses, including depreciation, by related program revenues, operating and
capital grants, and conlributions. The following table discloses the 2015 expenses net of program revenue and
the general revenues available to finance remaining costs:
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TABLE 3

Expenses of governmenlal activities noi covered by program revenues were finally covered by other general
revenues.

FINANCIAL ANALYSIS OF THE MUNICIPALITY'S FUNDS

Gove¡nmental funds

The focus of the Municipality's governmental funds is to provide information on near-lerm inflows, outflows and
balances of resources available for spending. Such information is useful in assessing the Municipality's financing
requirements. ln part¡cular, unassigned fund balance may serve as a useful measure of a Municipality's net
resources available at the end of a fiscal year as they represent the portion of fund balance which has not yet
been limited to use for a particular purpose by either an external party.

For the fiscal year ended June 30, 2015, the govemmental funds reported ending fund balances of $22,258,109,
a nel increase of $11,202,975 or I01%, due to an increase of t 34olo in municipal license taxes. This material
increase is due to the inclusion in revenue of the settlement of a legal claim against a mayor pharmaceut¡cal
taxpayer for taxes owed for the fiscal years 2003-04 through 2013-14 in the amount of $.l7 million dollars. This
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amount was recognized as a delerred inflow ol resources in he 2014 financial statements because the claim
was settled and collected after the availability period. On the other hand, there was a 13% and 6% decrease in
sales and use and property taxes, respectively, which was otfset by an 8% increase in lederal grants. Of the
total fund balances, $6,017,382 or 2770 constitutes unrestricted fund balance, of which $856,650 and
$10,92,162 represent committed and assigned fund balances, respectively, leaving a remaining unassigned
fund deficit of $5,816,430. The remaining fund balance ol $16,240,727 is restricted to indicate that is not
available for new spending.

The general fund is the operating tund of the Municipality. The fund balance of the general fund represents
approximately 36% of total ending fund balances. 0f the total fund balance, $856,650 corresponds to comm¡üed
funds and $10,92,162 represents amounls assigned by management for special purposes. The remaining
unreslricled fund deficit of $3,r/3,7llÍ} is unassigned lund delicit. Unassigned fund deficit decreased 41"/o with
respect to the prior year, as restated.

During the fiscal year, the fund balance ol the general fund increased by $9,298,182. The main sources of
revenues ol the general lund in fiscal year 2015 are: taxes (property taxes, sales and use taxes and municipal
license taxes) wilh 74o/o, and intergovernmental subsidies from the Commonwealth with 21%. Revenues
increased 45% in comparison to 2014 due to the '134% increase in municipal license taxes explained earlier.
The largest expenditures of the general fund are general government wilh 3f/o and public works and sanitation
with 387o. Expenditures increased 18%.

GENERAL FUND BUDGETARY HIGHLIGHTS

The general lund original budget for the fiscal year 2014-2015 presented a 0.2Slo increase with respect to the
prior year budget. The original budget was increased by $9,533,500 due to the collection of the munic¡pal
license tax claim of $17 million dollars. The funds were used for the creation of a special fund to be employed for
public works expendilures. Actual revenues were less than revised budgeted revenues by $5,400,247 (net).
However, the Municipality reported a positive variance of $8,860,657 between revised budgeted appropriat¡ons
and actual expenditures. Actual revenues exceeded actual expenditures by $3,461,072.

CAPITAT ASSET AND DEBT ADMINISTRATION

Capital assets

At lhe end of the fiscal year, the Municipality has invested S120,840,8«l (net of accumulated depreciat¡on) in a
broad range of capital assets, including buildings, parks, roads, bridges, land, furniture, works of art and
equipment. The following graphic discloses the capital assets balances composition as of June 30, 2015:
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Figure 3
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Long-tem debt

The following is a summary of the Municipality's oulstanding debt as of June 30, 2015 and 2014:

TABLE 4

General and special obligation bonds and notes

Notes payable to CRIM - Law 42

Note payable to P.H. Department ot Labor

Payable to PREPA

Payable to CRIM - Property tax advances

Compensated absences

Christmas bonus payable

Claims and judgments

Landfill

Total

42,999,105

107,845

132,404

798,666

427,114

3,570,251

676,326

417,563

10,666,839

41 ,870,105
1fi,192
220,586

1,955,325

343,766

3,315,378

658,192

672,600

10,450,048

59,796,113
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At year-end, the Municipali§ had outstanding $42,999,105 in general and special bonds and notes, an increase
with respect to the prior year of $1,129,000, mainly due to the of new bonds and notes during the year in lhe
amount of $4,285,@0.

More detailed information about the Municipality's long-term liabililies is presented in Note 10 of the financial
statements.

ECONOMIC FACTORS AND NEXT YEAR'S BUDGET

The Municipality's olficials considered certain factors when establishing the fiscal year's 2015-2016 budget. One
of these factors is the economy. Among economic areas considered are lhe estimates for the growth or decline
in population, personal income, housing statistics and unemployment rates. The Municipalitt's unemployment
rate at June 2015 slands at 19.9olo, and the Commonwealth rate stands at 12.6%.

For the liscal year 2015-2016, the Municipality applied a conservative approach in the development of budget
estimates. Amounls available tor appropriations in the General Fund are $24,335,341, a decrease of 2% with
respect to the prior year's budget. ln addition to the general tund estimated budget, the Municipality plans to
subm¡t to the Federal and Commonwealth govemment lund proposals lor welfare and community development
as well as permanent capital improvements and public works.

FINAL COMMENTS

The new GASB Statement No. 68, Auounting and Financial Beporting for Pensions, an amendment to GASB Statenent
No. 2Z was effective for the f¡scal year ended June 30, 2015. This Statement rEuires participants of cost-sharing defined
benefit pension plans hat are administered through trusls that comply w¡th certa¡fl criteria to recognize ¡n their financial
statements their proportionate share ol the collective net pens¡on liab¡lity, net pension expense and deferred
outflou¡Mnflows of resources related to pensions. The Municipality's pension plan is administered by the Employees
Retirement System Administration (ESR). The ESR has not ¡ssued its audited financ¡al statements for the fiscal year
ended June 30, 2014 (the plan's measurement date), and as a result, the Municipality of Cayey could not comply wiür the
accounting and financ¡al report¡ng requ¡rements set forth in GASB Statement No. 68. Consequently, the Municipality's
fnancial statements do not report or d¡sclose the required information for its pension plan lor the fiscal year 2014-15.

CONTACTING THE MUNICIPALITY'S FINANCIAL MANAGEMENT

This financial report is designed to provide our citizens, taxpayers, and creditors with a general overview of the
Municipali§'s linances and to demonstrate lhe Municipality's accountability for the money it receives. ll you have
any quest¡ons about this report or need any additional information contact the Finance Department at the
Municipality of Guayama at P.O. Box 360, Guayama, Puerto Bico,00785.
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Assets
Cash and cash equivalents

Cash with f iscal agent

Due from:

Commonwealth Govemment
Federal Govemment

Restricled assets:

Cash and cash equivalents

Cash with f ¡scal agent

Capital assets

Land and construct¡on ¡n progress

Other capital assets, net

Total capital assets

Other assets

Total assets

Lhb¡litftls
Accounts payable and accrued lhbilities

lnterest payable

Due to:

Commonwealth Govemment
Uneamed revenues:

M unicipal license taxes
Federal grants

Noncurent liabilitbs:

Due within one year

Due in more than one year

Total liab¡lities

Net posiüon

Net ¡nvestment in capital assets

Bestricted for
Capital proiects

Debt service
Other purposes

Unrestric{ed

Total net position

Govemmental
Aclivities

$ 7,46r,071

7,000,000

1,981,396

146,383

1,487,835

18,782,7@

73,7U,031
47,106,802

120,840,833

77,145
157.m.423

2,683,120

1,178,305

558,871

5,¿186,015
'186,616

5,716,499

54,079,614

69,889,0«)

87,007,985

2,223,630
7,047,243

(405,266)

(7,985,209)

87,888,383

The accompanying notes are an integral part of these financial statements.
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Net (Expenses)

Rev6nues and

Changs ln Net Posit¡on

Governmenlal
Activ¡ties

General government

Public safety

Public works and san ation

Culture and recrealion

Hea¡th, welfare, and community development

Educat¡on

lnterest on long-term debt

Expenses

$ 11,194,561

2,625,093

16,035,380

2,648,335

5,622,538

1 1,153,176

2,247,032

$ 51,526,115

3,287,485

271,352

26,801

223,613

$ 170,597

67,191

282,500

160,000

3,261,339

10,939,280

1,682,527

$ 1,682,527

(7,736,4791

(2,286,550)

(14,043,552)

12,264,7221
(2,361,199)

(213,896)

10,194,013

4,835,918

2,908,011

4,306,920

554,305

459,479

23,258,646

(7,894,784].

95,783,167

Gonoral róvenue8:

Taxes:

Property taxes

Municipal l¡cense taxes

Salgs and use taxes

Grants and contr¡butions not restr¡cted to specilic programs

lnterest

Misceltaneous

Total general revenues

Change ¡n net position

Net poslt¡on - beg¡nning, as re§tatod

Net posilion - ending

The accompanying notes are an ¡ntegral part of these flnancial statements.
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G€rlerd
Fund

De¡[
SerYlce

Fund

Head

Sb¡t
Fund

Total
Govommeftd

Funds

$ 7,461,071
7,000,000

1,981,396

146,383
4,14il,s4

f,4a7,835
18,782.760

77,.t45

$ 4r,09r,554

Bond Oth€r
lssuanc€g Govemnontal

Fund Furidi

ASSETS

Cash a¡d cash equivabnts
Cash with liscal agent

Due fro.n:

Com m onweallh Govemm ent

Federal Govemment
Olherfúñds

Festricled assets:

Cash and cash equivalents

Cash wih fiscal agent

Other assets

Total ass€ts

I.IABILMES, DEFERRED INFLOWS OF
RESOUFCES, AND FUND BAT.AITCES

Li¡rbilitiee

Accounts payable and accrued lhbilities

Matured bonds and notes payable

Matured interesl payable

oue to:

Com monwealth Govemment

Otherfunds
Uneamed Evenues:

Munidpai lioense tax
Federal Govemmeflt

Tobl [abil¡tag

Dsffi ¡nf,orrc of f€sourceg
Unavaihble revenues:

Commonwealth Govemment

Federal gr¿nls

Totd delen€d ¡nf,ows ol r€€oufrr!

Furd babnc€s
Resricled
Com mlted
Ass¡gned

Unasstned

Total tund balarc€s (deftit)

fotd lhbillües, deftí€d ¡nffows of
resources and fund bebncéa

10,575,n1

S8'225,5,l8 $9t4,ffi0 i 10,575,71

$ 7,46'1,071

7,m0,0@

873,5r9

2,170,493

.
n,145

s17,s8e228

454,019

1,nl,s29

4f18,379

425,681

165,479

146,383

1,973,471

r,062,154
,+35,460

s 3,7&¡,947

§ 1 095,748

5r 0,569

I,558,0S

5,486,015

$
3,410,000

1,178,305

$ 151,814

48,30¿

713,

$ 82,109

1,4ü2,n4

s 1,353,449

469,628

914,060 
',4a4.403

186,616 186,616

2,009.693 17.646.891

§ 2,@3,120
3,410,000
1,178,305

558,871
4,14i|,964

5,,t86,015

1,010,860
164,694

1,175,554

16,240,727

856,650

10,9n,162
(5,816,430)

2.,254,1@

i 41,0a',ss4

8.650,€0 4,s88,305

a71,7N

871,7N

856,650

10.sn,1d¿
l13.7n,7431

8,060,069

¡17,W,228

3,637,2-43

3,637,243

j!@-

2,586

2,586

(2,586)

(2,586)

$91¡1,060

9,09r,368

9,091,368

§10,l¡5,21

139,'t 3'l

162,108

301,239

3,512,116

(2.040. r0r )

1.472.015

s 3,782,947

The accompanying notes are an ¡ntegral part of these financial statemenls.
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Revenu!§

Prope.ty hres
MLn¡c¡pal l¡ce¡se taxes
Sales and us€ taxes

Fe€s, ñnes and charges br services

lnlergorerfinenhl:

Conr¡onwealh Govemmenl
Feder¿i Go/emmerú

lntere't
Miscellaneol§

TohllevenLes

Expe¡ditulEs
Cuñent
Ge¡er¿lgovemmeril
Plblic safety

Pr¡lic worts a¡d sáril¿lbn
CultJG a¡d recealixl
Heallh, welfare and cornmunily developne¡t
Educalioo

oebt serv¡ce:

Principal

lntercst and oh€a chaees
Cadhloriüays

Tohl ep€ndibres

E-xcess (deficierry) of revonl€s orer
(Lrd€4 exp€ndilu¡€s

Olh.. ñmncing soirce3 (uses)

Proce€ds frc.¡ debt issl¡ance

Translers h
Transfers out

fohl oher fuancing sources (uses)

Net dEnge h í.md bahnces

F¡d bahnce (deficit), begirm¡E, as reshbd
F¡d bahic€ (defici0, endirig

4,657,066 $

423,818

- ,o,rr,io
620s

Govemment¡l Govo.nmental
Fundg Funds

$ s 10,277,362
- 21,835,918
- 2,908,011
- 944,585

2,068,700 t0,507,308
3,407,461 14,340,230

579 s54,305
199,098 459,478

5,675,438 61,@7,197

171,916 12,3«1,56'/
32,590 2,59íi,421

263,683 12,170,478
105,400 2,195,390

3,07,046 5,600,37S
_ 11,1m,880

- 3,451,000
- 2,247,W

2,9//,043 3,214,075

6,957,708 54,W,U.

(1,28r,rq 6,917,95

' 4,285,000
158,550 626,972

- (626,972)

158,550 4¿85,000

(1,123,320) 11,202,975

oebl
Se¡v¡ct
Fund

General
Fund

Head gorid

Sl¡.t l8§uances
Fund Fulld

$ 5,620,296 §

21,835,918

2,484,193

944,585

8,48,m8

547.521

260,380

40,13't,501 5.87.089 f0,932.7m

12,164,621

2,560,831

11,906,795

2,089,9$
2,193,331]

165,525

- 3.451,000
- 2247,ú2

237,@2

31,081,095 s,$8,0e2 10.935355 237,W

9,050,406

437,374

089,s98)

247,n6

9,298,182

(610,943) (2,586) \2373B21

4,285.000

31,048
l¡1.t717¿l -

(406,3¿6) 4285,000

0,017269) (2,586) 4,s7,968

(1,238,113) 4.654,512 5,043.400 2,5$5,3q 11.055,134
T----EmGs- -9--58i76 -S--TZEEI Tj¡0-i568- T-ilz¡i¡- -5--Z7ss-;jd,-

The accompanying notes are an integEl part of these financ¡al statements.
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Total govemmental fund balances

Amounts reported for govemmental aclivfiies in the Stalement of Net Pos¡tion

are different because:

Capilal assets used in govemmental activities are nol financhl resources and,

therefore, are not reported ¡n the funds

Other assets are not available to pay curent'period expenditures and, therefore,

are repoied as delened inllows ol resources in the funds:

Due from Commonweallh Govemment:

P.R. Eleclric Power Authotity (PREPA)

P.R. Department ol Labor - Law Num. 52

P.R. Department ol Family - Eady Head Start Program

U.S. Department of Housing and Urban Development ' CDBG Entillement

P.H. Department ol Family - Community Services Block Grant Program

Christmas bonus re¡mbursement

Long-term l¡ab¡lities, ¡ncluding bonds and notes payable, are not due and payable

¡n lhe currenl period and, therelore, are not reported in the funds:

General obligalion bonds and notes

Note payable to CBIM - Law No. 42

Payable to PREPA

Payable to CRIM ' propeny tax advances

Payable to the P.R. Department of Labor' unemployment tax

Compensated absences

Christmas bonus

Cla¡ms and judgments

Landf¡ll obligation

Net positlon of govemmental actlvltles

798,666

139,131

2,586
135,760

26,348
73,063

$ 22,258,109

120,840,833

1,175,554

(s6,386,113)

s 87,888,3&l

39,589,105
107,845

798,666
427,114

132,404

3,570,25f
676,326
417,563

10,666,839

The accompanying notes are an integral part ot these financial statements.
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Ná change ¡n fund balanc* - tolal gorémí:ntal tundg

Amoun§ repor€d br govemmenhl aclivilies in Ít6 Shtsmerf ol Actvites are d¡brefit beca6e:

Govemmenhlfunds report cafihl asseb outays as expenditJres. Hovever, in h€ Shtsmefltof
Actvites he cosl ol ñose asseb is albcaEd over üe¡r esimabd usetul lives and reportsd
as deprechbn expense:

Experd¡lres br capihl asseb

Less: dJnenlyear deprecial¡sl

Revenues in he Shtsm€ot of Activi¡es hat do not provile cx.lnert fnancial resources are nol
reportsd as revenues ¡n he funds:

Chrisfias bonus rdmburssnent (qfiefll year)

P. B. Deparnn fit of Fam ¡ly - Early Heád SWt Program
U.S. Deparinent ol Hous¡ng and Urban Developrnent - C0BG Enttement
P.B. Deparlnent ol Fam ily . Community ServiEs Blod( Grant ProgEm
P.R. Deparlnentol Labor - Law Num. 52

Revenues reportsd ¡n he funds hal are not reportsd as revenues in he StsHnent of Activites:
Properly hxes - General Furd (flnenl year)

Muñicipal lioense Exes
P.R. Electb Power Auhonty (PHEPA)

Chís¡nas bonus reimbursemert (priof yeá4

P.B. Departnent ot Labor - Law Num. 52

Proce€ds tom general obligaloo bonds are oher inarcing sources ¡n he govemmefltsl funds,
but ¡ncrease long-tsrm l¡abili¡es ¡n he Stsgneni of Net Posifoo

ExpendiUres reporbd in he l¡nds whi$ are not reportd as exp€íses in he Shtsment of
Actvites:

Mat¡red bonds and noB píncipal paymen§ (netchange)

Repaymeot of long-Erm debt is an expendUre ¡n he goverfinenBl funds, but reduces loflgtsrm
liabiliies in he StrBn eot of N et Posi¡on:

General obl¡gal}l bonds and notss
Ofier long-tsrm liabililes

Some exp€oses reportsd in he Strtsment of Acivfies do not require he use of afiert fnaricial
resources and, hefebre, are not reporGd as expendilfes:

Cornpensatsd absences

ChrisÍnas bonus

Claims and iudgmen§
Landfll

Change ¡n neÍ positlon of gorémmntal activities

ü-
(1,081,320)

73,063

2,586

135,760

26,W
139,'t3'l

(83,348)

(17,000,000)

(r,r 56,659)
(183,426)

(149,321)

3,156,000

2,624,3ñ

(541,089)

(676,326)

(176,763)

(216,7s1)

§ r'r,202,97s

(1,081,320)

376.888

( 1 8,572,754)

(4.285,000)

295,000

5,780,396

(1,610,969)

s (7,894,784)

The accompanying notes are an integral part of these financ¡al stalements.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Municipality of Guayama (the Municipality) is a local municipal government in the Commonwealth of Puerto
Rico (the Commonwealth) founded in '1736. The Municipali§ has full legislative, fiscal and all other governmental
powers and responsibilities expressly assigned by Public Act No. 81 of August 30, 1991 , as amended, known as
Autonomous Municipal¡iies Act of the Commonwealth of Puerlo Rico (Act No. 81). The Municipal¡ty is one of
seventy-eight municipalities legally separated from lhe Commonwealth's govemment.

The Commonwealth's Constilut¡on provides for the separation of powers ol the executive, legislative and judicial
branches of the Commonwealth and the municipalities. However, the Municipality's governmental system consists
of executive and legislative branches only. A Mayor, elected every four years by the citizens, exercises the
executive power of the Municipali§. The Municipal Legislature, also elected every four years, exercises the
legislative power of the Municipality. The Commonwealth's General Justice Court System, which has lurisdiction
over all the municipalities, exercises the judic¡ary power.

The Municipality assumes either partial or full responsibility for providing services lo its citizens related to public
housing, welfare, public safe§, health, sanitation, education, cullure, recreation, urban development, economic
development, and many other fiscal, general and adm¡nistrative services.

The basic financial statements of the Municipal¡ty have been prepared in conformily with Generally Accepted
Accounting Principles as applied to local governmental units ¡n the United States of America (US GAAp). The
Governmental Accounting Standards Board (GASB) is the standard-setting body for governmental accounting and
financial reporting. The GASB periodically updates its governmental accounting and linanc¡al reporling standards
which, along with subsequent GASB Slatements and lnterpretalions, constitute GMP for govemmental ent¡ties.

A. Financial report¡ng entity

The financial reporting entity included in this report consists of the financial statements of the Mun¡cipality of
Guayama (primary government) and organizalions for which the primary government is ¡nancáily
accountable. ln addition, the primary government may determine, through exercise of management's
professional judgment, that the inclusion of an organization that does not meet the financial accountability
criteria is necessary ¡n orderto prevent the reporting entity's financial statements from being misleading. Other
ent¡ties should be evaluated as potential component unils if they are closely related to, or linancially integrated
with, the primary govemment. lt is a matter of prolessionaljudgment to determine whether lhe nature and the
significance of a potential componenl unit's relationship wilh the primary government warant inclusion in the
reporting enlity. An entity should be considered a component unit if meets any oi the follow¡ng three conditions:

l. The primary govemment appo¡nts a voiing majority of the entitys governing body, and either:

r A financial benefii/ burden exist between the primary government and the ent¡ty or. The primary government can impose its will on the entity.



NoTE 1 - SUMMARY 0F STGNIF|CANT ACCoUNTTNG pOLtCtES (CoNTINUED)

2. The entity ¡s fiscally dependent on the primary government and there is a financial benefit/burden between
the primary government and the entity.

3. lt would be necessary to include the entity as a component unit since the primary governmenfs financial
statements would be misleading without it.

ln addition, "special criteria' applies when evaluating a legally separate, tax-exempt organization as potenlial
component unit. Specifically, such entities must be treated as component units if they meet all of the following
crileria:

1. The economic resources received or held by the separate organization are entirely or almost entirely for
the direct benefit ol the primary govemment, ils component units, or ¡ts constituents.

2. The primary government, or ¡ts componenl units, ¡s entitled to, or has the ability to otherwise access, a
majority of the economic resources received or held by the separate organization.

3. The economic resources received or held by an individual organization that the specific primary
government, or its component units, is entitled to, or has the ability to otherwise access, are significant to
the primary government.

Legally separate, tax€xempt organizations that do not meet the above special criteria should slill be included
as a component unit if the linancial statements of the primary government would be misleading without them.

There are two methods of presenlation o, the component unit in the financial statements: (a) ó/endrfrg the
financial data of the component units' balances and transactions and (b) dBcrefe presentation of the
component units financial dala. When a component unit functions as an integral part of the primary
government, ¡ls data is b/endedwith those of the primary government(hlended componenf unlts). That is,
the component units funds are treated just as though they were funds of the primary government with one
exception: the general fund. Component units should be reported as blended ¡f meets any of the following
criteria:

1. The component units goveming body is substantively the same as the governing body of the primary
government and there is either:

o A financial benefiu burden exist between the primary government and the entity or
. Management of the primary governmenl has operational responsibility for the primary government.
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NoTE 1 - SUMMARY 0F StGNTFICANT ACCOUNTTNG poltctES (CoNT|NUED)

2. The component unit provides services entirely, or almosl entirely, to the primary government or othenvise
exclusively, or almost exclusively, benef its the primary government.

3. The component un¡t's debt is expected to be paid by the pr¡mary government.

Otherwise, the component unit should be presented as discrete. Those component units do not function as
an integral part of the primary government and its data ¡s presented discretely (separately) ÍÍ0m the data of
the primary governnenl ("discretely component un¡ts1. Legally separate, tax-exempt organizations that meet
the special criteria should be included as discretely component units.

Based on the above criteria, there are no potential component units which should be included as part of the
financial statements.

B. Financial statement presentaiion, measurement focus, and basis of accounting

The financial report of the Municipality consists of the Management's Discussion and Analysis (MD&A), basic
financial statements and required supplementary information other than the MD&A. Following is a summary
presentation of each, including the measurement focus and basis of accounting. Measurement focus is a term
used to describe which transactions are recorded within the various financial statemenls. Basis of accounting
refers to when transactions are recorded regardless of the measuremenl locus:

Manaqement's Discussion and Analvsis

It provides a nanative introduction and analytical overview of the Municipality's financial activ¡ties.

Basic financial statements

The basic financial statements include both the government-wide and fund financial statements. Both sets of
statements categor¡ze primary activities as governmental type, which are primarily supported by taxes and
intergovernmental revenues.

. Government-wideFinancialStatements(GWFS)

The government-wide financial statements cons¡sl of a Statement of Net Position and a Statement of
Activities. These statements are prepared using the economic rcsources measurement focus, which
refers to the reporting of all of the net position available to the governmental unit for the purpose of
providing goods and services to the public. The statements are reported on the accrual basis of
account¡ng. Revenues are recognized in the period earned and expenses in the period in
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NoTE 1 - SUMMARY 0F StcNtFtCANT ACCoUNTTNG pOLtCtES (CoNT|NUED)

which the associated liabil¡ty is incuned, regardless of the timing of related cash llows. Fiduciary
activities, ¡f any, whose resources are not available to finance government programs, are excluded Írom
the government-wide statements. The effect of interjund activities is eliminated.

The Statement of Net Posilion presents all of the reporting entity's non-fiduciary assets, deterred outflows,
liabilities and defened inllows, with the ditference reported as net position. The Statement of Activities
reporls revenues and expenses in a format that focus on the nel cost of each function of the Municipality.
Both the gross and net cost of the function, which is olherwise being supported by the general govemment
revenues, is compared to the revenues generated directly by the function This Statement reduces gross
direct expenses, including depreciation, by related program revenues, operating and capital grants, and
contributions. Direct expenses are those that are clearly identifiable with a specific function. As a policy,
indirect expenses are not allocated in the Statement of Activities. Program revenues must be directly
associated with the function.

The types of transactions ¡ncluded as program revenues are: charges for services, fees, rent, licenses
and permits; operating grants which include operating-spec¡lic and d¡scretionary (either operal¡ng or
capital) grants; and capital grants which are capitaFspecific grants. lnternally dedicated resources
are reported as general revenues rather than as program revenues. Likewise, general revenues include
all taxes. Property taxes (imposed non-exchange transactions) are recognized as revenues in the year
for which they are levied and municipal license taxes and sales and use taxes (derived tax revenues)
when the underlying exchange has occurred and time requirements are met. Revenues on both operating
and capital grants are recognized when all eligibility requirements (including time requirements) imposed
by the provider have been met. For certain expenditure-driven grants, revenue is recognized after
allowable expenditures are incurred.

fte Municipality reports unearned revenues ¡n the government-wide statements. Unearned revenues
arise when resources are received before the Mun¡cipal¡ty has a legal claim to them (such as advances
ol derived lax revenues) or before applicable eligibility requirements are met (in case of certain federal
expenditure-driven grants if resources are received before allowable expenditures are incuned). ln
subsequent periods, when the Municipality has a legal claim to the resources, the liability for unearned
revenues is removed from the statement of net position and lhe levenue is recognized.

¡ Fund Financial Statements (FFS)

The financial lransactions of the Municipality are recorded in individual funds, each of which are
considered an independent fiscal entity. Each lund is accounted for by providing a separate set of self-
balancing accounts that comprise its assets, defened outflows, liabilities, deferred inflows, fund equity,
revenues and expenditures. Funds are segregated according to their intended purpose
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which helps management in demonstrating compliance with legal, financial and contractual provis¡ons.
Governmental Funds are those through which most governmental functions of the Municipality are
financed. The governmental fund statements include a Balance Sheet and a Statement of Revenues,
Expenditures and Changes in Fund Balances with one column lor the general fund, one for each ma¡or
fund and one column combining all non-major governmental funds. Malor funds are determined based
on a minimum criter¡a, that is, a percentage of the assets and defened outflows; liabilities and delerred
inflows; revenues or expenditures or based on the Municipality's official's criteria if the fund is particularly
important to linancial statement users.

The Municipality reports the follow¡ng major governmental funds:

General Fund - This is the general operal¡ng fund oi the Munic¡pal¡ty. lt is used to accounl for and report
all financial resources not accounted for and reported in another lund.

Debt Service Fund - this fund is used to account for and report financ¡al resources that are restricted
for expendilure for the payment of principal and ¡nterest of general and special obligation bonds and
notes issued by the Municipali§. This fund accounts for the resources of three individual lunds: 1) 'CAE
Fund," the sinking fund which accounts for the 3.25% of property taxes collected by the Municipal
Bevenue Colleclion Cenler (CRIM); 2) "Municipal Redemption Fund," the sinking fund that accounts for
the 0.2% of the 0.5olo collected from the sales and use lax that is, by law, deposited in the Governmental
Development Bank (GDB) for the linancing of loans to Municipalities; and 3) operational loans that are
pa¡d from the general lund's operating revenues.

Head Sta¡t Fund - This fund is used to account for and report revenues sources received from the U.S.
Department of Health and Human Services thal are restricted for expenditure for the activities performed
under the Head Start and Early Head Start programs. These activities consist of providing services to
pregnant women and children (birth to 5 years-old) and their families that are under the poverty tine or
are eligible for public ass¡stance.

Bond lssuances Fund - This fund is used to account fund and report the financial resources received
from the ¡ssuance of general and special obligations bonds and notes for capital outlays, includ¡ng the
acquisition, development and improvement of capital assets.

The FFS are accounted for usinglne cürent financial resources measurement focus and lhe modified-
accrual basis of accounting. Under this method of accounting, revenues are recognized when they are
susceptible to accrual (i.e. both measura ble and availabte). Revenues are considered to be available
when they are collectible w¡thin the cunent period or soon enough thereatter to pay liabilities of the
current period. For this purpose, the Municipality considers revenues to be available if they are collected
within 60 days of the end of the cunent fiscal period.
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Revenues susceptible lo accrual include prope§ taxes, recognized as revenue in the year for which
they are levied; municipal license taxes and sales and use taxes, recognized when the underlying
exchange has occurred and time requirements are met; and interest. ln applying the susceptibté tó
accrual concept to intergovernmental revenues, revenues are recognized when all eligibility
requirements (including t¡me requirements) imposed by the provider have been met and revenuó
becomes available. There are, however, essentially two types of these revenues. ln the first case, on
expendituredriven grants, monies must be expended on the specific project or purpose (eligibility
requirement), before any amounls are paid to the Municipality. Revenue is, therefore, recognized ai
expenditures are incurred to the extent available. ln the other cases, monies are virtually unreslricted
and are generally revocable only for failure to comply with prescribed compliance requirements. ln lhese
cases, revenues are recognized at the t¡me of receipt or earlier, if the susceptible-to-accrual criterion is
met. Licenses and permits, charges for services, renl, lines and miscellaneous revenues are generally
recorded as revenues when received or are recognized earlier if the susceptibte-to-accrual criterion is
met.

The Municipali§ reports uneamed revenues in the governmental funds statements. Unearned revenues
arise when resources are received before the Municipali§ has a legal claim to them (such as advances
of derived tax revenues) or before applicable eligibility requirements are met (¡n case of certa¡n federal
expenditure-driven grants, if resources are received belore allowable expenditures are incuned). ln
subsequent periods, when lhe Munic¡pality has a legal claim to the resources, the liabilis lor unearned
revenues is removed from the balance sheet and the revenue ¡s recognized.

Expenditures are generally recognized when the related liabil¡ty is incurred as under accrual basis of
accounting. certain exceptions to this lundamental concept include the lollowing: (1) payments ol
principal and interest on general long{erm debt, which are recorded as expenditures when due, except
for principal and interest due on July 1 (in this case, amounts are recorded as liabilities and expenditures
on June 30 since amounts have been accumulated or translerred to the debt service fund belore July 1

payments are made) and (2) vested compensated absences, claims and judgments and special
termination benefits, which are recorded as expenditures only to the extent that they are expected to be
liquidated with expendable financial resources (in the GWFS, the expense and related accrual Iiability
for long-term portions of debt must be included).

Long'term assets and those assets that will not be converted into cash to satisfy current liab¡lities are
generally not accounted for in the accompanying Balance sheet - Governmental Funds of the FFS.
Likewise, long{erm liabil¡ties (generally, those un-matured that will not require the use of current financial
resources to pay them) are also not accounted for in the FFS.
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Since the FFS are presented on a differenl measurement focus and basis of accounting lhan the GWFS,
reconciliation is necessary to expla¡n the adjustments needed to transform the FFS into the GWFS. This
reconciliation is parl of the financial statements.

Notes to f¡nancial statements

The notes to financial statements provide information that is essential to a use/s understanding of the
basic f inancial slatements.

Requi¡ed Supplementarv lnformation (RSll

The Required Supplementary lnformation consists ol the Budgetary Comparison Schedule - General
Fund, the Schedule of the Municipalitfs Proportionate Share of the Nel Pension Liability, and the
Schedule of Municipality Contributions, as required by GASB.

C. Financialrepoñ¡ngpresentation

The accounls of the Municipali§ are organized on the basis of funds, each of which is considered a separate
accounting ent¡ty. The operations of each fund are accounted for with a separate set of sell-balancing
accounts that comprise its assets, liabilities, fund equity, revenues, and expendilures. Fund types are as
follows:

General Fund - ls the Mun¡cipality main operating fund used to account for and report all financial and
reporled resources and governmental activities, except for those required to be accounted for in another lund.
It ¡s presumed that the Municipality's governmental activities have been reported in the general lund excepl
for transactions for which one of the following compelling reasons has required the use of another lund: (i)
legal requirements, (2) USGMP requirements or (3) the demands of sound financial administration requiring
the use of a governmental fund other than the general fund. lts revenues consist mainly of taxes, licenses and
permits, intergovernmental, charges lor services and other.

Special Revenue Fund - ls a govemmental fund used to account for and report the proceeds ol specific
revenue sources (other than trusts lor individuals, privale organ¡zations, or other governments or for major
capital projects) that are legally restricted or committed to expenditure for specified purposes other than debt
serv¡ce or capital projects. Resources restricted or committed to expend¡ture lor purposes normally financed
from the general fund are generally accounted for in the general fund provided that all applicable legal
requ¡rements can be appropriately satisfied and the use of special revenue funds is not required unless they
are legally mandated.
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Capital Ptojects Fund - is a governmental fund used to account for and report financial resources that are
restricted or committed to expenditure for capital outlays, including the acquisition or conslruclion of major
capitalfacilities, includ¡ng those outlays f¡nanced by the general and general obligation bond proceeds (other
than those financed by proprietary funds or in trusl funds for individuals, private organizations, or other
governments).

The use of the capital projects funds has been limited to only for major capital acquisitions, construction or
improvement activities that would distort financial resources trend data il not reported separately from the
other Mun¡cipal¡tys operating activities. The rouline purchases of minor capitalizable assets (such as furniture,
oflice equipment, vehicles and other minor capital assets or improvements) have been reported in the
governmental fund from which financial resources were used for the payment.

Debt Service Fund - is a major governmental fund used to account for and report for the accumulation of
financial resources that are restricted for, and the payment of, principal and interest for: (1) bonds payable for
which debt service payments are legally mandated to be accounted for ¡n a debt service fund and (2) certain
special long-term obligations for which the Municipality is been accumulating financial resources in advance
to pay principal and interest payments maturing in future years.

D. Deposits and investments

The Municipality's cash and cash equivalenls consist of cash on hand, demand deposits, and short-term
investmenls with original maturities of three months or less from the date of acquisition. Nonnegotiable
cerlilicates of deposits w¡th original maturi§ of more than three months are considered time deposits as
required by current standards. The Municipality lollows the practice of pooling cash of all funds except for
certain Commonwealth's grants, restricted funds generally held by outside custodians and federal grants.
Available pooled cash balance beyond immediate needs is invested in certificates ol deposits. Cash and cash
equivalents related to Commonwealth and Federalgrants (including Commonwealth Legislature Resolutions)
are restricted since their use ¡s limited by applicable agreements or required by law.

The laws and regulations of the Commonwealth of Puerto Rico authorize the Munic¡pality to invest only in
obligations of the Commonwealth, obligalions of the Uniled States of America, certificates of deposiis,
commercial paper, bankers' acceptances, or in pools of obligations of the municipalities of Puerto Rico, which
are managed by the Governmental Development Bank.

E. Restricied assets

Restricted assets are liquid assets which have third-party l¡mitations on their use. Cash and cash equivalents
related to Commonwealth and Federal grants (including Commonwealth Legislature Resolutions) are
restricted since their use is limited by applicable agreements or required by law.
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Restricted cash with liscal agent in the debt service fund consists ol lhe undisbursed balance of proper§ and
sales and use tax collections retained by the Commonwealth of Puerto Rico, which are restricted for the
repayment ot the Municipali§'s general and special obligation bonds and notes as established by law.
Restricted cash with fiscal agent of the other govemmental lunds represents the undisbursed proceeds of
certain bonds, loans or grants which are mainiained in a cash custodian account by the GDB or a federal
government agency.

F. Receivables and due from governmental entities

Beceivables are siated net of estimated allowances for uncollectible accounts, which are determined upon
past colleclion experience and current economic conditions. Amounts due lrom Commonwealth government
in the general and debt service funds represent property tax revsnues of the cunent fiscal year collected by
the CRIM on the subsequent fiscal year. Amounts due from Commonwealth and federal governments reported
in the special revenue or cap¡tal projec{ funds represent amounts owed to the Municipality for the
reimbursement of expenditures incurred pursuant to federally funded or state lunded programs.

G. lnter-fund receivables and payables

Activities among funds lhat are representative of lending/borrow¡ng arrangements outstanding at the end ol
the fiscal year are refened to as either "due from/to other funds'(i.e., the current portion of inter-fund loans)
or 'advances to/from other funds" (i.e., the non-current portion of inter-fund loans). All other outstand¡ng
balances among funds are reported as 'due from/to other funds'.

Advances between funds, as reported in the lund financial statements, if any, are reported as "nonspendable'
in the lund balance seclion of the Balance Sheet to indicate that they are not available for appropriation and
are not expendable available financial resources.

H. lnventories

The Municipality purchases gasoline, oil and other expendable supplies held lor consumption. The cost of
those purchases is recorded as expenditure when incurred ¡n the appropriate fund but the year-end inventory
is not recorded in the Statement of Net Position, as management believes is not significant.

l. Capital assets

Capital assets reported ¡n the governmental activities in the Statement of Net Position include proper§,
equipment and infrastructure assets (e.9., roads, bridges, sidewalks and similar items. The Municipality
defines capital assets (except infraslructure assets) as assets with an individual cost of more than $500 and
an estimaled useful life in excess of one year. lnfrastructure assets are capitalized based on a percentage of

30



NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

the estimated useful life. The cost of normal mainlenance and repairs that do not add to the value of the assets
or materially extend assets lives are not capitalized. Major outlays for capital assets and improvements are
capitalized as p§ects are constructed.

Capital assets are capitalized at historical cost or estimated historical cost if historical cost is not available.
Donated assets are recorded as capital assels at their estimated fair market value at the date of donat¡on. All
capital assets, other than land and construct¡on in progress, are deprecialed using the straight-line method
over the following useful lives:

Desc¡iption Usetul Life

Buildings and site improvements
lnfrastructu re

lnf rasf ucture improvements
Equipment

Computers
Works of art
Furniture and lixtures
Vehicles

40 years

40 years
15 years

5 years

3 years

10 years

5 years

5 years

In accordance with current account¡ng standards, capital assets are reviewed for impairment. lmpairment
occurs when there is a significant decline ¡n asset service utility due to the occurrence of a prominent event
or change in circumslances affecting the assel. Current standards provide guidance for accounting and
reporting for impa¡rment and lor insurance recoveries.

Deferred outflows/inflows ot resources

ln addition to assels, the Statement ol Net Position will sometimes report a separate section for deferred
outflows of resources. This separate financial statement element, defened outflows of resources, represents
a consumption of nel position that applies to a future period(s) and so will not be recognized as an outllow of
resources (expense/ expenditure) until then.

ln addition to liabilities, the Statement of Financial Position will somelimes report a separate seclion for
defened inflows of resources. This separale financial statement element, defened inflows of resources,
represents an acquisition of net position that appl¡es to a future period(s) and so will not be recognized as an
inflow of resources (revenue) until that time. The government has three ¡tems that qualify for reporting in this
category:
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1. Government-mandated or voluntarv non€xchanqe transactions received belore the time
requirements have been met - Federal and state grants received before the beginning of the fiscal
year to which they pertain are recognized as defened inflows ol resources on both the Balance Sheet ot
the governmental funds and in the government-w¡de Statement of Net Position. The amounts delerred
would be recognized as an inflow of resources (revenue) ¡n the period in which the time requirements
are fulfilled.

2, Unavailable revenue reoorted under the modified-basis of accountinq - Amounts collected or to be
collected after the availability period are recognized as unavailable revenue in the governmental funds'
Balance Sheet. The amounts are defened and recognized as an inflow of resources (revenue) in the
period that the amounts become available. Since this defened inflow of resources is the result of the
modified-accrual basis of accounting, it is only reported in the govemmental fund financial statements.

3. Defened outflows/inflows of resources rclated lo pensions - Amounts reporled for changes in the
calculation of the net pension liabili§ that result lrom: a) diflerences between expected and actual
experience; b) changes of assumptions; c) nel difference between projected and actual earnings on
pension plan investments; d) changes in proportion and difference between Municipality's contributions
and proportionate share of contributions; and e) Municipality's contributions subsequent lo the
measurement date.

K. Long-term obligations

Long-term debt and other long-term obligations, which are reported as liabilities in the govemmental activities
column in the Statement of Net Position, include general and special obligation bonds and notes, liabilities for
compensated absences, claims and judgments, landfill closure and posl-closure costs and longterm liabilities
to other governmental entities.

Related bond issuance costs, whenever rise, are reporled as curent outflows of resources in the Statement
of Act¡v¡ties, as required by current standards. Governmental fund types recognize bond issuance costs as
expenditures during the current period. Those ¡ssuance cos1s, whether or not withheld from lhe actual debt
proceeds received, are reported as expenditures in the appropriate fund.

L. Compensatedabsences

The Municipality's employees accumulale vacation, s¡ck leave and compensalory time based on continuous
service. Compensated absences are recorded as a liability if ( l) are earned on the basis of serv¡ces already
performed by employees, (2) it is probable that will be paid (in the form ol paid time off, cash payments at
termination or retirement, or some other means) and (3) are nol contingent on a specific event (such as
illness).The compensaled absences are accumulated on the basis of 272 days per month of vacation and 172
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days per month ol sick pay and compensatory t¡me up to a maximum of 60 days of vacations and g0 days of
sick leave. Upon separation from employment, the accumulated vacations are liquidated up to the maximum
number of days. Accumulated sick leave, which is accrued based on all vesting amounts for which payment

is probable, is liquidated to employees wilh I0 years or more service up to the maximum number of days.

The accrual ol compensated absences includes estimated payments that are related to payroll. The entire
compensated absence liabillty is reported on the government-wide financial slatements. For governmental
lund financial statements, lhe current portion of unpaid compensated absences is the amount thal is normally
expected to be paid using expendable available financial resources. The non{urrent portion of the liab¡l¡ty is
not reported.

Pursuant to Law No. 152 of August 20, 1996, effective July 1, 1997, the Municipality is required to pay any
excess ol vacations and sick leave accumulated over g0 days as of December 31 of each year. Payments
should be made on or before March 3l of the following year.

M. Claims and iudgments

The estimaled amount of the liability lor claims and ludgments, which is due on demand, such as from
adjudicated or settled claims, is recorded in the general fund when they matured (generally, when payment is
due). The accompanying government-wide financial statements include an amount estimated as a contingent
l¡ability for liabilities as incuned.

N. Net position

ln the governmentwide statements, assels plus detened outflows of resources less liabiliiies and deferred
inflows ol resources equal net position, and should be displayed in three components: net investmenl in capital
assets, restricted, and unrestricted, as follows:

r¡et investmenr in capitar assets: 
ff::':§ 1,'ffiil:nB H;i.::'#iJflfr,"fr:ffi:':J,fl['ff ?] [: 'Jslil]i:x:
construction, or ¡mprovement of üose assets. Delerred outflows ol resoufces and deferred
inflows of resources that are attr¡butable to üre acqu¡sition, construction, or ¡mprovement of
those assets or related debt also should be included in th¡s component of net posit¡on. The
porlion of the debt or defeíed inflows of resources attributable to the unspent debt proceeds
is not included in the calculat¡on of net ¡nvesúnent ¡n capital assets. lnstead, the port¡on of
the debt or deferred inllows of resources is included in he same net position component
(restricted or unrestricted) as the unspent amount.
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Resficted net posillon: The restricted component of net posrt¡on consists of restricted assets (subiect to restrictions
beyond he Municipality's control) reduced by liabilities and deferred ¡nflows of resources
related to $ose assets. Generally, a liability relates to restricted assets if the asset results
from a resource flow that also results in the recognition of a liability or if the liabil¡ty will be
l¡quidated wih the restricted assets reponed. Restrict¡ons are extemally imposed (by
cred¡tors, grantors, contributors, or laws and regulat¡ons of oher govemments) or imposed
by the law through const r.¡tional provisions or enabling legislation.

Unrestricted net pos¡tion is the net amount of the assets, defered outflows of resources,
liabilities, and deferred inflows of resources that are not ¡ncluded in the determinat¡on ot net
¡nvestment in capital assets or he restñcted component of net pos 'on. Unrestricted net
position ¡s often designated to indicate hat management does not consider them to be
ava¡lable for general operal¡ons. These types of constrainls are intemal and management
can remove or mod¡fy them.

lJnrestrlct€d net position:

0. Net position flow assumption

Sometimes, the governmenl will fund outlays for a particular purpose trom both resficted Gestricted bond or
grant proceeds) and unrestricted resources. ln order to calculate the amounls to report as restricted - net
position and unrestricted - net posit¡on in the govemment-wide financial statements, a flow assumption must
be made about the order in which the resources are considered to be applied. lt is the govemment's policy to
consider restricted - net position to have been depleted before unrestricted - net posilion is applied.

P, Fund balances

The GASB Statement No. 54 Fund Balance Repoiing and Govemmental Fund Type Defrnitrbns ('GASB No.
54') establishes accounting and reporting standards for all governments that report governmental funds. lt
also establishes criteria for classifying fund balances into specifically defined classifications and clarifies
definitions lor governmenlal lund types. These classifications comprise a hierarchy based primarily on the
extent to which the Municipality is bound to observe constraints upon the use of lhe resources reported. The
classifications are as follows:

Nonspendable:

Besirictéd:

Amounts that cannol be spent because are either (a) nol in spendable form or (b) legally or
contractually rquired to be ma¡ntained intact.

Amounts constrained by extemal parties (creditors, grantors, contributors, or laws and regulalions of
other govemments), imposed by hw through constitut¡onal prov¡sions or by enabl¡ng leg¡slation.
Enabling leg¡slation authorizes the Municipal¡ty to assess, levy, charge or otherwise mandate
payment or resources (from extemal resource prov¡ders) and ¡ncludes a legally enforceable
requirement üat those resources be used onty for the specif¡c purposes st¡pulated ¡n the leg¡slalion.
Legally enforceability means hat he Munbipal¡ty can be compelled by an extemal party such as
citizens, public ¡nterest groups, or he iud¡ciary to use resources created by enabling legislat¡on only
lor the purposes spec¡lied by the leg¡slation.
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Committed: Amounts hat can be used only for the spec¡fic purposes pursuant to constraints imposed through
formal action (ord¡nance or resolut¡on) by consent of the govemment's highest level of dec¡s¡on-
making auhonty, which in the case ol the Munic¡pal¡ty is he Mayor and the Mun¡cipal Leg¡slature.
Those committed amounts cannot be used for any other purposes unless he Mayor and the
Mun¡cipal Legislature remove or change the spec¡fied use by taking the same type of action
(ordinance or resolution) hey employed to commrt those amounts. Formal action to commit fund
balance to a specific purpose should occur prior to the end of the fiscal year, but the amount, if any,
which w¡ll be sub¡ect to the constraint, may be determined in the subsequent period.

Amounts that are constrained by he Municipality's intent to be used lor specific purposes, but are
neiüer restricled nor committed. ln dist¡nst¡on to committed balances, he auüority for making an
assignment ¡s not required to be the govemmenfs highest level of decis¡on-mak¡ng auhority, (bolh
the Mayor and üe Munic¡pal Legislature). lt ¡s $e irun¡cipalüy's policy that ¡ntent can be expressed
by the Mayor, the F¡nance Director (the official to which the Mayor has also delegated üe authonty
to assign amounts) or by any oher officialor body to which he Mayor delegates. Furthermore, the
nature of üe actions necessary to remove or modify an assignment ¡s not as prescriptive as ¡t ¡s with
committed fund balances. Wih the exception of the general fund, lhis is he residual fund balance ol
the class¡lication of all governmental funds wrh pos¡t¡ve fund balances. Acl¡on taken to ass¡gn fund
balance may be made after year-end.

ls the residual classification for the general fund and includes all spendable amounts not restricted,
committed or ass¡gned. The general fund is the only lund that reports a pos ¡ve unassigned fund
balance amounl. Foralloher govemmentalfunds he unassigned class¡lication is used onlyto report
a def¡cit balance resulting lor he overspending for specific purposes for which amounts had been
restricted, commrtted or ass¡gned.

Ass¡gned:

Unassigned:

The Municipality reports resources constrained to stabilization as a specified purpose (restricted or committed
fund balance in the general fund) only if: 1) such resources meet the other crileria lor those classilications, as
described above and 2) the circumstances or conditions that signal the need for slabilization are identilied in
suflicient detail and are nol expected to occur routinely. However, the Municipali§ has not entered into any
stabilizationlike arangements, nor has set aside material financial resources for emergencies and has not
established formal minimum fund balances amounts as of lor the fiscal year ended June 30, 2015.

Q, Fund balance flow assumptions

Sometimes, the government will fund oullays for a particular purpose from both reskicted and unrestricted
Iesources (the total of committed, assigned, and unassigned fund balance). ln order to calculate the amounts
lo report as restricted, committed, assigned, and unassigned fund balance in the governmental lund financ¡al
stalements, a flow assumption must be made about the order in which the resources are considered to be
applied. lt is the governments policy to consider resficted fund balance to have been depleted before using
any of the components of unrestricted fund balance. Furthermore, when the components of unrestricted fund
balance can be used for the same purpose, committed fund balance is depleted first, followed by assigned
fund balance. Unassigned fund balance is applied last.
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R. Accounting for pension costs

Ihe Municipality adopted the provisions of GASBS No. 68, Accounfing and Repning for Pensions - an
amendment ot GASB Statenent No. 27, ud GASBS No. 71, Pension Transition for Contibutions Made
Subsequent to he Measurcment Date, which amended GASBS No.6B.

The Municipality accounts for pension costs fom the standpoint of a participant in a multi-employer cost-
sharing plan. Accord¡ngly, the net pension liabili§, pension expense and defened outflowlinflows ol
resources recognized in the accompanying basic financial statements are equal to the Municipality,s
proportionate shares ol the collective net pens¡on liability, pension expense and collective deferred
outflowlinflows ol resources reported lor the pension plans'trusl by the plan's admin¡strator as ol the
measurement date. ln addition, if the Municipalitt's annual contributions are less than the statutorily required
amounts, a liability is recorded for any unpaid balances.

For lhe purpose of applying the requirements of GASBS Nos. 68 and 71, the Commonwealth of puerto Rico
is considered to be the sponsor of the Employees' Heliremenl System of the Govemment of Puerto Rico and
its lnstrumental¡ties (ERS), a mulli-employer hybrid defined contribution plan in which the employees ol the
Municipality participate. lhe Municipali§ is considered a partic¡pant, and not a sponsor, of ihis ret¡rement
system since the majori§ of the participants in the aforementioned pension lrust fund are employees of the
Commonwealth of Puerto Rim and the basic linancial statements of such relirement system are-part of the
Commonwealth's financial reporting enti§.

For purposes of measuring the net pension liab¡l¡ty, defened ouflowlinflows of resources related to pensions
and pension expense, infomation about the fiduciary net position of the ESR plan and additions to/reductions
f9r1t!9 ESR plan's liduciary net pos¡tion have been determined on the same bas¡s as they are reported by
the ESF. For üis purpose, benefit payments (including relunds of employee contributions) are recognizeá
when due and payable in accordance with the benef¡t terms. lnvestments are reported at fair value.

S. lnter-fund and intra+ntity transactions

The Municipality has the following types of transactions among funds:

1. operatino transfers - Legally required transfers lhat are reported when incuned as 'Transfers-¡n' by the
recipient fund and as 'Transfers-out" by the disbursing fund.

2. lntE+ntitv tran§actions - Transfers belween the funds of the primary government are reported as inler-
fund transfers with receivables and payables presented as amounls due to and due from other lunds.
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T. Riskfinancing

The Municipality carries commercial insurance that consists ol professional, public responsibility, property and
theft, auto and lidelity bond coverage. Under Law Num.63 ol June 21,2010, the Legislature of the
Commonwealth of Puerto Rico authorized the munic¡palities to procure and manage, at the¡r own discretion,
all insurance policies, including those relaled to the health plans provided to the municipal employees. The
Munic¡pality's commercial insurance and health plan coverages are procured and negot¡ated through a single
insurance broker. The broker obtains quotes from the different insurance companies and the Municipality's
management makes the selection based on coverage and price. The total cost of the annual premiums is
financed through a payment plan made with an insurance financing company, and the monthly paymenls are
deducted from the advances ol property tax and amounts ol the municipal equalization fund sent to the
Municipality by the CRIM.

The Municipali§ obtains workers' compensation insurance through the Stale lnsurance Fund Corporation
(SIFC), a component unit of the Commonwealth of Puerto Rico. This insurance covers workers againsl
iniuries, disability or death because of work or employment-related accidents, or because of illness suffered
as a consequence of their employment. The annual premium is also deducted hom the monthly advances
issued by the CRIM.

The Municipality obta¡ns unemployment compensation, nonoccupational disability, and drivers' insurance
coverage for its employees through various insurance programs administered by the Puerto Rico Deparlment
of Labor and Human Besources (DOL). These insurance programs cover workers against unemployment and
provide supplementary insurance coverage for temporary disability or death because ol work or employment-
related accidents or due to a non-occupational disab¡lity. The unemployment and non-occupational disability
insurance premiums are paid directly lo DOL on a cost- reimbursement basis; the drivers' insurance prem¡ums
are paid based on the number of workweeks worked by each employee covered by law.

U, Use of estimates

The preparation of the basic financial statements in conformity with USGMP requires management to make
estimates and assumptions that atfect the reported amounts of assets and liabilities and the disclosure of
cont¡ngent assets and liabililies at the date of the basic financial statements, and the reported amounts of
revenues and expenditures during the reporting period. Actual amounts could differ from those estimates.
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NoTE 1 - SUMMARY 0F StcN|F|CANT ACCoUNTTNG pOLtCtES (CONTTNUED)

V, Future adoption of accounting pronouncements

The GASB has issued the lollowing stalements, which the Municipallty has not yet adopted:

1. GASB Statement No. 72 "Fair Value Measurement and Apolication." The provisions of this Statement
are etfective for f¡scal years beginning after June 15, 2015 (liscal year ended June 30, 2016).

GASB Statements 67 and 68." The provisions of this Statement are ettective tor tiscafea[T{iñnrng
atter June 15, 2015 (liscal year ended June 30, 2016), except those provisions lhat address em[loyers
and governmenlal nonemployer contributing entities tor pensions that are not within the siope of
Statement 68, which are eflective for fiscal years beginning alter June 15, 2016 (fiscal year ended June
30,2017).

3. GAS? SEle{nent No. 74' rnan
Pensions." The provisions of this Statement are effective for fiscal years beginning atter ,June l S, 2Ot6
(fiscal year ended June 30,2017).

4. ESB§tatement No.Ts " ts Orher
Than Pensions"' The provisions of this Statement are etfective for fiscal years beginning after ,June tS,
2017 (f¡scal year ended June 30,2018).

5. 9A§E§lalQoQilt{o. 76 "Ihe Hierarchv of Generallv Accepted Accountino Princ¡oles for State and
Local GoYernments," The provisions ol this Statement are eflective for fiscal years Oegtnnrng after June
f5, 2015 (fiscal year ended June 30, 2016).

GASB Statement No. 7 "Tar Abatement Disclosures." The provisions of this Statement are effeclive
for fiscal years beginning after December 15, 20,l5 (fiscal year ended June 30, 20.l7).

9ASP Statement No.T Benef¡t
Pension Plan". The provisions of lhis Statement are effective for fiscal years beginning December 1S,
2016 (fiscal year ended June 30, 2017).

G.A§B §tratement No. 79 "Certa¡n External lnvestment Pools and Pool Participants". The provisions
ol this Statement are effective for fiscal year beginning after June 30, 2015 (fiscal year ended June 30,
2016).

7.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

9. GASB Statement No. 80 "Blendinq Requirements for Certain Comoonent Units-an amendment of
GASB Statement No. 14. The provisions of this Statement are effective for liscal year beginning after
Junel5, 2016 (fiscal year ended June 30, 2017).

The impact of these slatemenls on the Municipality's financial statements, if any, has not yet been determined.

W Subsequent events

Subsequent events have been evaluated through March 18,2016, which is the date the financial statements
were available to be issued, for events reqúir¡ng recording or disclosure in the financial statements for the
year ended June 30, 2015.

THIS SPACE IS LEFÍ INTENNONALLY IN BLANK
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NOTE 2. CASH AND CASH EOUIVALENTS

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

The Municipali§ adopted the provisions of GASB Statement No. 40 (GASB No. 40), Deposit and tnvestnent R¡sk
D¡sclosurc, an Amendment to GASB Sfatement No. 3. This statement requires that state and local governments
disclose essential risk information about deposits and investments. The disclosure requirements cover four main
areas: (1) credit risk, (2) inlerest rate risk, (3) custodial credit risk, (4) foreign exchange exposure.

Credit risk - This is the r¡sk that an issuer or other counterparty to an inveslmenl w¡ll not fulfill its obligations. ln
compliance with the laws and regulations ol the Commonwealth, the Municipality has adopted, as it's custodial
and credit risk policy, the Stafement oi lnvestnent Guidelines lor the Government of the Commonwealth of pueño
Rico. Accordingly, the Municipality ¡nvests only in obligations of the Commonwealth, obligations of the United
States of America, certificates of depos¡ts, commercial paper, bankers' acceptances, or in pools of obligations of
the municipalities of Puerto Rico, which are managed by GDB. According to the aforementioned investment
gu¡del¡nes, the Municipality does not ¡nvest in marketable securilies or any types of ¡nveslments for which credit
risk exposure may be signilicant.

Therefore, the Munic¡pality's management has concluded that the risk related to any possible loss related to
defaults by commercial banks on the Municipality's deposits is considered low at June 30, 2015.

lnterest rate risk - This ¡s the risk that changes in interest rates ol debt investments will adversely affect the fair
value of an investment. The Municipali§ manages ¡ts exposure to declines in fair values by: l) not including debt
investments in its investment portfolio at June 30, 2015, 2) limiting the weighted average maturity of its investments
to three months or less, and 3) keeping most of its bank deposits in interest-bear¡ng accounts generating inlerests
at prevailing market rates. AtJune30,20l5, the Municipality's ¡nvestments in certificates of depos¡ts are recorded
at cost, which approximates their fair value.

Therefore, the Municipality's management has concluded that, at June 30, 2015, the interest rate risk associated
with the Municipality's cash and cash equivalents is considered low.

Custodial credit risk - ln the case of deposits, this ¡s the risk that in the event of a bank failure, the Municipali§'s
deposits may not be recovered. The Municipality maintains cash deposits in commercial and governmental banks
located in Puerto Rico. Under Commonwealth of Puerto Rico statutes, public funds deposited in commercial banks
must be fully collateralized for the amount deposited in excess of federal depository insurance. All securities
pledged as collateral by the Municipal¡ty are held by the Secretary of Treasury ol Puerto Rico in the Municipal¡ty's
name. Deposils with the GDB are uninsured and uncollaterized. However, no losses relaled to defaults by the
GDB on deposit transact¡ons have been incurred by the Munjc¡pality through June 30, 2015.
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NOTE 2 - CASH AND CASH EOUIVALENTS (CONTINUED)

Therefore, the Municipality's management has concluded that, at June 30, 2015, the custodial credit risk

associated with the Municipality's cash and cash equivalents is considered low.

Foreign exchange risk - The risk that changes in exchange rates will adversely affect the value of an investment

or a deposit. According to the aforementioned investment gu¡del¡nes, the Municipality is prevented from investing
in foreign securities or any olher types of investments in which foreign exchange risk exposure may be significant.
Accordingly, management has concluded that the foreign exchange risk related to the Municipality's deposits is

considered low at June 30, 2015.

Deposits - At yearend, the Municipali§'s bank balance of deposits in commercial banks amounting to $9,560,804
was covered by federal depository insurance or by collateral held by the Secretary of Treasury of Puerto Rico in
the Municipality's name. Deposits in governmental banks (all of which are uninsured and uncollateral¡zed),

amounts to $25,782,759 as of June 30, 2015.

NOTE 3 - DUE FROM (TO) GOVERNMENTAL ENTITIES

A, Amounts due from governmental entities as ofJune 30,2015 are as follows:

Commonwealth
Government

Federal
Government

Maior fund - General fund:
P.R. Electric Power Authority (PHEPA)

P.R. Department of Treasury - Christmas bonus

reimbursement
Municipal Revenue Collection Center (CRIl\I)- property taxes

Maior fund - Debt service fund:

[/unic¡pal Revenue Collection Center (CHIM) - property taxes

Maior fund - Head Stad:
P.H. Department of Family - Administration for the Care and

Integral Development of Children

other Governmental Funds:
P.R. Department of Labor and Human Resources - Law No.

P.H. Department of Family - Community Services Block Grant

U.S. Department ol Hous¡ng and Urban Development -
C,D.B.G. Entitlement

U.S. Department of Housing and Urban Development - Section

8 Housing Choice Voucher

798,666

73,063
1,790

454,019

488,379

139,131

26,348

142,442

3,941

_§____-Jq!q!-
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NoTE 3 - DUE FRoM (T0)GoVERNMENTAL ENT|T|ES (CoNTINUED)

Certa¡n amounts are recorded as deferred inflows of resources in the governmental funds stalements since
they are not available as required by cunent standards. See related note 7.

8. Amounts due to governmental entities as of June 30, 2015 are as followsl

Description
Commonwealth

Government
Maior fund - General fund:
P.R. Employees Retirement System (ERS)

P.R. Department of Treasury
P.R. Department ol Labor
P.R. Aqueduct and Sewer Authority (PRASA)
P.R. General Services Administration
Association of Employees of the Commonwealth of Puerto Rico
Others

llaior lund - Head Stañ:

P.R. Department of Fam¡ly - Admin¡stration for the Care and lntegral
Development of Ch¡ldren

NOTE 4 - INTERFUND TRANSACTIONS

A. Duefromltootherfunds

Amounts due from/to other lunds in lhe general fund represent advances to other funds to finance payroll,
payroll taxes and other expenditures as follows:

Receivable Fund Payable Funds

168,970
43n
2,841

192,632
82,676
46,643
12,430

General Fund Maior Funds:
Head Start
Bond lssuances

Other Governmental Funds:
Special Revenue State & Local- Law No. 52
Special Revenue State & Local - Olhers
Special Revenue Federal- Section 8 HCVP
Special Revenue Federal - C.D.B.G. Entitlement
Special Revenue Federal- Homeland Security
Special Revenue Federal - Emergency Solutions
Grants Program
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986,921

160,658
195

31,979
r34,068
50,396
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NoTE 4 - INTERFUND TRANSACTIoNS (CoNTINUED)

Heceivable Fund Payable Funds Amount

Other
Governmental

Funds

Special Revenue Federal - Housing Preservation
Grant
Special Revenue Federal- Communi§ Services Block
Grant

Special Revenue Federal- Others
Capital Prqect Siate & Local -
Financing Authori§
Capital Projecl State & Local

Legislature Resolutions

Maior Funds:
General Fund

Bond lssuances Fund

Total

P.R. lnfraslructure

- Commonwealth

4,639

26,348
6,031

35,498

4.416
2,170,493

1,558,098
415,373

1,973,471

$ 4,143,964

Amount

Transfers-in (out)

Transfers among individual funds were made for operational purposes as follows:

0riginating Fund Receiving Fund Pumose

General Fund

General Fund

Debt Service Fund

Debt Service Fund

Total

Other Governmental
Funds

Debt Service Fund

General Fund

General Fund

Transfer of fund for use in

special purposes

Principal and interest
payment of operational loans

Transfer of excess funds
available in sinking fund for

use ¡n operat¡ng act¡vities

Transfer of interest revenue

$ 158,s50

3r,048

431,540

5,834

43
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NOTE 5 - ACCOUNTS PAYABLE AND ACCRUED LIABILITIES

Accounts payable and accrued liabilities as of June 30, 2015 are detailed as follows:

General
Fund

Bond
HeadStail lssuances

Fund Fund

Other
Govemmental

funds Total

Accounts payable -
vendors $ 1,076,136 $ 151,814 82,109 $ 1,353,449 $ 2,663,508

Accrued liabil¡ües -
payroll withholdings 19,612

Total $ 1,095,748

NOTE 6 - UNEARNED REVENUES

$ 151,814 $ 82,100 s 1,353,449

The amounts reported as uneamed revenues as of June 30, 20lS are detailed as follows:

Maior fund - General fund:
Municipal license laxes collected in the fiscal year 2014-2015 that
correspond to the 2015-2016 fiscal year budget

other Governmenlal Funds:
Federal grants received for which qualifying expenditures have not
been incuned:

Child and Aduli Care Food Program
U.S. Department of Homeland Security
Emergenry Solutions Granls Program
Housing Preservation Grants Program
Others

Amount

19,612

$ 2,6&t,120

$ 5,486,015

$ 79,334
74,050
12,212
18,542
2,478

§ 186,t16

NOTE 7 - DEFERRED INFLOWS OF RESOURCES - GOVERNMENTAL FUNDS

As required by current slandards, revenues and other governmental fund tinancial resources should be recognized
in the account¡ng period in which they become both measurable and available. When an asset is recorded in
governmental fund's f¡nancial statemenls but the revenue ¡s nol available, lhe Municipality should report a defened
inflow of resources until such time as the revenue becomes available. A detail of these balances lollows:



NOTE 7 - DEFERRED INFLOWS OF RESOURCES - GOVEBNMENTAL FUNDS

Commonweallh
Governmenl

Federal
Government

Maior fund - General fund:
P.R. Electric Power Authori§ (PREPA)

P.R. Department of Treasury - Christmas bonus
reimbursement

Maior fund - Head Start
P.R. Department of Family - Administration for the Care and lntegral
Development of Ch¡ldren

other oovernmental fu ndsl
P.R. Department of Labor - Law No. 52
P.R. Department of Family - Community Services Block Grant
U.S. Department of Housing and Uóan Development - C.D.B.G.
Ent¡tlement

THIS SPACE IS LEFI INIENNONALLY IN BUNK.

798,666

73,063

139,f31

2,586

26,U8

135,760

__§__I1Éer_
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NOTES-FUNDBALANCE

A. Fund balance classifications

The governmental fund balance classifications and amounts at June 30, 2015 are shown in the following table:

oebl Head Bond other TotalGqreral Service Slaft ls$¡anc€a Govemmental Govemmenial
Fund Fund FuId Fund Funds _ Funds

Restricled:

Public safety
General public works
and sanitatim
Spols, cullure and
recrealion

Health. welfare and
mmmunity
developmefll

Education

Debt service

Cap¡tal outlays

General go,/emment

and other purposes

ü-

3,637,243

Committed:
Gefleral publ¡c works

and sanital¡on

Ass¡gned:

Publ¡c salety
General public works
and sanitation

Sports, orlture and
recreation

Health, wellare and
community

devdopment

Educátion

Capitai outlays
Generai go,/emment

and other purposes

Unassigned

Total Fund Balance

(2,586)

$ (2,5861 S I,091,368

46

3,637,2€

$ $ s53,400

- 465,675

- 156,19'l

- 60,000

43,476

9,047,1't7 2,ru.,n1

44,251 10,603

9,091,368 3,512,116

$ 553,400

465,675

156,191

60,000

43,476

3,637,2€

11,269,888

54,854

16,240,727

856,650

8s6,650

404,965

2,§2,7W

304,4m

58,490

2,941

7,128,395

715,161

856,650

856,650

404,965

2,362,7W

m/-4N

58,490

2,941

7,128,395

715,16'l

10,9n,162

$ 8,060,0@ ¡ 3.G!7.243

10,9n,162

(2,040,101) (5,816,430)

$ 1,42,015 ¡ 22,258,1m



NoTE I - FUND BALANCE (CoNINUED)

B. Fundbalance(deficits)

Certain special funds included ¡n the fund statements disclosed fund balance (deficits). The most
signif icant balances follow:

Funds

0ther Governmental Funds

P.R. Department of Labor - Law No. 52

P.R. Depanment of Family - Communi§ Services Block Grant
U.S. Department of Housing and Urban Development - C.D.B.G.
Entitlement

U.S. Department ol Agriculture - Community Facilities Loans and
Grants

Commonweahh grants

The deficits result (1)from the recogn¡tion of delened inllows ol resources for unavailable revenues. As
required by cunenl standards, the Municipality recorded intergovernmenlal revenues for reimbursement
(expenditure-driven grants) on fund slatements when all applicable eligibility requirements have been
met and the resources are available and (2) certain funds with cash shortfalls or wilhout sufticient
resources lo cover their costs.

THIS SPACE IS LEFT NTENNONALLY IN BLANK.

$ 139,131

26,348

135,760

974,124

535,622
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NOTE9-CAPITALASSETS

Capital assets and depreciation activity as of and for the year ended June 30, 20.l5 is as follows:

Governmenhl Activiti€:
Capital assel, not being depreciated:
Land

Construction in progress

Total capital assets not being deprec¡ated

Cap¡tal assets, being depreciated:
Buildings and building improvements
rastructure and inf rastructure improvements
Equipment

Computers
Works of arl
Furniture and f¡xtures
Veh¡cles

Total capital assets b€ing depreciated

Le3s accumulated deprec¡al¡on for:
Build¡ngs and building improvemenh
rastructure and inlraskucture ¡mprovements

Equipment

Computers
Works of art
Fumiture and fixtures
Vehicles

Total accumulated depreciation

Total capital assets being depr"ciaH, nei

(2,160.913) (82,593)

(26,015,502) (1,081,320)

4&18&122 (108L320)

Balance
July 1, 20,l4

$ 41,871,851

31,862,180

73,734,03r

50,406,646
17,448,981

2,4415n
4$,207

7,400

963,041

2,487,872

74,203,724

(10,793,854)
(9,665,746)
(2,025,654)

1424J3n
(6,682)

(938,616)

Addit¡ons Retircments
Balance

June 30, 2015

$ 41,871,851

31,862,180
73,734,03.1

50,406,646
17,448,981

2,441 ,5n
u8,207

7,400
963,041

2,487,872
74,203,724

(11,423,864)
(9,938,328)
(2,105,136)

(436,172)

(6,902)
(943,014)

(2,243,506)

(27,096,922\

(630,010)
(272,582\

(79,4¡,21

(12,G35)

(2201

(4,398)

47,106,802

Governmenbl activit¡6 capital assets, net § 121,9,2,153 § (1,0S1,320) § § 120,840,833

Depreciation expense was charged to governmental functionlprograms as follows:

Govef nmental activities Amount

General government

Public safety
Public works and sanitation
Culture and recreation
Health, welfare and community development
Education

Total depreciaiion expense

$ 88,212

31,672
434,036
452,945
22,159
52,2%

$ 1,091,320
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NOTE 1O - LONG.TERM LIABILITIES

A. Summary of long-term debt activity

Long-term liability activity for the year ended June 30, 2015, was as follows:

Beginning
Balance, ag

restaled
Ending
Balance

Due

W¡thin
One YearDescr¡ption

General and special
obligation bonds and notes
payable

Notes payable to CRIM -
Law No. 42
Payable to PBEPA
Payable to CRIM- property

tax advances
Note payable to PR
Deparment of Labor -
unemployment tax
Compensated absences
Christnas bonus
Cla¡ms and judgments

Landfill obl¡gation

Total

lncrcases Decreasés

$ 4r,870,105

111,192

1,955,325

3$,766

220,586

3,315,378
658,192
672,600

10,450,048

$4,285,000

541,089
676,326
176,763

216,191

§ (3,r55,000)

(3,347)

(1,156,659)

(88,182)
(286,216)
(658,192)
(431,800)

$ 42,999,105

107,845

798,666

427,114

132,404
3,570,25't

676,326
417,563

10,666,839

§3,454,000

3,557
798,666

24,52s

92,522
380,340
676,326
286,563

83,348

§ 59,597,192 S5,979,317 $ (5,780,396) § 59,796,113 § 5,7f6,dS0

Legal debt margin

For general obligation debt, the Municipaliiy is subject to a legal debt margin requirement of 10% ol the
total assessment value of the property located within the Municipality. For special obligation debt, this
debt margin cannot exceed 10olo of the average recurring operating revenues generated by the
Municipality within the last two preceding fiscal years. For obligations to be financed through the
"Municipal Hedempt¡on Fund lVU,'the debt margin is determined based on the repayment capacity of
each Municipal¡ty. Long-term debt, except for general and special obligation bonds and notes, is paid
with unrestricted funds.

General and special obligat¡on bonds and notes

The Municipality's outstanding general and special obligation bonds and notes at June 30, 2015 amount
to $42,999,105. All these bonds and notes are serviced by the Govemmental Development Bank of
Puerto Rico (GDB) maturing at various dates. As required by law, the commonwealth Govemment is
obligated to collect property taxes lor payment of principal and interest on bonds and notes. The
Municipality levies an annual additional special ad valorem tax of lhree and a quarter percent (3.25%) of



NoTE 10 - L0NG-TERM LtABtLtTtES (C0NTtNUED)

the assessed value ol personal and real property. ln addition, .2o/o ol the.5% municipal sales and use
tax collected by the P.R. Department of Treasury is deposited in a "Municipal Redemption Fund' at the
GDB to finance loans to Municipalities subject to restrictions imposed by law. The proceeds of the
additional special ad valorem tax and of 0.2% sales and use lax are depos¡ted in sinking funds
establ¡shed at GDB to redeem the bonds and notes payable of the Municipal¡ty in minimum annual or
semiannual principal and ¡nteresl payments, whereby sufficient funds are set aside in order to cover the
projected debt service requirements, before any new bonds are issued.

Principal and ¡nterest payments on long-term debt are made through the CAE sinking lund except the
special obligation bond $3,475,000, whose payments are made through the "Municipal áedemption Fund
(lVU)Í and the special obligation bond $400,000, for which the debt service requirements are made
through withholdings from the monthly property tax advances sent to the Municipality by cRlM
(operalional loans).

These bonds and notes are mainly issued to provide funds for the acquisition ol equipment, construction
of major capital facilities and for road paving.

A detail of the general and special obligation bonds and notes outstanding as of June 30, 201S follows:

1995 series, $27,000 bond for public improvements, payable in annual
installmenls of $1,000 to $2,000 through January t, 2020; bearing ¡nterest at a
fixed rate of 4.50%.

1995 series, $550,000 bond for public improvements, payable in annual
installmenls of $3,896 to $55,105 through January 1, 2020; bearing interest at a
fixed rate of 4.50%.

1996 series, $5,105,000 bond for capital improvements, payable in annual
installments ol S70,000 to $450,000 through Juty 1 , 2020; bearing interest at rates
ranging from 4.70% to 6.ffi% (6.58% at June 30, 20tS).

1996 series, $400,000 bond lor capital improvements, payable in annual
installments of $10,000 to $40,000 through July t, 2016; bearing interest at rales
ranging from 1 .48olo lo 8.00o/o (1.52% at June 30, 2015).

1999 series, $4,590,000 bond for capital improvements, payable in annual
installments of $65,000 to $385,000 through July l, 2024; bearing interest at rales
ranging from 2.70%to7.81% (4.8|J/0 at June 30, 2015).

9,000

200,105

2,240,000

70,000

2,825,000
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199f1 series, $3,840,000 bond for capital improvements, payable in annual
¡nstallments of $110,000 to $370,000 through July 1, 2017; bearing interest at
rates ranging from 2.70"/.1o7 .81"/" (4.800/o at June 30, 20.15). $

2003 series, $705,000 bond for capital improvements, payable in annual
installments of $10,000 to $60,000 through July 1, 2027; bearing interest at rates
ranging from 4.17"/"lo 5.31% (4.53"/, at June 30, 2015).

2003 series, $2,450,000 bond for capital improvements, payable in annual
installments of $40,00010 $190,000 through July t, 2027; bearing interest at rates
ranging lrom 4.17% to 5.31% (4.53% at June 30,2015).

2004 series, $1,810,000 bond for capital improvements, payable in annual
installments of $45,000 to $150,0@ through July 1, 2023; bearing interest at rates
ranging trom 2.360/.1o5.25%(4.53o/o at June 30, 20lS).

2004 series, $1,810,000 bond for capital improvemenls, payable in annual
installments ol $85,000 to $170,000 through July 1, 2019; bearing interest at rates
ranging from 3.28"/"lo 4.80% (4.53,/" at June 30, 201S).

2005 series, $4,745,000 bond for capital improvements, payable in annual
installments of $100,000 to $325,000 through July 1, 2029; bearing interest at
rates ranging lrom 4.17o/olo 5.310/.(t4.53% at June 30, 2015).

2008 series, $3,475,000 bond for capital improvements, payable in annual
installments of $185,000 to $420,000 through July 1,2020; bearing interest at
rates ranging lrom 1 .48o/o to 7.50o/o (1.52% at June 30, 2015).

2009 series, $400,000 note for capital improvements, payable in annual
inslallments of $45,000 to $70,000 through July 1, 2016; bearing interest at rates
ranging trom 5.00% to 7.50% (5.00% at June 30, 2015).

2010 series, $355,000 note for the payment ol operating expenses, payable in
annual installments of $40,000 to $60,000 through July 1, 2016; bearing interest
at rates ranging lrom 5.00% to 7.50% (5.00% at June 30, 2015).

1,030,000

500,000

1,725,000

1,075,000

760,000

3,495,000

2,1 10,000

135,000

5l

120,000
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2010 series, $585,000 note for capital ¡mprovements, payable ¡n annual
installments of $65,000 to $105,000 through July 1, 2017; bearing interest at rates
ranging from 6.00% to 7.50% (6.00% at June 30, 2015). $

2011 series, $43,000 bond for capital improvemenls, payable in annual
installments of $1,000 to $4,000 through January 1, 2036; bearing interest at a
fixed rate 014.50%.

2011 series, $12,035,000 bond for capital ¡mprovements, payable in annual
¡nstallments ol $375,000 to $1,185,000 through July 1,2028; bearing interest at
rates ranging from 6.00% to 7.50% (6.00% at June 30,2015).

2011 series, $284,000 bond for cap¡tal ¡mprovements, payable in annual
installments of $7,000 to $19,000 through January 1, 2036; bearing ¡nterest at a
lixed rate ol 4.257,

2012 series, $2,665,000 bond for capital improvements, payable in annual
installments of $90,000 to $275,000 through July 1 , 2027; bearing interest at rates
ranging from 6.00% to 7.50% (6.00% at June 30, 20f5).

2012 series, $2,015,000 note for capital improvements, payable in annual
installments of $345,000 to $465,000 through Juty 1, 2016; bearing interest at
rates rang¡ng from 6.C10% to 7.50% (6.000/o at June 30, 2015).

2012 series, $7,610,000 bond for capital improvements, payable in annual
¡nstallments ol $290,000 to $800,000 through July 1, 2027; bear¡ng interest at
rates ranging from 6.00% to 7.50"/" (6.00% at June 30, 20f5).

2012 series, $960,000 note for cap¡tal improvements, payable in annual
¡nstallments of $110,000 to $175,000 through July 1, 2019; bear¡ng interest at
rates ranging from 6.00% to 7.50"/" (6.00% at June 30, 2015).

2014 ser¡es, $1,265,000 note for capital improvements, payable in annual
installments of $35,000 to $135,000 through July 1, 203f; bearing ¡nterest at rates
ranging from 7.00o/o to 8.00% (7.00% at June 30, 2015).

290,000

39,000

10,830,000

256,000

2,370,000

895,000

7,005,000

735,000
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Description
0utstand¡ng

Balance

2014 series, $3,020,000 note for capital improvements, payable in annual
inslallments of $40,000 to $260,000 through July 1 , 2039; bearing interest at rates
ranging from 7.00% to 8.00% (7.00% at June 30, 2015). $ 3,020,000

Total g 42,9tX¡,105

The annual debt service requirements to maturity lor bonds payable as of June 30, 2015 are as follows:

June 30, Principal lnterest

2016

2017

2018
2019

2020
2021-2025
2026-2030
2031-2035

2036-2040

Total

$ 3,4s4,000 $
3,711,000
3,303,000
3,021,000

3,272j05
13,475,000

10,489,000
1,1 16,000

2,465,068

2,434,085
2,183,956

2,042,929
1,812,160

6,387,088
1,927,327

61 r,080
1,158,000 194,800

THIS SPACE IS LEFÍ INTENNONALLY IN BLANK.
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D. Other long-term liabilities

Note payable to CRIM - Law No. 42 - Law No. 42 of January 26, 2000 (as amended by
Law No. 146 of Octobe|I 1 , 2001 and Law No. 172 of August 1 1 , 2002) was enacted to
authorize the CRIM to obtain a special loan ¡n the form of a line of credit from the
Govemmental Development Bank of Puerto Rico (GDB) to finance a debt the
municipalities ot Puerto Rico owed to CRIM for excess property tax advances as ot June
30, 2000. Principal and interest payments are financed through .48% ol the net increase
of subs¡dy provided by the Commonwealth of Puerto Rico's general fund. Amounts are
retained from advances ot property lax and amounts of municipal equalizalion fund sent
to the Munic¡pality by the CRIM. Law N0.42 was amended by Law no. 146 to extend Í¡om
10 to 30 yean the financ¡ng period and by Law No. 172 to extend the debt period to June
30, 2001. 0n July 1, 2002, the Municipality entered into the financing agreement w¡th the
CRIM for a total amount ol $138,029, bearing interest at 6.19% and due on Juty 1,2032.
Debt service requirements in fufure years are as follows:

June30, Principal

0utstanding
Amount

$ 107,845

2016
2017
2018
2019
2020

2021-2025
2026-20§
2031-2035

Total

3,557
3,781

4,018
4,271
4,539

27,U9
37,091
23,239

_§_t!zÉ4s_

6,619
6,395
6,158
5,905
5,637

23,s31

13,789

2,201

70,235

THIS SPACE IS LEFI INTENNONALLY IN BLANK.

54



NoTE 10 - L0NG-TERM LtABtLtTtES (C0NT|NUED)

Payable to PREPA - As required by Act No. 83 of May 2, 1941, the Puerto Rico Electric
Power Author¡ty ('PREPA) should annually pay to the Mun¡c¡palities of Puerto Rico a
contribution in lieu ol tax ("CEL|') based on certain requirements as specified by the
mentioned Act. The amount ol CELI obligation is used by the Municipalities to flnance
the annual electric utiiity expense paymenl to PREPA. However. PREPA has not yet
issued the final liquidation for the flscal year ended on June 30, 2014. Therefore, as of
June 30, 2015, the outstanding amount of $798,666 only includes the unamortized
balance from the fiscal year 2013, and is recognized by the Municipal¡ty as a rece¡vable
and a liabil¡ty t0 PREPA. Debt service requirements in future years are as follows:

June 30 Principal

$ 798,666

$ 798,666

Payable to CRIM - property tax advances . The CRIM advances funds to the
¡/1unicipal¡ty based on an estimate of special governmental subsidies and the property
taxes to be levied and whrch are collected in subsequenl periods. The CHllll is required
by law to prepare a settlement statement on a f¡scal year basis, whereby a comparison
is made between the amounts advanced to the Municipality and amounts actually
collected from taxpayers. lf actual collections exceed the advances, a rece¡vable from
CFll\/ is recorded. However, if advances exceed actual colleclions, a payable to CHll,í
is recorded. The final settlement made by CRI¡¡ Ior the fiscal year 2014-2015 reported
an excess of advances over actual collections of S83,348. The resulttng payable will be
amortized ¡n the 20'16-2017 fiscal year through withholdings from the monthty advances
to be received by the [ilunicipality in that fiscalyear. The balance as 0f 9427,114 consists
of the 2013-2014 debt of $343,766 and the new 2015 fiscal year amount of 983,348.

2016

Total

0utstanding
Amount

798,666

0utstandíng
Amounl

L_, Ln$l
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P.R. Department of Labor payment plan - 0n November 26, 2013, the
Municipality entered into a payment plan with the P.B. Department of Labor for the
payment of unemployment benefits owed by the Municipality as of March 31, 2013. The

debt ¡s payable in 36 monthly ¡nstallments of $8,073. Debl service requirements in

future years are as follows:

June 30

Outstanding
Amount

132,4U

Principal

$ 92,522
39,882

lnterest

2016
2017

Total

4,350
,l8l

s 132,404 $ 4,831

Outstanding
Amount

Compensated absences - includes accrued vacations, s¡ck leave benefits and other
benefits with sim¡lar charactefistics such as compensatory time; represents the
Municipality's comm¡tment to fund such cos{s from future operations. Amount is pa¡d

with unrestricted tunds. $ 3,5ZO,2S1

Christmas bonus - represents the accrued portion corresponding to the fiscal year
2014 of the Christmas bonus to be paid ¡n December 2015. § 676,326

Claims and ¡udgments - represents the estimated loss of legal cases to be paid
subsequent to June 30, 2015 The awarded amount, it any, will be paid w¡th
unrestricted funds. § 417,563

Landfill obligation - represents the Municipality's esümate for the closure and post
closure costs related to the clos¡ng of its landfill (see note 1t). $ 10,666,339

NOTE 11 - LANDFILL CLOSURE AND POST CLOSURE CARE COSÍ OBLIGATION

The Municipality owns a municipal solid waste landfill which requires the application ol the provisions set
forth in Statement No. 18, "Accounting for Municipat Sol¡d Waste Landlill Closure and Post Closue Care
Costs", issued by the Governmental Accounting Standards Board (GASB No. 18) and the regulations set
forlh by the U.S. Environmental Protection Agency (EPA) in its'Solid Waste Disposal Facilis Criteria', issued
on October 9, lggl. State and federal laws and regulations require the Municipality to place a final cover on
¡ts landfill site, when it stops accepting waste, and perform certain maintenance and monitoring functions al
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the site for 30 years after closure. ln accordance with GASB Statement No. 18, 'Account¡ng for Municipal
Solid Waste Landfill Closure and Post-closure Care Costs', the Municipali§ is required to perform a study of
the actlv¡ties that need to be implemented at the Municipality's landfill to guarantee the maximum yield of
available space and to comply with applicable state and federal regulations. Although closure and post
closure care costs w¡ll be paid only near or after the date that the landlill stops accepting waste, the
Municipality reports a portion of these closure and postclosure care costs as an operating expense in each
period until the landfill ceases its operations based on the updated estimates provided by the study.

However, the Municipal¡ty of Guayama has not performed such study and, as of June 30, 2015, has reported
a liability for closure and post closure care costs in the amount of 910,666,839 based on the percentage used
of the estimated capacity of the landfill. The estimated life of the landfill according to the engineers of the
Municipality is approximately twenty three (23) years. Actual costs may be higher due to inflation, changes
in technology, or changes in regulations.

NOTE 12 - PROPERTY TAXES

The Municipal Revenue Collection Center (CRIM) of the Commonwealth of Puerto Hico is responsible for the
assessment, collection and distribution of real and personal property taxes. The tax on personal property ¡s
sellassessed by the taxpayer. The assessment is made on a return, which must be filed with the CBIM by
May 15 of each year and is based on the current value at the dale of the assessment. Real property is
assessed by the CRIM. lhe tax is general assessed on January 1 on all tuable property localed within the
Municipality and is based on the curent value exisling in the year 1957. For personal property, the tax is due
with the return filed on or before May 15. Taxes on real property may be paid on two equal inslallments, July
1st and Januafllst. Total lax rates in force as ol June 30, 2015 are 8.28olo lor personal property and t 0.28%
for real property. The distribution of these rates follows:

Descripüon
Basic property tax rate, which is appropriated for general purposes and

accounled in the Municipal¡ty's general fund:
Percent that belongs to the Commonwealth's debt serv¡ce fund:
Percent that belongs to the Munic¡pal¡ty's debt service fund:
Total tax rate:

Discount granted by law to the taxpayers but re¡mbursed to the
¡Iunicipal¡ty by the P.H. Treasury Department:

Total percent lo be pald by hrpayers:

Personal Real
Property Property

8.28% 10.287"

(.20o/"\ (.20v.\

8,08P/o 10.08P/o

6.00%
1.03%

3.250/.

4.00o/o

1.0§/"
3.250/o
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Hesidential real property occupied by its owner is exempt by law from property taxes on the first $15,000 of
the assessed value. For such exempted amounts, the Puerto Rico Department of Treasury assumes payment
of the basic tax to the Municipality, except for residential units assessed at less than $3,500 on which a
complete exemption is granted. Revenue related to exempt property is recorded in the General Fund. The
Municipali§ grants a complete exemption from personal property taxes up to an assessment value of $50,000
to retailers with annual net sales of less than $150,000.

The CRIM advances funds to the Municipali§ based on an estimate of special governmenlal subsidies and
the property taxes to be levied and which are collected ¡n subsequent periods. This distribution ¡ncludes
advances of property tax and amounts of municipal equalization fund from the Commonwealth Government.

The CRIM is required by law to prepare a settlement statement on a fiscal year bas¡s, whereby a comparison
is made between lhe amounts advanced to the illunicipality and amounts actually collected from taxpayers.
The CBIM prepares a preliminary settlement not later than three months atter fiscal year-end and a final
settlement not later than six months after fiscal yearend. lf actual collections exceed the advances a
receivable from CRIM is recorded. However, if advances exceed actual collections, a payable to CRIM is
recorded. This amount is recorded as long-term debl. The Municipality has a net payable of $83,348 resulting
from the final seülement offiscal year 2015 recorded as other long{erm debt ¡n the Statement of Net Position.

On December 9, 2013, Law No. 145 "Getting Caught Up with Past Due CRIM Taxes - lncent¡ve Plan lor the
Payment of Due Taxes" was approved granting an amnesty from the payment ol interest, surcharges and
penalties on real and personal property taxes owed hom the fiscal years prior to 2013-2014. This
amnesty/incentive plan was available from December 18,2013 to March27,2014. This plan also awarded
CRIM lhe faculty to grant payment plans to taxpayers up to a maximum of four years. During the liscal year
2014-15, the Municipality received revenues from this property tax amnesty in the amount of $233,630.

NOTE 13 - MUNICIPAL LICENSE TAXES

Municipal License taxes are assessed annually by the Municipality to all organizations or entities subject to
the tax do¡ng business in the l/unicipality's locat¡on except for entities totally or partially exempt pursuant to
certain Commonwealth's statutes. This tax ¡s based generally on volume ol business or gross sales as shown
in a tax return that should be submitted on or before April 15.

During the fiscal year ended June 30,2015, the tax rates imposed to entities that generate a volume of
business of $8,333.33 or more were as follows:

. Financial business - 1.509/" of gross revenues

. other organizations - .509/0 of gross revenues
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The tax is due in two equal ¡nstallments on July 1 and January 1 of each fiscalyear. Tax revenue is recognized
at that moment by the Municipali§. A discount of 5olo is allowed when full payment is made on or before April
15. Municipal license taxes collected prior to June 30 bui pertaining to the next fiscal year in the amount of
$5,486,015 is recorded as unearned revenues.

NOTE 14 - SALES AND USE TAXES

On July 4, 2006, the Commonwealth Legislalure approved Act No. f 17 ("Act 1 17) which amends the Puerto
Rico lnternal Revenue Code of 1994 to provide, among other th¡ngs, for a sale and use tax of 5.5% to be
imposed by the Commonwealth Government. Act 1 17 also authorizes each municipal govemment to impose
a municipal sale and use tax of 

.l.5%. 
This municipal sales and use tax has in general the same lax base

and limitations (except for unprocessed foods) as those provided by the Commonwealth's sales and use tax.

On July 29, 2007, the Commonwealth Legislature approved Act No. 80 (Act 80), which amends Act No. 117
of July 4, 2006 to impose to all the Municipalities of Puerto Rico a uniform municipal sales and use tax of
1.5%. Effective August l, 2007, 1"/" of the 1.5% is collected by the Municipalities and the remaining .5% of
the 1.5olo ls collected by the Puerto Rico Department of Treasury (PRDT).

The amount collected by the PRDT, (.5% of the 1.5%) ¡s deposited in accounts or special funds in the
Governmental Development Bank of Puerto Rico (GDB), subject to restrictions imposed and distributed as
follows:

o .2oA ol the .5% will be deposited in a Municipal Development Fund to be distributed among all the
municipalities in accordance with a formula created by the Act,

o .2% of the .5% will be deposited in a Municipal Bedemption Fund to finance loans to Municipalities and,. .1% of the .5% will be deposited in a Municipal lmprovement Fund to finance capital improvement
projecls; these lunds will be distributed based on legislation from üre Commonwealth's Legislalure

Effective January 1, 2011, the Commonwealth of Puerto Rico adopted a new lntemal Revenue Code (201 1

PR Code). Subtitle D (Sections 4010 io 4070) of the 2011 PR Code incorporates the dispositions applicable
to the sales and use lax. As stated by Section 4050, the Municipalities may use the sales and use tax
proceeds to finance solid waste, recycling, capital projects, health and public safety programs as well as any
other activity that promotes sound public administration.

On June 30, 2013, the Commonwealth approved Act No. 40 which, among other things, reduces the
municipal sales and use tax from 1.5% to 1% and increases the Commonwealth's sales and use tax from
5.5% to 6010 effective December 1, 2013. This Act was subsequently amended to change this effect¡ve date
from December 1, 20.l3 to February 1, 2014.
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ln order to address the f¡scal and credit crisis ol the Commonwealth of Puerto Rico, the GDB liquidity and the
difficult fiscal situation of the municipalities of Puerto Rico, on January 24, 2014, the
Commonwealth approved Act No. 18 and 19. Those Acts provide lor the restructuring and creation of
linancing structures from sales and use tax sources to guarantee and pay municipal long-term debt
issuances.

Act No. 18 creates a special fund called the Municipal Administration Fund (FAM), under the custody of the
Government Development Bank of Puerto Rico (GDB), which permits the municipalities to guarantee and
pay long term debt and provide lunds for its general operations. ln addition, this Act improves the financing
capacity of the Puerto Rico Sales Tu Financing Corporation (C0FlNA), a Commonwealth fund administered
by GDB and the P.R. Secretary ol Treasury. The Act also includes special provisions for municipalities that
do not want to be covered by the Act.

After July 1, 2014, the 6% corresponding to the Commonwealth's sales and use tax will be deposited in
C0FlNA. From these funds, the Commonwealtit will deposit .5% in the FAM. Distribution to the municipalities
will depend on whether the municipalities signed an agreement to be covered or not covered by the Acfs
provisions. The Municipality of Guayama signed the agreement to be covered.

For municipalities covered by the agreement, the .5% will be distributed as follows:

c .2o/o will be deposited in the Municipal Development Fund to be distributed to the municipalities,

c .2%will be depos¡ted in a Municipal Redemption Fund to then be deposiled in the municipalities general
fund (the municipalities have the option to maintain funds in the Municipal Redemption Fund or to lransfer
funds from the Municipal Development Fund to ¡ncrease its debt margin and issue loans to be obtained
from financial institutions)

o .1% will be deposited in a Municipal lmprovement Fund to finance capital improvement projects; these
funds will be distributed based on legislation lrom the Commonwealth's Legislature.

For municipalities not covered by the agreement the .5% will be dislributed as follows:

c .2"/o will be depos¡ted in the Municipal Development Fund. Section 4 of the Act requires amounls
depos¡ted in the Municipal Development Fund of municipalities not covered by the Act to be redistributed
to the municipalities covered by the Act,

o .2o/o will be deposited in a Municipal Redemption Fund to guarantee and repay long-term debt through
any financial institution (each semester the municipalities may transfer to their general fund the funds in
excess of debt service requirements),
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. .1% will be deposited in a Municipal lmprovement Fund to linance cap¡tal improvement projects; these
funds will be distributed based on legislation from the Commonweatth's Legislature.

Act No. 19 creates the l/unicipal Finance Corporation (COF|M), a public corporation and a component unit
of the Governmental Development Bank of Puerto Rico (GDB) which may issue, pay or refinance long-term
debt of municipalities. Principal and interest of these bonds and loans will be guaranteed with the munic¡pal
sales and use tax of 1%. The Act also includes special provisions lor munrctpalities that do not want to be
covered by the Act.

After July 1, 2014, the 1% correspond¡ng to the municipalities' sales and use tax will be deposited in COFIM.
From these funds COFIM will deposit to the C0FIM's sinking fund the greater of: .3% of the l% municipal
sales and use tax or an Annual Rental Fee (RFA). The HFA lor fiscal year 2014-2015 will be $65,541,281
and thereafler will be 1.5% of the HFA of the preceding liscal period. The excess of the required deposit to
the COFIM's sinking fund (.7% ofthe l% of the municipal sales and use tax)will be transfened to the general
fund of municipalities covered by the agreement or to the Municipal Redemption Fund as decided by the
municipality. Before the transfer of the .7% to the municipalities covered by the Act, CoFIM will transler the
19/" municipal sales and use tax to the munic¡palities not covered by the Act. These municipalities cannot
obtain loans guaranleed by C0FllV's sinking fund.

lf at any moment the required deposits to the COFIM's sinking fund were not sufficient to pay the principal
and inlerest of any outstanding obligation, the deficiency will be covered by appropriations of the
Commonwealth's general fund budget.

lndividuals, organizations and entit¡es subject to the collect¡on of the municipal sales and use tax musl file a
tax relurn to CoFl[/. The tax is due on or before the 20th day of each month based on the tax collected in
the preceding month. COFIM has provided reta¡lers three alternatives for the f illing of the monthly return: 1)
elecfonic fill¡ng through COFIM's internet portal; 2) ¡n the bank branches of the financial institution designated
by COFIM to be its intermediary, the Popular Bank of Puerto Rico; and 3) in the collections offtces of the
municipal¡ties that have been certif ied as collection agents of C0FlM.

C0FIM eslablished a system of monthly advances for the transfers of the .29l" destined for the Municipal
Development Fund (FDM), the .2% related to the Municipal Bedemption Fund (FRM) and the i % of municipal
salesandusetax. Each month, the GDBwill makethe FDM, FRMand 1%salesand use tax transfers based
on the amounts collected that same monlh ¡n the preceding fiscal year (2013-2014). At the end ol the year,
a settlement w¡ll be made comparing the actual collections of the FDM, FHM and the 1% sales and use tax
with the monthly advances made to each municipality. lf actual collections exceed the total advances
received, an account receivable from GDB will be recognized; if aclual colleclions are less than the total
advances, a payable to the GDB will be recognized and amortized through w¡thholdings from future
advances.
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For the FDM and FRM transfers, the advance syslem became etfeclive on July I , 2014; for the 1% municipal
sales and use tax, the effective date varied depending on the implementation date of CoFIM's collection
process in the conesponding municipality. For the Municipality of Guayama, the implemenlation dale was
February 1, 2015. For the fiscal year ended on June 30, 2015, the Municipalitys total FDM, FRM and 1ol"

sales and use tax advances amounted to $310,381, $461,925 and $936,300, respect¡vely. The GDB has
not yet issued a iinal settlement for the advances made in the 2014-15 fiscal year.

NOTE 15 - INTERGOVERNMENTAL REVENUES AND FEES, FINES AND CHAHGES FOR SERVICES .
GENERAL FUND

A, lntergovemmental revenues ¡n the general fund are comprised ol the lollowing:

Amount of municipal equalization fund sent by CHIM
Beimbursement from P.R. Departmenl of Treasury - Christmas

Bonus reimbursement

Compensation in lieu ol tax from the Puerto Rico Electric Power
Authori§ (PBEPA)

Amount received from the Office of Management and Budget
(OMB) to subs¡dy part of the cosis related to üe 2014-15
postemployment benefits (see note 16)

Construction permits

Medical emergenry services
Licenses and permits

Fees
Rental of municipal property

Fines

Waste removal and disposal services

$ 4,048,867

237,62.

4,021,325

130,794

l__q,$q60!_

Fees, fines and charges for services rcvenues reported in the general fund are comprised of the
following:

Amount

$ 376,362
228,172
15,n3
8s,069

169,228
43,180
26,801
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NOTE 16 - PENSION PLAN

General lntormation about the Pension Plan

As of June 30, 2015, regular employees of the Municipality contribute to a cost-sharing multiple employer
hybrid defined benefit and delined contribulion retirement plan administered by the Employee's Ret¡rement
System of the Government of Puerto Rico and its lnstrumentalities (ERS). ERS covers all regular full-time
public employees working lor the central government, the municipalilies of Puerto Hico and certain public
corporalions nol having their own ret¡rement systems. The system provides retirement pensions, death, and
disabili§ benelits. Fetlrement benefits depend upon age at retirement and number of years of credited
service. Benelits vest after ten years ol plan participation. The pension plan operates under Act No. 447 of
l\rlay 15, 1951, as amended, Act No. 305 of September 24, 1999 (System 2000 Reform) and Act No. 3 of
April 4, 2013.

Under Act 447, retiremenl benefits were determined by the application of stipulated benefit ratios to the
membeis average compensation. Average compensation was computed based on the highest 36 months of
compensation recognized by ERS. The annuity, for which a plan member was eligible, was limited to a
minimum of $200 per month and a maximum ol75% of the average compensation. For active participants of
the contributory defined benefit programs under Act No. 447, all ret¡rement benefits accrued through June
30. 2013 were frozen. Thereatter, all future benefits will accrue under the hybrid pension plan estabiished by
Act No. 3. Participants will receive a pension at retirement age equivalent to what they had accrued under
Act 447 up to June 30, 2013, and a supplemenlal annuity corresponding to contributions made after July 1,
2013.

Participanls under the defined contribution plan established by Reform System 2000 will receive a lifetime
annuity calculated at retirement based on a factor that will incorporate the individual's life expectancy and a
rate of return. New participants under the hybrid plan established by Act No. 3 will receive a lifetime annuity
based on the accumulated balance ol their individual accounts (employees' contribulions plus a return on
investment). The minimum monthly pension for current retirees is $500.

Disability benefits previously provided by Act No. 447 and Heform System 2000 were eliminated by Act No.
3 and substituted for a mandatory disability insurance policy. Beginning July 1, 2013, each employee must
contribute to this insurance plan .25% of his or her monthly salary, up to a monthly maximum of $5,000.
Therefore, the maximum monthly employee contribution will be $12.50 ($5,000 x .25%).

Beginning July 1, 2013, all employers must contribute 12.275o/o ol employee contribution with an additional
l9lo annually up to June 30, 2016; after July 1 , 2016, an add¡tional I .25% annually for each of the five years
thereafter, reaching an aggregale contribut¡on nle ol 20.525'/. effective July 1, 2020. For the fiscal year
ended June 30,2015, the employer contribution rate was 13.275% and the total required annual contribution
amounted to $1,853,575.
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As required by Act 32 of June 25, 2015, the Additional Uniform Contribution (AUC) was established for the
purpose of solving the cash flow deficit of the System. For each fiscal year, beginning on July 1, 2013, the
ERS will: 1) determine the portion of the AUC attributable to each participating employer based on the
percentage each employe/s contributions represent of the total employer contributions establ¡shed for that
fiscal year; and 2) send to the director of the P.R. Oflice ol Management and Budget (OMB) and to each
public corporation and municipality whose employees are covered by this Act, a certificatlon of the AUC owed
by each employer. The lVunicipali§'s AUC for the fiscal year 2014-15 amounted to 9240,007, of which
$69,984 (29.16%) was subsidized by the OMB. This subsidy resulted in an overpayment by the Municipality
in the amount of $77,145, which was recognized as other asset in the financial statements.

Pension Liabilities, Pension Expense, and Deferred Ouülowdlnflows of Besources Related to
Pensions

As per the requirements of the GASB Statements No. 67 and 68, ESR is required, as the pens¡on plan's
admin¡strator, to provide to each of its participating employers audited actuanal and financial information
used in the calculat¡on of the¡r proportionate share of the plan's net pension Iiability, pension expense and
defened outf lows/inf lows of resources related to pensions as of the measurement date. For the fiscal year
ended June 30, 2015, the measuremenl date is June 30, 2014. ln addition, the ESR has to provide all the
required actuarial and h¡storical data to be reported in the notes to the financial statements of the Municipal¡ty
and as Required Supplementary lnformation (HSl).

However, as indicated in the Basis for Disclaimer Op¡n¡on section of the independent auditors' report, the
ESR has not provided to the Municipality the audited actuarial and financ¡al information necessary for the
proper recogn¡tion and reporting of its net pension liability as of June 30,2015. As a result, management has
not complied with the accounting and financial reporting requirements for pens¡ons that are provided to the
employees of state and local governmental employers through pension plans trusts that comply with the
criteria set forth in the GASB Statement No. 68. The ESR has informed ils participating employers that the
audited actuarial and financial data will be available in a future date during the calendar year 2016. The
effects of this departure from U.S. generally accepted accounting principles in the assets, liabilities, deferred
outf lows/inf lows ol resources and net posrtion of the Municipali§'s governmental activities cannot be
deierm¡ned at this time.

NOTE 17 - POSTEMPLOYMENT BENEFITS

ln addition to the pension benefits described in note 16, the Municipali§ is required to cover annually the 3%
increase in the retirement plan of ¡ts retired employees, as required by Commonwealth's laws. Also, the
Municipality is required to finance costs related to the application of certain "Special Laws" issued by the
Commonwealth Government. Those Special Laws granted ¡ncreases in pensions and other benefits to retired
employees ol the ¡/unicipality such as med¡cines bonus, Christmas bonuses and death benefits. However,
beginning July 1,2013, Act No. 3 of 20'13 el¡minated all Special Law benefits to future retirees.



NoTE 17 - POSTEMPLoYMENT BENEFTTS (CoNT|NUED)

For the fiscal year ended June 30, 2015, the costs related to these postemployment benefits amounled to
$118,641, of which $60,900 (51.33%) was subsidized by 0MB. These benef1s are recorded as expenditures
in the general fund.

NOTE 18. COMMITMENTS

A. Operating leases

The Municipality leases office space and office equipment under operating lease agreements, which
generally have tems of one year or less and are aulomalically renewed for the same terms. Bental
expenses amounted to $266,604. Managemenl believes that the summary of the future minimum rental
commitments under non-cancelable equipment leases wilh terms exceeding one year is not significant.

B, Encumbrances

As of June 30, 2015 the Municipal¡ty has encumbrances outstanding totaling $562,218, which represent
the estimated amount of expenditures required to complele contracts, purchase orders and other
commilments in process of completion at fiscal year-end. As required by current standards, outstanding
encumbrances as of June 30, 2015 are reported as unassigned amounts in the general lund. Purpose
classif ication f ollows:

Pulpose

General FunG
unassigned

fund balance
Public Safety
Public works and sanitation
Culture and recreation
Heallh, welfare and communi§ development
Education

General government and other purposes

14,991

282,250
34,285
13,249

2,4N
215,043

Fund balance of major and other governmental funds (special revenue, capital proiect and debt service
funds) is classified as restricted, some or all of which may be encumbered. Encumbrances of restricted
fund balance are not reported separately from this class¡ficaiion because the encumbrance does nol
further restrict the purpose for which the resources may be used.
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NOTE 19 - CONIINGENCIES

A. Federal and State grants

Projects financed by Federal and State Grants are subject to audits by grantors and other governmental
agencies in order to determine that the expenditures comply with the conditions of such grants. lt is the
Municipality's opinion that no additional material unrecorded liabilities will arise from audits previously
performed or to be performed.

B. Litigations

The Municipality is, at present, a defendant in a number of legal matters that arise in the ordinary course
of the Munic¡pal¡ty's activities. There are cases whereby the Municipality is a defendant or codefendant
that w¡ll be covered by insurance, certain cases whereby the legal counsel has not determined an
outcome and other cases thal will not be covered by insurance. As a result of various legal cases as of
June 30,2015 and not lo be covered by insurance, the Municipality accrued an estimated loss of
$417,563 in the government-wide statements. However, il is the opinion of the Municipali§ and the legal
counsels that based on their experience, such actions and the potential liabilities will not ¡mpair the
Municipality financial position.

THIS SPACE IS LEFT NTENNONALLY IN BLANK,
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NOTE 20 - RESTATEMENT OF FUND BALANCE AND NET POSITION

The following table disclosed the net change in fund balances and net position at beginning of year as previously reported in the financial statements. The beginning

balances have been restated as follows:

Fund Balance Net Position

General
Fund

Other
Governmental

Funds

Government-
W¡dé

Statements

Fund balance / net posit¡on, at beginning of year, as
previously reported
Heclassification ol lund balances

Correction of errors:
Overstatement ol claims and judgments

Understatement ol property tax advances debt

Understatement of note payable to P.R. Department ol Labor

Fund balance / net pos¡tion, at end of year, as restated $ 0,238,113) $ 2,595,335

$ (4,624,037)

3,385,924
$ 5,981,259

(3,385,924)
$ 95,775,924

343,446
(1 15,617)
(220,586)

$ 95,78i!,167
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NOTE 21 - SUBSEOUENT EVENTS

Pue¡to Rico Fiscal and Economic Growth Plan

On September 9, 2015, the Work¡ng Group for the Fiscal and Economic Recovery of Puerto Rico established by
the Governor Alejandro García Padilla by executive order E0 2015-022 submifted the Fiscal and Economic
Growth Plan (FEGP), sett¡ng forth economic development, structural, fiscal and institutional reform measures
intended lo meaningfully reduce the Commonweallh's projected financing gaps. ln order to ensure compliance
wilh the FEGP measures, the Working group proposes the ¡mplementation of a control board and new budgetary
regulations, pursuant to proposed legislations known as the Fiscal Responsibility and Economic Revitalizat¡on Act
(FREBA). The reform measures proposed by the FEGP, including the creation ol the control board, have been
submitted to the Commonwealth Legislature lor review and final approval.

New Guidelines for the Calculat¡on of the Contribution ln Lieu of Taxes ("CELI")

0n October 16,2015, the Puerto Rico Commission of Energy ("CEPR') approved the new guidelines for the
energetic subsidy (contribution) received by the 78 municipalities of the Commonwealth from the Puerto Rico
Electric Power Authority (PREPA) in lieu of the payment of municipal license taxes ("CEL|'). Ihese guidelines limit
to the subsidy to be received by the municipalities, by establishing a maximum threshold amount of energy
consumplion charges that can be incuned by the municipalities. Any charges in excess of that max¡mum threshold
will be paid by the municipalilies based on the prevailing service rates in effect during the billing period. lf the
municipalities do not pay the amounts billed, they are sublect to a possible service cancellation by the PREPA.

ln addition to these energy consumption l¡mits, the CELI will not be applicable to every municipal property or
installation. lt will only be available for those facilities used for the rendering of not-for-profit services to the
commun¡ty; for corporations that provide public health services; and for the consumption charges ¡ncurred by the
public lighting infrastructure. Those municipal installations and properties used for forprofit activities or occupied
by nolfor-profit ent¡ties that do not provide municipal services or by persons and businesses that are not municipal
entities are excluded lrom the CELI subsidy.

Finally, the guidelines require that the municipalities implement efticiency and conservation measures for a
reduclion of l5% in the energy consumption to be incuned in the next three fiscal years. All ol these requiremenls
are effect¡ve beginning November 16, 2015 (fiscal year 2015-16).
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NoTE 21 - SUBSEQUENT EVENTS (CoNT|NUED)

Application of Chapter 9 of the Federal Bankruptcy Law to lhe Commonwealth of Puerto Rico and its
Instrumentalilies

A law proiect has been submitted to the Congress ol the United States of America requesting the application of
Chapter 9 of the Federal Bankruptcy Law to the Commonwealth of Puerto Rico and its instrumentalities. The
benefiis available under Chapter g would permit the Commonwealth to restruclure its debt with its bondholders,
with the purpose 0f decreasing the interest costs and debt service requirements that consume a significant part
of the Commonwealth's operating budget. During the past monlhs, the Governor and Resident Commissioner ol
Puerto Rico have been persistently lobbying for the approval of this law project, including various public hearings
in Congress, argu¡ng thal lhe Commonwealth will incur in a default of its debl service requirements for the fisúl
year 2015-16 citing that both the Governmental Developmenl Bank of Puerto Rico and the Puerto Rico Treasury
Department are suffering from severe cash flow shortfalls that put in jeopardy the fulfillment ol their debt
obligations. The continuing economic and fiscal crisis of the island will seriously affect the amount and quality of
services provided to the c¡tizenry and the amount of subsidies and funds provided by the state to the municipalities.

69



BudgetedAmounts ActualAmounts
Oriq¡nal Final (Budqetary Bas¡s)

$8,163.s71 $8.163.571 $
10,200,000 27,M,w
1,516,033 1,516.033

Variance with
Final Budget

Positive
(Nésativel

s 349,246
(s,364,082)

(1,014,797)

769,397

3,355
(143,366)

(5,M,24n

Rewnue§
Property taxes

Municipal lbense taxes
Fees, fines and dtarges for services

lntergovemm efllal:

Commonweath Govemmenl
lnterel
M iscelaneous

Total revenues

Expenditur€s

Cunerf:

General govemment

Publ'E salety
Pub¡b works and sanitatbn
Culturs and recreatbn

Health, welfare and comm unity development
Education

Total expendiiures

Defic¡ency of revenues und€r expenditur€s

Other fmanc¡ng sources (use3)
Tanslers - ¡ri
Tmnsrers - orlt

Tolal olher financing sourcts (us€s)

Excess (deficiency) ot revenu6 and oüer lnanc¡ng
soufceg over e4lenditut€s and olher financing us€6

3,620,031 3,620,m1 4,§9,428
550,000 5s0,000 5s3,355
820,000 820,000 676,634

24,869,635 41,869,635 36,469,388

8,512,817

21,835,918

501,236

'10,329,6,14 18,472,170 10,¿186,219

2,866,898 2,708,663 2,520,707
6,817,593 6,,t69,387 6,023,357
2,176,598 2,155,661 2,070,688
2,461,920 2,355,928 2,206,582

1 ,42 174,326 167,925

24,836,135 32,336,'t35 23,475,478

33,500 9,533,500 't2,993,910

7,9&5,951
't87,956

44{i,m0
84,973

149,346

6,401

8,860,657

3,460,410

(33,s00) (9.s33,s00) (9,532,838)

(33,500) (9,533,500) (9,532,838)
662

662

§ - S § 3,/t61,02 S 3,¡t61,072

See notes to the Budgetary Comparison Schedule
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NOTE 1 - BUDGET PROCESS AND BUDGETARY BASIS OF ACCOUNTING

The Municipal budget is prepared for the General Fund following the requirements of the Autonomous
Municipal Law of 1991, as amended. lt is developed utilizing elements ol performance-based program
budgeting and zero-based budgeting and includes estimates of revenues and other sources for ensuing fiscal
year under laws existing at the time the budget is prepared.

Budgel amendments are approved by the Municipal Legislature. Certain budget translers within the
limitations and restrictions of the Munic¡pal Law can be approved by the Mayor or by the Municipal
Legislature. The budget comparison schedule provides information about the original budget, the amended
budget and the actual results, under the budgetary basis of accounting.

The budgetary bas¡s of accounling is different from GMP. Bevenues are generally recorded when cash is
received and expenditures are generally recorded when the related expenditure is incurred or encumbered.
The encumbrances (that ¡s, purchase orders, contracts) are considered expenditures when a commttment is
made. 0n a GAAP basis, encumbrances outstanding at year- end are reported in the governmental lunds
stalements as unassigned fund balance since they do not constitute expenditures or liabilities while on a
budgetary basis encumbrances are recorded as expenditures of the current year. Encumbrance
appropriations lapse one year after the end of the fiscal year. Unencumbered appropriations are lapsed at
year'end. The legal level of budgetary conkol (the level at which expenditures may not legally exceed
appropriations) is at the lunction level.

The presentation ol the budgetary data excludes other appropr¡ations such as capital projects, debl service
and special revenue funds because prolects 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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NOTE 2 - BUDGET TO GAAP RECONCILIATION

The accompanying budgelary comparison schedule presents comparisons of the original and final legally
adopted budget with actual data on a budgetary basis. Since accounting principles applied for the purposes
of developing data on a budgetary basis ditfer sign¡ficantly from those used to present accounting principles
generally accepted ¡n the united states, the following budget to GAAP reconciliation is presented:

Excess (deficiency) ol revenues and other financing sources over expend¡tures and
other f¡nancing uses (budgetary bas¡s)

Budget to GAAP differences:

Ent¡ty ditferences:

Non-budgeted funds recorded as revenues for financial report¡ng purposes

Non-budgeted funds recorded as expenditures for tinancial reporting

Non-budgeted transf ers-in

Non-budgeted transf ers-out

Basis of account¡ng d¡tferences:

Revenues and translers.in recorded for financial reporting purposes but not in budgetary basis

Expenditures recorded for financial reporting purposes but not ¡n budgetary basis

Expenditures recorded ¡n budgetary basis but not for financial reporting purposes

Tim¡ng ditferences:

Current year encumbrances recorded as expenditures for budgetary reporting
purp0ses

Prior year encumbrances recorded as expenditures for financial repo ng
purp0ses

Net change in fund balance (GAAP bas¡s):

§ 3,46f,072

2,942,828

(6,402,130)

9,756,493

(104,2s1)

101,792

(936,834)

771,623

562,218

(8s4,629)

s 9,298,182

72



Federal Granlor/Paselhrough
Grantor/Program or Cluster Title

U.S. OEPABTUE T OF AGRICULTURE
Direcl Program:

Bural Hous¡ng Preservat¡on Gran§
Community Facilities Loans and Grants

Pass-through programs hom:
P.R. Department ot Educat¡on

Child and Adult Care Food Program

Suholal U.S. fhpartmenl ol Agriculturg

U.S. DEPAEIIIEIT OF TIOUSI¡IG AND URBAT{ OEVELOPiTENT
0¡rec{ Program:

Community Develognent Block GranldEntitlement Grants
Shelter Plus Care

Section I Housing Choice Vouchers
Pass-through programs Írom:

P.R. oeparlment ol Familv
Emergenry Solutions Grants Prograrn

SuBotal U.S. D€partrnent ol Hous¡ng and Urban t €veloFíeflt

U.S. DEPAFII¡IENT OF HO ELAND SECUBÍÍY
Pass-lhrough programs f rom:

P.R. Govemo/s ofice - Govemo/s Authorized Bepresentative (GAR)

D¡saler Grants. Publ¡c Assistance (Presidentially-Declared D¡sasters)
SuHotal U.S. DepanmÉnt ol Homéland S€curity

U.S. DEPABI1IENT OF HEALÍH AND IIUTIAN SERVICES
Pass-though programs hom:

P.B. Deoartnent ol Familv - Adminislrat¡on of Families and Children
Communiy Services Block Grant

P.B. Depalnent ol Familv - Adm¡nistrat¡on for the Care and lnleoral
oevelooment of Childrefl

Head Slart
Early Head Start

Subtolal U.S. Depañment ol Heallh and Human S€rv¡c-es

Total Apenditu€s of Federal Awards

Federal Pass-through
CFDA Entity ldentitying Federal
Numbe¡ Number ExDendilureg

10.4«¡ r'r/A

10.766 rvA

10.558 Not Ava¡lable

14.218
14.zu
14.871

14.231

Nol Avaihble

Not Available
Nol Available

Not Available

$ 10,326
1,312,814

939,050
8,27s

r,064,792

63,729

10,527,7ñ
4()7,595

10,999,084

T-í5FtEr

wA
I'VA

¡UA

97.036 Not Available

93.569

93.600
93.600

See notes to Schedule of Expend¡tures of Federal Awards.
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NOTE 1 - BASIS OF PRESENTATION

The accompanying Schedule ol Expenditures of Federal Awards includes the federal grant activity of the
Municipality under programs of the federal government for the year ended June 30, 2015. The information in
this schedule is presented in accordance with the requirements of OMB Circular A-133, Audtts of States,
Local Governnents and Nonüofit Organizations. Therefore, some amounts presented in this schedule may
diifer lrom the amounts presented in, or used in the preparation of, the basic financial statements. Because
the schedule presents only a selected portion of the operations ot the Municipali§, it is not inlended to and
does not present the financial position and changes in net assets ol the Municipality.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Expenditures reported on the Schedule are reporled on the modified-accrual basis ol accounting, except for
Section 8 Housing Choice Voucher Program (HCV). Expenditures are recognized when the related liability
is incurred following the cosl principles contained in OMB Circular A-87 Cost Pinciples for State, Local and
lndian Tibal Govemnents, wherein certa¡n types of expenditures are not allowable or are l¡m¡ted as to
reimbursement. Expenditures for HCV Program are reported on a statutory basis as required by the U.S.
Department of Housing and Urban Development. Such expenditures should equal the net ACC subsidy for
the PHA's fiscal period.

lhe Catalog of Federal Domestic Assislance (CFDA) Number is a program identification number. The lirst
two digits ¡denlity the federal department or agency that administers the program and the last three numbers
are assigned by numerical sequence.

Slate or local government Iedistributions of federal awards to the Municipality, known as "pass-through
awards', should be treated by the Municipality as though they were received directly lrom the federal
govemment. 0MB Circular A-133 requires the schedule to include the name of the pass-through ent¡ty and
the identifying number assigned by the pass-through entity for the federal awards received as a sub recipient.
Numbers identified as N/A are not applicable and numbers identified as N/AV are not available.
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NOTE 3 - RECONCILIATION

EXPENDITURES OF FEDERAL
FINANCIAL STATEMENTS

OF EXPENDITURES PRESENTED IN THE SCHEDULE OF
AWARDS TO THE EXPENDITURES PRESENTED IN THE BASIC

Description

Other
Governmental

Head Start Funds Total

Total federal expenditures per Schedule of
Expenditures of Federal Awards

Difference between total grant awarded and
the amount recorded as expenditures under
modified-accrual basis for Section 8 HCV
Program

NonJederal awards expendilures

Total expenditures, fund statements

$ 10,935,355 $ 4,582,304 $ 15,517,659

145,746

2,229,658

145,746

2,229,658

_$_tq¡!§ÉE_ _§___§É574q_ §__1Zd9U§9_
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INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND
ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS

PERFORMED IN ACCORDANCE WITH

GOVERNMENT AUDITING STANDARDS

To the Honorable Mayor and

Municipal Legislalure
Municipality of Guayama

Guayama, Puerto Rico

We have aud¡ted, ¡n accordance with the auditing standards generally accepted in the United States of
America and the standards applicable to financial audits conta¡ned in Govemment Aud¡t¡ng Sfandards issued
by the Comptroller General ot the United States, the frnancial statements of the governmental act¡vities, each
major fund, and the aggregate remaining fund inlormation of the Municipality of Guayama, as of and for the
year ended June 30, 2015, and the relaled notes to the financial statements. We were engaged to audit
the financial statement of the govemmental activ¡t¡es. These financial statements which collect¡vely comprise
the Municipality's basic financial statements, and have issued our report thereon dated March 18, 2016. The
report on the govemmental lund f¡nancial slatements was qual¡fied tor the interfund balances and we did not
express an op¡nion on the governmentalacliv¡ties because we were unable to obtain sufficient and competent
evidential matter related to the cap¡tal assets, the landfill closure, and post-closure care cost liabili§.

lnternal Cont¡ol over Financial Report¡ng

ln planning and performing our audit of the financial slatements, we considered the Municipality's internal
control over financial reporting (internal control) to determine the aud¡t procedures that are appropr¡ale in the
circumstances lor the purpose of expressing our opinions on the financial statemenls, but no for the purpose

of expressing an opinion on the effectiveness oi the Municipal¡ty's ¡nternal control. Accordingly, we do not
express an opinion on the etfectiveness of the Municipali§'s ¡ntemal control.

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

or employees, in the normal course ol performing their assigned functions, to prevent, or detect and correct,
misstatements on a timely bas¡s. A maferal wealaess is a deficiency, or combination ol deficiencies, in
internal control, such that there is a reasonable possibility that a material m¡sstatement of the enti§'s financial
statements will not be prevented, or detected and corected on a timely basis. A srgnlfica nt deÍic¡ency is a
deficiency, or a combination of deficiencies, in internal control that is less severe than a material weakness,
yet important enough to mer¡t attention by those charged with governance.

Our consideration of ¡nternal control was lor the limited purpose described in the f¡rst paragraph ol this section
and was not designed to identify all deficiencies in internal control that mighl be material weaknesses or,
significant deficiencies and therefore, material weaknesses or signilicant deficiencies may exist that were not
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identified. We did identity cerlain deliciency in internal control, described in lhe accompanying schedule of
findings and questioned costs that we consider to be material weakness as items 2015-001 to 2015-005.

Compliance and 0ther Matters

As part ol obtain¡ng reasonable assurance about whether the Municipality's linancial statements are free
from material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements, noncompliance with which could have a direct and material effect on the
determination ol financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit, and accordingly, we do not express such an opinion. The results
of our tesls disclosed instances of noncompliance or other matters that are required to be reported under
Govemment Aud¡ilng Standards and which are described in the accompanying schedule of findings and
questioned costs as items 2015-001 to 2015-005.

Purpose ot th¡s Report

The purpose of th¡s report is solely to describe the scope of our testing of internal control and compliance
and the results of that lesting, and not to provide an opinion on the etfectiveness ol the entity's internal control
or on compl¡ance. This report is an integral part of an audit performed in accordance wilh Govemnent
Auditing Standards in considering the entitys internal control and compliance. Accordingly, this
communication is not suitable lor any other purpose.

San Juan, Puerto Rico
March 18,2016

lhe stamp E210227 of
Society of Certilied
was affixed to the

+ () e tl*t--¡, Y^titttt«,l.,iuz¿a J (o,
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INDEPENDENT AUDITORS' REPORT ON COMPLIANCE FOR EACH MAJOR FEDERAL PROGRAM
AND ON INTEBNAL CONTROL OVER COMPLIANCE REOUIRED BY OMB CIRCULAH AI33

To the Honorable Mayor
and Municipal Legislature

Municipali§ ol Guayama
Guayama, Puerto Rico

Report on Compliance for each Maior Federal Program

We have audited Municipality ol Guayama's compliance with the types of compliance requirements described
in the OMB Compliance Supplement that could have a direct and material effect on each of Municipality's
major federal programs for the year ended June 30,2015. Municipal¡ty's major federal programs are
identified in the summary ol auditors' results section of the accompanying schedule of findings and
questioned costs.

Management's Responsib¡l¡ty

Management is responsible for compliance with the requirements of laws, regulations, contracts, and grants
applicable to its federal programs.

Auditors' Hesponsibili§

Our responsibility ¡s to express an opinion on compliance for each of Municipality's major federal programs
based on our audit of the types of compliance requirements referred to above. We conducted our audit of
compliance in accordance with auditing standards generally accepted in the United States of America; the
standards applicable to financial audits contained i¡ Government Audrting Standards, issued by the
Compüoller General of the Un¡ted States; and oMB Circular A-133, Audifs of States, Local Govenments,
and Non-Profit Organizations. Those standards and OMB Circular A-133 require that we plan and perform
the audit to obta¡n reasonable assurance about whether noncompliance with the types of compliance
requirements refered to above that could have a direct and material effecl on a major federal program
occuned. An aud¡t includes examining, on a test bas¡s, evidence about Municipality's compliance with those
requirements and pelorming such other procedures as we considered necessary ¡n the c¡rcumstances.

We believe that our aud¡t provides a reasonable basis for our opinion on compliance for each major lederal
program. However, our audit does not provide a legal determination of Municipality's compliance.
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Basis lor 0ualified Opinion on Major Federal Programs

As identified in the findings numbers listed in the table below and described ¡n the accompanying Schedule
of Findings and Questioned Costs, the Municipality, did not comply with requirements regarding the lollowing:

Compliance Finding
Awarding Agency Federal Program Requirements Number

Department ol Health and Human

Services 93.600 - Head Start

0epartment of Health and Human

Services 93.600- Head Start

Department of Housing and Urban 14.218 - CDBG -

Development Entitlement

Department of Agriculture
10.558 - Ch¡ld and Adult

Care Food Program

Matching, Level ol
Etfort,Earmarking 2015-007

Beporting 2015-008

Special fest-
EnvironmenlalReviews 2015-010

Reporting 2015-013

Compliance with such requirements ¡s necessary, in our opinion, for the Municipality to comply with the
requirements appl¡cable to the programs.

Qualified Opinion on Head Start, CDBG-Entitlement Grant, and Child and Adult Care Food Program

ln our opinion, except lor the noncompliance descr¡bed in the "Basis for Qualified Opinion on Major Federal
Program§' paragraph, the Municipal¡ty, complied, in all material respects, with the types of compliance
requirements referred to above that could have a direct and material effect on Head Start, CDBG-Entitlement
Grant, Child and Adult Care Food Program, for the year ended June 30, 2015.

Unmodified Opinion on Each ol the Otñer Maior Fedeml Programs

ln our opinion, the Municipality complied, in all material respects, w¡th the types o, compliance requ¡rements
referred to above thal could have a direct and material effect on each of its other major lederal programs
(Communi§ Facilities Loan and Grants) identitied in the summary ol auditors' results section of the
accompanying Schedule of Find¡ngs and Questioned costs for the year ended June 30, 2015.

Other Matters

The results ol our procedures disclosed other instances of noncomopl¡ance, which are required to be
reported in accordance with OMB Circular A-133 and which are described in the accompanying Schedule of
FindingsandQuestionedCostsasitems20lS-009,2015-011,and2015-012. Ouropiniononeachmajor
federal program is not modilied with respect to these matters.
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Municipality's response to the noncompliance findings identified in our audit are described in the
accompanying Schedule of Findings and Questioned Costs. Municipality's response was not subjected to
the auditing procedures applied in the audit ol compliance and, accordingly we express no opinion on the
resp0nse.

Report on lnlernal Control over Compliance

Management of the Mun¡cipality is responsible for establishing and mainta¡ning etfective internal control over
compliance with the types of compliance requirements refered to above. ln planning and performing our
audit of compliance, we considered Municipality's ¡nternal control over compliance with the types of
requirements that could have a direct and material effect on each major federal program to determine the
auditing procedures that are appropriate in the circumstances for the purpose of expressing and opinion on
compliance lor each major lederal program and to test and report on ¡nternal control over compliance in
accordance with OMB Circular A-133, but not lor the purpose of expressing an opinion on the effectiveness
of intemal control over compliance. Accordingly, we do not express an opinion on the efectiveness of the
Mun¡cipality's internal control over compliance.

Our consideration of internal control over compliance was for the limited purpose described in the preceding
paragraph and was not designed to identify all deficiencies in internal control over compliance that might be
malerial weaknesses or signif¡cant deficiencies, and therefore, malerial weaknesses or signilicant
deficiencies may exist that were not identified. However, as discussed below, we identified certain
deficienc¡es in internal control over compliance that we consider to be material weaknesses and significant
deficiencies.

A deliciency in internal contol ovü compliance exists when lhe design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their assigned
functions, to prevent, or detect and conect, noncompliance with a type of compl¡ance requirement of a federal
program on a timely basis. A mateial weakness in internal control over compliance is a deficiency, or
combination of deficiencies, in internal control over compliance, such that there is a reasonable possibiltiy
that malerial noncompliance with a type of compliance requ¡rement ol a federal program will not be
prevented, or detected and corrected on a timely basis. We consider the deficiencies in internal control over
compliance described in the accompanying schedule of findings and quest¡oned costs as ilems 2015{07,
2015-008,2015-010, and 2015-0.l3 to be material weaknesses.

A s¡gn¡Í¡cant def¡ciency in intenal contol over compliance is a deficiency, or a combination a deficiencies ,

in internal control over compliance with a type of compliance requirement of a federal program that ¡s less
severe than a material weakness ¡n internal control over compliance, yet important enough to merit attention
by those charged with governance. We consider lhe def¡c¡enc¡es in inlernal control over compliance
described in the accompanying schedule of findings and questioned costs as items 2015-009, 2015-0.l 1 ,

and 2015-0'12 to be significant deficiencies.

Municipality's reponse to lhe internal control over compliance findings ident¡fied ¡n our audit are described in
the accompanying correctrve action plan. Municipality's response was not subjecied to the auditing
procedures applied in the audit of compliance and, accordingly, we express no opinion on the response.
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fte purpose of this reporl on internal control over compliance is solely to described the scope of our testing
of inlemal control over compliance and the results ol that testing based on the requirements of OMB Circular
A-133. Accordingly, this report is not suitable for any other purpose.

San Juan, Puerto Rico

March 18,2016

The stamp E210228 of
Society of Cen ¡ed

was affixed to the

O^LrlR,r,^,?,,,uL L Co

5f {^q }}3
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I. SUMMARYOFAUDITRESULTS

Financ¡al Statements

Type of auditors' report issued:

Governmental activities
General funds
Head Starl fund
Bond lssuances fund
Debt Service fund

other governmental fund

lnternal control over financial reporting:

Material weakness (es) identified?

Disclaimer

Qualified

Qualilied

Qualified
Unmodified

Qualified

None

X reported

X Yes

X Yes No

None

reportedX Yes

Qualified opinion

Qualified opinion

Qualified opinion

Unmodified op¡nion

X Yes

Heporlable condition(s) identilied that are nol considered
to be material weakness? Yes

No

No

Noncompliance material to financial statements noted?

Federal Awards

lnlernal control over major programs:

Material weakness (es) identified?

Significant deficienry (is) identilied?

Type of audilors' report issued on compliance for major
pr0grams:

Head Start
Community Development Block Grant/Entitlement Grants

Child and Adult Care Food Program

Community Facilities Loan and Grants

Any audit findings disclosed that are required to be reported
in accordance with section 510 (a) ol OMB Circular A-133?
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Identification of major programs:

CFDA Numbers Name of Federal Programs or Cluster

Commun¡ty Facil¡ties Loan and Grants
Child and Adult Care Food Program

Commun¡ty Development Block Grants/Entitlement

Grants

Yes XNo

10.766

10.558

14.218

93.600 Head Start /Early Head Start

Dollar threshold used to distrngu¡sh between Type A and Type B programs: 9465,530

Audited qual¡f¡ed as low+isk auditee?

FINDINGS. FINANCIAL STATEMENTS AUDIT

2015-001: Account¡ng Records and Reporting System

Condition

The Municipality did not ma¡ntain complete account¡ng records.

Criteria

Chapter Vlll, Article 8.010 (b) of State Act Number 81- Ley de Municipios Autónomos del Estado L¡bre
Asociado de Puefio Flco of August 30, 1991, states that the Municipali§ must maintain its fund
accounting in accordance with GAAP. ln addition, Article 8.010 (c) states that uniform accounting
system used by the Municipal¡ty must produce reliable reports and financial statements provide

complete information aboul the resulls of the Municipal¡ty's operat¡ons and include the necessary
¡nlernal controls to account for all funds, capital assets and other assets.

Cause

The Municipality has not established effective internal control procedures over the accounting system.

Recommendation

We recommend management lo establish the necessary internal controls and procedures in order to
ma¡ntain a complete accounting system wh¡ch adequately summarizes the accounting information ol
all the financial transactions related to assets, liabilities, revenues and expenditures of the
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Municipality's funds. Also, the accounting records of the Mun¡c¡pality should be precisely enough, to
support the amounts presented in the financial statemenls.

2015-002: Accounting Records - lmplementation of GASB 68

Condition

Managemenl has not recorded the defened inf lows/outflows ofthe resources, and net position liability
related to pensions in governmental activities and, has not recorded and expense for the current period

change ¡n that liabili§.

Criteria

Statement No. 68 of the Government Accountrng Standard Boad, Account¡ng and Financial Reporting
for Pensions, required to recognize a liability as employees earn their pension benefits (that is, as they
provide services to the government). The employers participat¡ng in cost-sharing plans will recognize
their proportionate share of the collective pension amounts for all benelits provided through the plan.

Pension amounts to be recognized by employers include the nel pension liabili§, defened outflows of
resources, delened inflows of resources, and pension expense. To the extent that a long-term
obligation to provide pension benef¡ts (that is, total pension liabili§) is larger than the value of the
assets available ¡n the plan to pay pension benefits, there is a collective net pension liability for which
each employer will need to report its proportionate share in their financial statemenls.

Cause

The Employees' Hetiremenl System of the Government of Puerto Hico did not provide the data related
to pension expense and obligation change aüributable to the Municipality.

Recommendation

Obtain the pension data from the Employees' Retirement Syslem of the Government of Puerlo Rico.

2015-003: Accounting Records - Capital Assets

Condition

The Mun¡c¡pal¡ty does not have an effective system to account for cap¡tal assets, including the
infrastructure assets.
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Criteria

GASB 34 requires that all cap¡tal assets, including infrastructure, must be presented in the stalement

ol net position and that there must be deprecialed during its useful life. Chapter Vlll, Article 8.010 @

(3) of the State Law Number 81- Autonomous Municipalities Act of the Commonwealth of Puerto Rico

of August 30, 1991 , states that Muñ¡cipal¡ty should maintain updated property accounting records.

Cause

The lack of an adequate cap¡tal assets register did not permit the proper accounling over the cap¡tal

assets, the accumulated depreciation and the depreciation expense presented in the financial

statements of the Municipali§.

Recommendation

We recommend management and the Property D¡vision of the Mun¡cipality to make an inventory of the
capital assets, support it with adequate documentation and reconcile it with the capital assets

subsidiary ledger. Also, the accounting staff should determine if the accumulated depreciation and
deprecialion expense are properly calculated.

2015-004: Accounting Records - lnterfund Transactions

Condition

The Municipality does not maintain an accurate record over the interfund transactions.

Criteria

Article 8.004 O of the State Law Number 81 - "Autonomous Municipalities Act of the Commonwealth
ol Puerto Rico of August 30, 1991 , states that the restricted funds received by the Municipali§ should
be only used for the purposes established by these resources. ln addition, Article 8.010 O (2) and (3)

of the aforementioned law, states that Mun¡c¡palit¡es should ma¡ntain accurate accounting records and
funds controls.

Cause

The accounting staff did not maintain adequate subsidiary ledgers over the interfund transactions and
the due from and due to account balances.
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Flecommendation

We recommend management to implement procedures in order to obtain and maintatn accurate
subsidiary records that supports the interfund fansact¡ons. These records should include the purpose
of the transfers, the name of the funds that received the loans and the balance of the interlund, by each
fund.

2015-005: Accounting Records - Municipal Solid Waste Landfill Closure and Postclosure Care
and Maintenance Costs

Condition

The Municipality did not adjust in ils government wide financial slatements, the required liabili§ for
closure and posl closure care costs based on a study of the activities of the solid waste landfill.

Criteria

Regulations set forth by the U. S. Environmental Protection Agency (EPA) ¡n its "Solid Waste disposal
Facility Criteria", the Municipali§ is required to place a linal cover on the l/un¡cipal¡ty's solid waste
landfill site when it stops accepting waste, and to perform certain marntenance and moniloring functions
at the site for 30 years after closure. GASB 18 requires the Municipality to perform a study ol the
activities that need lo be implemented at the Municipality's solid waste landfill facil¡ties to guarantee
the maximum yield of available space and to comply with applicable state and federal regulations.
Based on this study, the Municipality must adjust the liability recorded ¡n ¡ls statement of net position
at June 30,2015.

Cause

The Municipali§ lailed to perform a study of the operation of lhe waste landfill, in accordance with the
requirements of the EPA, ¡n order to update the closure and post closure l¡ability.

Flecommendalion

We recommend management to perform the study ol the activities that need to be implemented at the
Municipal¡ty's solid waste land iill facilities and delermine the amount of the liability that should be
reported in the governmental activities.
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3. FINDINGS AND QUESTIONED COSTS. MAJOR FEDEFAL AWARD PROGRAM AUDIT

Head Start - CFDA No. 93.600

o Condition 2015{$ - Cash Management

The Program did not minimize the time between the receiving of the request of Íunds from the
pass-through entity and the disbursement ol funds.

Cause

The Program did not maintain appropriate cash management procedures ¡n order to disburse lhe
funds requested to the pass-through entity in a timely manner.

Effect

The Program is not in compliance wilh Code of Federal Regulation 45, Subpart C, Section 92.21
(b).

Criteria

Code of Federal Regulation 45, Subpart C, Section 92.21 (b) states that methods and procedures
for payment shall minim¡ze the time elapsing between the transfer of funds and disbursement by
the grantee or subgrantee, in accordance with Treasury regulations at 31 CFR Part 205.

Recommendation

We recommended management to continue shengürening its disbursement procedures to
minimize the time between the transfer of funds by the pass through entity and the disbursements
made by the Program.

Questioned Costs

None
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HEAD START. CFDA NO, 93.600

. Cond¡tion 2015-007 - Matching

During the fiscal year 2014-2015, the Municipal¡ty did not mainta¡n adequate internal controls of
the rental valuation procedures and accounting system ol the Program.

Criteria

The Code of Federal Regulation 2, Section 215.23 states that the value of donated space should
not exceed lhe fair rental value of comparable space as established by an independent appraisal
of comparable space and facilities in a privately-owned building in the same locality.

The Matching or Cost Sharing of the Code of Federal Regulation, 45 Seclion 92.24 establishes:

Records. Costs and third party in kind confibutions counting towards satisfying a cost sharing or
matching requirement musl be veriliable from the records of grantees and subgrantee or cost-type
contractors. These records must show how the value placed on th¡rd party in-kind contributions
was derived. To the extent feasible, volunteer services will be supported by the same methods that
the organization uses to support the allocabili§ ol regular personnel costs.

Cause

The Program did not maintain appropriate internal controls of its financial accounting and reporting
to support the financial reports submiüed to the pass{hrough entity.

Effect

The Program's financial management syslem is not updated to assure compliance with the
matching requirements and the Program reported in-kind rent cost sharing based on estimates,
which were not performed by an ¡ndependent appraisal.

Fiecommendation

The Program should update its financial accounting system and strengthen its ¡nternal controls to
assure compliance with the requirements ol Match¡ng.

Questioned Costs

None
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HEAD START - CFDA NO. 93.600

. Condition 2015-008. Repoñing

During the fiscal year 2014-2015, the Municipality did not ma¡ntain adequate of internal controls of
the accounting transactions ol the Program.

Criteria

The Code of Federal Regulations, 45 CFH, Section 92.20 establishes the financial management
systems of other grantees and subgrantees musl meet the following standards:

(1\ Financial reporting. Accurate, current, and complete disclosure of the financial results of
financially assisted activities must be made in accordance with the f¡nancial reporting
requirements of the grant or subgrant.

(21 Accounting records. Grantees and subgrantees must mainlain records which adequately
ident¡ty the source and application of funds provided for financially- assisted activ¡ties. These
records must conta¡n information pertaining to granl or subgrant awards and authorizations,
obligations, unobligated balances, assets, liabilit¡es, outlays or expenditures, and ¡ncome.

Clause 10 ol the grant agreemenl with the pass-through ent¡ty states as a requiremenl the use of
the official accounting system provided by the pass.through entity, with the purposes of audit or
federal monitoring. lt is required to reg¡ster all transactions through the system and no payments
will be processed if they have not been registered ¡n lhe accounlings system. ll is required to keep
the information up to date in the account¡ng system at all times.

Cause

The Program did not maintain appropriate internal controls of its financial accounting and reporting
to support the financial reports submitted to the pass{hrough entity.

Effect

The Program's financial management system is not updated to assure compliance with the
reporting requ¡rements.
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Recommendation

The Program should update its financial management system to assure compliance with the
requirements of reporting.

Questioned Costs

None

COMMUNITY DEVELOPMENT BLOCK GRANTV ENTIILEMENT GRANIS - CFDA NO. 14.218

o Condition 2015-009 - Cash Managemenl

During the fiscal year 201+2015, the Program's intemal controls d¡d not meet the compliance
requirements of cash management.

Criteria

Code ol Federal Regulations, Title 24 Housing and Urban Development states that the State
should use procedures to minimize the time elapsing between the lransfer ol grant funds and
disbursement of funds by the State to units of general local govemment. Units of general local
governmenl should also use procedures to minimize the t¡me elaps¡ng between the transfer of
funds by the State and disbursement for CDBG activities.

Cause

The Program and the Finance Department of the Municipality did not maintain appropriate cash
management procedures in order to drawdown funds only for immediale needs ¡n a timely manner.

Effect

The Program is not in compliance with the Code of Federal Regulalions, Title 24.

Recommendation

The Municipality should strengthen its ¡nternal controls for accurately pro.jecting the cash needs of
the Program that will serve lo minimize the t¡me between the receipt of funds from the grantee and
their actual disbursements.
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Questioned Costs

None

COMMUNITY DEVELOPMENT BLOCK GRANTS/ ENIMEMENT GRANTS - CFDA NO. 14,218

. Conditlon2015-010-Environmental Reviews

During the liscal yea¡ N14-2015,1he Program did not have controls in place for compliance with
the requirements ol environmental reviews.

Criteria

Compliance with environmenial review procedures. The environmenlal review procedures set lorth
at 24 CFR part 58 must be completed for each activity (or proiect as delined in 24 CFR part 58),
as applicable. Section 58.38 states that the responsible entity must mainta¡n a wrilten record of
the environmental review undertaken under this part for each project. Ihis document will be
designated the "Environmental Review Becord (ERH), and should be available for public review.
The responsible entity must use the cunent HUD+ecommended lormats or develop equivalent
lormats as follows:

(a) ERR Documents. The ERR should clntain all the environmental review documents, public
notices and written determinations or environmental lindings required by üris part as evidence
of review, decision making and aciions pertaining to a particular proiecl ol a recipient. The
document should:

(1) Describe the prolect and the activities that the recipient has determined to be part of the
project;

(2) Evaluale the effects of the projecl or the activities on the human environment;

(3) Document compliance with applicable stalutes and authorities, in particular those cited in
Sec. 58.5 and 58.6; and

(4) Hecord the written determ¡nations and olher review findings required by this part (e.g.,
exempl and categorically excluded pro¡ects determinations, findings of no s¡gnificant
impact).

(b) Olher documents and infomation. The ERR should also coniain verifiable source documents
and relevanl base data used or cited in EAs, ElSs or other proiect rev¡ew documents. These
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documents may be incorporated by reference into the ERR provided that each source
document is identified and available for inspection by interested parties. Proprietary mater¡al

and special studies prepared for the recipient that are not otherwise generally available for
public review shall not be incorporated by reference but shall be included in the ERB.

Cause

The Program did not maintain appropriale records available for review as required by Section
58.38.

Effect

The Program is not in compliance with the Code of Federal Regulations, Title 24.

Recommendation

The Municipal¡ty should designate the Environmenlal Beview Record and have it available for
public review prior to engagjng ¡n project activit¡es as obligations and disbursements.

Oueslioned Costs

None

COMMUNITY DEVELOPMENT BLOCK GRANT - CFDA NO. 14.218

. Condition 2015-011 - Procurement and Suspension and Debarment

During the fiscal year 2014-2015, the Munic¡pality did not maintain adequate internal controls to
ascertain including in its conkacts all required clauses. During the contact provisions test, we
examined two contracts project contracts to ascertain completeness of clauses noting the following
clauses were not included:

. Energy Policy and Conservation Act (Pub L. 94-163,89 Stat 871)
¡ Hetention of all required records for three years as required by 24 CFR, Section 51 1 .73

Criteria

The Code ol Federal Regulations, Section 85.36, states that when procuring propes and services
under a grant, a State will follow the same policies and procedures it uses for procurements from
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ils non-Federal funds. The State will ensure thal every purchase order or olher conkact includes
any clauses required by Federal statutes and executive orders and the¡r implementing regulations.

Cause

The Municipali§'s contracts did not include all the required clauses.

Effect

The Program is not in compliance the Code of Federal Regulations 24, Section 85.36.

Recommendation

We recommend Management to ascertain that Municipal¡ty's contracts ¡nclude all required clauses.

Questioned Costs

None

CHILD AND ADULT CARE FOOD PROGRAM - CFDA NO. 10.558

r Condition 2015-0t2 - Cash Management

During the fiscal year 2014-2015,1he Program's internal conlrols did not meet the compliance
requirements of cash management and maintained a high average balance of $273,710.

Criteria

Code of Federal Regulations 7, Section 3016.21 (b) states bas¡cs standards as methods and
procedures tor payment should minimize the time elapsing between the transfer of funds and
disbursement by the grantee or subgrantee, in accordance w¡th regulat¡ons at 31 CFR pan ZOS.
The CHF Part 205, Hules and Procedures for Eflicient Federal-State Funds Transfers; Final Rule,
Section 205.12 (b) states rules applicable to Federal Assistance Programs as follows:

. Cash advance (pre-¡ssuance or posfissuance) funding means that a Federal Program
Agency transfers the actual amount of Federal funds to a State that will be paid out by the
State, in a lump sum, not more than three business days prior to the day the State issues
checks or initiates EFT payments.
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. Reimbursable funding means that a Federal Program Agency transfers Federal funds to a
State after that State has akeady paid out the funds for Federal assistance program purposes.

Cause

The Program did not maintain appropriate cash management procedures.

Effect

The Program ¡s not in compliance with the Code of Federal Regulations 7, Seciion 3016.21 (b);

and 31, Section 205.12 (b).

Recommendation

We recommend management to make an analysis ol the cash balance and verify if there are
carryovers to determine if those carryovers have lo be reimburse to the pass-through entity.

Questioned Costs

None

cHrLD AND ADULT CARE FOOD PRoGHAM (CFDA N0. 10.558)

¡ Condition20l5-013-Beporting

During the fiscal year 2014-2015, the Mun¡cipality did not maintain adequate of intemal controls of
the account¡ng transactions ol the Program.

Criteria

The Code ol Federal Regulations, T CFR, Section 226.7 establishes State agency responsibilities
for linancial management as that each State agency should mainlain an acceptable financial
management system, adhere to tinancial management standards and othen¡vise carry out financial
management policies in accordance with 7 CFR part 3015, 7 CFR part 3016 and 7 CFH part 3019,
as applicable. State agencies or FNSRO's, where applicable, should also have a system in place

for monitoring and reviewing the institutions' documentalion of their nonprofit slalus to ensure that
all Program re¡mbursement funds are used: (1) Solely for the conduct of the food service operation;
or (2) to improve such food service operat¡ons, principally for the benelit ol the participants.
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Code of Federal Regulation 7, Section 3016.20 (b) (f) and (2) states the financial management
systems of other grantees and subgrantees must meet the following standardsl

(1) Financial reporting. Accurate, current, and complete disclosure of the financial results of
financially assisted act¡vities must be made in accordance with the financial reporting
requ¡rements of the grant or subgrant.

(21 Acuunting records. Grantees and subgrantees must maintain records which adequately
identify the source and application of funds provided lor financially-assisted activ¡t¡es. These
records must contain information pertaining to grant or subgrant awards and aulhorizations,
obligations, unobligated balances, assets, liabilities, outlays or expenditures, and income.

Cause

The Program did not mainlain appropriate inlernal controls ol its financial accounting and reporting
t0 support the financial reports submitted to the pass-through entity.

Effect

The Program's financial management system is not updated to assure compliance with the
reporting requirements.

Recommendat¡on

The Program should update its linancial management system to assure compliance with ihe
requirements of reporting.

Questioned Costs

None
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Proqram Findinq /Non Compliance Status

All programs

Head Start and Early
Head Start

CFDA No.93,600

Head Start and Early
Head Start

CFDA No.93.600

Head Start and Early
Head Start

CFDA No.93.600

Communi§
Development Block
Grants/Entitlemenl
Grants

CFDA No. 14.218
Communily
Development Block
Grants/Entitlement
Grants
CFDA No. 14.218

Condition 201&06 - Single Audit Submission

The Municipality did not comply with the required

due date for the submission of the Single Audit
Report.

Condition 201#07 - Cash Management

The Program did not minimize the t¡me between the
receiving of the request of funds from the pass-

through entity and the disbursement of funds.

Condition 201S08 - Matching, Level ol Etlorl,
Earmarking

The Program does not mainla¡n an effective
accounling system to accounl for the matching
contribution and the l5% ol administrative earmark.

Condition 201+09 - Report¡ng

The Municipali§ did not mainta¡n adequate internal

controls over the accounting fansactions of the
Program.

Condilion 201&10 - Cash Management

During the liscal year 2013-2014, the Program
maintains excess of cash in the bank account
reconcrl¡ations.

Condition 201tl.l1 - Matching, Level of Effort,
Earmarking

The Program did not comply with the administrative
earmarking during the fiscal year 20'13-2014.

Condition correcled.

Condition still
prevails.

Condition still
prevails.

Condition still
prevails.

Condition still
prevails.

Condition corrected.
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Program Finding /Non Compliance Status

Community
Development Block
Grants/Entitlement
Grants
CFDA No. 14.218

Community
Development Block
Grants/Enlitlement
Grants
CFDA No. 14.218

Community
Development Block
Grants/Entitlement
Grants
CFDA No. 14.218

Communi§
Development Block
Grants/Entitlement
Grants

CFDA No. 14.218

Community
Development Block
Grants/Entitlemenl
Grants
CFDA No. 14.2't8

Section 8 Housing
Choice Voucher

CFDA No. 14.871

Condition 20't¿l-12 - Procurement, Suspension,
and Debarment

The Program did not included in the contracts, all

the required clauses.

Condition 2014-13 - Program lncome

The Program did not comply with the program

income requirement.

Condition 201&14 - Reporting

The Program accounting records were not updated
as of June 30, 2014.

Condition 201&15 - Special Test-
Environmental Reviews

The Program did not provide sufficient evidence
about the env¡ronmental reviews for ¡mprovement
projects.

Condition 201&t6 - Subrecipient Monitoring

The Program did not maintain adequate procedures

to monitor the subrecipient's use of Federal awards.

Condition 201&f 7 - Special Test - Reasonable
Hent

The determ¡nation of the reasonable rent to owners
was not properly documented by the Program.

Condition still
prevails.

Condition corrected.

Condition corrected.

Condit¡on still
prevails.

Condit¡on corrected.

Condition still
prevails.
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Program Finding /Non Compliance Status

Child and Adult Care
Food Program

CFDA No. 10.558

Child and Adult Care
Food Program

CFDA No.10.558

Child and Adult Care
Food Program

CFDA No. 10.558

Head Startand Eaily
Head Stañ

CFDA No.93.6{X)

Head Start and Early
Head Stañ

CFDA No.9ll.6ü)

Head Stañ and Early
Head Stañ

CFDA No.9i!.6fl)

Condition 201&18 - Cash Management

The Program mainta¡ns high average balances in
the monthly bank reconciliations.

Condition 201&19 - Period of Availability

The Program disbursed funds for goods after the
period of availability.

Condition 201&20 - Report¡ng

The Municipali§ did not mainta¡n adequate intemal
controls of the acmunting lransactions ol the
Program.

Condition 13-lll-04 - Cash Management

The Program did not minim¡ze the time between the
receiving of the request of funds from the pass-

through enti§ and the disbursement of funds.

Condition 13-lll-05 - Matching, Level of Elfort
Eamarking

The Program does not mainlain an effective
accounting system to account for the match¡ng

contribution and the 15% of adm¡nistraiive earmark.

Condition 13-lll-06. Repoñing

The Municipali§ did not ma¡ntain adequate intemal
controls over the accounting transactions of the
Program.

Condition slill
prevails.

Condition conected.

Condition still
prevails.

Condition st¡ll

prevails.

Condition still
prevails.

Condition still
prevails.
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Program Finding /Non Compliance Status

Community
Development Block
GranidEntitlement
Granls
CFDA No. 14.218

Community
Development Block
Grants/Entitlement
Grants
CFDA No. 14.218

Commun¡ty
Development Block
GrantJEntitlement
Grants
CFDA No. 14.218

Community
Development Block
Granis/Entitlement
Grants

CFDA No. 14.218

Community
Development Block
GrantdEntitlement
Grants
CFDA No. 14.218

Community
Development Block
GrantdEnt¡tlement
Grants

CFDA No. 14.218

Condition 13-llF07 - Allowable Cost

The Municipality did not maintain adequate internal
controls over Financial Assistance to Small
Business.

Condition 13-lll-08 - Cash Management

During the fiscal year 2013-2014, the Program
maintains excess ol cash in the bank account
reconc¡liations.

Condition 13-lll-09 - Procurement, Suspension,
and Debarment

The Municipality did not maintain adequate ¡nternal
controls over Excluded Party List.

Condition l3-lll-10 - Program lncome

The Municipality d¡d nol maintain adequate internal
controls over program ¡ncome.

Condition 13lll-11 - Reporting

The Municipality did not maintain adequate internal
controls over reporting

Condition 13-lll-12 - Specid fest-
Environmental Reviews

The Program did not provide sufficient evrdence
about the environmental reviews for ¡mprovement
projects.

Condition corrected.

Condition still
prevails.

Condition corrected.

Condition corrected.

Condition conected.

Condition still
preva¡ls.

99



Findinq /Non Compliance Status

Community
Development Block
Grants/Entitlement
Grants

CFDA No.14.218

Child and Adull Care
Food Program

CFDA No. 10.558

Condition 13-lll-13 - Special Test Rehabil¡tation

The Municipality did not mainla¡n adequate intemal
conlrols over rehabil¡tation

Condition 13-lll-14- Cash Managemenl

The Program did not minimize the time between the
receiving of the request of funds lrom the pass-

lhrough entity and the disbursement of funds.

Condition corrected.

Condition still
prevails.
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MUNICIPIO AUTÓNOMO DE GUAYAMA
OFICINA DE FINANZAS

CORRECTIVE ACTION PLAN

March 28, 2016

Cognizant or Oversight Agency for Audit:

lVlunicipality of Guayama respectfully submits the following conective action plan for the year ended June
30,2015.

Name and address of independenl public accounting firm: Ortiz, Rivera, Rivera & Co., Suite 152, pO Box
70250, San Juan, Puerto Rico 00936-7250.

Audit period: Fiscal year ended June 30, 2015.

The findings from the June 30, 2015 schedule of findings and questioned costs are discussed below. The
findings are numbered consistently with the numbers assigned in the schedule.

FINDINGS - FEDERAL AWARD PROGRAM AUDITS

A. Head Start- CFDA No. 93.600

. Finding Number20f5.006: Cash Management

Recommendation

:
We recommended management to cont¡nue strengthen¡ng its disbursement procedures to
minim¡ze the time between the transfer of funds by lhe pass through entity and the disbursements
made by the Program.



Action Taken

This situation is caused by the short time between the date the passthrough entity transfers the
funds to the Municipality and the closing of the accounting cycle of the Program. However, the
Program has adopted mechanisms, directed to minimize the time between the receipts of funds
and the payments of the obligations.

. Finding Number201$007: Cash Matching

Recommendation

The Program should update its financial accounting system and skengthen its intemal conlrols to
assure compliance w¡th the requirements of Matching.

Action Taken

Management gave specific instructions and has adopted the necessary internal controls in order to
improve the accounting of the in-kind contributions made by the Municipal¡ty to the Program.

. F¡nd¡ngNumber201$008: Reporting

Recommendation

The Program should update its financial management system to assure compliance with the
requirements of reportin g.

Action Taken

The Program has adopted and improved the intemal controls through the acquisition ofa new
accounting system that will permit that the financial information will be completed and updated.

B. Communitv Development Block Grants/ Entitlement Grants - CFDA No. 14.218

. F¡nding Number 201$009: Cash Management

Recommendation

The Municipality should strengthen its intemal conlrols for accurately projecting the cash needs of
the Program that will serve to minimize the time between the receipt of funds from the grantee and
their actual d¡sbursements.

Action Taken



The Program made administrative changes directed to improve the accounting and the
management of the assigned funds. Management gave instructions to make drawdowns only when
is necessary.

. Finding Number20l5-010: Environmental Reviews

Recommendation

The Municipality should designate the Env¡ronmental Review Record and have it available for
public review prior to engaging in project activities as obligations and disbursements.

Action Taken

Management gave instructions that no matter the prgects did not require environmental reviews,
the personnel in charge has to document lhe projects that are considered categorical exclusions.
The projecls mentioned in this finding were categorically excluded.

. Finding Number201$01'l: Procurement and Suspension and Debarment

Recommendation

We recommend Management to ascertain that Municipality's contracts include all required clauses.

Action Taken

Management gave the instruct¡ons lo work on the update of a contracl model which includes all the
required clauses.

C. Child and Adult Care Food Proqram . CFDA No. 10.558

. Finding Number 201$0'12: Cash Management

Recommendation

We recommend management to make an analysis of the cash balance and verify if there are
carryovers to determine if those carryovers have to be reimburse to the pass-through entity.

Action Taken



L

I

Management gave instructions to make an analysis of the balances maintained by the Program
.- and to implennnt lhe necessary intemal conlrols in order to mainta¡n the minimum required

L batances.

L

r . Finding Number20l$lll3: Repoñing

L
Recommendation

¡

L The Program should update its financial management system to assure compliance with lhe
requiremenb of reporling.

L AcüonTaken

r The Program has adopted and improved the intemal confols through lhe acquisition of a new

L accounüng system that will permit hat üre financial information will be completed and updated.



lf the Cognizant or Oversight Agency for Audit has questions regarding this plan, please notify to Arnaldo
X. Rodríguez, Director of Federal Program, and Mima Navano Head Start Director at (787) 866-0703.

Cordially,

rP,r¿ u.,'¿rL; t',,
--------------- t-\ .l
Lilliam D. RodriguezLópez' ) I

Finance Director


