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INDEPENDENT AUDITORS' REPORT

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

We have audited the accompanying financial statements of the governmental activities, each maior fund, and the

aggregate remaining fund infirmitio-n of the Municipality of Faiardq Puerto Rico (Municipality), as of and for the.fiscal

ydir e"ndeo June 3d, 2008, which collectively comprise the ttiunicipalitv's bpig tirynt,.ulstatements as listed in the

Table of Contents. These financial statements are the responsibility of the Municipali$'s management. Our

responsibility is to express an opinion on these basic combined 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 iontained in Goveinment Auditing Standards, issued by the

Comptroller General 6f tne uniteo States. Those standards require that we plan and perform the audit to obtain

reasonable assurance about whether the basic financial statements are free of material misstatement' An audit

inciuOes r*a*ining, on a test basis, evidence supporting the amounts and disclosures in the basic financial

statements. Rn audit also includes assessing tfre iicouniing principles used and significant estimates made by

,inugr*ent, as well as evaluating the overitt basic financial $atements presentation. We believe that our audit

provide a reasonable basis for our opinion.

ln our opinion, the financial statements referred to above present fairly, in all material respects, the respective.

financial position of the governmental activities, each major iund, and thb aggregqte remaining tu.nO int|ry{1911j

the Munifipality, as of Ine 30, 2008, and the respective changes in financial position,Ior the fiscal year then ended

in conformiiy wiih accounting principles generally accepted in the United States of America.

ln accordance with Goyernment Auditing Standards,we have also issued our report dated December 18, 2008 on

our consideration of the Municipality'iinternal control over financial reporting on.our test of its complianc. *ll
.rnuir prriri.ni oifr*r, regulations, contracts and grant agreements and other matters. The purpose of that report

is to describe the scope bf o"ur testing of internal coltrot ovir financial reporting and compliance and the results of

rilitrdg;.no *t tl-piorio. in opinion on ne intemat control over financial reportingor on compliance. .l!at

"pL,t=ir 
riiint grrl prrt of an audit performed in accordance with Government Auditing Standards and should be

considered in assessing the results of our audit.

The Managemenfs Discussion and Analysis and budgetary comparison information on pages 4 through 17 and 37

and 3g, are not a required part of the 6a$c financiil statements but are supplementary information required by

accounting principles'generatty accepted in the United States of America. We have.applied certain limited

procedurei,'which .onrist.O piincrpariy of inquiries of management regarding the methods of measurement and

presentation of the required supplementary iniormation. However, we dil not iudit the information and express no

opinion on it.

Mombor of: Am0Iican lnstitute of Cortlli0d Public Accountants (AICPA)

Puerto Rico Society of cortitied Public Accountants

Enrolled in the AICPA Peor Roview Pro0ram Since 1988GN



INDEPENDENT AUDITORS' REPORT
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Our audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise

the Municipality's basic financiai statements, The accompanying Schedule of Expenditures of Federal Awards is

presented for purposes of additional analysis as required by U.S. Office of Management and Budget Circular A-1331

Aud'tts of Slateg Local Governments, and Non-Profit arganintions, and is not a required part of the basic financial

statements. Such information has been subjected to the auditing procedures applied in the audit of the basic

financial statements and, in our opinion, is fairly stated, in all material respects, in relation to the basic financial

statements taken as a whole.

CPfl naru')a,,nA,Qsc
CPA DIM.MARTINEZ, PSC U

Certified Public Accountants & Consultants
License Number 12, expires on December 1 , 201 0

Caguas, Puerto Rico
December 18,2008



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF FAJARDO, PUERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSTS

FOR THE FISCAL YEAR ENDED JUNE 30, 2OO8

The following discussion and analysis of the Municipality of Fajardo' financial performance
provides an overview of the Municipality's financial activities for the fiscal year ended June 30,

2008. Please read it in conjunction with the financial statements which follow this section.

FINANCIAL HIGHLIGHTS

H igh I ights for Govern ment-wide Fina ncial Stateme nts

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

o The assets of the Municipality, on a government-wide basis, exceeded its liabilities at the
close of fiscal year 2008 by $1 13,36 4,973 (net assets).

o Revenues increased by $728,489 and expenses decreased by $391 ,374, in comparison
with year 2007, as restated.

o Net change in net assets amounted to $7,688,233
o An increase of 7o/o with respect to prior year (2008) net change.

Highlights for Fund Financial Statements

The fund financial statements provide detailed information about the Municipality's most
significant funds using the current financial resources measurement focus and modified accrual
basis of accounting:

o At the close of the cunent fiscal year, the Municipality's governmental funds reported
combined ending fund balances of $51,298,824, an increase of $2,250,340 in

comparison with the prior Year.
. The General Fund reported an excess of expenditures over revenues and other

financing uses of $5,467,392 and an unreserved fund balance of $7,116,330.
Unreserved fund balances increased by $2,962,593 from prior year.

General Financial Highlights

o The investment in net capital assets as of June 30, 2008 was $75,688,196 (net of
related debt).

o Long-term debt general and special obligations decreased by $22S,000 approximately
4% with respect to prior year balance.

. Other longterm debts decreases and net reductions from payments amounted to

$40 4,6 1 2 respective ly.
. On a budgetary basis, actual revenues exceeded actual expenditures by $8,210,301.
o We underestimated the Licenses and Permits revenues by $853'873, although we made

economies on all expenditures.



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF FA'ARDO, PUERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSIS

FOR THE FISCAL YEAR ENDED JUNE 30, 2OO8

OVERVIEW OF THE FINANCIAL STATEMENTS

The Municipality's basic financial statements comprise three components: (1) management
discussion and analysis (presented here), (2) basic financial statements, and (3) required
supplementary information.

The Municipality's basic financial statements consist of two kinds of statements, each with a

different view of the Municipality's finances. The government-wide financial statements provide

both long{erm and short-term information about the Municipality's overall financial status. The
fund financial statements focus on major aspects of the Municipality's operations, reporting

those operations in more detail than the government-wide statements:

Basic Financial Statements

o Government-Wide Financial Sfatemenfs

The government-wide statements report information about the Municipality as a whole
using accounting methods similar to those used by private-sector businesses. They are
prepared using the flow of economic resour@s measurement focus and the accrual

basis of accounting. The first government-wide stiatement - the Sfafement of Nef Assefs

- presents information on all of the Municipality's assets and liabilities, with the

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

the Municipality's net assets are an indicator of whether its financial health is improving

or deteriorating. Other non-financial factors such as the condition of the Municipality's
roads and other infrastructure may need to be considered to assess the overall health of
the Municipality. The second statement - the Statement of Activities - presents

information showing how the net assets changed during the year. All of the current
year's revenues and expenses are taken into account in the statement of activities
regardless of when cash is received or paid'



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF FAJARDO, PUERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSIS

FOR THE FISCAL YEAR ENDED JUNE 30, 2OOB

The government-wide statements reports as governmental activities the Municipality's
basic services such as public safety, public works, health and sanitation, culture and
recreation, solid waste disposal, human services and welfare, and community
development; education and general administration. These activities are primarily
financed through property taxes, other local taxes and intergovernmental revenues.
lncluded in the governmental activities are the governmentalfunds.

. Fund Financial Sfatemenfs

The fund financial statements provide more detiailed information about the Municipality's
most significant funds. Funds are ac@unting devices that the Municipality uses to keep
track of specific sources of funding and spending for particular purposes. Some funds
are required by Federal and Commonwealth regulations, as well by bond covenants.

The Municipality's basic services are included in governmentalfunds, which are used to
account for essentially the same functions reported as govemmental activities in the
government-wide 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 of accounting. Under this approach
the financial statements focus on near-term inflows and outflows of external resources,
as well on balances of expendable resources available at year end. Consequently, the
governmental fund stiatements provide a detailed short-term view that helps the reader
determine whether there are more or fewer financial resources that can be spent in the
near future to finance the. Municipality's programs. Because this information does not
encompass the additional longterm focus of the government-wide statements, additional
information is provided on a subsequent page that explains the relationship (or
differences) between the government-wide and fund statements.

The governmental fund statements focus on major funds. The Municipality's major funds
are the generalfund (which accounts for the main operating activities of the Municipality)
and funds that complies with a minimum criterion (percentage of the assets, liabilities,
revenues or expenditures). Funds that do not comply with this criterion are grouped and
presented in a single mlumn as other governmentalfunds.

o lVotes to the financial statements

Provides integral information needed to explain the basis for the numbers used within
the Basic Financial Statements and provide more detailed data.

Required supplementary information

Provides additional information to better understand the financial position of the Municipality and
contains the Budgetary Comparison Schedule for the General Fund.



GOMMONWEALTH OF PUERTO RIGO
MUNIGIPALITY OF FA'ARDO, PUERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSIS

FOR THE FISCAL YEAR ENDED JUNE 30, 2OOB

FINANCIAL ANALYSIS OF THE MUNICIPALITY AS A WHOLE

Net Assets

The following table presents a summary of the Statements of Net Assets as of June 30, 2008
and 2007:

Net assets (assets over liabilities) may serve over time as a useful indicator of a government's
financial position. Net assets for the year increased 7.0% with respect to prior year as restated.
The most significant changes were an increase in restricted assets of $7,688,233.

Table 1

Commonwealth of Puerto Rico
Municipality of Fajardo, Puerto Rico

Statement of Net Assets
As of June 30, 2008

Current and non-current assets

Capital assets
TotalAssets

Current liabilities........

Deferred revenues...,...

Long-term liabilities.........
Total 1iabi1ities.....,............

Net Assets:

lnvestment in capital assets, Net of

Related Debt......,.......

Restricted......
Unrestricted,..

Total Net Assets................

2008

$ 62,271,482
83.875.758

145.1{t.2N

1,321,527

4,740629
26.720.111
32.782,267

75,688,196

27,292,355

10.384.422

$113J04323

2007

$ 59,580,926

80,128,030
139.708.956

1,417 J09
4,767,384

27.847.723
34.032.216

57,722,330
8,332,956

3,298.964

$105-6U6J40

sources, because capital assets are not generally liquidated for the purposes of retiring debt.

Restricted net assets represent resources that are subject to external restrictions on how they
may be used.

Unrestricted net assets are the part of the net assets that can be used to finance dayto-day
operations without constrains established by debt covenants, enabling legislation or other legal

requirements.

As of June 30, 2008, the Municipality presented unrestricted net assets af $10,384,422. This

balance was aiTected by longterm obligations such as compensated absences $3,360,369 and

other debts in the amount of $1,034,7q2br 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.

The largest portion of the
Municipality's net assets
reflects its investment in capital
assets (e.9., land, buildings,
equipment, and infrastructure)
for $75,688,233; total capital
assets ($83,875,758) net of
accumulated depreciation and
less any related outstanding
debt ($8,187,562) used to
acquire or construct those
assets. The Municipality uses
these assets to provide
services to its citizens and
consequently, these assets are
not available for future
spending. The resources
needed to repay the debt
related to these capital assets
must be provided from other



COMMONWEALTH OF PUERTO RICO
MUNICIPALTTY OF FAJARDO, PUERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSIS

FOR THE FISCAL YEAR ENDED JUNE 30, 2OOB

Changes in net assets

The following table summarizes the changes in net assets for the years ended June 30, 2008
and 2007:

Table 2

Revenues:

Program Revenues:

Operating Grants and Contributions...

Capital Grants and Contributions,.......

General Revenues:

Property Taxes,.......,..

Volume of Business Taxes............,.....

Sales Taxes.
Construction Taxes ....,..,,..

lntergovernmental .............

CIher General Revenues...

Total revenues..,..............

Expenses:

General Administration ...,......,.........,,..

Public Safety

Public Works
Culture and Recreation ........,.,,,,..........

Health and Sanitation.....

Human Services and Welfare..

Solid Waste Disposal.......

Public 1nstruction......,..........

Urban Development...........

lnterest Costs ............

Total expenses ................,

Changes in net assets
Net assets - beginning.,
Net assets - ending......

Commonwealth of Puerto Rico

Municipality of Fajardo, Puerto Rico
Changes in Net Assets

For Fiscal Years Ending June 30,2008

2008 2007

$ 7,807,842
787,000

11,504,059

5,639,390

3,313,826

962,627

4,065,138

3,365.753

37,445,635

(13,171,706)

(893,755)

(3,480,723)

(1,494,734)
(2,282,866)

(1,740,812)
(1,044)

(3,963,670)

(1,635,907)
(1,192.185)

(29,757.402\

7,699,233

105.676,740

$1!3i04p23

$ 6,915,779

3,029,891

11,926,687

4,900,359
2,288,179
2,048,681

3,691,567
1.916,003

36,717,146

(14,985,902)

(868,914)

(3,001,400)

(579,053)

(1,605,421)

(2,327,811\

(3,847,685)

(2,213,721)
(1.078,869)

o0.148,776)

6,568,370
99,108,370

$105,6202t0



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF FA'ARDO, PUERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSIS

FOR THE FISCAL YEAR ENDED JUNE 30, 2OOB

Figure 1 presents revenues mmparison by sources of the governmental

activities during the past two years:

FIGURE 1

Commonwealth of Puerto Rico
Municipality of Fajardo, Puerto Rico

Revenues by Source-Governmental Activities
FiscalYears ended June 30, 2007 and 2008

-g'6
o
-tr

Sources of &venues



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF FA"'ARDO, PUERTO RICO

MANAGE ME NT'S DISCUSSION AND ANALYSIS

FOR THE FISCAL YEAR ENDED JUNE 30, 2OO8

Figure 2 presents expenses by function of the governmental activities during the fiscal year
2007-2008:

FIGURE 2

1,233,296, 0.08

777,351, 7 387,800, 0.03
1,095,683,0.07

621,906,
2,281,397,0.15 1,000,706,0.07

Approximately 21o/o from gr:ants and contributions, 11o/o of the Municipality's revenues came
from intergovernmental, 31o/o from property taxes, 15% from volume of business tax 9% from
sales tax and 13o/ofrom other sources. The Municipality's expenses @ver a range of services.
The largest expenses are general administration with 44o/o,public instruction with 13%, public

works with 'l2o/o, heallh and sanitation with 8%, human services and welfare with 6%, urban
development with 5o/o, and other expenses with 12o/o. Program revenues of the Municipality
covered 29% of total exPenses.

With respect to prior year, revenues increased by approximately $728,489 or 2o/o, principally on
other general revenues such as interest income.

Expenses decreased 1.5o/o or $391,374 in comparison with 2007 year.

10

6,901,784,0.46

m Genera I Adm inidration

r Human Services and Welfare

r Culture and Recreation

rSold Waste Desposal

Public works

r lnterst Gods

I Public Safety

I Urban Development

r Health and Santiation



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF FA'ARDO, PUERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSIS

FOR THE FISCAL YEAR ENDED JUNE 30, 2OO8

The following table focuses on the cost of each of the Municipality's largest functions/programs
as well as each functions/progmm's net cost (total cost less fees generated by the programs
and prog ra m-specif ic intergovern mental aid ):

TABLE 3

General Administration
Public S#ety
Public Works
Culture and Recreation
Health and Sanitation
Human Services and Welfare
Urban Development
Others

Net Cost of Municipality's Governmental
Fiscalyears ended June 30,
Total Gost of Services

Activities

@
2008

$ 11,384,953
893,755

3,480,723
1,494,734
2,282,866

630,881
142,843

2008

$ 13,171,706
893,755

3,480,723
1,494,734
2,282,866
1,740,812
1,635,907
5,056,899

2007

$ 14,985,902
868,914

3,001,400
579,053

1,605,421
2,327,811
2,213,721
4,566,554

2007

9,406,063
868,914

3,001,400
579,053

1,605,421
1,546,887
1,811 ,300

1,384,068851

$29.757.402 $30,148,776 1 .162.560 $20.203.106

Some of the cost of govemmental activities in 2008 was paid by those who directly benefited
from the programs and other governments and organizations that subsidized certain programs
with grants and contributions. The $21,162,560 net costof services was substantially covered
by other general revenues including property, volume of business license taxes, sales tax and
intergovemmental.

FINANCIAL ANALYSIS OF THE MUNICIPALITY'S FUNDS

Governmental funds

The focus of the Municipality's governmental funds is to provide information on near-term
inflows, outflows and balances of resources available for spending. Such information is useful in
assessing the Municipality's financing requirements. ln particular, unreserved fund balance may
serve as a useful measure of a Municipality's net resources available at the end of a fiscal year.
For the Fiscal year ended June 30, 2008, the governmental funds reported combined ending
fund balances of $51,298,824, a net increase of $2,250,340 in comparison with the prior year.
This increase was caused primarily by a net change in the generalfund due to a reduction in the
expenditures. Of total combined fund balances, 7,116,330, constitutes unreserved (deficit) fund
balance of general fund. The remainder of fund balance is reserved to indicate that is not
available for new spending.

The general fund is the operating fund of the Municipality. Unreserved fund balance of the
general fund represents approximately 72o/o of total ending general fund balance. For the year
ended June 30, 2008, the fund balance of the general fund increased by $4,679,931 when
compared with the prior year. The principal component of the net increases is an excess of
revenues ove r expend itu res.

11



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF FA.'ARDO, PUERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSIS

FOR THE FISCAL YEAR ENDED JUNE 30, 2OO8

GENERAL FUND BUDGETARY HIGHLIGHTS

The general fund original budget for the fiscal period 2007-2008 presented an increase of 5%
with respect to prior year budget. The Municipality did not included as an amendment to the
budget the reduction on projected revenues in licenses and permits. Budget expenditures were
increased by $1 ,043,613, using the budgetary fund balance available (see Figure 3 below).

FIGURE 3

Commonwealth of Puerto Rico
Municipality of Fajardo, Puerto Rico

Fiscal Years Ended June 30, 2008 and 2007
Budgetary Comparison

25,000,000

20,000,000

15,000,000

10,000,000

5,000,000}L
""" 5o" 

(v

/

The Municipality reported less expenditure than appropriations in those functions for payments

to purchase of supplies, professional and nonprofessional services, and solid waste disposal.

12



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF FA.'ARDO, PUERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSIS

FOR THE FISCAL YEAR ENDED JUNE 30, 2OOB

CAPITAL ASSET AND DEBT ADMINISTRATION

Capitalassets

At the end of the fiscal year, the Municipality has invested $83,875,758 (net of accumulated
depreciation) in a broad range of capital assets, including buildings, land, construction in

progress and equipment. This amount represents a net increase of $3,747,728 or 4o/o from the
prior year.

TABLE 4

of Puerto Rico
Municipality of Fajardo, Puerto Rico

Gapital Assets [Netl
As of June 30, 2008

2008
NON-DEPRECIABLE ASSETS:

Land
Construction in progress
Others

Depreciable assets:
Buildings
Equipment and Vehicles
Heavy Equipment
lnfrastructure
Total accumulated DePreciation
Total

$35,275,201
938,286
765,615

39,486,296
2,729,391
4,626,998

36,265,608
(36,211,637)

____$qqpr5Jgg_

Activities

2007

$34,535,329
543,779
765,615

39,340,057
2,621,908
3,942,680

32,998,485
19,823

128.030

The Municipality acquired a total of $3,747,728 of capital assets during the fiscal year 2007-

2008 as follows:

o Construction in Progress - $394,507
o Acquisition of Equipment and Vehicles - $791,801
o Buildings and lmprovements -146,239
. Land-739,872
o lnfrastructure - $3,367,123

Other projects related to repair and maintenance of roads (not capitalized) was developed

during the year 2008.

13



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF FAJARDO, PUERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSIS

FOR THE FISCAL YEAR ENDED JUNE 30, 2OO8

Figures 4 below present the components of capital assets during the fiscal years 2008 and
2007:

FIGURE 4

C.ommonwealth of Puerto Rico
Municipality of Fajardo, Puerto Rico
Components of Capita! Asets (Ilet)

(ln Dollars)

40,000,000

35,0(x),000

30,q)0,000

25 q)0,000

20,000,000

15,000,000

10,000,000

5,(X)0,000

e& *du

/

d'"o.$ff.uc
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF FA.JARDO, PUERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSIS

FOR THE FISCAL YEAR ENDED JUNE 30, 2OOB

Long term debt

At year-end, the Municipality had $22,325,000 in- general and special obligation bondg, 
.a

decrease of 2.73o/o with iespect to prior year. The following is a summary of the Municipality's

outstanding debt as of June 30, 2008 and 2007:

TABLE 5

The decrease in the others debts is due to the payment.of the Law J19 in full during this fiscal

;;;r. 
-il;;; 

LirilLJ i"iorr*tio" aoout the Municipitity'. long term liabilities is presented in Note

10 and11 to the financial statements.

Commonwealth of Puerto Rico
Municipality of Faiardo, Puerto Rico

Outstanding Long-term Debt
As of June 30,

General and Special Obligation Bonds
Property Taxes
LIMS
Law 146
Others
Compensated Absences
Total

22,325,000
219,699
373,449

0
441,594

3,360,369

___26J20J11

$ 23,048,000
224,402
466,811
369,162
431,597

15



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF FA'ARDO, PUERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSIS

FOR THE FISCAL YEAR ENDED JUNE 30, 2OOB

Figure 5 present the components of longterm debts during the fiscal year 2008 and 2007:

FIGURE 5

Commonwealth of Puerto Rico
Municipality of Fajardo, Puerto Rico

Ortstandi ng Long-Term Elebts
(ln lbllars)

25,000,000

20,000,000

15,000,(x,0

10,0(x,,000

5,000,000

eneralard
Special

Obligations

Property UMS
Taxes

Chrbtmas law 146
BontE

qairE and @rnpensated
JtdgmenE Abserrces

ECONOMIC FACTORS AND NEXT YEAR'S BUDGET

The Municipality's selected and appointed officials considered many factors when setting the fiscal year
2008-2009 budget. One of these factors is the economy. Among economic areas considered are the
population growth estimates, personal income, housing statistics and unemployment rates. The
Municipality's unemployment rate now stands al 10.2o/o, which compares with the Commonwealth rate of
14.1o/o.

The Municipality applied a conservative approach in development budget estimates. Amounts available
for appropriations in the General Fund for the fiscal year 2009 are $18 million, approximately $600

. thousand more than the fiscal year 2008. The Municipality expects an increase in revenues for the next
years due to a new sales tax enacted by state legislature and Municipality ordinance during fiscal year
2008-2009. Budgeted expenditures are expected to stabilize accordingly to the projected revenues.

-- Among planned projects, this budget may be adjusted in accordance with economic injection projected
when the construction project promoted by the Municipality and others private projects were develop
during the year.
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COMMONWEALTH OF PUERTO RICO
MUNIGIPALITY OF FA'ARDO, PUERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSIS

FOR THE FISCAL YEAR ENDED JUNE 30, 2OOB

CONTACTING TH E MUNICIPALITY'S FINANCIAL MANAGEMENT

This financial report is designed to provide our citizens, taxpayers, and creditors with a general overview
of the Municipality's finances and to demonstrate the Municipality's accountability for the money it
receives. lf you have questions about this report or need additional information, contact the Municipality's
Finance Department at (787) 863-1B02lor P.O. Box 865, Fajardo, Puerto Rico 00738.
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cotltuoHwrru-rH oF PUERTo Rtco

Munrqpnuw or FrunRoo, PueRro Rrco

Srnrruerur or Ner Assers

June 30, 2008

ASSETS:

Cash and lnvestments

Cash with FiscalAgent
Receivables (net):

Propefi Taxes

Sales Taxes

Due from Governmental Units

FederalGrants

Total Current Assets

Defened Charges

CapitalAssets:

Land, lmprovement and Construction in Progress

Other CapitalAssets [Net of Depreciation]

Total CapitalAssets

TOTAL ASSETS

LIABILITIES:

Accounts Payable and Accrued Expenses

Accrued lnterest

Due to Governmental Units

Defened Revenues

Long-Term Liabilities:

Due Within One Year

Due in More than One Year

TOTAL LIABILITIES

NETASSETS:

lnvestment in CapitalAssets, Net of Related Debt

Restricted for:

Head Start

Capital Projects

Debt Service

Comm unity Development Projects

Other Purposes

Unrestricted

TOTAL NET ASSETS

GOVEHNMENTAL

ACTIVITIES

$ 29,513,642

26,961,453

48,603

249,216

553,536

4,816,830

62,143,280

128,242

36,979,102

46,896,656

83,875,758

146,147,249

704,987

483,893

132,647

4,740,629

3,610,972

23,109,139

32,782,267

75,688,196

1,821,578

3,250,000

7,665,671

1,530,652

13,024,454

10,384,422

$ 113,364,973

See accompanying Notes to Basic Financial Statements.



coNtttonwrm-rn or PueRro Rrco

Mutuctpllry or Fnuanoo, Purnro Rrco

SrareurHr or Acrumes

For the Fiscal Year Ended June 30, 2008

Proolam Revenues

Operating CaPital Net (Expense)

Charges For Grants and Grants and Revenues

Contilbutions Contributions (See Next Page)FunctiondProorams

Governmental Activities:

Mayor and Municipal Legislature

General Government

Public Safety

Public Works

Culture and Hecreation

Health and Sanitation

Solid Waste Disposal

Public lnstruction

Human Services and Welfare

Urban Development

lnterest on Long-Term Debt

Total Governmental Activities

Expenses

$ 2,577,553 $

10,594,153

893,755

3,480,723

1,494/U
2,282,866

1,044

3,863,670

1,740,812

1,635,907

- $ (2,577,553)

- (8,807,400)

- (893,755)

- (3,480,723)

- (1,494,734)

- (2,282,866)
. (1,044)

- 55,738
- (630,881)

787,000 142,843

-$
1,786,753

3,91S,408

1 ,109,931

991,750

$29,757,402$$7,807,U2

General Bevenues:

Taxes:

PropertyTaxes, levied lor General Purposes

PropertyTaxes, levied for Debt Service

Volume of Business Taxes

Sales Taxes

Construction Taxes

lntergovernmental

Rent

lnterests

Miscellaneous

Total General Revenues

CHANGES IN NETASSETS

Net Assets - Beginning ot Year

NET ASSETS - ENDING OF YEAR

$ 787,000

(1,192,1 85)

(21,162,560)

8,305,942

3,198,1 17

5,639,390

3,313,826

962,627

4,065,1 38

70,734
'1 

,702,198

1,592,821

28,850,793

7,688,233

1 05,676,740

$ 113,364,973
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Coumouwearrn or Puenro Rrco

Muttrctpntrry oF FAJABDo, PueRro Rtco
Bauruce Snrer- Govenruueurt Fuuos

June 30, 2008

GENEBAL

FUND

HEADSTART DEBTSERVICE

FUND FUND

OTHER TOTAL

ARTSCENTER GOVERNMENTAL GOVERNMENTAL

FUND FUNDS FUNDS
ASSETS:

Cash and lnvestment

Cash with Fiscal Agent

Receivables:

Property Taxes

Sales Tax

Federal Grants

Due irom Other Funds

Due irom Govemmental Units

Total Assets

LIABILITIES AND FUND BALANCES:

Liabilities:

Accounl Payable

Bonds Payable

Accounl lnterest

Due to Govemmenlal Units

Due to Other Funds

Deferred Revenues:

Volume ol Business Tax

lntergovemmental

Federal Grants

Total Liabilities

Fund Balances:

Reserve For:

Encumbrances

Debt Service

Other Purposes

Unreserved

Total Fund Balances

Total Liablilities and Fund Balances

$ 15,294,576 $

265,800

553,536

66,61 $

3,663,09;

-$
8,100,961

48,603

-$
8,8s3,170

14,1 52,398

1 0,007,322

249,216

1 ,1 53,737

1,005,443

29,513,642

26,961,453

48,603

249,216

4,816,830

1,271,249

553,536

$ 16,113,912 $ 3,729,761 $ 8,149,s64 $ 8,853,170 $ 26,s68,116 $ 63,414,523

$ 130,823 $

132,il7
1,005,443

4,460,5n

553,536

333,827 $

265,80;

-$
904,000

483,893

: $ 240,337. $ 704,987

904,000

483,893

132,M7

1,271,243

4,460,577

553,536

3,604,81 62,445,797

6,283,026 3,045,424 1,387,893

1 ,159,019

1,399,356 12,115,699

765,460

1,949,096 684,337

6,761,071

8,853,1 70 25,168,760

'765,460
6,761,671

36,655,363

7,1 16,330

9,830,886 684,337 6,761,671

$ 16,113,912 $ 3,729,761 $ 8,149,s64

- 7,116,330

8,853,170 25,168,760 s1,298,824

$ 8,853,170 $ 26,568,116 $ 63,414,s23

See accompanying Notes to Basic Financial Statements.
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courvtonweltrn or Puenro Rrco

Mur.rtctpnury oF FAJAFDo, Puenro Rlco

RrconcumoN oF THE GovrnurraenrlL FUNDS B*mce SneEr

To rte SrerEnitrHr or Ner Assers
June 30, 2008

Total Fund Balances - Government Funds (Page 13)

Amount reported for Govemmental Activities in the Statement ol Net Assets (Page 1 1)

are different because:

Capital Assets used in governmental activities are not financial resources and therefore

are not reported in the funds. ln the current period, these amounts are:

Non Depreciable Capital Assets

Depreciable Capital Assets

lnfrastructure Assets

Accumulated Depreciation

Total CapitalAssets

Other Assets used in governmental activities are nol financial resources and therefore

are not reported in the funds:

Deferred Charges

Some of the Municipality's revenues will be collected after year-end but are not available

soon enough to pay for the cunent period's expenditures and therefore are deferred in the funds:

CDBG

Head Stad Program

MRCC Liquidation

Christmas Bonus

Total Defened Revenues

Some liabilities are not due and payable in the cunenl period and therefore are not repded
in the funds. Those liabilities consist of:

General Obligation Bonds

Property Tax Advances

Law Number 42 - MRCC

LIMS. MRCC

Christmas Bonus

Claims and Judgments

Compensated Absences

Total Long-Term Liabilities

Total Net Assets of GovernmentalActivities (Page 11)

$ 36,979,102

46,842,685

36,265,608

(36,211,637)

878,967

2,445,797

383,353

170,183

(21,421,000)

(1 ,950)

(217,749)

(373,44e)

(340,367)

(a1,227)

(3,360,369)

$ 51,298,824

83,875,758

128,202

3,878,300

(25,816,1 1 1 )

$-_ll3,991pzt

See accompanying Notes to Basic Financial Statements.



CouaaoruwEnun or puenro Rrco
Mutrttclpntry oF FAJARDo, pueRro Rtco

Surmenror Revrruues, Expenorunes, mo Cnmlces
Itt Fut'to Bllmce - Govegxmerural Futtos

For the Fiscal Year Ended June 30, 2008

GENEBAL HEADSTART

FUND FUND

$ 8,305,942 $

5,639,390

DEBT SERVICE

FUND

: $ 3,1e8,1 17 $

3,91 5,1 29

3,863,670

OTHER

GOVERNMENTAL

FUNDS

$

3,313,826

2,249,447

2,573,753_

TOTAL

GOVEBNMENTAL

FUNDS

$ 11,504,059

5,639,390

3,313,826

6,1 64,576

6,250,540

962,627

70,734

1,702,1 98

1,592,821

37,204,771

ARTS CENTER

FUND
REVENUES:

Property Taxes

Volume ol Business Taxes

Sales Taxes

Federal Assistances

lntergovernmental

Licenses and Permits

Rent

lnlerests

Miscellaneous

Total Revenues

EXPENDITURES:

Cuffenl:

Mayor and Municipal Legislature

General Government

Public Salety

Public Works

Culture and Recrealion

Heallh and Sanilation

Public lnstruction

Human Services and We$are

Urban Development

Capital Outlay

Debt SeMce:

Principal

lnlerest and Other Charges

Total Expenditurcs

Excess of Hevenues Over (Under) Expenditures

OTHER FINANCING S0UBCES (USES):

Transler - ln

Transier - Out

Total Other Financing Sources and Uses

Net Change in Fund Balance

Fund Balance - Beginning

FUND BALANCE _ ENDING

3,676,787

962,627

70,734

1,702,198

1,576,144

21,933,922 3,915,129

2,s47,899

5,993,61 6

826,083

2,569,002

1,315,091
'1,690,61 

1

'r,314,361

26,713

183,054

:

16,466,$0

5,467,392

(787,461 )

(787,461)

4,679,931 51,459

5,150,955 632.878

$ 9,830,886 $ 684.337

t**

1,514,226

1,192,185

2,706,41'.!

491,706

527,461

527,461

1,019,167

5,742,504 8,853,170

$ 6,761,671 $ 8,853,1i0

_ .16,677

8,153,703

29,654

3,922,559

218,077

95,052

593,299

426,451

1,372,340

5,256,488

1 1,913,920

(3,760,217)

3,8fr1,670

51,459

2,577,553

9,916,175

826,083

2,787,079

1,410,143

2,283,910

3,863,670

1,740,812

1,399,053

5,439,542

1,514,226

1,1 92,18s

34,95o,fi1

2,250,340

260,000 787,461

(787,461 )

260,000

(3,500,217) 2,25034A

28,668,977 49,048,484

$ 25,168,760 $ 51,298,824

{t*o

See accompanying Notes to Basic Financial Statements.
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Cotrnroruwellrn or pusnro Rrco
Mutuclpttry or FellRoo, pueRro Rrco

Reconcn nloN oF THE Sreremerur or Revenurs, Exprnorunes, nHo Cnancrs
tH Funo Bru-mce or Govennurrunl Furuos ro me Stlrruprur or Aclvmes

For the Fiscal Year Ended June 30, 2009

Net Change in Fund Balances - Government Funds (page t5)

Amount reported for Governmental Activities in the statement of Activities (page 12)
are dilferent because:

Governmental funds reporl capital outlays as expenditures. However, in the statement of
Activities the cost ol those assets is allocated over their estimated useful lives and repoded
as depreciation expense. ln the current period, lhese amounts are:

CapitalAssets

Depreciation Expense

Excess of Capital Assets over Depreciation Expense

Revenues in the Statement of Activities that do not provide cunent linancial resources are
reported as revenues in the funds:

Property Taxes Final Liquidation

Christmas Bonus

Head Starl Program

Community Developmenl Block Grant

Total ol Revenues

Repayment of long-term principal is expenditure in the governmental tunds, but issuing debt
reduced Long-Term Liabilities in the statement of Net Assets. ln the current period
repayments \/liere

some expenses reported in the statement olActivities do not require the use of current
financial resouces and therefore are not reported as expenditures in governmental funds.
These activiiies consist of:

Bond lssue Costs Amortization

Christmas'Bonus

lncrease in Compensated Absences

Total Additional Expenses

Change in Net Assets of GovemmentalActivities (page 12)

$ 5,439,542

(1 ,691 ,81 4)

383,353

4,999

4,279

(147,767)

(6,310)

(e,ee7)

(52,618)

2,25034A

3,747,728

244,864

1,514,226

(68,e25)

L __49qa9t

See accompanying Notes to Basic Financial Statements.

23



Couuonweru-rH oF puERTo Rrco
Muuclplttty oF FAJARDo, puenro Rrco

Nores ro rue Blsrc Frrunncrn- Smreueurs
For the Fiscal Year Ended June 30, 2008

NOTE 1 FINANCIAL REPORTING ENTITY

The.Municipality of Fajardo, puerto Rico (Municipatity) was founded
in the year 1775, and operates as a governmental unit ol the
Commonwealth of Puerto Bico, under the Law Number g1 of August 30,
1991, known as "Autonomy Municipalities Law of the Commonwialth of
Puerto Rico"..The governmental syslem of the Municipality is composed
of.the executive and regisrative bodies. The Mayor is the cniu Executive
officer and is elected every four years in tha generar elections of the
Commonwealth of Puerto Rico. The legislativi body consists of 14
Legislators also elected in the general elections of puerio Rico for a lour-
year period.

The Municipality provides services such as: health, public works,
sanitation, aids and services to low-income and elderly citizens, public
safety, housing and urban development, culture and recreation, planning,
zoning and other general and administrative services. As a govemmeii
entity, the Municipality is exempt from both federal and state taxes.

Th_e 
,accounting ,policies of the Municipality conlorm to accounting

pnncrptes.generaily accepted in the United Slates of America (GMp) ai
qqescribed by the Governmental Accounting Standards AoarO leRSa;.
The GASB is the standard-setting body for g-overnmental accouniing and
financial reporting. The GASB periodiiaily updates its cooitication o"f ihe
existing Governmentar Accounting and Financiar Reporting standards
which, along with subsequent GASB pronouncements lstai'ements anO
lnterpretations) constitutes GAAp for governmental units. The following is
a summary of the more significant of such policies.

The accompanying basic financial statements include all departments
and organizations units whose funds are under the custody and control of
the Municipality. ln evaluating the Municipality as a reporting entity,
management has addressed all the potential component units. Tne
decision to include a potential component unit in the reporting entity was

Ig1.-ly.applying the prwisions of GASBS No, 14, as amenO6O by
GASBS No. 39, Determining Whether Certain Organizations Aie
Component Units - an amendment ol GASB Statement No. i4.

GASBS No. 39 provided additional guidance to determine whether certain
organization for which the primary government is not financially
accountable should be reported as components units. A legally separate
tax-exempt organization should be discretely presented as a component
unit il all of the following criteria are met: (a) the economic resources
received or held by the separale organization are entirely or almost
entirely for the direct benefit of the primary government, ite component
units, or its constituents; (b) the primary governmenl, or its component
units, is entitled to, or has the ability to othenruise access, a majority of the
economic resources received or held by the separate organization, and;
(c) the economic resources received or held by an individual organization
that the specific primary government, or its component units, is entitled to,
or has the ability to othenalse access, are signilicant to the primary
government.

There are two methods of presentation of the component unit in the
financial statements: blending - the financial data of the component unit,s
balances and transactions in a manner similar to the presentation of the
Municipality's balance; and discrete - presentation of the component
unit's financial data in column separate lrom the Municipalitfs balances
and transactions.

The relative importance of each criterion must be evaluated in light ol
specific circumstances in order to determine which components uniis are
to be included as part of the reporting entity. Our specilic evaluations of

the criteria applicable to the Municipality indicate no organizations meet
the criteria to be included as component units. Accordingly, these basic
financial statements present only the Municipality as the reporting entity.

These tinancial statements present the respective financial position of the
governmental and business type activities, each major fund, and the
aggregate remaining fund information of the Municipality, as of June 30,
2008, and the respective changes in financial position, where applicable,
thereof for the fiscal year then ended.

NOTE 2 SUMMARIES OF SIGNIFICANT ACCOUNTING POLICIES

A. FinancialStatementPresentation

The basic linancial statements include both governmenfwide (based on
the Municipality as a whole) and fund linancial statements. Both the
government-wlde and iund financial statements (within the basic financial
statements) categorize primary activities as either governmental or
business type.

Government-wide Fi n anci al Statemqtts

The government-wide financial statements (the Sfafement o/ Nef Assels
and the Slaternent of Activities\ report information of allthe activities of
lhe Municipality. For most part, the effect of interfund activity has been
removed from these financial statements. Governmental activities, which
normally are suppofted by taxes and intergovernmental revenues, are
reported separately lrom business-type activities, which rely, to a
significant extent, on fees and charges for suppo( Business-type
activities are not reported seen the Municipality don't have such
activities.

The iocus ol the Slafement of Net Assets is designed to be similar to
bottom line results lor the Municipality's governmental activities and
business type activities. This statement combines and consolidates
governmental fund's cunent financial resources (short-term spendable
resources) with capital assets and long-term obligations. fhe Statement
of Net Assets presents the reporting entities' assets and liabilities, with
the difference reported as net assets.

\Men both restricted and unrestricted resources are available for use,
generally it is the Municipality's policy to use restricted resources first,
then the unrestricted resources as they are needed.

The Statement of Activities demonstrates the degree to which the direct
expenses of a given function or segment is offset by program revenues.
Direct expenses are those that are clearly identifiable with a specific
function or segment. Program revenues include 1) charges to customers
or applicants who purchase, use or directly benefit from goods, services,
or privileges provided by a given function or segment, and 2) grants and
contributions that are restricted to meeting the operational or capital
requirements of a particular function or segment. Taxes and other items
not properly included among program revenues are repoded instead as
general revenues.

Governmental F unds Financial Statements

The fund financial statements llhe Balance Sheel, the Statement of
Revenues, Expenditures, and Changes in Fund Balance) provide
information about the Municipality's funds. The emphasis of fund
financial stalements is on major governmental funds, each displayed in a
separate column. Non-major funds are summarized into a single column.



ConNoruwrllrn or pueRro Rrco
Muntcrpnlry or Frunnoo, purnro Rrco

Nores ro rne Basrc Frnancnt STaTEMENTs

For the Fiscal Year Ended June 30, 2008

NOTE 2 SUMMARIES OF SIGNIFICANT ACCOUNTING POLICIES
(continuation)

Traditional users ol governmental financial starements will find the Fund

::11cial;:tatg,ments 
presentation more famitiar. The focus is on Majoi

I-unds, ralher than the previous financial model,s fund types. This is t'he
manner in which these lunds are normally budgeted. fnis presentation
deemed most. appropriate to (a) dem6nstrati legal and covenant
compliance, (b) demonstrate the source and use of tiq"uiO resources, and
(c) demonstrate how the Municipality,s actual expeiience conforms to
the budgeted fiscal plan.

Since the governmental fund statements are presented in different
measurement focus and basis o{ accounting than the government-wide
statements, reconciriation is presented and s6parate expianation ror each
differences.

The,.Municipality reports its financial position (Balance Sheet) and
results of 

_operations fstatement of Reven ues, Expenditures and Chan ges
in Fund Balancel in funds, which are consiOereO i.pu,.t. accounting
entilies, The operations of each fund are accounted ior within a set of
self-balancing accounts. Fund accounting segregales funds according to
their intended purpose and is used to aiO ma-nalement in demonstraiint
compliance with legal, financial, and contraclual frovisions.

B. Measurement Focus and Basis of Accounting

Government-wide Financiat Statements

The government-wide financial statements are reported using the
economig resources measwement locus and lhe accrual baiis of
accounting. Revenue is recorded when earned and expenses are

"rgrq$ 
when a liability is incurred, regardtess of the timing of retated

ga.9n, !9ws Pr9pqry taxes are recogniied as revenues in tie year for
which they are levied. Grant and simirar items are recognized as ievenue
as soon as all eligibility requirements imposed by the piovider have been
met.

Governmental Funds Financiat Sfatements

The governmental {unds financial statements are reported using the
current financial resources measurement locus and lhe modified aicruat
basis ol aaounilhg. Revenues are recognized as soon as they are boih
measurable and available. Revenues are considered to be avaitabte
when they are collectible within the current period or soon enough
thereafter to pay liabilities of the cunent period. For this purposes, t[e
Municipality considers revenues to be available if they'are collected
within sixty (60) days of the end of the cunent fiscal period. Expenditures
generally are recorded when liability is incuned, as under accrual
accounting. However, expenditures related to compensated absences
and claims and judgments, are recorded only when payment is due.

Propefiy taxes, volume of business taxes, licenses and permits, and
interest associated with the cunent fiscal period are all considered to be
susceptible to accrual and so have been recognized as revenues of the
current fiscal period. All other revenue items are considered to be
measurable and available only when cash is received by the
Municipality.

ln applying the "susceptible to accrual,, concept to intergovemmental
revenues (federal grants) pursuanl to GASBS No. 33, Accounting and
Financial Reporting for Nonexchange Transactions (ihe Munici[ality

may acl as either provider or recipient), the provider should recognize
liabilities and expenses and the recipient should recognize recelvibles
and revenue when the applicable eligibility requirements including time
requirements, are mel Besources transmitted before the eligibility
requirements are met should, under most circumstances, be reportld ai
advances by the provider and deferred revenue by the recipient,

There are essentially two types of revenue. For the majority of grants,
moneys must be expended by the Municipality on the specific purpose
or project before any amounls will be reimbursed. Revenue is, therefore,
recognized as expenditures are incuned to the extent available. For the
other revenue, moneys are virlually unrestricted and are generally
revocable only for failure to comply with prescribed compliance
requirements. These resources are rellected as revenue at the time of
receipt or earlier if the susceptible to accrual criteria is met,

Expenditures are generally recognized when the related liability is
incurred, as under accrual accounting. The exceptions to this general rule
are the compensated absences and claims and judgments, lf any, that
are recorded only when payment is due.

The Municipality reports the following major governmental funds:

General Fund - This is the general operating fund o, the
Municipality. lt is used to account for all financial resources,
except those required to be accounted for in another fund.

Head Starl Fund - This is the fund used to account for all
transactions of the Head Start Program. The objectives to this
program are to provide comprehensive health, educational,
nutritional, social and other developmental services primarily
to economically-disadvantaged pre-school children and infants
and toddlers so that the children will attain school readiness.

Debt Service Fund - This is used to account for the
accumulation of resources {or, and the payment of longterm
debt principal and interests.

Arts Center Fund - This fund is used to account for the
construction of an Arts Center.

The non-major funds are combined in a single column in the fund
financial statements.

V\hen both reslricted and unrestricted resources are available for use, it
is the Municipality's policy to use restricted resources first, then
unrestricted resources as they are needed.

C. Stewardship, Compliance,andAccountability

Budgetary lnlormation

The Municipality's annually adopts the Budget Besolution for all
operating funds of the Municipality except for cefiain restricted accounts
Special Bevenue Funds. Budgetary control is legally maintained at the
fund level. The budget is prepared using lhe modified accrual basis of
accounting with encumbrance included as budgetary basis expenditures.
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Couuoltwealru op pueRlo Rrco
Mut'ttclpnlrv oF FAJARDo, puenro Rrco

NorEs ro rne Bnsrc Frrumcral Sreruurrurs
For the Fiscal Year Ended June 30, 200g

NOTE 2 SUMMARIES OF SIGNIFICANT ACCOUNTING POLICIES
(continuation) fonrvard from the prior year are included in the final budgetary

data.

2. Appropriations may be adjusted during the year with the approvat
of the Mayor and the Municipal Legislature, e.g, supplemental
appropriations. Additionally, the Mayor is authorized to make
certain transfer of surplus within the departments, Such
adlustments are rellected in the final budgetary data.

The Annual Appropriation Ordinance adopts the budget at the
character level oi expenditure within departments. As described
above, the Mayor is authorized to make certain transfers of
appropriations within departments. Accordingly, the legal level of
budgetary control by the Municipat Legistatui6 is the dlpartment
Level.

The principal differences between the budgetary and GAAp bases are
the {ollowing:

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

2. lnterfund transactions of the General Fund are not included in the
budgetary basis.

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

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

The Special Revenue Fund has not been included in the budgetary
comparison because balances are not budgeted, Also the budget
prepared for the Federal Financial Awards programs included in the
Capital Projects and Special Revenue Funds is based on a program
period which is not necessarily the same fiscal year. Accordingly, it,s not
practical to present an annual comparison of budget for such programs.

D. Cash and lnvestment, and Cash with Fiscal Agent

The Director of Finance of the Municipality is responsible for investing
the available resources in certificates of deposit and other short-terri
investments. lnvestments are made from the available combined funds of
the Municipality and, accordingly, it is not practical to disclose
certificates of deposit and other short-term investments individually by
lund in the combined financial statements. lnterest earned on certilicatei
of deposlt and other shorl-term investments are recognized as revenue in
the General Fund. Cash in the Special Revenue, Debt Service and
Capital Project Funds are restricted; accordingly, resources available
were not used for pool investments.

Cash with fiscal agent in the Debt Service Fund represents special
additional property tax collections retained by the Commonwealth of
Puedo Rico and restricted for the payment of the Municipality's debt
service, as established by law. Cash with fiscal agent in other
governmental funds consists of undisbursed proceeds of certain bonds
and notes issued for the acquisition and construction of major capital
improvements, or grants which are maintained in a cash custodian
account by the Government Development Bank of the Commonwealth of
Puerto Rico. This sinking fund is maintained by the Governmental
Development Bank of Puerto Rico, agency which acts as the insurer and
payer of the Municipality's bonds and notes issued in accordance with
law.

continue

I1.. y:ljr]f tity's. Budger Resotutior provides transf er authority (1 ) totne Mayor and the Management and Budget Director, within and n'etiry6en
oepanments and funds, as,long as the total budget of the Municipality

$..1 _r^l 
ilplyrd 

. 

transf ers) is n6t i ncreased ; tii iJi'n.' r,,rrnrsement and
truoger utrector to implement grant budgets as the grant appiications are

i::.Lflllile-Municipatity; and (3)1o rhe Manisement and Budget

:l,o^,:.1:9.11.nd 
(re-appropriate) each new yea/s budget, to the exrintor ourstandtng encumbrances,. a1d/or unexpenddd projecUgrant

31.p,1.,p::l"f jl,y"ir gnq .Municipality's Legistature action i 
j,eqli,eo

::rlil ::lg T:,budgered 
Lesistarure contingency, and (2) the approvat

or a supptemental appropriation(s). During the yeai several'supplemental
appropriations were necessary

Encumbrances outstanding at year end are reported as reservations of
runo oatances and do not constilute expenditures or liabilities becausethe commitments will be reappropriated and honored during the
subsequent year.

The Municipality tollows these procedures, in accordance with law, in
order to estabtish the budgetary data ieflecieO in fn. ArOg.tr,
Comparison Statement - General Fund:

Original Budget

1. Prior 9f May 15 of each fiscal year, the Mayor submits to the
Mr.rnicipal. Legjslature a propos-ed budget f6r the liscal year
commencing the following July 1 in addition of a budget
message.

2. The budget document is available for public inspection prior to its
approval by the Municipal Legislature.

3. The. Commissioner of Municipal Affairs examines the budget to
verify if it comptied with the taw,s standards and sends it io the
Mayor for any comments or recommendation before the limited
date establishes by the Law.

4. Prior to June 13, the.annual budget is legally enacted through
passage of the annual appropriatio-n orOinaice to be effecfive 6n
July 1.

Since.the. bydggJary basis differs from accounting principtes generally
accepted in the United States of America (GAAP), iciual amounts for the
General Fund in the accompanying Budgetary Comparison Statemenl, is
presented on the budgetary basis to enhance tomparability.

Final Budget

The final budgetary data presented in the Budgetary Comparison
statement - Generar Fund reflects the foilowing chaiges-to the originar
budget:

1, Certain annual appropriations are budgeted on a project basis. lf
such projects are not completed at the end ol ihe'fiscal year,
unexpended appropriations, including encumbered funds,"and
unexpended grant appropriations, are canied fonrard to the
following year. ln certain circumstances, other regular annual
appropriations may be carried fonruard alter appropriile approval.
Annually appropriated funds, not authorized to be canied
fonrvard, lapse at the end of the,iscal year. Appropriations canied
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NOTE 2 SUMMARIES OF SIGNIFICANT ACCOUNTING POLICIES
(continuation)

E. Receivables and payables

Activity between funds that are representative of lending/bonowing
arrangements outstanding at the end of the fiscar year are refened to ai
either 'du-e to/from other funds,' (i.e., the cunent portion of interfund
loans) or 'hdvances to/from other iunds,, (i.e., tne non-cunent portion of
interfund loans). All other outstanding 

'batinces 
between funds are

repo,ted as "due to/from other funds." Any residuar barances outstanding
between the governmental activities anO business-iype activities are
reported 

.. 
in the governmenlwide financial statement as lnterfund

balances".

Receivable are shown net of an allowances for uncollectible, which are
determined. upon past coilection experience and current economic
conditions. lntergovernmentar receivables in the generar fund represent
mo_stly property tax accounts that are levied biy Municipal Revenue

9:L.:,i.-. Center^(MRCC), a. governmentat entity created by the
uommonwearth of Puerto Rico, from grant and contributions from Federar
Government, and state appropriationsl

Advance between. funds,.as reported in the fund financial statements, if
any, are offset by a fund balance reserve account in applicable
governmental lunds to indicate that they are not available for
appropriation and are not expendable available linancial resources.

F. lnventories

The Municipality used the purchase method to account for the
purchases.office and printing supplies, gasoiine, oil and other expendable
supplies held for consumption. Tliis method records iiems as
expenditures, 

.in the appropriate fund, when they are acquired and,
accordingly, the inventory is not recorded in the basic financiai
statements.

G. CapitalAssets

Capital assets, which include land, buildings and improvement,
machinery and equipment, motor vehicles, and infiastructure assets (e.g.,
roads, bridges, sidewalks, and similar items), are reported in fie
applicable governmental or business-lype aciirities columns in the
government-wide financial statements. Capital asseis, other than
inlrastructure assets, are defined by the government as assets with an
initial, individual cost of more than g500'(amount not rounded) and an
estimated useful life in excess of two years. For improvements oiher than
buildings, the_capital outlay must be greater tnan $tO,OOO, extend lhe
estimated useful life lor ten years, and be greater than 10% of the original
cost of the asset. The government reports inkastructure assets on a
network and subsystem basis. Accordingly, the amounts spent for the
construction or acquisition of infrastructure assets are capitalized and
reported in the government-wide financial statements regardless of their
amount.

ln the case of the initial capitalization of general infrastructure assers 0.e.,
those reported by governmental activities) the government chose to
include all such items regardless of their acqlisitioridate or amount.

The government was able to estimate the historical cost for the inltial
reporting of these assets through back trending (i.e., estimating the
current replacement cost of the Infrastructure to be capitalized and 

-using

an appropriate price{evel index to deflate the cost to the acquisition year
or estimated acquisition year). As the government constructs or acquires
additional capital assets each period, including infrastructure assets, they
are capitalized and reported at historical cost. The reporled value
excludes normal maintenance and repairs which are essentially amounts
spent in relation to capital assets that do not increase the capacity or
efficiency of the item or extend its useful life beyond the original estimate.
ln the case of donations the government values these capital assets at
the estimated fair value of lhe item at the date of its donation.

Capital outlay is recorded as expendifures ol the General Fund and other
govemmental funds and as assets in the governmental-wide financial
statements to the extent lhe Municipality capitalization threshold is met.
lnterest incurred during the construction phase of the capital assets of
business-type activities is reflected in the capitalized value of the asset
acquired under capital leases is included in depreciation, Depreciation on
all assets is provided on lhe straight-line basis over the following
estimaled useful lives:

CAPITALASSETS YEARS

Buildings b0

lmprovement Other Than Buildings E0

lnfrastructure 10-50

Motor Vehicles 5

Machinery and Equipments 5-10

The cost of normal maintenance and repairs that do not add value to the
asset 0r materially extend assets lives are not capitalized. Major outlays
for capital assets and improvements are capitalized as projects are
construcied.

H. CompensatedAbsences

The Municipality accrues accumulated unpaid vacation and sick leave
and associated employee+elated costs when earned (or estimated to be
earned) by the employee. The Municipality's employees are granted B0
days of vacations and 18 days ol sick leave annually. Vacations may be
accumulated up to a maximum of sixty (60) days and sick leave up to a
maximum of ninety (90) days. ln the event of employee resignation, the
employee is paid for accumulated vacation days up to the maximum
allowed. Separation from employment prior to use of all or part of the sick
leave terminates all rights for compensation, except for employees with
ten years of service who are entitled to sick leave pay up to the maximum
allowed. The Municipality accrued a liability for compensated absences,
which meet the iollowing criteria:

1. The Municipality's obligation relating to employee's rights to
receive compensation tor future absences is attributable to
employee's services already rendered.

2. The obligation relates to rights that vest or accumulate.

3. Payment of the compensation is probable.

4. The amount can be reasonably estimated.
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NOTE 2 SUMMARIES OF SIGNIFICANT ACCOUNTING POLICIES
(continuation)

ln accordance with the above criteria and requirements as estabrished by
GASBS No. r6; the Municiparity has accrued a riabirity ror comleniatei' absences, which has been earned but not taken 

'n}, 
nruniiiparitys

employees, including its share of social security and Medicare payrent,
made on beharf of the emproyees in the accruar for vacation'and sick

" 1.3y. pay. All vacation pay is accrued when incuned in the government_
wide and proprietary fund financiar statements. For the govehment-wide
statements, the current portion is the amount eslimated io be used in the
following year. For the governmentar funds statements, ail of the
compensated absences are considered long-term and therefore, are not
a fund liability and represents a reconciringiitem between the lund rever
and government-wide presentations (see Note 

.t t on page 25).

l. Risk Financing

The Muicipality carries commercial insurance to cover property and
casuarty, theft, tort craims and other rosses. rnsurance'poiici.', i,.
negotiated by the puerto Rico Treasury Department and costs are
allocated among all the municipalities oi puerto Rico. Also, p,in.ipuf
officials of the Municiparity are covered under various r*dt}, ooni..
cost of insurance allocated to the Municiparity and deducted irom the
gross property tax collections by the MRCC for the year ended June 30,
2008 amounted to approximately g443,06g. Th'e cunent insurance
policies have not been cancefied or terminated. rn addition, MRCC
deducted approximately $g0g,gg0 for workers compensation insurance
covering all municipal employees for the same period.

J. Long.Term Obligations, Bonds Issuance Costs, premiums and
Discounts

The liabilities reported in the government-wide financial sratements
include the general and specid obligation bonds, longterm not.., oin.i
long-term liabilities (e.g., vacation, sick leave, claims dnd judgmenis, and
long'term riabilities to other governmentar entities and tnira pirties. aonJ
premiums and discounts, as well as issuance costs, are deferred and
amortized over lhe life of the bonds using the effective interest method.
Bonds payable are reported net of the applicable bond premium or
discount.

ln the fund financiar statements, governmentar fund types recognize bond
premiums and discounts as other financing iources ind uses,
respectively, and bond issuance costs as debi service expenoituies.
Issuance costs, whether or not withherd from the acruar debi proceeds
received, are reported as debt service expenditures.

K, Fund Equity/Net Assets

. Reseruations of Fund Equig

The governmental fund financial statements present tund balance
reserves lor those portions of fund balance (1) not available for' appropriation_for expenditures or (2) legally segiegateO for a specific
iuture use. Foilowing is a brief oescrlption o{-th6 nature ol certain
reserves.

t Reserue for Encumbrances - Encumbrances are recorded as
reservations of fund balances because they do not constitute
expenditures or riabilities. rn certain other governmentar funds, this
accounting treatmeni resurts in a deficit uireserved fund barance.

This deficiency is canied forward to ihe next fiscal year where it is
applied against estimaled revenues in the year the commitments
are expended.

c Reserve for Debt Service- The fund balance of the debt service
funds is reserved for the payment of debt service in the subsequent
years.

c Reserve for Capital Projects - Cerlain assets, primarily cash and
investments, and cash with fiscal agent to be invested in capital
projects.

o Reserue for 2ther Purposes - Certain assets, primarily cash and
investments of grants and contributions that are authorized to be
canied over and expended in the ensuing year.

Restricted Net Assets

The governmental-wide and proprietary funds financial statements utilize
a net assets presentation. Net assets are categorized as invested in
capital assets (net of related debt), restricted, and unrestricted.

c lnvested in Capikl Assets, Net of Related Debl - These consists of
capital assets, including infrastruclure, into one component of net
assets. Accumulated depreciation and amorlization, and the
outstanding balances lor debt that are attributable to the acquisition,
construction, or improvement of these assets reduce the balance in
this category.

c Restricted Net Assefs - These result when constraints placed on
net assets use are either externally imposed by creditors, grantors,
contributors, and the like, or imposed by law through constitutional
provisions or enabling legislation.

o Unrestricted Nel Assels - These consist of net assets which do not
meet the deiinition of the two preceding calegories. Unrestricted net
assets often are designated, to indicate that management does not
consider them to be available for general operations. Unrestricted
net assets often have constrainis on resources that are imposed by
management, but can be removed or modified.

L. lnterfundTransactions

lnterlund transaclions are reflected as loans, reimbursements or
transfers. Loans are repofted as receivables and payables as appropriate
and are subject to elimination upon consolidation. Reimbursements occur
when one fund incurs a cost, charges the appropriate benefiting fund and
reduces its related cost as a reimbursement. All other interfund
transactions are treated as transfers. Transfers between governmental or
proprietary funds are nelted as part of the reconciliation to the
government-wide columnar presentation. The Municipality has the
following types of transactions among funds:

lntefund Transfers - Legally rEuired transfers that are reported
when incuned as transfers-in by the recipient fund and as
iransfers-out by the disbursing fund, with receivables and
payables presented as amounts due to and due from other
funds.

lntra-Entity Transactions - Advances between {unds are also
presented as amounts due to and due from other funds.
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NOTE 2 SUMMARIES OF SIGN]FICANT ACCOUNTING POLICIES
(continuation)

However, these transfers and related amounls receivables and
payables are considered internal balances and aclivities that
have been eliminated in the government-wide financial
statements.

M. Claims and Judgments

The estimated amount of the liability for claims and judgments, if any,
which is due on demand, such as from adjudicateO oi setUeO claims, ij
recorded in the General Fund. The Long-Term Liabirities includes an
amount estimated as a contingent liability or liabilities with a fixed or
expected due date, which will require luture available iinancial resources
for its payment.

O. Use of Estimates

The preparation of the basic financial statements in conlormity with
accounting principles generaily accepted in the united states of America
requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and discrosures of contingent
assets and liabilitles at the date of the basic financial statements and the
reporled-revenue and expenses during the reporting period. Actual result
could differ from those estimates

N. FutureAdoptionofAccounting pronouncements

The Governmental Accounting Standards Board (GASB) issued the
following pronouncement that does not appty to the trlinicipility:

GASB Statement No. 49, poilution Remediation. This Statement
addresses accounting and financial reporling standards tor pollution
(including contamination) remediation o-bligations, which are
obligations to address the cunent or potential-detrimentar effects of
existing pollution by parlicipating in pollution remediation activities
such as site assessments and cleanups. The scope of the document
excludes pollution prevention or control obligations with respect to
cunent operations, and future pollution remediation activities t'hat are
required upon retirement of an asset, such as landlill closure and
postclosure care and nuclear power plant decommissioning.

This Statement are elfective for financial statements for periods
beginning after December 15,2007, with measurement of pollution
remediation liabilities required at the beginning of that period so that
oegnning net assets can be restated. However, governments that
have sufficient 

. 
objective and verifiable informati6n to apply the

expected cash flow technique to measurements in prior peiiods are
required t.o apply the provisions retroactively for all such piior periods
presented,

GASB Statement No. 51, lntangibte Assels. This Statement requires
that an intangible asset be recognized in the statement of net assets
only il it is considered identifiable. Additionally, this Statement
establishes a specified'conditions approach to recbgnizing intangibre
assets that are internally generated. Etfectively, oitlays-associated
with the development of such assets shourd not begin to'be capitalized
until certain criteria are met. Ouilays incurred prioir to meeting these
criteria should be expensed as incurred. This siatement arso piovides
glidalgg on recolnizing internally generated computer software as an
intangible asset. This statement is effective for financial statements for

periods beginning after June 15, 2009. The provisions of this
Statement generally are required to be applied retroactively. For
governments that were classified as phase 1 or phase 2 governments
for the purpose of implementing Statement 34, retroactive reporting is
required for intangible assets acquired in fiscal years ending afler June
30, 1980, except for those considered to have indefinite useiul lives as
of the effective date of this Statement and those that would be
considered internally generated. Retroactive reporting of these
intangible assets by phase 3 governments is encouraged but not
rEuired. Retroactive reporting is not required but is permitted for
intangible assets considered to have indefinite useful lives as of the
effective date ol this Statement and those considered to be internally
generated.

GASB Statement No. 52, Land and Other Reat Estate Hetd as
lnvestments by Endowments. This Statement establishes consistent
standards for the reporting of land and other real estate held as
investments by essentially similar entities. lt requires endowments to
repoft their land and other real estate investments at fair value.
Governments also are required to report the changes in fair value as
investment income and to disclose the methods and significant
assumptions employed to determine fair value, and other in{ormation
that they currently present for other investments repoded at fair value.
This Statement is effeciive for financial statements 1or periods
beginning after June 1 5, 2008,

GASB Statement No. 53, Accounting and Financiat Reporting lor
Derivative lnstruments. Statement 53 is intended to improve how state
and local governments report information about derivative
instruments-financial anangements used by governments to manage
specific risks or make investments-in their financial statements. The
Statement specifically requires governments to measure most
derivative instruments at fair value in their financial statements that are
prepared using the economic resources measurement focus and the
accrual basis ol accounting. The guidance in this Statement also
addresses hedge accounting requirements and is elfective for financial
statements for reporting periods beginning after June i5, 200g, with
earlier application encouraged.

NOTES CASHANDINVESTMENTS

Certificates of Deposit

lnvestments consist ol certilicates of deposit. The Municipality's cash
and investments al year-end were entirely covered by the Federal
Deposit lnsurance Corporation (FDIC) coverage, up to a maximum of
$250,000 in each bank, and the excess by collateral provided by the
banks and held by the Puerto Rico Treasury Department pursuant the
applicable laws and regulations. Cash with liscal agent is maintained in
interest bearing accounts in the Government Development Bank of
Puerto Rico and is not collateralized.

Puerto Rico laws authorize governmental entities to invest in direct
obligations or obligations guaranteed by the federal government or the
Commonwealth of Puerto Rico. The Municipality is also allowed to
invest in bank acceptances, other bank obligations and cerlificates of
deposit in financial institutions authorized to do business under the
federal and Commonwealth laws.
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During the year, the Municipality invested its funds in interest bearing
bank accounts and short-term certilicates of deposit As June g0, 200;
the market value of investments approximated its carrying value as

CERTIFICATE

OF DEPOSIT PRINCIPAL INTEREST EXPIRATION
ISSUED BY NUMBER AMOUNT RATE DATE

Popular Bank ot Puerto Rico 1 l 10000048 $ 2,600,000 3.65% 07/05/08
Popular Bank of Puerto Rico 1 fi0000049 6,000,000 3.650/o 07/05/08
PopularBankolPuertoRico i.110000050 600,000 3.00o/o OZrIIOI
EuroBank ol Puerto Rico 2805000509 i,500,000 3.65% 07105/08

Custodial Credit Risk Related to Deposits

custodial credit risk for cash and investments is the risk thar, in the event
of the,failure of a depository financiar institution, the Municiparitv *irr noi
be able to recover its cash and investments or wifl not be abre to recover
collateral securities that are in the possession of an outside party.
Pursuant to the lnvestment Guiderines ior the commonwearth adopted by
GDB, the Municipality may invest in obligations of the Commonweath,
obligations of the United States, certificates of deposit, commercial paper,
banke/s.acceptance, or in pools ol obligations ot tne municipaliiiei oi
Puerto Rico, among others.

The Municipality maintains its cash deposits in commercial banks
located in Puerto Rico. under commonwearth or puerto Rico statutes,
public funds deposited in commercial banks must be fully collateralized
for th.e amount deposited in excess of federal deposit insurance. All
securities pledged as coltaterat by the Municipatiiy are hetd by the
pgcrelarV of Treasury of puerto Bico in the Municiialitfs name. The
tollowing. tables 

-presented 
below discloses the level of cuslody risk

assumed by the Municipality based upon how its deposits were iniured
or secured with collateral at June 30, 200g:

Categoyl: lnsured or collaterized with securities held by the Secretary
of Treasury agent's in the Municipality,s name.

NOTE 3 CASH AND INVESTMENTS (conrinuation)

Category 2: Collateratized with securities held by the pledging financial
institution's trust department or its agents in the
Municipalily's name.

CategoryS: Uncollateralized, including
any bank balance that is
collateralized with securities
held by the ptedging financiat
institution or by its trust
department or agent by not
in the Municipality,s name.

The investments are distributed by the
amounts ot $4,700,000 to the General
Fund and $6,000,000 to the Speciat
Revenue Fund.

As of June 30, 2008, the Municipality,s
custodial credit risk was approximately
$12.4 million, which is the bank balance of

cash deposited at the Government Development Bank of puerto Rico
(GDB). These deposits are exempt from the collateral requirement
established by the Commonwealth.

NOTE4 DUEFROMGOVERNMENTALUNITS

The due from agencies for the liscal year ended June 30, 200g,
conesponds to the Puerto Rico Treasury Department (Christmas Bonus)
for $170,183 and Property Tax Final Liquidation irom MBCC foi
$383,353.

NOTE 5 INTERFUND TRANSFER AND BALANCES

Transfers are indicative of funding for capital proiects or debt service, and
subsidies of various operations.

INTERFUND TRANSFERS WITHIN THE GOVERNMENTAL FUNDS

SOURCES TRANSFERTO AMOUNT PURPOSE

General Fund DebtService Fund $ 527,461 Debt payment

General Fund Other Fund 260,000 Specific projecl Fundinl

Total $ 787,461

NOTE 6 INTERFUND RECEIVABLE AND PAYABLE BALANCES

lnterfund receivables and payables at June 30, 2008 are summarized as
follows:

INTERFUND INTERFUND

RECEIVABLE PAYABLE AMOUNT

General Head Start Fund $ 265,800

Other Fund General Fund 1,005,449

TOTAL g 1,271,243

CATEGORY

CABRYING BANK

l23AMOUNTBALANCE
Depositsin0ommercialBanks $ 44,0s9,291$ $ $ 44,0s9,291$ 44,059,446
Deposits in Govemmental Banl6 e,4jS,BO4 12,415,804 12,41s,274

Total $ 44.$9191 $ 12,41s,804$ s6.475,09s$ 56,{2s,220

Reconcilialion to Government-Wide ShEment of Net Asseb:

UNBESTRICTED RESTBICTED TOTAL

Carrying amount of depooits

in CommercialBanlc $ 15,294,576 $ 28,7M,715 $ 44,059,291
Carrying amount of deposits

in Govemmental Bank p,41S,gO4 12,415,804

Total $ 15,294,576$ 41.180.s19s s6.425.0e5

continue
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NOTE 7 DUE TO OTHER GOVERNMENTAL UNITS NOTE 8 DEFERHED REVENUES

A:*"j'l:li:3999:13*:^1!: l9:tq sovernmental units of the Governmentar runds reporr dererred revenues in connection wirh

. following:
;.*; ; iii; l#;,llil,;.'T* il:"ilTil;Ti;"ffi ::l:?Jfi, i.TJ'ff:fl,,Jl:fnllnruina.

AMOUNT

PR Water and Sewer Authority $ 9,490
Retirement System Administration $ 119,550
General Service Administration 9,607

Total Due to Governmental Units $ 132,647

NOTE9 CAPITALASSETS

Capital Assets activities for the fiscal year ended June 80, 200g was as
follows:

Depreciation expenses were charged to governmental, functions/programs as follows:

liquidate liabilities of the cunent period. Governmental funds also defer
revenue recognition in connection with resources that have been
received, but not yet earned. At the end of the current fiscal year, the
various components of defened revenueand unearned revenuireporied
in the governmental funds were as follows:

UNAVAILABLE UNEARNED

Volume ot Business Taxes $ $ 4,460,577

OtherGovemmental Funds .1,159,0.19

MBCC Liquidation 383,953

Head Starl 2,445,797
Chrislmas Bonus 170,183

Total Delerred/Unearned Revenue $ 4,158,052 $ 4,460,577

DESCRIPTION

Non-Depreciable Capital Assets:

Land

Con$truction in Progress

Others

Total Non-Depreciable Capital Assets

Depreciable Capital Assets:

Buildings and lmprovements

lnlrastructure

Machinery and Equipment

Motor Vehicles

Total Depreciable Capital Assets

Less Accumulated Depreciation:

Buildings and lmprovements

lnirastructure

Machinery and Equipment

Motor Vehicles

Total Accumulated Depreciation

Total Depreciable Capital Assets (Net)

CAPITAL ASSETS, NET

BALANCE

JULY 1,

2OO7 ADJUSTMENT INCREASE

$ 34,535,329 $ $ 739,872 $
543,779

BALANCE

JUNE 30,

DECREASE 2OO8

765,615 765.615

39,340,057 146,239 39,486,296

32,898,485 3367,123 36,265,608

3,942,680 684,318 4,626,998

(12,047,147)

(16,876,628)

(3,254,383)

- (362,414)

- (s18,619)

- (696,733)

- $ 35,275,201

- 938,286

- (12,409,561)

- (17,395,247\

- (3,951,116)

$ 80,128,030$ .$ 3,747,728 $ $ 83,875,758

AMOUNT

General Government $ 609,053

Public Safeiy 67,672

Public Works 699,644

Culture and Recreation 84,591

Urban Development ZS6,BE4

Total Depreciation Expenses $ 1,691,814
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NOTE 10 GENERAL LONG.TERM DEBTS

A. General Obligations Bonds

photos of all real property of puerto Hico. The

]1,._:,r.1.,f1 ,long-term 
obtigations of the Municipatity are generat

.Drrgatron bonds issued to finance the construction and improvem-ents of
public facilities. The Municiparitfs obrigations tonj-term oert retirements
are appropriated and paid from resources accumulated in the Debt
Service Fund (See Note 11).

General obligations bonds as of
June 30, 2008, are comprised of
the following individual issues:

B, Other Long-Term Debts

P-ropertv Taxes - Treasurv
Department

This amount represents the excess of advance property taxes over

f]P^rj:1 pr.l,ou:ty {ry,slered by puerto nico-iie;.il*-
?1putr.t| On Juiy 1, zOO2, the enacted Lw r,rumoer zS,
authorized that part of the excess of revenue from LOiO should
be use to amortized this debt. Annually the Treasury beparfment
should notify to the Municipatity the amount apptieO ro itie OeOr.

Borrowinafrom MRCC

On July 1, ?902, the Municipality entered into a repayment
agreement with the GDB and MRCC to repay the uncollectible
propety tax sale authorized by the enacted Li* f,rrrnU.i+2. rn.
original debt was $235,722 to be paid during 30 years ptus
annual interest ol 6.1 87 ET".

On November 28, 2OOl, the Municipality entered into a repayment
agreement with the GDB and MBCC to pay for the proportionai d;bt to
cover the Land lnformation Management System itttvts;, system
established by MRCC with the capacity to miintaining cad'asrre and

Following are the 0ther Long-Term Debts:

BALANCE RETIREMENTS BALANCE

JULY 1, NEW AND JUNE 30,
DESCRIPTION 2OO7 ISSUES ADJUSTMENT 2OO8

PropsrtyTax€s-TreasuryDept. $ 2,922 $ $ (972)$ 1,950
Law Number42 - MRCC 1Z|,4BO (3,791) 212,749
Law Number 146. MRCC 369,162 (A69,162)

L|MS.MRCC 466,81 1 (9s,362) 37g,44s
Chrislmas Bonus 390,970 340,967 (330,970) 940,A67
Claims and Judgments 101,227 j01,227

Compensated Absences 0,307,751 52,618 g,360,969

TOTAL $ 4,799,723 $ 392,98s S (797,s97)$ 4,395,111

C. Changes in General Long-Tern Debts

The following is a summary of changes in long-term debts {or the year
ended June 30, 2008:

original debt was $892,993 to be paid during
10 years plus annual interest of 5.g5o/o.

Chrislmas Bonus

This amount represents the estimated
accrued Christmas bonus accumulated as of
June 30, 2008 and payroll relaled benefits,
representing the benefit to employees to be
paid during the first week of December 200g.

Claims and Judoments

This amount represenrs the amount accrued for possibre craims arising
from litigations.

Compensated Absences

This amount represents the estimated accrued vacation benefits, accrued

:lt,]gur.g. benefits. and payroil retated benefits, representing the
Municipality's commitment to fund such costs from future operationi.

D. Debt Compliance

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

Type of Obligation and purpose

General Obligation Bonds:

$1 1 ,130,000, Series 1997-98 - General Construction
$14,440,000, Series 2006-07 - General Construction
$370,000, Series 1994-95 - General Construction

Total General 0bligation Bonds

2016 5.19%to 6.34%
2031 5.59% to 7.00%
2019 6.106%to 8.206o/o

Maturity

Date

lnterest
Rate Amount

$ 7,620,000

14,440,000

265,000

$ 22,325,000

DESCRIPTION

General

Special

others Debts

TOTAL

BALANCE RETIREMENTS BALANCE AMOUNTS AMOUNTS

JULYI, NEW AND JUNE3O, DUEWITHIN DUEAFTER

2OO7 ISSUES ADJUSTMENTS 2()OS ONEYEAR NEXTYEAR

$ 22,905,000 $ $ (ss0,000)$ 22,325,000 $ 904,000 $ 21,421,000

143,000 (143,000)

4,799,723 392,985 (797,597) 4,395,.11 1 2,706,s72 1,688,139

$ 27,U7,723 $ 392,985 $ (1,520,597) $ 26,720,111 $ 3,610,972 $ 23,109,139
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General Obligation Bonds Other Long.Term Obligations

YEAR ENDING PRINCIPAL INTEREST PRINCIPAL INTEREST TOTAL
JUNESO, PAYMENT PAYMENT PAYMENT PAYMENT PRINCIPAL INTEREST

2009

201 0

201 1

2012

2013

2014-2018

2019-2023

2024-2028

2029-2032

Unmatured

TOTAL

$ 904,000 $ 1,194,385 $ 2,706,s72 $ 24,182 $ 3,610,972 $ 1,218,567
1,004,000 1,407,817 110,.166 27,955 1,114,166 1,495,772
1,069,000 1,343,229 115,804 21,35.t 1,184,804 .1,364,580

1,136,000 1,274,076 62,915 14,g47 1,198,915 1,288,429
1,208,000 1,199,978 5,060 12,319 1,213,060 1,212,297
6,228,000 4,706,450 30,486 56,404 6,258,486 4,762,854
2,912,000 3,280,524 41,347 45,544 2,95g,347 3,326,068
3,755,000 2,122,715 56,075 30,817 3,811,075 2,153,532
4,109,000 617,925 67,358 10,844 4,176,358 628,769

1,198,928 1,198,928

$ 22,32s,000 $ 17,147,099 $ 4,395,111 $ 243,763 $ 26,720,111 $ 17,390,862

N0TE 10 GENERAL LONG-TERM DEBTS (conrinuation)

I[.:lll.,l::uiremenrs to amortize the tong_term debts outsranding as
ot June 30, 2008 are as follows:

a preliminary basis not later than three months after fiscal year-end, and
a final settlement made not later than six months after year-end. lf the
MRCC remits to the Municipality property taxes advances, which are
less than the tax actually collected, a recelvable from the MBCC is

NOTE11 DEBTRETIREMENT

Revenues of the debt service fund consists of the ad-valorem property

l1* yl]qh are recognizgd as revenue when coilected irom wpdyeri
and reponed by the Municipar Revenue coilection center of'the
Commonwealth of Puerto Rico lo the Municipality (See Note 12).

These. property taxes are accumulated by the Municipal Bevenue
collection center In costs of the generar obrigations oonds issueo by the
Municipality. Payments are made to the Gov-ernment Development Bank
of the Commonwealth of puerto Rico from such accumulated funOs Uy
the Municipal Flevenue Collection Center of puerto Bico.

NOTE12 PROPERTYTAXES

The MRCC is responsible lor the assessment of all real and personal
propety located within the Municipality and for the levy, administration
and collection of the correspondingiax iontribution.

The,personal qloperty tax is self assessed by the taxpayer on a return,
which is to be filed and paid in fuil by May t S of each year with the MRCC
and based on current values as of December 31 of previous year. Real
property tax.is.assessed by the MRCC o, ...h piec5 of real estate and
on each building or residence. The property tax contribution is revied
each year over the appraised value of the reil property at the beginning
of the calendar year. The real property assessment'is based on the
cunent value existing in the year 1 957.

The MRCC 
_is responsible for the billing of real property taxes and

collections of both, personaland realpropirty taxes'on'behalf of allthe
municipalities of Puerto Rico. prior to the beginning of each fiscal year,
the MRCC informs the Municipatity of the esiimatel amount of proierty
taxes expected to be coltected for the ensuing fi..riV.ri. Throughout the
year, the MRCC advances funds to lhe Muni"ciparity uiseu on the initiar
estimated collections. The MRCC is required by law to prepare a
settlement statement on a fiscal year basis, wnerLn/ a compaiison is
made between the amounts advanced to the Municijality and amounts
actually collected from taxpayers. This seilrement hasio be compreted on

the general fund.

recorded at June 30. However, i{ advances
exceed the amount aclually collected, a
borrowing from MRCC is recorded at June 30.
The difference belween the advances and the
final settlement from MRCC for the fiscal year
2008 resulted in a receivable of $383,058.

As per Ordinance Number 28, Series 2005-
2006, enacted on February 6, 2006, the new
tax rates per annum are 10.43o/o for real
property and 8.43o/o for personal property for
which 1.03% of both betong to the
Commonwealth of Puerto Rico and g.40olo and
7.40o/o, respectively, belongs to the
Municipality. From the portion belonging to
the Municipality, 6.00% and 4.0Oyo,
respectively, represents the Municipality's
basic tax rate that is appropriated for general
purposes and therefore accounted lor though

The remaining portion belonging to the Municipality of 3.40% represents
the ad-valorem property taxes withheld by the Municipal Revenue
Collection Center of the Commonwealth of puerto Rico and restricted for
debl seMce, which is accounted ior through the debt service fund (See
Note 11). The Municipality has reached the maximum statutory tax rate
limit for the basic tax while there is no limitation for the ad-vaiorem tax
rate.

The Commonwealth of Puerto Rico grants complete real property tax
exoneration on the first $15,000 has assessed valuation on residential
units occupied by their owners. However, the Municipality receives the
full amount levied, except for residential unlts assessed at less than
$3,500 on which a complete exemption is granted, The Municipal
Revenue Collection Center, instead of the property taxpayer, becomes
the source of payment in these cases.

The Municipality grants a complete exemption from personal property
taxes up to an assessment value ol $50,000, to retailers with an annual
net sales volume of less than $150,000. The Municipal Revenue
Collection Center advances to the Municipality, on monthly payments,
100% of the contribution assessed over property for each fiscal year. ln
accordance to Law, these advances will be contributions by the Municipal
Revenue Collection Center from taxpayers. The Municipal Revenue
Collection Center periodically informs to the Municipality the amounts
collected from taxpayers and applied to outstanding advances.

The Municipality records as revenue in the general fund the property tax
contribution when received from monthly advances from Municipal
Revenue C,ollection Center.

Due lo the lact that collections of property tax are applied to the advances
of property tax paid by the Municipal Bevenue Collection Center, the
amortization of the advance at end of year was not available due to that is
in process of verification by external auditors.
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NOTE 13 VOLUME OF BUSINESS TAX

Volume of Business Tax is recorded in the liscal year in which payments
is d.ue and, accordingly, represents taxes which are due and uncollected
at June 30, 2008. The Volume of Business Tax is determined based on
the gross income of ail commerce and industriar organizations that have
operations in the Municipality, and are not totalli or partially exempt
under the lndustrial lncentive Law of puerto Rico.

An annual return of business vorume shourd be fired on or before Aprir 15
gl *:h ful a,1d nayab.Je,]n two equat instailmenrs due on Juty i and
January 1. A discount of 5olo is allowed when lull paymenl is made on or
before April 15. The rates of municipar ricense in tiie'municiparity are as
follow:

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

b. 0.40% for all other organizations.

Taxes are payable in two equal semi-annual installments on July 1 and
January 1 following the date of levy. lf they are paid with declaration, the
taxpayer is granted a 5% oi discount. Collections of tai.. during cunent
fiscal year, applicable to the next fiscal year, are recorded as 

-deferred

revenues in the General Fund.

NOTE14 SALESTAXES

Municipality has establishing a Sales and Use Taxes of 
.1.5% 

(1% to the
Municipality and .5% to the pR Department oi Treasury) eliective on
January 1st, 2007 on all sales of goods and properties and a variety of
other transactions. This tax is to be collected by any merchant dedicated
to a business which sefis or provides any goods or iervices described as
taxable by the Law or any other ruling set forth by the Municipal
Legislature.

The sales tax will apply to all sales, rent contracts, or use transactions,
with some exceptions as defined by the ordinance. All merchants
required to collect the Sales and Use Ta*, are rEuired to file a monthly
Sales and Use Tax Return Form, no later than the 20h of the lollowini
month lrom the month being reported.

NOTE 15 CONSTRUCTION TAX

Construction Tax is recorded in the fiscal year in which payments are due
and, accordingly, represents taxes which are due and uncollected at June
30, 2008. The Construction Tax is determined based on the total amount
of the construction cost of the project.

Any construction project, which doesn't qualify for any of the exceptions
presented below, will pay a tax ol 4o/o ol the total cost amount ol the

ryoF$ pe exceptions for the 4% Construction Tax imposed by the
Municipality are as foilow:

a. 5.00% of the total cost of the poject for any construction
involving movement of land.

b. 2.00ok lor all low income housing projects, and educational
institutions ol primary and secondary level.

c. When construction is for a residence, made of at least 50%
concrete, and said residence is not part of a housing project,
urbanization, condominium, or any project of a similar nature;
a fixed rate of $25,00 will be collected up to a maximum total
construction cost of 950,000. ln addition, for every $1,000 in
excess of the $50,000 in total construction costs, a $5.00 rate
will be collected.

Taxes are payable before beginning construction or any activity related to
the construction. Collections of taxes during current liscal year, applicable
to the next fiscal year, are recorded as deferred revenues in the General
Fund.

NOTE 16 INTERGOVERNMENTAL REVENUES

lntergovernmental revenues consist primarily of funds received from the
Commonwealth of Puerto Bico, "in lieu of tax" payments from the quasi-
public corporation, Puerto Rico Electric Power Authority, and federal
financial assistance received from federal government.

Grants and subsidies received from the Commonwealth of puerlo Rico
and federal agencies include, among others, a general subsidy for urban
development and capital improvements. lntergovernmental revenues are
accounted for through the General Fund except for those directly related
to urban development and capital improvements, which are accounted for
through the Special Revenue and the Capital Project Funds. Federal
Financial Assistance is recorded in the Special Revenue Fund.

NOTE17 PENSION PLAN

Employees of Municipality participate in the Employee's Retirement
System of the Commonwealth of Puerto Hico and its lnstrumentalities
(EHS), The ERS is cosl-sharing multiple-employer defined benetit
pension plan sponsored by the Commonwealth of Puerto Bico under the
Act N0.447, approved on May 15,1951, as amended, and became
eifective on January 1, 1952. ERS covers all regular employees of the
Commonwealth of Puefio Rico and its instrumentalities and ol certain
municipalities and components units not covered by their own retirement
systems.

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

Under the plan, the employees and employer portions are contributed, for
which, the employee amount is withheld from salaries. Covered
employees are required by Commonwealth statute to contribute 5.775%
lor the first $550 of monlhly salary plus 8.275ok tor the excess of this
amount, or on the alternative, 8.275"h ol all salary. The Municipality
contributes to the system 9.275o/o of lhe participating employee's salaries.
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NOTE 17 PENSION PLAN (conrinuation)

Members who have attained at least 55 years of age and have completed
at least 25 years of creditable service or memberi who have attained at
least 58 years of age and have compreted at reast 10 years of creditabre
service are entitled to an annual benefit, payable mdnthly for li{e. The
amount oJ the annuity shall be 1.SZo of the average salary, as defined,
multiplied by the number of years of creditable service up to 20 years,
plus 27o. of the average salary, as defined, multiplied ny ine num6er oi
years of creditable service in excess of 20 years. ln no case will the
annuity be less than $200 per month. All employees who at the time of
employment.are 55 years old or less are eligible to participate in the
System. No benefit is payable if the participani receives a refund of his
accumulated contributions.

Law Number 305 was enacted on September 24, 1 999, amended the Act

!11pr^ ++Z for the purpose oi estabtishing a new program (System
2000). System 2000 became effective on Jinuary 1, 200-0. Employees
pafiicipating in the cunent system as of December 31, 1999, miy etect
either to stay in the defined-benefit plan or transfer to the new savings
program. Persons joining the government on or after January 1, 2000, will
only be allowed to become members of System 2000.

System 2000 is a hybrid defined contribution plan, also known as a cash
balance plan. Under this new plan there will be a pool of pension assets,
which will be invested by the System, together with those of the cuneni
detined-benelit plan. Benefits at retirement age will not be guaranteed by
the Commonwealth of Puerto Rico. The annuity will be based on i
formula which assumes that each year the employees, contribution (with
a minimum ol8.275Yo up to a maximum of 10o/d ol their monthly saiary,
and will be invested in an account which will either: (a) earn a fixed raie
based on the two-year Constant Maturity Treasury Note or, (b) earn a
rate equal to 75% of the return of the System,s investment portiolio (net
of management fees), or (c) earn a combination of both alternatives.

Participants receive periodic account statements similar to fhose ol
defined contribution plans showing their accrued balances. Disability
pensions are not being granted under System 2000. The employers,
contributions {9.275o/o ol the employees' salary) will be used to fund the
current plan.

lf at time of retirement accumulated benefits amount to $10,000 or less
may elect to receive a lump sum distribution up to the accumulated

!9nefits. Under the new program the retirement age is reduced from 65 to
60 for those employees who joined the current plan on or after April .1,

1 990.

occupational disability, a member must have at least 10 years of
creditable service.

The Municipality follows the provisions of GASB Statement No. 27,
Accounting for Pensions Pension by State and Local Governmental
Employers, which requires employers lhat participate in cost-sharing
multi-employer deiined-benefits plans to recognize pension
expenditures/expense equal to the employer's contractually required
conlributions and a liability for unpaid contributions.

The total pension expenditures/expenses recorded in the category of
administration for the Fiscal Year Ended June 30, 2005 through 2008 was
as follow:

FISCAL YEAR LAW NO.447 SYSTEM 2OOO

2008 $ 253,525$ 171,7s6

2007 277,587 172,628

2006 298,369 172,374

2005 304,338 151,422

2404 312,270 104,035

The Employee s Retirement System of the Commonwealth of Puerto Rico
provides additional information of the ERS. They issue a publicly
available linancial report that includes tinancial statements and required
supplementary information for ERS, as a component unit of the
Commonwealth of Puerlo Rico. That repon may be obtained by writing to
the Administration at PO Box 42003, Minillas Station, San Juan, PR
00940-2003.

NOTE 18 SOLID WASTE LANDFILL CLOSING AND POSTCLOSING
COSTS

State and Federal laws and regulations require the Municipality to place
a final cover on its landfill when closed and perform certain maintenance
and monitoring function at the landfill site for thirty years after closure. ln

addition to the operating expenditures related to current activities of the
landfill, an expense provision and related liability are being recognized
based on futures closure and post-closure care costs that will be incurred
near or after the date the landiill no longer accepts waste. The
Municipality has performed a study of the activities that need to be
implemented at the Municipality's landlill to comply with applicable laws

and regulations. As result of this study, the Municipality has decided to
privatize the solid waste disposal service. The Municipality is entitled,

under the agreement, to certain revenues resulting from the use of the
landfill. As paft ol the agreement the contractor will assume the closure
and post-closure costs during the next thirty years, releasing the
Municipality of the estimated liability for future closure and posl-closure
care costs.

The pension benefit for participants who retire with less than B0 years of
service is computed at the rate ol llzo/o of their average compeniation of
each year of credit service for the remaining years. The System also
provides for death and disability benefits and the assets of the
System pertaining to the participant employees.

All employees that do not elect to transfer lor the new program and
who at the time of employment are SS years old or less are eligible
to parlicipate in the System. Pension benefits for participants with
30 years of service are as follows:

Disability retirement benefits are available to members for
occupational and non-occupational disability up to a maximum
benefit of 50o/o of the average salary, as defined. However, for non-

YEARS PARTICIPANT'S

OF SEFVICE AGE PENSION BENEFITS

30 or more 55 or more 65% of the average ol the three years of highest

salary during the employee's service period.

30 or more 58 or more 75% ol the average ot the three years ol highest

salary during the employee's service period.

30 or more 65 or more 7570 of lhe average of the three years o, highesl

salary during the employee's seMce period,

(employees started working after April 1, 1 990).
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NOTE 19 CONTINGENCIES

A. Claims and Judgments

The Municipality is, al present, a delendant in a number of legal matters
that arse from alleged improper application of policies and neligence in
the ordinary course of the Municipality's activities. The regar-co-unser of
the Municipality has advised that at this stage in the pioceedings of
lawsuits he cannot offer an opinion as to the probable outcome.

ln addition, the Municipality is a defendant or co-defendant in several
legal proceedings, which are in discovery stage. Certain of these claims
are.covered by insurance. Legal counsel with the information cunently
available can not determine the final outcome of these claims, with the
exception of three (3) lawsuits related to forceful expropriation, to which
the legal counsel has estimate a potenlial loss of gt dt ,ZZZ. Accordingly,
the financial statements include this proMsion in the Long-Term Liabilities.

B. Federal0rants

ln the normal course of operalions, the Municipality receives grants from
various Federal and State agencies. The grant programs aresubject to
audit by agents of the granting authority, the purlose of which is to
ensure compliance with conditions precedent to the granting of funds.
Any liability for reimbursement which may arise as trie resurt of these
audits is not believed to be material.

C. ConstructionCommitments

The Municipality had commitments of approximately ol g1,5 miilion for
the construction, improvements, or renovaiion of seveial facilities.

END OF NOTES
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BUDGETARY FUND BALANCE, JULY 1,2007

Resources (lnflows):

Propedy Taxes

Volume of Business Taxes
lntergovemmental Revenues
License and Permits

lnterests

Miscellaneous

Total Resources (lnflows)

Amounts Available for Appropriation

Charges to Appropriations (Outflows):

Mayor and Municipal Legislature
General Government
Public Safety

Public Works

Culture and Recreation

Health and Sanitation
Human Services and Welfare
Urban Development

Capital0utlays
Transfer to Other Funds

Total Charges to Appropriations

BUDGETARY FUND BALANCE, JUNE 30,2OO8

Budget Amounts
0riginal

$ 4,065,604 $ 4,065.604

Actual Amounts
(Budgetary Basis) Variance with

(See Note A) Final Budget

$ 4,065,604

9,305,942

5,639,390

3,676,787

962,627

1,702,199

2,969,210

6,064,934

833,510

2,576,049

1,338,793

1,690,611

1 ,3 18,790

26,713
183,054

24,666

956,719

555,714

801,847

279,784

222,048

576,647

3,287

58,091

8,305,769

4,648,365

3,304,99'l

1 ,916,500

1,310,000

2,944,975

6,519,960

1,299,591

3,442,640

1,577,530

1,879,553

1,900,305

30,000

1 14,500

8,305,769

4,649,365

3,304,981

1 ,816,500
1,310,000

2,993,976

7,021,653

1,389,224

3,377,896

1,619,577
'1,912,659

'1,995,437

30,000

241,145

173

991,025

371,806

(853,873)

392,198
838,700 939,700 1,646,878 809,179

20,224,315 20,224,315 21,933,922 1,709,507

24,289,9't9 24,299,919 25,999,426 1,709,507

527,461 787,461 787,461

20,224,315 21,267,928 17,789,125 3,478,803

L----4pqg$q $ 3,021,ee1- $-----gaqJgl $----U!$U

See accompanying Notes to Requlred Supplementary lnformation.
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NorE A Explanation of Differences Between Budgetary lnflows and outflows and GAAp Revenues and Expenditures

Sourcedlnf lows of Resources:

Actual Amounts (Budgetary Basis) ,Available 
for Appropriation,,from the

Budgetary Comparison Schedute (See page 30)

Difference - Budget to GMp:

The Fund Balance at the Beginning of year is a budgetary resource but is not a
Cunent-Year Revenue lor financial reporting prrpoies

Total Revenues as Reported on the statement of Governmental Funds Bevenues,
Expenditures and Changes in Fund Balance (See page 15)

Uses/Outflows of Resources;

Actual Amounts (Budgetary Basis) ,,Total 
Charges to Appropriation,lrom the

Budgetary Comparison Schedule (See page 30)

Difference - Budget to GMp:

Encumbrances for supplies and equipment ordered but not received are repofted
in the year the order is placed for budgetary reporting purposes

Payments oi encumbrances of prior year that are expenditures for financiar reporting
purposes but are not outflows for budgetary purposes

Transfers to other funds are outflows or budgetary resources but are not
expenditures for financial reporting purposes

Total Expenditures as Reported on the statement oi Governmental Funds Revenues,
Expenditures and Changes in Fund Balance (See page 15)

NoTE B Explanation of Ditferences Between Budgetary Fund Balance and G14p Fund Balance

Budgetary Fund Balance, June 30, 200g

Timing Diflerences:

Change in Encumbrances

Cancelation of Prior Year Encumbrances

Unreserved Fund Balance, June 30, 200g

General Fund

$ 25,999,426

(4,065,604)

s___apgq!4

$ 17,789,125

(76s,460)

230,226

(787,461)

$ 16,466,430

$ 8,210,301

(535,234)

(558,737)

$ 7,1 1 6,330

END OF THIS SECTION
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PART II

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
AND REPORTS REQUIRED BY GOVERNMENT AUDITING

STANDARDS AND OMB CIRCULAR A.133

39



ConauoHweaIrH oF PUERTo Hrco
MuNtcrplury or FAuaRoo, pueRro Rtco

Scneouu or Exp:HonuRes or FrorRru AwaRos

For the Fiscal Year Ended June 30, 2008

FToeRru. GReuToH / PASS THRoUGH

GRmron / pRoonlu on ClusrEn Trle

U.S. Department of Agriculture:

USDA - Rural Development:

Bural Housing Preservation Grants .........,....

Pass-Through Administration of Families and Children:

Child and Adult Care Food program (USDA)......,.....

Total U.S. Department of Agriculture.......,..

U.S. Department of Housing and
Urban Development:

Community Devetopment Btock Grant (CDBG)............

Section 8 Housing Choice Voucher program...........

Total U.S. Department of Housing and Urban Development ...

U. S. Departmenl of Health and Human Seruices:

Pass-Through Administration for the Childhood Care
and lntegral Development:

Child Care and Development Block Grant......

Head Start Pr0gram.,...,.....

Total U.S. Department ol Health and Human Services,.......,..,

U.S. Department of Homeland Security:

Pass-Through Governor Authorized Representative:

Homeland Security Program

TOTAL EXPENDITURES OF FEDERAL AWARDS,........

FEorRel

CFDA

Nui,,tsEn

PRss-THnoucu

Erurmr loEunrvrruo

NuMaen

Frornll
Exprruorunrs

10.433

10.558

14.218

14.871

93.575

93.600

97.067

N/AV

N/AV

B-05-MC-720012

B-06-MC-720012

B-07-nAC-720012

N/AV

02-cH-9944/04 AD

N/AV

$ 21,396

412.732

434,128

3'1,604

995,130
't54,946

1,181,680

426.451

1 ,608.1 31

29,654

3,863.670

3.893.324

84,340

$0.019823

See accompanying Notes to Schedule of Expenditures oi Federal Awards.
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Conauolweru-rn or pugnro Rrco
Mulrtctpnuru or Frunnoo, purnro Rtco

Notes to Schedule of Expenditures of FederalAwards
For the Fiscal Year Ended June 90, 2009

NOTE 1 GENERAL

The accompanying Schedule of Expenditures of Federal Awards includes the lederal grant activities of the Municipality ofFajardo, Puerto Rico' The informaiion in this scheduie is presented in accoroance with the requirements of oMB circular A-133' A.u.dits of states, Local Governments, and Non-Profit organizations. rneretore, some amounts presented in this schedulemay dilfer from amounts presented in, or used in the preparaiion ot, the basic financiai statements. The Municipality reportingentity is delined in Note 0)(A)to the basic financiilsiatements. Ail federatfinanciatawards received direcly from federalagency as well as federal financial awards passed-through other gou.rr.nt ug.n;iJs are included on the schedule.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A' The accompanying Schedule of Expenditures of Federal Awards is prepared from Municipality's accounling records andis not intended to present financiar position or the resurts of operations.'

B' The Municipality in accordance with the terms records the financial transactions and conditions of the grants, which areconsistent with accounting principles generally accepted in the United States of America.

C' Expenditures are recognized in the accounling period in which the liability is incuned, if measurable or when actuallypaid, whichever occurs first.

FEDERAL CFDA NUMBER

The CFDA numbers included in this Schedule are determined based on the program name, review of grant contractinformation and the Office of Management and Budget's Catalogue of reoerar oome,liL Assistance.

PASS.THROUGH GBANTOR'S NUMBER

State or local government redistribution of federal awards to the Municipality treated as if they were received direcly from thefederal government. oMB Circular A-133 requires tne icneoule to include the name of the pass{hrough entity and identifyingnumber assigned by the pass-through entity ior federal awards received .r. rrnr..ipi.rt. Numbers identified as N/A are notapplicable and numbers identified as N/AV ire not available.

BELATIONSHIP TO FEDERAL FINANCIAL REPORTS

Expenditures of federal awards are reponed in the Municipality's Statement of Revenues, Expenditures and changes in Fund
Balances- Governmental Fund as follows: Head Start _ $g,'aOO,6Z0 and Other Governmental Funds g2,156,2g0.

MAJOR PROGRAMS

Major programs are identified in the Summary of Audito/s Results Section of the Schedule ol Findings and euestioned Costs.

NOTE 2

NOTE 3

NOTE 4

NOTE 5

NOTE 6

END OF NOTES
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INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON
COMPLIANCE AND OTHER MATTERS REQUTRED BY GOVERNMENT AUDITING STANDARDS

To the Honorable Mayor and
Members of the Municipal Legislature

Municipality of Fajardo, Puerto Rico

We have audited the financial statements of the governmental activities, each major fund, and the aggregate
remaining fund information of Municipality of Fajardo, Puerto Rico (Municipalrty), as of and for the fiscal year

ended June 30, 2008, which collectively comprise the Municipalig's basic financial statements and has issued our
report thereon dated December 18, 2008. We conducted our audit in accordance with auditing standards generally

accepted in the United States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States.

lnternal Control Over Financial Reporting

ln planning and performing our audit, we considered the Municipality's internal control over financial reporting in

order to determine our auditing procedures for the purpose of expressing our opinions on the financial statements
and not to provide an opinion on the internal control over financial reporting. Accordingly, we do not express an

opinion on the effectiveness of the Entity's internal control over financial reporting.

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

the normal course of performing their assigned functions, to prevent or detect misstatements on a timely basis. A
significant deficiency is a control deficiency, or combination of control deficiencies, that adversely affects the

Municipality's ability to initiate, authorize, record, process, or report financial data retiably in accordance with

generally aCcepted accounting principles such that there is more than a remote likelihood that a misstatement of the

Municipality's financial statements that is more than inconsequential will not be prevented or detected by the

Municipality's internal control.

A matenatweaknessis a significant deficiency, or combination of significant deficiencies, that result in more than a

remote likelihood that a material misstatement of ttre financial statements will not be prevented or detected by the

Municipatity's internal control.

Our consideration of internal control over financial reporting was for the limited purpose described in the. first

paragraph of this section and would not necessarily ideniify alideficiencies in internal controlthat might be significant

deficiencies or material weakness. We did not identify any deficiencies in internal control over financial reporting that

we consider to be material weaknesses, as defined above.

Membei ot Amelican lnstitute ot Certiliod Public Accountants {AICPA)
P0erto Bico Society of Certilied Public Accountants

Enrolled in tho AICPA Peer Reviow Program Sinco 1988
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Estado Libre Asociado de Pueiio Rico
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A LA MANO

Sr. Omar Negr6n
Comisionado
Oficina Comisionado de

Asuntos Municipales
GPO Box 70167
San Juan, PR 00936-0167

Estimado Comisionado Negr6n:

Acompaflamos una (1) copia de los "Basic Financial Statements" with Additional
Reports and Information Required by the Government Auditing Standards and OMB
Circular A-133 del Municipio de Fajardo, para el Affo Fiscal terminado el 30 de junio

de 2008.

Gracias por su atencton.

Cordialmente,

-\-
\'-\
r'

\-,

Yfu^!K
Maria I. Col6n
Directora de Finanzas

oef
anejo
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