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INDEPENDENT AUDITORS' NEPORT

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

We have audited the accompanying financial statements of the governmental activities, each
major fund and the aggregate remaining fund information ot the Municipality of Fajardo, as of
and lor the year ended June 30,2011, which co ectivety comprise the Municip,tity,s basic
financial statements, as listed in the table of contenls. These linancial statements are the
responsibility of the Municipality's management. Our responsibility is to express opinions on
these linancial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States ot America and the standards applicable to financial audits contained in Govemment
Auditing Standatds, issued by the Comptro er cenerat of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audat includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and the signiljcant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe
that our audit provides a reasonable basis for our opinions.

ln our opinion, the financial statements reterred to above present fairly, in all material respects,
the respective financial position of lhe governmental activities, each major fund and the
aggregate remaining lund information ol the Municipatity of Faiardo as ot June 30, 20.t 1. and
the respective changes in linancial position thereof lor the fiscal year then ended in conformity
with accounting principles generally accepted in the United States of America.

ln accordance \Nillt Govemment Auditing Standards, we have also issued our report dated
February 10, 2012 oo out consideration of the Municipality's internal control over financial
reporting and on our tests of its compliance with certain provisions of laws, regulations,
contracts, grants, agreements and other matters. The purpose ot that report is to describe the
scope of our testing of internal control over financial reporting and compliance and the results of
that testing, and not to provide an opinjon on the internal control over financial reporting or on
compliance. Ihat report is an integral part of an audit performed in accordance with
Govenment Auditing Slardards and should be considered in assessing the results ol our audit.
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The Management's Discussion and Analysis on pages 3 through 15, and lhe Budgetary
Comparison Schedule on page 46 a.e not a required part of the basic financial statements but
are supplementary inlormation required by accounting principles generally accepted in the
United States of America. We have applied ceriain limited procedures, which consisted
principally of inquiries of management regarding methods of measurement and presenlalion ol
the required supplementary inlormation. However. we did not audit the intormation and express
no opinion on it.

Our audit was conducted lor the purpose ol forming opinions on the financial statements that
collectively comprise the lllunicipality of Fajardo's financial statemenis as a whole. The
accompanying schedule ot expenditures of federal awards is presented for purposes ol
additional analysis as required by U.S. Oflice ot l\.4anagement and Budget Circular A'133, /udlfs
of States, Local Governments. and Non-Prcfit Organizations, and is not a required part of the
basic linancial statements. Such information has been subJected to the auditing procedures

applied in lhe audit of the basic financial siatements, and in our oplnion, the inlormation is lairly
stated, in all material respects, in relation to the basic financial statements taken as a whole.

San Juan. Puerto Rico
February 10,2012 6,/-',P*',{
The slarnp E]8906 was ail
Io the original ol lhis

-2-

ORTIZ, RIVERA. RIVERA & CO.
CERTIFIID PLBL('ACCOIi\TAXTS.



COMMONWEALTH OF PUERTO RICO
MUNICIPALIry OF FAJARDO, PUEBTO RICO

MANAGEMENTS DISCUSSION AND ANALYSIS

FOB THE FISCAL YEAR ENOEO JI,JNE 30,2011

The.following discussion and analysis of the Municipatity ol Fajardo' financial performance
provide! an overview of the l\runicipality's financial activities for the fiscal year ended June 30,
20'l 1 . Please read it in conjunction with the financial statements which folv,rthis section.

FINANCIAL HIGHLIGHTS

Highlights ror Government-wide Financiat Statements

The governmenl-wide financial statements report information about the [4unicipatity as a whole
using the economic resources measurement focus and accrual basis ot accouniingj

. The assets of the Municipality, on a government-wide basis, exceeded its liabitities at the
close of fiscal year 2011 by 9140,023,90S (net assets).. Revenues decreased by 91,384,106 and expenses increased by $6,414,.t36 in
comparison with year 2010, as restated.

. Net change in net assets amounted to $ 13,357,504, an increase with respect to prior
year (2010) net change.

Highlights for Fund Financial Statements

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

. At the close of the current fiscal year, the Municipality,s governmental funds reported
combined ending fund balances of $60,766,970 an increase of g5,987,790 in
comparison with the prior year.

. The General Fund reported an excess of revenues over expenditures and other
financing uses of g 1,053,57i and an unassigned fund balance of g14,892,326.
Unassigned lund balances decreased by 91,236,268irom prior year.

General Financial Highlights

. The investment in net capital assets as of June 30, 2011 was 985,026,207(net of retated
debt).

. Long term debt general and special obligations decreased by 92,205,000 approximately
4% with respect to prior year batance.

. Other long term debts decreases and net reductions lrom payments amounted to
$2,489,651, respectively.

. On a budgetary basis, actual revenues exceeded actual expenditures by g17,864,347,
revenues increase was mainly due to over estjmate of 92,519,654 in miscellaneous
revenues, although Municipality realized economies, principally in general administration
$2,637,598.



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF FAJARDO, PUERTO RICO

MANAGEMENTS DISCUSSION AND ANALYSIS

FOR THE FISCAL YEAR ENDED JUNE 30, 2OI1

OVERVIEW OF THE FINANCIAL STATEMENTS

The Municipality's basic financial statements comprise three components:
discussion and analysis (presented here), (2) basic financial staiements.
supplementary intormation.

(1) management
and (3) required

The Municipalitys basic financial statements consist of two kinds of statements. each wilh a
different view ol the Municipality's finances. The government-wide financial statements provide
both long-term and short-term information about the Municipality,s overall financial status. The
fund financial statements focus on major aspects of the lvtunicipality,s operations, reporting
those operations in more detail than the government-wide statements:

Basic Financial Statements

. Government-Wide Financial Statements

The government-wide statements report information about the Municipality as a whole
using accounting methods similar to those used by private-sector businesaes. They are
prepared using the flow of economic resources measurement focus and the acarual
basis of accounting. The first government-wide statemeni - the Statement of Net Assets
- presents information on all o, the l/unicipality,s assets and liabilities, with the
ditference between the two reported as net assets. Over time, increases or decreases in
the Municipality's net assets are an indicator of whether its linanciat health is improving
or deteriorating. Other nonJinanciat factors such as the condition ol the Municipality,i
roads and other infrastructure may need to be considered to assess the overall health of
the Municipal,ly. 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 .eceived or paid.

-4-



COMMONWEALTH OF PUEBTO RICO
MUNICIPALITY OF FA.JARDO, PUERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSIS

FOR THE FISCAL YEAR ENDED JIJNE 30, 2011

The governmenlwide 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 governmental funds.

Fund Financial Statements

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

The Nlunicipality's basic services are included in governmental funds, which are used to
account for essentially the same functions reported as governmental activities in the
government-wide Statements. However, unlike the government-wide statements, the
governmental funds are prepared using the flow of current financial .esources
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 statements 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 long-term locus ol the government-wide statements, additional
inlormation is provided on a subsequent page that explains the relationship (or
ditferences) between the government-wide and fund statements.

The governmental fund statements focus on major funds. The lrunicipalitys major funds
are the general fund (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 column as other governmental funds.

Notes to the Financial Statements

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

Required Supplementary lntormation

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



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF FAJARDO, PUERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSIS

FOR THE FISCAL YEAR ENOEO JUNE 30, 201,I

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,
2011and 2010:

Net assets (assets over liabilities) may serve over time as a useful indicator of a government's
financial position. Net assets for the year decreased, with respect to prior year as restated. The
most significant changes were an increase in restricted assets of $ 15,265,916

The largest portion of the
Municipality's net assets
reflects its investment in capital
assets (e.9., land, buildings,
equipment, and infrastructure)
for $85,026,207 total capital
assets ($89,772,020) less
accumulated depreciation
($42,460,921) and less any
related outstanding debt
($745,813) used to acquire or
construct those assets. The
Nlunicipality 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 sources, because capital assets are not generally liquidated
for the purposes of retiring debt.

Reskicted 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 day-to-day
operations without constrains established by debt covenants, enabling legislation or other legal
requirements.

As of June 30,201'l the Municipality presented unrestricted net assets of $12,675,643 This
balance was atfected by long term obligations such as compensated absences $1,968,774 and
other debts for the amount of $520,877 for which the [runicipality did not provide funding in
previous budqets. Historically, such obligations have been budgeted on a pay as you go basis
without providing funding for their luture liquidation.

Table 1

Commonwealth ot Puelto Rico
Municipality of Faiado, Puedo nico

Statemenl ol Net Assets
As ol June 30, 2011

Curent and non{!rrenl assets...,...,.......,
Capilal assels (As Beslaled)....................

Toial fu se16....................................

Cu(ent 1iabi|ities.......................................
Delefted revenues....................................
Lonqtem liabilities (As Restated)............

Total 1iabi1it|es,.......,...,....,......,...,...
lnveslinent in capilal assels, Nel ol

Related Debt.....................................
Reslricted..............................................
unrcsl cted (As Reslated) ...................

Total Nel A$sets..........................,...

2011
$78,069,026

89.772.424
167.841.046

902,8M
6,145,063

20.769.214
27.817.141

85,026,207
42,322.455
12.675.643

$l.{0n23$5

20t0
s 68,J41,379

90.914.r32
159.055,511

1,107,961

6.899,843

32.251.828

82.857,737
27,056,139

t120-6!6dl
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF FAJABDO, PUERTO RICO

MANAGEMENTS DISCUSSION AND ANALYSIS

FOR THE FISCAL YEAR ENDED JUNE 30, 2OI1

Changes in Net Assets

The following lable summarizes the changes in net assets lor the years ended June 30, 2011
and 2010:

Table2
Commonweallh ol Puerto Rico

Municipality of Faiardo, Puedo Rico
Changes in Net Assets

For Fiscal Years Ending June 30, 201'l and 20't0

2011
Revenues:
Program Revenues:

Capital Grants and Conlribulrons....... $
OperatingGrantsandContributions... 9,217,241

General Revenues:

PropertyTaxes................................... 11,397,593
Volumeol8usinessTaxes................. 8,408,328
Sales and Usage Taxes............ 3,730,994
C0nstruclionTaxes............................. S*,229
1nterqovemmenla|............................... 1,775,959
otherceneral Bevenues 995.870
Totalrevenues............... .. 36360503

Expense..........................
GeneralAdminisiralion....................... 11,885,109
PublicSafety...................................... 834,861
PublicWo*s...................................... 2,803,382
Culture and Recreation and lnstruction 845,109
HealthandSanitalion......................... 194,315
HumanServicesandWellare............. 1,302,247

Public lnstruction 4,324,413
Urban Developmenl.........

1nterestC0s1....................................... 513.663
Total expenses.............................. 22.703,099

Changes in nei ass€ts.. 13,357,504
Nel assets - beginning, as Restated' .... 1 26.666,401
Net assets - ending ....... $14!9990!

2010

$ 2,395,225
7,304pn

12,842,417

5,388,13s
4,377,562
1,811,044

2,236,701
1.089,548

37.444.709

13,492,383

954,192
2,141,482
1,178,175
4,664,811

1,361,001

4,664,811

1,696,180

505.881

8,327,474
118.338,927

$uq66!Jq1
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF FAJABDO, PUERTO RICO

MANAGEMENTS DISCUSSION AND ANALYSIS

FOR THE FISCAL YEAR ENDED JUNE 30,2011

Figure 1

past two
presents revenues comparison

years:
by sources of the governmental activities during the

FIGURE 1

Cohnonwealth ot P\Erto Riro
Muni.ip.liitot laj.(b, A€no ii.o

RevenEs by 5@rce-Govemmental Adivities
FiscalYear9ended lune 30,2011'10

14,000,000
12,000,000
,!.000,000

8,000,000
6,000,000
4,000,000
2,000,000

Y-4

| 2017

12010
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF FAJARDO, PUERTO RICO

MANAGEMENTS DISCUSSION AND ANALYSIS

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

Figure 2 presents expenses by function
2010-2011:

of the governmental

FIGURE 2

activities during the fiscal year

Commonwealth oI Puerto Rico
Municipality of raiardo, Pu€rto Rico

Expenses by tunction
FiscalYear20ll

(r.Dolla6)

14,000,000

12,000,000

10,000,000

4,000,000

."'" "-""" J 
-..".".."."" 

"".""'

Approximately 5% of the Municipality's revenues came from intergovernmenlal, 32o/" lrcm
property taxes, and 3% lrom other sources. The Municipality's expenses cover a range of
services. The largest expenses are general administration with 52"/o, public works with 1270,
health and sanitation with 1%, public safety with 4%, and human services and welfare with 60l..
Program revenues of the l\,runicipality covered 20% of total expenses.

With respect to prior year, revenues decreased by approximately $1,384,'106 or 4ol., principally
on capital grants and contributions, property taxes and construction taxes.

Expenses decreased 22ok ot $6,414,136 in comparison with 2010 year. Significant increases
were registered on benefits to employees, and donations and services incurred lor the benefit of
the community.

J-" """"o
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COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF FAJARDO, PUERTO RICO

MANAGEMENTS DISCUSSION AND ANALYSIS

FOR THE FISCAL YEAR ENOEO JUNE 30.2011

The following table focuses on the cost of each of the [,tunicipatity,s largest lunctions/programs
as well as each functions/program,s net cost (total cost tess feea gen;rated by the prolrams
and program-specific intergovernmental aid): -

TABLE 3

Netcostof Municipitity'sG6vern-m-iiiiActivities
Fiscal years ended June 30,
TotalCost ot Net Cost ol Services

Funcli 2011 2010 2011 2010

General Adminisiration

Cuhu.e and Becration

Human Seruices and Wefiaro

Olher

$11,885,109 13,,K'2.385
834,861 954,192

- 2,141,482
8,15,109 1,17A,175
194,315 3,123,128

1.302,247 1,361,001
2,403,382 1,696,180
4.438.076 505 8a1

$8.775,884
834,861

8,15,109
194,315

1,302,247
1,019,779

$13,330,213
95.4,192

2,141,4a2
1,17A,175

630,881
142,U3

513 663 851

s22,703,099 $29.117235 1 s21 1

Some of the cost of governmentat activities in 2011 was paid by those who direcfly benefited
from the programs and other governments and organizations that subsidized certain programs
with grants and contributions The 913,485,858 net cost of services was substantially covered
by other general revenues including property, volume of business license taxes and
intergovernmental.

FINANCIAL ANALYSIS OF THE MUNICIPALIW'S FUNDS

Governmental Funds

The focus of the Municipality's governmentat funds is to provide information on near-term
inflows, outllows and balances o, resources available for spending. Such information is useful in
assessing the Municipality's linancing requirements. ln particular, unreserved fund balance may
serve as a useful measure of a lrunicipality's net resources available at the end ol a fiscal year.

For the Fiscal year ended June 30, 2011, the governmental funds reported combined ending
fund balances of $60,766.970, a net increase of $5,967,790 in comparison with the prior yea,.
This increase was caused primarily by a net change in the non-major funds corresponding to
the uses ot prior years fund balance. Of total combined fund balances, 14,9e2,326 constitutes
unassigned lund balance ol generallund which was financed by the used of state assignments
fund. The remainder ol lund balance is reserved to indicate that is not available lor new
spending.

- 10-



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF FAIARDO, PUERTO HICO

MANAGEMENT'S DISCUSSION AND ANALYSIS

FOB THE FISCAL YEAB ENDED JUNE 30, 2011

The general fund is the operating fund of the i/unicipality. Unassigned fund batance o, the
general fund.represents approximatety 2670 of total ending general fund balance (deficit). For
the year ended June 30,2011, the fund balance (deficit) of the general fund increased by
$1,053,571 when compared with the prior year. The irincipal compoient of the net increases is
an excess ol revenues over expenditures.

GENERAL FUND BUDGETAHY HIGHLIGHTS

The general fund original budget for the fiscal period 2O1O-2011 presented an increase of 5yo
with respect to prior year budget. During the fjscal year budget revenues were increased by
$731,787 due to a revision of original estimate of proper[, taxes and intergovernmental
revenues. The Municipality does not included as an amendment to the budget the reduction on
projected revenues in property taxes and miscellaneous revenues. Budgea expenditures were
amended during the year in accordance with additional revenues and functions estimates lsee
Figure 3 below).

FIGURE 3

Commonw€alth of P!edo Ri.o
Munlcip.lity of Faj.rdo, Pu.rto Ri.o

fi*.r Years Endedru..30, 2011 3nd 2010
Budger.ryComp.nen

.dy' jc r.t'' .d"
{f *{.

The negative variance of $3,972,496 between revised budget and actual expenditures was due
mainly to reduction in revenue as explained in the preceding paragraph in excess ol economies
in some functions. The Municipality reported less expenditure than appropriations in those
lunctions for payments to purchase of supplies, professional and nonprofessional services, and
solid waste disposal.

11



CAPITAL ASSET AND DEBT ADMINISTRATION

Capital Assets

depreciation) in a broad range of capital assets, including buildings, land, and equipment This

amount represents a net decrease of $ 1,142'112 ot 1o/"ltom lhe prior year, as restated'

Commonwealth oI Puerto Rico
Municipality ot Fajardo, Puerto Rico

Capital Ass€15 (Net)
As ot June 30 20'l 1

Governmental Aclivities
(As restated)

2011 2010
NON.DEPRECIABLE ASSETS:

Land
Construction in progress
Olhers
Tolal non deprcciable capital assets

oepreciable assets:
Buildings
Equipment and Vehicles
Heavy EqLripmenl
lnkastruclure
Total accumulated depreciation
Total

$ 42,123,225-

765.615
42.888.840

44,457,BA1
3.473,442
5,254,979

36,157,759
142.460 .921\

$39,172.@A

$ 42,123,225-

765.615
42.888.840

M,267.188
3,473,482
5.093,524

36,157,759
(40.966.661)
$$l!L!!E

COI\,,IMONWEALTH OF PUERTO RICO
MUNICIPALITY OF FAJABDO, PUERTO BICO

MANAGEMENTS DISCUSSION AND ANALYSIS

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

The Municipality acquired a total of $352,148 of capital assets during the fiscal year 2011-2010

. Acquisition of Equipment and vehicles - $161 ,455

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



COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF FAJARDO, PUERTO RICO

MANAGEMENTS DISCUSSION AND ANALYSIS

FOR THE FISCAL YEAR ENDED JUNE 30,2011

Figure 4 below present the components of capital assets during the fiscal years 201.1 and 2010:

FIGUHE 4

Commonwealth of puerto Rico
Municipality of Faiardq Puerto Rico

Components of Capital Assets
(ln Dollars)

50,000,000

45,000,000

-u,000,000

35,000,000

30,000,000

25,000,000

20,000,000

1s,000,000

10,000,000

5,000,000

Euildings Equipment
andVehicles

Long-Term Debt

At year-end, the Municipality had $'18,2'12,000 in generat
decrease ol 2.83% with respect to prior year. The fotlowing
outstanding debt as ot June 30, 2011 and 2010:

Hea!ry lnfrastructur€
Equipment

and special obligation bonds, an
is a summary ol the lvlunicipality's

Others

13-
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF FAjARDO, PUEBTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSIS

FOR THE FISCAL YEAB ENDED JUNE 30,2011

TABLE 5

General and Special Obligation Bonds
Propeny Taxes
Depadmenl ol Labor and Human Resources
LI\,,tS
Law 42
Others
Compensated Absences
Total

Commonweahh ol Puerlo Rlco
Municipallty ot Faiardo, Pueno Rico

Outst ndinq Long.term Dbt
As of June 30 20'l l

Governmental
2011

$19,348,000

257,634
62,634

200,609

1,964,774
--$r1,s3?ss1

Aclivities
2010

$20,417,000
6

310,574
159,471
209,569
101,227

177
024

The decrease in the others debts is due to recognition ol unemployment benefits. More detailed
information about the l\,Iunicipality's long term liabilities is presented in Note '10 to the financial
statements.

Figure 5 presents the components of long-term debts during the fiscal year 20'l 1 and 2010:

FIGURE 5

Commonwealth of Pueno Rico

Municipality of aajardo, Puerto Ri.o
outstandl.g tong-Term oebts

{ln dollac)
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COMMONWEALTH OF PUERTO RICO
MUNICIPALIry OF FAJARDO, PUERTO HICO

MANAGEMENT'S DISCUSSION AND ANALYSIS

FOR THE FISCAL YEAR ENDED JUNE 30.2011

ECONOMIC FACTORS AND NEXT YEAR'S BUDGET

The 
.Municipality's -selected 

and appointed officials considered many lactors when setting the
liscal year 2010-2011 budget. One of these factors is the economy. Among economic areas
considered are the population groMh estimates, personal income, housing statistics and
unemployment rates. The Municipality,s unemployment rate now stands ai 10.2%, which
compares with the Commonweatth rate of 14.1olo.

The Municipality applied a conservative approach in development budget estimates. Amounts
available for appropriations in the General Fund for the liscal year 2011 are $19 mi ion,
approximately $1,000,000 thousand more than the fiscal year 2011. The Municipality expects an
inlrease in revenues for the next years due to a new sales tax enacted by sta6 legislaiure and
Munjcipality ordinance during fiscal year 2010-2011. Budgeted expendiiures are expected to
stabilize accordingly to the projected revenues. Among ptanned poects, this budget may be
adjusted in accordance with economic injection projected when the construction pr;ject
promoted by the Municipality and others private projects were develop during the year.

CONTACTING THE MUNICIPALITY'S FINANCIAL MANAGEMENT

This linancial report is designed to provide our citizens, taxpayers, and credjtors wilh a general
overview of the lrlunicipality's finances and to demonstrate the l/unicipality,s accountabitity lor
the money it receives. ll you have questions about this report or need aaditional information,
contact the lrunicipality's Finance Department at (787) 963-1802 or pO Box 865, Fajardo,
Puerto Bico 00738.



COMMO WEALTH OF PUERTO FICO

MUNICIPALITY OF FAJANDO, PUEBTO SICO

STATEMENT OF NET ASSETS

JUNE 30. 201r

GOVEHNIiIEIIIAL
ACTVMES

ASSEIS:

Cash and tnv€stm€llh {Note 3)
Cash wth Fiscal Ag6nt-

Beceivabies (net):

35.991.531

33308.623

Properly Taxes.

Cue lrcm oirer funds

0lher
Federal Granls

Total curant! Asset3

Capital Assols (Nole 9)i

103,093

311 538
257,634

8s8,023

150,0m
7,088,584

78,069,026

42,888,840

46.983,180

89,n2,021

$ 167.841.046

Land, lmprcvement, and Construclion in Progress.

olher Caplal Asseis lNatot DeprecEbonl

Tolal Capiial Assels.

TOTALASSEIS.

LIABILITIES:

Accounls Payable and Accrued Eteenses 535,821

312,724

54.259

6,145,063

1,666,654

Due lo Govemfienlal Uniis

0eierr6d Revenues:

Municipal lrcensg lax-
Lonq-Term Llabiites (Nots 10)

oue in More lhan On€ Year

Du€ W lhin On€ Year.

TOTAL LIASILITIES,

NET ASSETS:

lnveslment in capilalAssets, Net ol Eelated Debt.

19,102,620

27,817,141

85.026,207

3,603,560

12.940,231

3.6SS,037

18,451,361

I2,675,6$

! 140-023.005

Debl SerYic€

Capilal Prolecls..

Head Slarl.

Llnreslncted

Communlly Development Projects.

Oli-er PL poses.

TOTAL NET ASSTTS.

notes are an integral part ol these basic financial statements.
- 16 -
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COMIIIONWEALTH OF PUEFTO FICO
IlIUNICIPAIITY OF FAJAFOO. PUEATO BICO

BECONCILIATION OF THE GOVEBNMEIITAL FTJNOS AALANCE SHEET
TO THE STATEMENT OF NET ASSETS

JUNE 30. 2OT 

'
rolalFund Balances - colerlnenr FJnds

Amolnl reDoded for Govemmenial Acrrvftes in lhe Statehent of Ner Assets
are d,lorenl because:

Caplalassets used rn governmenGl a.tivil€s a.e .oi lLnancial resolrces ard herelore
are not reporied rn Ihe lunds. ln lhe cu eni ponod. lhese amounls are:

Non Deprecrable Capitai Assers... ..... . . S 42,BBB.O,t{t
Oepreciabte Cap(at Asseis, 53,180,342
lnhaslrucrlre Assels..... . 36,157,759
Accum ulated Oeprecralon .. ... ...... .. (42,460,921)

TolalCaprur assers...

Some ot the MunicipalVs rcvenles wrllbe corlecred aller yea.end but are not avarable

s 60 766.970

e9.77? 420

1?.262.478

soo. enough ro paylorrhe c!.renl perod s expendirlres and iherelore arc delerred in the iunds:

CDAG
rlead Srarr Program
Orhe,lu-ds. ... .. . ...
Vurrclpal Llcense 

_ax

Cr, srFas BonLs.. .

1 3,13,862
3 247,741
1 22T A1A
6,1:r5 063

257 634

some liablliliesare notdue and payable in lhe currenl pe.lod and lhereiore are noi reponed
in the iunds. Thoss labLlil es consstol:

GeneralBondsandSpecialBonds...................... ................... (18212,000)
General Bonds and Special Bonds lnleres1...... ... .... ... ..... . (1 136,495)
Law Number 42'MFCC. . .... .. ... ... (205 089)
I,IFCC Liqu]daion. (58.1s4)
Chnstmas 8onus............... 1257 6341
Compe.saled Abse.ces... . (2.907,791)

Toral Lonq-Tem Lrab lii es. . \22_777 .1A3\

Toial Ner Assets oi Gove.nrn enta Activ iies s 140,023,905

The accompanying notes are an integral part of these basic financial statements.
- 19_
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COMUONWEALTH OF PUEFTO FICO
MUNICIPAIITY OF FAJAAOO. PIJEFTO FICO

FECOIiICILIATION OF fHE STATEMEI'I OF FEVENUES, EXPENDITUFES, AiIO CHANGES
IN FUND BALAI{CE OF GOVEFNMEI|TAI FUNOS TO THE STATEiIE'{I OF ACNVIIIES

FOR THE FISCAL YF:AF ENOED JUNE 30, 2011

Net Change In Fund Aahnces - co\emrne.l Funds

Amourt repoded lor Golemmenlat Activties n the Statemefl of Acn\,ities
are d tere because:

Gowmmenral tunds repon capital oultays as expendiiu€s. ftrweler. n the statemeni oi
Acliviries lhe cost ol lhose asseis s aitocated oler their est mated usetul ti\es and reponed
as deprecralron €xp€nse. ln Ihe curent period lh€ss amounB are:

Eepayment ol long-lem pnncipal s experdrtu€ . the lo\emmentat tunds, bul issu ng debt
.educed Long-Tem Liabriil es in the statement ot Nei assets tn the curenl penod
repavrerrs sere

Some erpenses reponed in lhe Stalemenl otActvities do not reqttire the use otcurcnt
linancral resolces and lherelore are not eponed as expendilures in qo\emmertat tunds.
Tlrese acliMues cons sl ot

Total Additionat Exoenses.

Change rn Ner Assets o, Go\€mmenlat Actililres

s 5,907,7SO

1433.935

3.080 013

2.674,44A

181,326

s 13,357,504

Cco alAssFls
Depre€ anor Lxpense

Excess olCapilatAssets oEr Depreciatron E!oe.se ..

Felenues rn rhe Statemenr ol Actuties thal do.ot prcnde curre.t fnancrai resources are
reporled as retrues rn lhe tunds:

s 2.928.195
(1.1% 260)

12 940
13€ 386D.crease 

'n 
Conpe.s.ted Aoce",p\

Ch'srnlas BonLS

The accompanying notes are an integral part of lhese basic financial statements.
-21 -
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COMMONWEALTH OF PUERTO BICO
MUNICIPALITY OF FAJAROO

NOTES OF THE BASIC FINANCIAL STATEMENTS
FOB THE FISCAL YEAF ENDED JUNE 30' 2011

fiscal year then ended. The more significant ol these accounting policies are described below

and, where appropriate, subsequent pronouncements will be reierenced'

A. Financial Reporting EntitY

The accompanylng basic Iinancial statements include all depanments and organizations units

whose fun;s ire- uoder the custody and control of the Municipalily ln evaluating the

Municipality as a reporling entity, management has addressed all the potential componeni

unrts. ihe d'ecision to include a potenlial component unit in the reporting entity was made by

applying the provisions ol GASBS No. 14.

ThebasiccrteriaforinclUdingapotentialcomponentunitwithinthereportingentityisifpolential
component units are linanci;lly accountable and other organizations lor which the nature and

signiticance ol their relationship with the entity are such that exclusion lvould cause the

M"unicipality's financial statements to be misleading or incomplete. The GASB has set forth

criteria io be considered in determining financial accountability. These criteria include appointing

a voting maiority ol an organization's governing body and (1) ability ol the Municipality to

lmpose-its will o; that orginization or (2) the potential tor the organization to provide specific
' rancial benefits to, or impose speciiic financial burdens on the Municipality

The relative importance o{ each criterion must be evaluated in light of specific circumstances in

order to determine which components units are to be included as part ol the reporting entity'

our specific evaluations ol the criteria applicable to the Municipality indicate no organizalions

meet the criteria to be included as component units. Accordingly, theses basic financial

statemenls present only the Municipality as the reporting entity.

These linancial statements present the respective linancial position ol the governmental

activlries, eacn maior fund, and the aggregate remaining fund information of the Municipality,

as of June 30, 201i, and the respective changes in financial position, where applicable' thereol

tor the liscal year then ended.

B. Measuremenl Focus and Basis ot Accounting

Government-wide Financial Slatements

The government-wide linancial statements (lhe Statement of Net Assets and the Slatement ol

Activiiies) are reported using the economic resources measuremenl locus and the accrual basis

of accounting. ievenue is recorded when earned and expenses are recorded when a liability is

incuned, regirdless ol the timtng of related cash llows. Grant and similar ite.nS are recognized

as revenue as soon as alleligibility requirements have been met

Governmental Fund Financial Statements

The governmental fund tinancial statements are reported using the current financial resources

meaiurement locus and the modilied accrual basis ol accounting Revenues are recorded when
,23-
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COMMONWEALTH OF PUERTO RICO
I\.IUNICIPALITY OF FAJAROO

NOTES OF THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2O1I

susceptible to accrual: as soon as it is both measurable and available Available'' means
collectible within the current period or soon enough thereafter, normally within sixty (60) days, to
be used to pay liabilities of the current period. Expenditures are generally recognized when the
related liability is incurred.

The exceplion to this general rule is lhe principal and interest on general obligation long-term
debt and compensated absences, if any, are recognized when due.

ln applying ihe "suscephble to accrual" concept to intergovernmental revenues (federal grants)
pursuant to GASBS No.33, Accounting and Financial Beponing lot Non exchange Ttansactions
(the Municipality may act as e(her provider or recipien0, the provider should recognize
liabililies and expenses and the recipient should recognize receivables and revenue when the
applicable eligibility requirements including time requirements. are met. Resources transmitted
before lhe eligibility requirements are met should, under most circumstances, be reported as
advances by the provider and delerred revenue by the reciplent.

There are essenlially two types of revenue. For the majority of grants, moneys must be
expended by the Municipality on the specilic purpose or project before any amounts will be
reimbursed. Revenue is, therefole, recognized as expenditures are rncurred to the extent
avallable. For the other revenue, moneys are virtually unrestricted and are generally revocable
only lor lailure to comply with prescribed compliance requirements. These resources are
retlecled as revenue at ihe time of receipt or earlier if the susceptible lo accrual criteria is met.
Expenditures are generally recorded when a liability is incurred, as under accrual accounting.
Modifications to the accrual basis of accounting include the lollowing:

. Employee's vested annual vacation and sick leave is recorded as expenditure when
utilized. The amount ol accumulated annual vacation and sick leave unpaid at June 30,
20'1 1, has been reported only in the governmenlwide financial staiements.

C. Fi.ancial Staiement Presentation

The basic financial statements include both government-wide (based on the Municipality as a
whole) and fund tinancial statements. While the previous financial reporting model emphasized
fund types (the total oi all funds of a particular type), in the new financial model the focus is on
either the Municipality as a whole, or major individual lunds (within the basic financial

statements). Both the government-wide and fund linancial statemenls (within the basic financial
statements) categorize primary activities as either governmental or business type.

Government-wide Financial Statements

The government-wide ,inancial statements (the Statement ot Net Assets and the Statement ol
Activities) repon inlormation ot allthe activities ol the Municipality. For most part, the effect of
interfund activity has been .emoved from these government-wide linancial statements.
Governmental activities, wh'ch normally are supporled by laxes and intergovernmental

-24-
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF FAJAROO

NOTES OF THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENOED JUNE 30. 2dii

revenues, are reporied separately tro business-type activities, which rely to a srgnificant extenton lees and charges tor supporl.

The focus ol the Statement ol Net Assets is designed to be similar to bottom tine results forthe Municiparity and its governmentar activities. rnii statement, ;";i;;;;i,r" combrnes andconsolidates governmental fund,s current tinanc,al resources 1sno..t-t"ri, 
"ipunO"Ot" 

.,""or."""1wilh caortalassets and long{erm obtrgatrons.

].f:_?11!"rn"*. "l Nei Assets presents the reponing entiries, assets and t,abitities. with rheorrerence re0oned as net assets. Net assels are ,eported in three categories:

' lnvested in capitar Assets, Net ol Related Debt - These consists of capitar assets, net ofaccumulated depreciation and amontzatron and reduced by outstinOrng-Uatances tor 6onOs,noles. and other debl thal are anabuted to the acqu,srtron. aonrt1.rir,o"n. o,.,.p,ovement olthose assets.

. Bestricted Nel Assets - These result when constraints placed on net assets use are eitherexternally imposed by credttors, grantors, conkibutors, and the tit<e, oi imposeO Oy tawlhrougn constttutional provtsrons oi enabtjng legislatjon.

. Unrestricled Net Assets - These consist of net assets whach do not meet the definilion olthe two preceding calegories. Unrestflcted net assets often 
"r" 

J"",gn"i"O, to indicate thatmanagement does not consider them to be avarlable for genel.at ope,it,oni. Unrestricted netassets often have constraints on resources that are imlosed Oy'."n"!"runt, but can beremoved or modified.

When both restricted and unrestricted resources are available for use, genera y tt is theMunicipality's poticy to use restncted resources lirst, then the unrestriiteo iesources as tneyare needed.

The Statement ot Aclivifies is focused on both the gross and net costs per functiona, category.The statement reduces gross expenses (,nctuding oiprecrationl by ,"i"i"o i ogr'", ,"u"nu"r,operating and capitat g.ants. This is intended to iummarize ano simpfify mJrse,,s analysis olcost of various governmental services.

Govetnmental Fund Financial Statements

The fund financial statements /ihe Balance Sheet. the Statement ot Revenues,Expenditures, and changes in Fund Barances, tne sraiemeni- oi 
'r,iei 

ass.ts; are, insubstance, very similar to the financiat statements presented in the pre;ious ilnanctat reportngmodel. Emphasis here is on the major funds in the governmentaf a"tJqo,]. Nlon-r";or funds aresummarized into a single column.

ORTIZ, RIVERA. RIVERA & CO,



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF FAJARDO

NOTES OF THE BASIC FINANCTAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2011

Traditional users ol governmental financial statements will lind the Fund Financial Statements
presentation more familiar. The focus is on Major Funds, rather than the previous financial
model's fund types. The Governmental Major Fund Statements are presented on current
linancial resources and modilied accrual basis o[ accounting. This is the manner in which these
lunds are normally budgeted. This presentation deemed most appropriate lo (a) demonstrate
legal and covenant compliance, (b) demonstrate the source and use of liquid resources, and (c)
demonstrate how the Municipality's actual experience conforms to the budgeted liscal plan.

Since the governmental fund statements are p.esented in dirferent measurement locus and
basis of accounting than the government-wide statements, reconciliation is presented and
separate explanation for each differences.

The Municipality repo.ts its financiat position (Balance Sheet) and resutts ol operations
(Statement ol Revenues, Expenditures and Changes in Fund Balance) in funds. which are
consldered separate accounting entilies. The operations of each fund are accounted for within a
set of self-balancing accounts. Fund accounting segregates funds according to their lntended
purpose and is used to aid management in demonstrating compliance with legal, financial, and
contractual provisions.

The model as detined in GASBS No. 34 estabtished criteria (percentage of the assets, tiabilities.
revenues, or expenditures/expenses ol either tund category in the governmental fund) Ior the
determination of major funds. The non-major funds are combined in a single column in the fund
financial statenenls. The Municipality reports the lo owing major lund:

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

Head Start Fund - This is the fund used to account lor all transactions ol 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.

Sales and Usaoe Taxes Fund-This lund used to account lor accumulation of resources fo..
and the payment of special purpose obligations.

Arts Center Fund- This is used 1o account for construction oI an Ans cenler.

Oebt Service Fund - This ls used to account ,or the accumulation of resources for, and
the payment of long-term debt principal and interests

CDBG Fund - This is the fund used to account for a the transactions of the Community
Development Block crant Program. The primarity objectives ot this program is ta
development of viable communities by providing decent housing, a suitable living

-26-
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF FAJARDO

NOTES OF THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30,2011

development ol viable communilies by providing decent housing, a suitable living
environment and expanded economic opponunities, princrpally for 

-persons 
of low and

moderate income.

O. Budgetary Oaia

The.Municipality's annua y adopts the Budget Resotution for a operating lunds ol the
Municipality excepl for certain reslricted accounts of proprietary Funds and Special Revenue
Funds. Budgetary control is tega y maintained at the fund tevel. The budget is prepared usingthe modified accrual basis of accounting with encumbrance included as budgetary basii
expenditures. The Municipality,s Budget BesotUtion provides transfer authority (1)io ih; Mayor
and the Management and Budget Director, within and between departments and iunds, as tong
as the totat budget of the Municipatity (net of interfund transfers) is not increased; (2) to th;
Management and Budget Director to implement grant budgets a; the grant apptlcations are
accepted by the Municipality: and (3) to the Management ind Budget director to amend (re-
appropriate) each new year's budget, to the extent ot outstanding encumbrances, and/or
unexpended projecvgrant appropriations at year end. Municipaliti s Leoisrature action is
required lor (1) use of the budgeted Legislature contrngency, ani 1z; ine approval of a
supplemental appropriation(s). During the year, severat supItementat appropriations were
neceSsary.

The budget columns (originat and final budgets) of the Budgetary Comparison _ Generat Fund
reflect the original budget and the amended budget (whiah have been adjusted for tegalty
authorized revisions of the annual budgets during the year). Appropriations, except rema;ing
project appropriations, encumbrances, and unexpended grant appropriations, lapse at the en;
of each fiscal year.

Amendments to the budget, including transfers, require the approval of the lvlunjcipal
Legislature Unencumbered approprjations tapse at the end of itre next fiscat year. ihe
Municipality ,ollows these procedures, in accordance with law, in order to est;btish the
budgetary data rellected in the basic financial statements:

1. Prior of N,,lay 15 of each fiscal year, the tvtayor submris to the Municipat Legistature aproposed budget lor the tiscat year commencing the fo owing Juty 1 in adaition of a
budget rnessaoe.

2. The budget document is availabte for public inspect,on prior to its approval by the
Municipal Legislature.

3. The Commissioner ol i,4unicipal Atfai.s examines the budget io verify if it complied wjth
the law's standards and sends it to the Mayor for any c;mments;r recommendation
before the limited date establishes by the Law.

4. Prior to June 13. the annual budget is legally enacted through passage ol the annual
appropriation ordinance.

-27 -
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COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF FAJARDO

NOTES OF THE BASIC FINANCIAL STATEMENTS
FON THE FISCAL YEAR ENDED JUNE 30,20.I1

5. lf a budget is not adopted prior to the end ol the end ol the liscal year, the annuat budget
tor the preceding fiscatyear, as approved by the Municipat Legisiature and the [rayor: js
automatically renewed for the ensuing liscal year until a new budget is approved. This
permrts the Municipatity to contjnue making payments for its ;perating and other
expenses unlil the new budget is approved.

6. Subsequent to the enactment of the annual appropriation o.dinance, the Municipal
Legislature has the authority to make necessary amendments made during lhe fiscal
year and are reftected jn the budget information included in the Budgetary Clmparison
Schedule - General Fund.

7. Budgetary data for the Speciat Revenue Fund has not been presented in the
accompanying basic tinancial statements as such funds are budgeted over the lile of the
respective grant or project and not on an annual basis.

Since the budgetary basis differs from accounting prjnciples generally accepted in the United
States of America (cAAp), actuat amounts for the Geneiat funO in ti.re accompanying
Budgetary Comparison Schedute, is presented on the budgetary basis to enhance
comParability.

The principal differences between the budgetary and GAAP bases are the following:

1. Encumbrances are recorded as expenditures under the budgetary basis and as a
reserve ol fund balances under GAAP.

2. The non-exonerated portion of the property tax advances are presented as revenue in
the budgetary basis and as other financing sources unde. GAAP.

3. lnter-fund transactions of the Generar and speciar Frevenue Funds are not incruded in
the budgetary basis.

4. Certain accrued liabilities and other debts are not included in the budgetary basjs.

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

All encumbrance appropriations in the operatjng budget lapse at the end ot the fiscal year.
PJoperty taxes collected during the current yea. by the Municipal Revenue Collection C;nter
(Fiscal Agent) are presented as revenues in the accounting basis but are not considered in the
budgetary schedule.

The special funds of the Special Revenue Fund have not been included in the budgetary
comparison because balances are not budgeted. Also the budget prepared for the F;der;l
Finance Awards Programs inctuded in the Capitat projects anj Spec;al Revenue Funds is

-24-
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF FAIAROO

NOTES OF THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30.2011

based on a program period which is not necessarily a year. Accordingly, it,s not practical to
present an annual comparison of budget for such programs.

E. Cash, Cash Equivalent, and lnvestment

Under Puerto Bico statutes. public lunds deposited in commercial banks must be lully
collateralized fo. the amount deposited in excess of tederal depository insurance. All securitie;
pledged as collateral are hetd by the Secretary of the Treasury of puerto Rico. ln addition, the
Municipaiity maintains deposits with the covernment Devetopment Bank lor puerto Rjco (GDB).
Ihe Municipality's bank batances in commerciat banks ot approximatety S14.3 mi ion in the
general fund were futly coltateratized at June 30, 201 1. The deposits at GDB of approximately
S5.6 million that are restricted principa y for capital projects, and the $4.1 milion in the debt
service fund are unsecured and uncollateralized, as no collateral is required lo be carned by
governmental banks. The excess is covered by collateral provided by banks and held by th;
Treasury Department of the Commonwealth ot puerto Rico pursuant to applicable lawj and
regulations.

F. Receivable

Receivable are stated nets of estimated allowances for uncollectible accounts. which are
determined upon past colrection experience and current economic conditions. Receivabre lrom
Federal Government represents amounts owed to the Municipality for reimbursement of
expenditures incurred pursuant to federally lunded prograrns.

G. lnventories

The General, Special Revenue and Capital project Funds. purchases otfice and printjng
supplies, gasoline, oil and other expendable supplies held for consumption. The cost of
purchases is recorded as expenditure in the appropriate fund and the inventory is not recorded
in the basic financial statements.

H. Capital Assets

Propeny plant and equipment purchased or acquired is carrled at historical cost or estimateci
historical cost. contributed assets are recorded at fair market varue as of the date received. The
Municipality's capitalization levels are $5OO on personal property. For improvements other
than buildings, the capital ouflay must be greater than g.lO,OO0, ext;nd the estimated userul life
for len years, and be greater than 100./6 ol the original cost of the asset. Other costs incurred for
repairs and maintenance is expensed as tncurred.
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Depreciation on all assets is provided on the straight-line basis over the lo owing estimated
useful lives:

CAPITAL ASSETS

Buildings
lmprovement Other than Buildings
lnkastructure
lvlotor Vehicles
Machinery and Equipments

l. CompensatedAbsences

YEABS

70
70

10-70
5

5-10

The Municipality accrues accumutated unpaid vacation and sick leave and associated
employee-related costs when earned (or estimated to be earned) by the employee. The
Municipality's employees are granted 30 days of vacations and 18 days ol sick leave annua y.
Vacations may be accumulated up to a maximum of sixty (60) days and sick leave up lo a
maximum of ninety (90) days. ln the event of employee resignation, the employee is paid lor
accumulated vacation days up to the maximum allowed. Separation from employmeni prjor to
use of all or part ol the sick leave terminates all rights for compensation, except lor employees
with ten years of service who are entit,ed to sick leave pay up to the maximum allowed. The
Municipality accrued a liability for compensated absences, which meet the following criteria:

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

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

3. Payment ol the compensation is probable.

4. The amount can be reasonably estimated.

ln accordance with the above criteria and requirements as established by GASBS No. 16; the
Municipality has accrued a liability ror compensated absences, which has been earned but not
laken by Municipality's employees. For the governmenl-wide statements, the current porlion is
the amounl estimated to be used in the following year. Fo. the governmental lunds statements,
all of the compensated absences are considered long-term and the.efore, are not a fund liability
and represents a reconciling item between the fund level and government-wide presentations.

J. lnsurance

The Municipality has insurance coverage lor its publjc facilitjes, primarily to provide p.otection
from catastrophic losses. Also, principal orficials of the Municipality are covered under various
surety bonds. The Secretary ol the Treasury Department of the Commonwealth ol puerto Rico
is the agent commissioned io place all of the Municipality,s insurance coverage.
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corresponding premiums payable are withheld by the Municipar Revenue co ection center
from quarterly advances of annuat property tax and subsidy sen; to the Municipality.

K. lnter-lund Transaclions

lnter-lund transactions are reflected as loans, reimbursements or kansfers. Loans are reported
as receivables and payables as appropriate and are subject to elimination upon consolidation.
Beimbursements occur when one lund incurs a cost, charges the appropri;te benefiting tund
and reduces its related cost as a relmbursement. All other interfund transactions are treated as
transfers. Transfers between governmental or proprietary funds are netted as part of the
reconciliation to the government-wide columnar pre5entation. The Municipaliiy has the
following types of transactions among funds:

lnterfund TransfeE - Legaily required translers lhat are reported when incurred as
transters-in by the recipient fund and as transfers-out by the disbursing fund, with
receivables and payables presented as amounts due to and due from other lunds.
Advances between funds are also presented as amounts due to and due from other
funds. However, these translers and related amounts receivables and payables are
considered internal balances and activities that have been eliminated in the government-
wide rinancial statements.

L. Fund Balances

ln the current year, the Municipatity adopted the provisions of GASB Statement No. 54, Fund
Balance Repoding and Govenmentat Fund Type Definitians (GASB No. 54), which enhanced
the usefulness ol fund barance information by providing crearer fund balance ctassificarions that
can be more consistently applied. This statement establishes fund balance classifications that
comprise a hierarchy based primarily on the extent to which the Municipality is bound to observe
constraints imposed upon the use of the resources reported in governmental funds.

Pursuant to the provisions ot GASB No. 54, the accompanying fund financial statements report
fund balance amounts that are considered nonspendabre, such as fund barance associated with
inventories. Other fund balances have been reported as restricted, committed, assigned, and
unassigned, based on rhe rerative strength of the constraints that contror how specific amounts
can be spent, as described as follows:

1. Nonspendable - Represent resources that cannot be spent readily with cash or are
legally or contractually required not be spent, including but not limrted to inventories,
prepaid items, and long term balances ol interlund loans and accounts receivable.

2. Reslicled , Represent resources that can be spent only for the specific purposes
stipulated by constitutional provisions, external resource providers (externally imposed
by creditors or grantors), or through enabling tegislation (thai is, legislation that creates a
new revenue source and restricts its use). Elfectively, restriclions may be changed or
lifted only wth the consent of resource providers.
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3. Committed - Represent resources used for specific purposes, imposed by formal actionof the l\4unicipal's highest tevel of decisron making authority lMunici[al Legislature
through resotutions and ordinances) and can ontt be changed by a stmilar taw,
ordinance or resolution, no later than the end of fiscal year.

4. Assigned - Represent resources intended to be used by the lvlunicipatity for specific
purposes but do not meet the criteria to be classified as restricted or committed
(generally executive orders approved by lhe Mayo0. lntent can be expressed by the
Nrunicipal Legislature, the l\.4ayor or.by an otficial or body to which the lrunicipat
Legislatlre delegates authority in conlormity with the Autonomous Municipatities Aci of
Puedo Rico, as amended. ln governmental tunds other than the general lund, assigned
fund balance represents the remaining amount that is not restricte; or committed. -

5. Unassigned - Represent the residual classjfication for the Municipality,s general fund and
includes arr spendabre amounts not contained in the other crassifications. rn other funds.
the unassigned classification is used only to report a deficit balance resulting lrom
overspending for specilic purposes for which amounts had been restricted, committed,
or assigned.

Negative fund balance amounts are assigned amounts reduced to the amount that will raise the
fund balance to zero. Consequen y, negative residual amounts in restricted, committed, and
assigned fund balance classification have been reclassified to unassigned lund balances.

The l\,4unicipality reports resources constrained to stabirization as a specified purpose (restricted
or committed lund barance in the general fund) only if: (1) such resources meet the other criteria
ior those classifications, as described above and (2) the circumstances or conditions that signal
the need for stabirization are identified in suflicient detair and are not expected to o;cur
routinely. However, the Municipality has not entered into any Stabilization-like arrangements, nor
has set aside material financial resources for emergencies and has not estabrished formar
mjnimum fund balance amounts as of and lor the fiscal year ended June 30, 2011.

ln situations when an expenditure is made lor a purpose lor which amounts are avairabre in
multiple lund balance classifications, the Municipality uses restricted resources lirst. and then
unrestricted resources. Within unrestricted resources, the Municipality generally speods
commitled resources first, followed by assigned resources, and then unasiigned iesources
when expenditures.

The classitication of the Municipality,s individual governmental funds among general, debt
service, special revenue, and capitat projects fund types used in prior fiscal yelr! for financial
reportjng purposes was not affected by the implementation ol GASB No. 54. tn additjon, the
financial positions and the results o, operations reported in the accompanying fund linanciar
statements as of and fo. the fiscat year ended June 30, 20i l have not been ;ftected lor this
change in accounting principte. Accordingly, the accompanying lund flnancial slatements have
not reported any retaoactive restatements or reclassifications ol fund equities as o, July .1, 2010.
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M, Claims and Judgments

The estimated amount of the tiability lor ctaims and judgments, if any, which is due on demand,
such as trom adjudicated or settled claims, is recorded in the General Fund. The Long-Term
Liabilities includes an amount estimated as a contingent tiabitity or liabiliiies with a lixed or
expected due date, which will require luture available financial resources ,or its payment.

N. Use ol Estimates

The preparation of the basic linancial statements in conformity with accounting principles
generally accepted in the United States of America requues management to make estimates
and assumptions that affect the reported amounts ol assets and liabilities and disclosures ol
contingent assets and liabilities at the date of the basic financial statements and the reported
revenue and expenses during the reporting period. Actual result could ditfer from those
estimates.

3. CASH, CASH EOUIVALENTS, AND INVESTMENTS

lnvestments consist of certiticates of deposit. The Municipality,s cash, cash equivalent and
investments at 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 collaterat
provided by the banks and held by the Department of the Treasury pursuant the applicabte taws
and regulations. Cash with liscal agent is maintained in interest bearing accounts in the
Government Development Bank of Pue(o Rico and is not collateralized.

Puerto Rico laws authorize governmental entities to invest in direcl obligations or obligations
guaranteed by the federal government or the Commonweatth of Puerto Rico. The Municjpality is
also allowed to invest in bank acceptances, other bank obligations and certificates of deposit in
linancial institutions authorized to do business under the tederal and Commonwealth laws.

During the year, the Municipality invested its funds in interest bearing bank accounts and short-
term certificates ol deposit. As June 30, 2011. the market value of investments recorded in
Special Revenue Fund approximated its carrying value as follow:

Certilicate
ol Oeposit

Popular Bank
Popular Bank
Popular Bank
Popular Bank

Principal
Number Amount lnlerest Rate

Expiration
Date

1110000048
1110000050
1110000058
11r0000059

$2,600,000
600,000

s,000,000
5,000,000

$13,200,000

09/19/2011
10104/2011
10/19t2011
10/19/2011

-JJ.
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4. RECEIVABLES

Other receivables lor the fiscat year ended June 30,2011 corresponds to the puerto Rico
Treasury Department (Chrisimas bonus).

5. INTERFUNDTRANSACTIONS

lnter-fund receivables and payables balances at June 30, 201t consisted ol the fo owing:

Receivable Fund Payable Fund Amount

General Fund
General Fund

Other governmental Fund
Head Start Fund

-34-
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$ 515,023
343.000

$,, €58-023

interest income

$ 4,516,904
't,343,862

1.134.371
93.447

$ lo88-584

General Fund for services

s 2.900
30,400
r8,501
2.458

lnter{und transfers between the general and debt service lunds represent the
received lrom the CRIM.

6. DUE FROM OTHER AGENCIES

Represents grants and contributions due from local and federal agencies:

Health and Human Services - Head Start
Housing and Urban Development - CDBG
Other Receivables fund
Other Agencies - Voucher Portability

7. DUE TO OTHER GOVENNMENTAL UNITS

As oi June 30, 201 1, balance due to other governmental units of the
rendered to the Municipalily, consists of the lollowing:

General Services Administration
Employee's Fletirement System
Puerto Rjco Aqueduct and Sewer Authority
Puerto Flico Department of Ireasury
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8. DEFERRED REVENUES

Capital assets activities for the fiscat year ended June 30, 2011 was as fo ows:

Govemmental Activities
Balance

Julv 1.2010

[Iunicipal License Tax

The deferred revenues of approximatery $6.r miIion rn the generarfund related to the municipar
license tax collected in liscal years 2010-2011 that wil be earned in liscat yeat 2011-2012.

9. CAPITAL ASSETS

additions Retiremenls

Ealance
June 30,

2011

Capital Assets
Deprec,aled:

Land

not berng

Non Depreciable Assels

Iotal Caprtal Assets nol berng
depreciated

Capital Assets being depreciated:

Building

Equipment

Tolal Depreciable Capital assels

Less Accumulated Deprectation:

Building

Equrpment

Total Accumulaled Depreciation

Total Capital Assets being
deprecialed, net

Governmental Activities Capilat

42.888.840

s42,123.225
765.615

$ 42,123.225
765,615

42.888,840

44.457.AA1
36,r 57,759
3.473,482
5.254,979

89,344,10188 9S1.953

44.267.1AA
36.157.759
3_473.482
5 093.524

190,693

161,455

352,148

677.995
325.545
18S.997
34O.723

r4.260,098
19 307 021
4.575.800
2_423.742

.10 966 66r I 49.1 260

14.938,093
r9.632,566
4.765,797
3.124,465

42.460_921

4a 42s.292 1.142,112

sr.r42.1r2

16,883.180

s a9.772 020s 90.914.r32
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Depreciation expenses were charged to governmental lunctions/programs

General Government
Public Safety
Public Works
Culture and Recreation
Urban Development

Depreciation Expense

,0. GENERAL LONG.TERM DEBTS

General obligations bonds and notes payable
lollowing individual issues:

DEscFtPTloN

as of June 30, 2011, are comprised of the

AMoUNT

as follows:

s 677,995
80.000

400,720
206,540
129.005

$-1rlEL260

A. GENERAL OBLIGATIONS BONDS AND SPECIAL NOTES PAYABLE

The principal longlerm obligations of the Municipality are generat obligations bonds and
special notes issued to finance the construction and improvements of public facilities and
purchase ol equipment. The Municipality's obtigations long{erm debt retirements are
appropriated and paid lrom resources accumulated in the Debt Service Fund. The special
obligations long-term notes retirements are paid through retention made by the Municipal
Bevenue Collection Center lrom monthly advance ot annual property tax and subsidy send to
the Municipality.

General Obligations Bonds:

$11.435,000. Series 1999-98, for conslruction p!rposes, payabte in
annual inslallments ranging lrom $173,985 to 9770.000, excluding
vaiable Lnleresls lrom 5.19001 to 5.94"/. until July 1. 2016

Total General Obligations Bonds

Special Obliqations Notes:

$14.440.000. Sefies 2006-07 lor conslruclon purposes, payabte in
annual rnstallments rangrng from $32.240 to 5351.000, excluding
rnleresls at 9-1 25%, until July,2031

$370,000 Series 1994-95, Ior construction purposes. payabte rn
annual installmenis ranging kom 58.839 to $15,000. excluding
vaflable inleresls lrom 6.1060.1 lo 7.719lo, until July 1, 2019.

Total General and Special Obligations

-Jrr-
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$ 4.870.000

s 4i70-000

s 13.137,000

205.000

s_1a,2P.000
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Principal

s 1,136,000
1,208,000
1 ,301,000
1,391,000
1,478,000
3,719,000
3,397,000
5.718.000

s_]9348-000

- The Municipality's general obligations long-term note retirements are appropriated and paid
- form resources accumulated in the Debt Service Fund. Ihe special obligations long-term notes

retirements are paid through retention made by the Municipal Revenue Collection Center lrom

Annual maturity requirements ror the bonds and notes payable and loan guarantee assistance
notes are as follows:

Bond Pavables

2012
2013
2014
2015
2016

2017 -2021
2022-2026
2027 -2031

Total

s 834,235
1,199.978
1,119,988

964,852
940,000

3,682,226
2,417.815
1.307.320

s r236tut14

lnterest

B. ADVANCES FROM CRIM

Ihese amounts represent the balance owed to CRIM at June 30, 2011, as described in note 12,
and that will be repaid through financing to be obtained by the CRIM.

C. CHANGES IN GENEHAL LONG-TEBM DEBTS

Oescriplion 01,2010 lssues Adiustments 2011 oneye6r yeat

- General s20,417,000 $ , s (1,069,000) $19.348.000 $1.136.000 $18,2r2,000
- Christmas bonus 300.574 257,6U (300.574) 257.634 257.634

Propedy laxes 379.046 (1 15.803) 263.243 62-6U 200,609
Claims and

- Judoments
Compensaied
Absences

-3t-
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101.227 \101.227)

3,046,177 (2,145,780) 900.397 210,386 690011

s24.244,a24 S 2s7,634 S (3.732,384) S20 769,274 51.666,654 $r9,102.620
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1,'. OEBT RETIREMENT

Revenues ol the debt service lund consists ol the ad-Val Orem property laxes which are
recognized as revenue when collected from taxpayers and reported by the Municipal Revenue
Collection Center of the Commonweatth of Puerto Rico to the Municipality (See Note 12).

These property taxes are accumulated by the l\Iunicipal Revenue Collection Center in costs ol
the general obligations bonds issued by the Municipalily. payments are made to the
Government Development Bank ot the Commonwealth oi puerto Rico lrom such accumulated
lunds by the i,4unicipal Revenue Collection Cente. of puerto Rico.

12. PROPERTY TAXES

The Municipal Revenues Collection Center (CR|M) of the Commonwealth of puerto Rico is
responsible by law tor the assessment, levy and collection of all real and personal property
taxes. The tax on personal property is self assessed by the taxpayer. The assessment is made
rn a return which must be filed with the CHIM by May 15 ol each year. The tax on .eal p.operty
is assessed by the CRIM. The assessment is made as of January 1 of each year and is based
on eslimated cu(ent vaiues of the prope(y as of year 1957. The tax on personal property must
be paid in full together with lhe return on or before Nray 15. The tax on real property is due in
two equal installments in July '1 and January 1, following ihe assessment date.

The rates are 8.43o/6 lot rcal property and 7.4070 for personal property. The composition js as
lollows:

Basic propeny 6.00"/.
Additional special property - state
Additional special property - municipal
Discounts made by state to tax payer

4.100/"
1.03%
3.50%
<.206k>

8.43"./.

4.10./o
1.030/.
4.670/o

< .200k>

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

The "Addltional special property tax , municipal" is restricted for debt service and retained by
GDB for such purposes and it is recorded as revenue in the Debt Servjce Fund when co ected
by the CRIM and reported to the [,4unicipality.

The "Additional special propeny tax - state" is co ected by the CBIM for the payment of princjpal
and interest of general obligation bonds and certain other obligations issued by the state
government.

-38-
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Residential real property occupied by its owner is exempt by law from the payment ol property
taxes on the lirst S150,000 of the assessed value. For such exempted amounts, the Department
ol Treasury assumes payment of the basic tax to the Municipality, except for property assessed
at less than S3,500, lor which no payment is made. Revenue related to the basic lax on exempt
property is recorded in lhe General Fund when payments are received lrom the CRIM.

Complete exemption from personal property laxes up to an assessment of $50,000 is granted to
merchanis wth an annual volume ol net sales less than $150,000.

Pior to the beginning of each fiscal year, the CRllVl informs the Municipality ot the estimated
amount of property tax expected to be collected for the ensuring fiscal year. Throughout the
year, the CRIM advances lunds to the Municipality based on the initial estimated collections.
The CRIM is required by law to prepare a settlement statement on a liscal year basis, whereby
a comparison is made between the amounts advanced lo lhe Municipality and amounts actually
collected from taxpayers. This settlement has to be completed on a preliminary basis not later
than three months after iiscal year-end, and a linal setllement made not later than six months
after year end. lf the CRli,,l remits to the Municipality property tax advances, which are less than
the tax actually collected, a receivable from the CRI[/ is recorded at June 30. However, if
advances exceed the amount actually collected by the CRIM, a payable to the CRIM is recorded
at June 30. The advances lrom CRIM as of June 30,2011, are presented as non-current
liabilities in the governmenlwide linancial statements.

13. VOLUME OF BUSINESS TAX

Volume ot Business Tax is recorded in the liscalyear in which payment is due and, accordingly,
represents taxes which are due and uncollected at June 30, 2011 . The Volume of Business Tax
is determined based on the gross income of all commerce and induslrial organizations who
have operations in the N.4unicipality of Faiardo, and are not totally or partially exempt under the
lndustrial lncentive Law ol Puerto Rico.

An annual return ol business volume should be filed on or belore April 15 ol each year and
payable in two equal installrnents due on July 1 and January 1. A discount ol 5% is allowed
when full payment is made on or belore April 23. The rates of municipal license in the
N,,lunicipality of Fajardo, are as,ollows:

Financing inslitution = 1.50-o/o ol gross revenues
Other organizations = .40"./o

14. INTERGOVERNMENTALREVENUES

lntergovernmental revenues consist primarily ol funds received lrom the Commonwealth of
Puerlo Bico, "in lieu of tax" payments from the Ouasipublic Corporation, Puerto Bico Electric
Power Authority, and federal iinancial assislance received from federal government.
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Grants and subsidies received lrom the Commonwea{th ol Puerto Rico and lederal agencies
include, among others, a general subsidy tor 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 lor
through the Special Revenue and the Capital Project Funds. Federal Financial Assistance is
recorded in the Special Flevenue Fund.

15. EMPLOYEE'S RETIREMENT PLAN

a. Plan Description

Ihe Employee's Retirement System ol lhe Government ol Puerto Bico and its lnstrumentalities
(EBS) is the administrator ot a cost-sharing multiple-employer retirement system establshed
by the Commonwealth of Puerto Rico. The System was created undertheAct44T, approved
on May 15. 1951, as amended, and became etfective on January 1, 1952.

ERS covers all regular employees of the Commonwealth of Puerto Rico and its instrumentalilies
and of cerlain municipalities and componenls units nol covered by their own retirement's
systems.

Participation is mandatory except lor members of the Legislature, Government Secretaries,
Heads lor Agencies and Public lnstrumentalilies, Assistants to the Governor, the Comptroller of
Puerto Rico, Gubernato.ial Board and Committee appointees and Experimenta, Service Slation
employees.

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

l,4embers who have attained an age of al least littyjive (55) years and have completed at least
lwenty-five (25) years ol creditable service or members who have anained an age of at least
lifty-eight (58) years and have completed at least fitty-eight (58) years and have compteted at
least ten (10) years of creditable service, are entitled to an annual benefit, payable monthly for
lite.

The amounts of the annuity will be one and one-half percent of the average compensalion
multiplied by the number ol years ot creditable service up to twenty years, plus 27" ol the
average compensalton multiplied by the number of years ol creditable service in excess of
twenty years. ln no case the annuity will be less than $200 per month.

Participants who have completed at least thirty (30) years of creditable service are entitled to
receive the l\4erit Annuity. Panicipants who have nol attained litty-,ive (55) years of age wifi
receive 650,/0 of the average compensation or if they have attained fiftyJive (55) years of age wiil
receive 75olo of the average compensation- Oisability retirement benefits are available to
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members for occupational and non-occupational disabiiity. However, ,or non-occupational
disability a member must have at teast ten (10) years of service.

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

On September 24, 1999, an amendment to Act No. 447 ol i/ay 15, 1951, which created EF|S,
was enacted with the purpose of establishing a new pension program (System 2OOO).
Employees participating in the current system as ol December 31. 1999, ;ay eleci to stay in the
defined benefit plan or transfer to the new program. persons joining the Mu;icipatity on or after
January, 2000, will only be atlowed to become members of System 2000. System 2OO0 wi
reduce_the retirement age from 65 years to 60 for those employees who joined ihe current plan
on or after April 1, 1990.

System 2000 is a hybrid defined contribution plan, also known as a cash balance ptan. Under
this new plan, there will be a poot of pension assets, which wi be invested by EFIS, together
with those of the current defined benefit plan. Benefits al retiremenl age will not be guara;teed
by the Commonwealth ol Puerto Rico. The annuity will be based on a lormula which assumes
thal each year the employee's contribution (with a minimum of 8.275% of the emptoyee,s satary
upon to a maximum of 10",6) will be invested in an account which will be eiiher: (1) earn a ljxed
rate based on the two-year Constant Maturity Treasury Note ot, \21 ea.n rate equal to 75% of
the return of the EFIS's investment port otio (net of management fees), or (3) earn a combination
of both alternatives- Participants will receive periodic account statements similar to those of
delined contribution plans showing thear accrued balances. Disability pensions will not be
granted under System 2000. Ihe employels contribution (9.275% of the employee,s salary) wi
be used lo fund the current plan.

b. ContributionRequirements

Commonwealth legislation requires employees to contribute S.77S9/. ol gross salary up to
56,600 plus 8.275% ol gross salary n excess ol $6,600. The L4unicipalit/s contributions are
9.275% of gross salary. Contributions' requirements are established by law. The actuarially
determined contribuiion requirement and contributions aciually made for the year ended June
30, 2011 was approximatety S379,959.

Additional rnlormation on the ERS is provided in its financial statements lor the year ended June
30, 2011, a copy ol which can be obtained from the EFIS, Minillas Station, pO Box 42003. San
Juan. PR 00940.

,I6. ESTIMATEO MUNICIPAL SOLID WASTE LANDFILL CLOSING COSTS

State and Federal laws and regulations require the Municipality to place a linal cover on its
landrill when closed and perform cenain maintenance and monitoring lunction al the landfill site
for thirty years atter closure. ln addition lo the operating expenditures related to current activities
of the landtill, an expense provision and relaled liabilily are being recognized based on lutures
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closure and post-closure care costs that will be rncurred near or atter the date the landfill no
longer accepts waste.

The Municipality owns a landfi , which is administered by Landfi Technologies under an
agreement with the Municipality. The Municipality is entjfled, under the agreement, io certain
revenues resulting from the use of the landfill. As pan ol the agreemeni the contractor will
assume the closure and poslclosure costs during the next thirty years after the closing,
releasing the Municiparity of the estimated riabirity for future crosure and'post-crosure care cost.-

17. CONTINGENCIES

A. CLAIMS AND JUOGMENTS

The Municipality is, at present. a defendant in a number of legal matters that arise from alleged
improper application of poticies and negtigence in lhe ordinary course of the Municipatiiy,s
activjties. The legal counsel of lhe Municipatity has advised that at this stage in t-he
proceedings ol 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 counsei with the
inlormation currently available can not determine ihe final outcome of theae claims. with the
exceptron ol one (1) lawsuit related to excessjve used ot force, to which the legal counsel
hasrmate a polential loss o, 53,000,000.

This lawsuit is in appeal in other Courts. Accordingly, the linanciat statements inctude
adjustments in the Long-Term Liabilities because wrll be paid with ruture resources if the Courts
decided in against of the Municipatity.

B. FEDERAL GRANTS

ln the normal course ol operations, the Municipality receives grants kom varjous Federal and
State agencies. The grant programs are subject to audit by agents of the granting authority, the
purpose of which is to ensure compliance with conditions precedent to the granling ol tunds.
Any liability for reimbursement which may arise as the resurt ol these audits is ;ot berieved to be
material.

The Municipality is, at present. a delendant in a number of legal matters thal arise ,rom alleged
improper apphcation of policies and negligence in the ordinary course of the Municipaliiy,s
activities. The legal counseis oi the Municipality have advised that at this stage-in t-he
proceedings of lawsuits he cannot otler an opinjon as to the probable oulcome.
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18. SALES AND USAGE TAXES

Nilunicipality impose a Sales and Usage Taxes ol 1.5% (1.0olo) co ected and betong to the
l.4unicipality and 0.5% collected by the puerto Rico Secretary of the Treasury) on th; sates
price ol a taxable item or the purchase price ot all usage, storage or consumption of a taxable
item. All merchants required to collect the Sales and Usage Taxes, are required to file a
monthly Sales and Use Tax Return Form, no tater than the lorh ol he folowing month being
reporled. The Act also provides for restrictions on the use of the resources {inctuding the 0.5.2
collected by the Puerto Rico Secretary of Treasury ) lo be invested in sotid wasted and recycling
program, capital improvements and heaith and public safety costs.

The amount collected b the Puerto Rico Secretary ot Treasury will be deposited in accounts or
special lund GDB, subject to restrictions imposed and distributed as lo owsj

a. 0.2"./o will be deposited in a lrunicipal Development Fund to linance costs as
Restricted by ihe Act;

b. 0.2o.i. will be deposited in a irunicipal Redemption Fund to finance toans
lllunicipalities subject to restrictions imposed the a Act; and

c. 0.1',/. will be deposited in a Municipal lmprovement Fund to linance capital
improvement projects. These funds wi be distributed based on tegistation from the
Commonwealths Legislature.

Sales ta( receivable represents tiled saies tax returns that were collected subsequent to
June 30, 20'11, but pertaining to the current year period.

19. CONSTRUCTION EXCISE TAXES

l\,lunicipality imposes and collects municipal construction excise taxes to most natural and legal
persons and any governmental instrumentality that carry out activitaes related to construction,
expansion, major repairs, relocations, alterations and other types ol permanent improvements
to residential, commercial and induskial building, and any structures within the territorial area of
the lvlunicipalily. The tax is also applicable to inlrastructure projects, the installation of
machinery, equipment and fixtures, and other types ol construction-related activities.

The construction excise tax generally is a setf-assessed tax imposed over the cost the project,
net of certain exemplions such as the cost associated with the acquisition ot land, existing
buildings and improvements, project design and olher engineering fees, licenses and permits,
consulting and legal fees. The tax is paid by the taxpayer belore the beginning of the
construction project.
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Any 
-construction, 

which doesn't qualify tor any ol the exceptions presented below, will pay a tax
ol 4o./o of the total cost amount of the project. Ihe exceptions for the 4_./" Conslruction Tax
imposed by the Municipality are as fo ow:

a. 5.000/. of the total cost ol the proiect for any construction invotving ol tand.

b. 2.00% lor all low income housing project, and educationat institutions of primary and
second level.

c. When construciion is for a residence, made ol at least 50o/o concrete, and said
Residence is no part of a housing project, urbanization, condominium, or any
project of similar nature; a fjxed rate of S25.00 witl be coltected up to a maxrmum
total construction cost of $ 50,000. ln addition, for every g 1,000 in excess of the $
50,000 in total construction cost, S 5.00 rates wi Taxes are payable before
beginning construction or any activity related to the construction. Collection of taxes
during current tiscal year, applicable to the next fiscal year, is recorded as deferred
revenues in the General Fund.

FUND BALANCE20.

As of June 30, 2011 , a fund balance is compromlsed ol the fo owing:

Gene.al
Stall

Sales
and usago Debl Servic6

otha Totat
Government Governmenl

Fund3 Fund3

Capital

Educalion
Capitai oullays
Debl service

General

Heallh and

Unassigned

Tolal

s $ 3,802,154
340,165

$ 19.247,816 $ 23,0.19,970

340,165
8,853,170

12,940,231

8,853.170
12,940,231

554.849
16,817
79.908

44144

5,310
14_882,326

554.889
16,817
79.908
14,184

5,310
14,442,326

s340,165 53,802,154 sl2.940,231 58,853.170s15.583,2134 s19,247.816 s60,766,970
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COMIIOT{WEILTH OF PUEBTO RICO

MUNICIPAUTY OF FAJARDO. PUENTO RICO

BEOUINED SUPPLEMEIITASY INFORMATION

BUDGETARY COMPANEON SCHEOULE -GENEBAL FUND

FOR THE FISCALYEAR ENOED JUNE 30,2O1I

gudget Amounts (EudgctaryEasis) Vadancewith
(Se€ Nole A) Finat BudqetFinal0fioinal

s 14,529,863 s 14,529,86:] S 14.529.S63 S
BUDGETANY FUNO BALANCE, JIJLY 1,2010

Fesources llnllol,ls):

Properly Tares.
Volunre ol Blsiness Tares.. ..

Sanlalion.. ..........
nlergovernmenlal Revenues...
License and Permits........

Ren|...... ........
lnleresl...... . ...... ..... . ......
Misce||aneus. ............. ... ..

8.349.105

7.051,009

200.000

1.787,105

815500
19,480

400.000

605100

8 349.105

7.051,089

200,000

1787.105

815.5Cr0

rs 480

400,000

605,100

3_972 46

8.209.480

8 408.328

50.000

i.775 359

535.228
't4.357

106514
764.999

(139.625)

1 357 239
(150.000)

(11.746)

\280.272j
54.877

1293,486)
159.899

Amo!n1s Avarlable lor Appropaalion.

Charges Io Approprlalons (oLrfltows):

l'rayorand Munlcipal Legrstature......

_23.199,875 23.895,761 596,886

33_757.242 37 729.7'!A 18.42662a 6%886

General Govenrne.t
Pub ic Salely

Culture and Recreallon

Healh and San lalron
Human Services and Wellarc

Capdal0ullays.
rransler Io Olher Funds

TolalCharqes10Appropnalio,rs.. ............ .. 19,227,379

BI.JOGETANY FUNO BALANCE, JUNE 30,2()II L14,529,S63

3 972 496 3 972 4S

23,199,875 20,562,2n 2,637,598

s 14.523.863 S 17.864.347 L 3.334.484

3.714 7A2

7171281
I 266,973

3.812.603

979117
216.690

1521.588
.184 419

4,073.685

6.925.878

1 257 073
3,724.354

r.030.200

263 390

1.621.192

33r.567

1.712,4U)

8,737.361

834861

2.803.382

8,15,109

194,315

1302.247
r60,106

2,361 285

11.811.483)
422.212

921,012
185.091

69.075

318,945

171,461

budgetary comparison schedule is an
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CO"I'ONWEALTH OF PUERTO FICO

IVIUNICIPALITY OF FAJAFOO, PUEBTO BICO

BUDGETANY COMPARISON SCHEDULE -GENERAL FUNO

NOTES TO REOUIFEO SUPPLEMENTAFY I}IFORMATION

FOR IIIE FISCAL YEAH EIIDEO JUI{E 30, 2OI I

NOTE A Explenation ol Dit ercnc€6 Betw€€n Budgetery tnflorv! and Oldlows and GAAP Fevenoes and Erp€ndllurc3

Th€ Furd Ealanceatlhe Beginning ol Year is a budgebry resourcebutis nor a

Cu ent-YearRevenlelorlinancalreporlnqpurposes........

IolalRev€nres as nepodedon he Slalement ol Govemmenlal Flnds Revenues.

Expendiures ard Chanles in FLrid Saance.

Sourceglnflow! o, 8*ou,c$:

Acl'ral Amounls (Budg€rary gash) 'Available lor App.opflation' trcm lhe
EudgeEr) Conp. son Scl-edL€ .... .. .

D ereice- Sudgei Io GMP:

Pnor-Year Revenue is not inllows olbudgelary resources but are revenueslor
r,ranoal 'epolnq p,rposes .

ljses/Oulllov€ ol Re3ource3:

AclualAmourls (8udgelary Basls) ToralCharges lo App.opialion' Ircm Ihe
BudgeEry CoFpanson SchedLle ... ..

Diflerence - Eudgei to GMP:

Arcumbances lor supplies and equipmenl ordered bul nol rc.eived are reponed
n he yea.lhe order is ptaced tor budgehry repo.ting purposes

Paymenis oi encumbBnce, ol prior year lhal are expendilures Ior linarcial repodinq

or,rposes bui.re4oloLfows Ior budg€hry purposes.. .... ...

s 38.426.624

5.394.402

s 19.924,265

s 20.562,277

(701,r08)

(9s0,475)

Translels lo olher lunds are outlows ol bldgelary rcsorrces bul are nol

expendilure6lo.linancialrcportingpulposes....................... (3,956,796)

Tolal Eryendilures as F€porled on the Slalemenl o, Govemmentai Funds felenles,

r-----!131t $8

Budqelary Eund Salance. Jlne 30, 201 1

-,pFrd,-res drd CL d.qes r cLnd Baa-(e

NoIE B Explanation ol oit ercnces aehve€n Budgelrry Fund Balance and GAAP Fund Brlance

Timing Diilerences:

Change in Encumbrances.

Feslricton lrom Deietrences Revenue

Cancelalion oi Prior Year Encumbrances

s 17.864.347

701,108
(3,314,531)

332,510

s 15 583 414
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COMi'OI'IWEALTH OF PUEFTO iICO

MUNICIPALITY OF FAJANDO, PUERTO BICO

SCHEDTJLE OF EXPENDITUHES OF FEOENALAWAHDS

FORIHE FISCIT YETR ENDEOJUNE 30. 2OI I

Federal Cranto/Prooram Iitte

Federal

CFDA

Eroendiiureg

s 392.902

924.385

544.802

262.403

68.298

lJ.S. Departmenl ot AgricultuE
USoA - Fu.al Development

Pass through Puerlo Blco Department of Educalion
Child and AdujlCare Food Pogam (IJS0A)

TolalU.S. Departient ol Aqnculture

U.S. Department ol Housing and ljrban Development:
Cornmunlty Developmenl Blo.k Grant,

Enlillenent Ganis (CDBG) (ClUSter)

Sechon 8 Housinq Choice VoucherProgram

Pass thmuqh Puedo Fico Famiy Depaimenl:
Hornelessness Preventon and Baptd Fe-Housing

Program lHRPF), Becovery Act Fuided
Passthouoh Pueno Flico Heatth oeDarlnent:
Houslng opporlunilies ior Persons ulh AIDS (HOPWA)

IolallJ.S. Departnenl ol Housing and Urban Deveopment

lJ.S.Ihpartment ol Healti and Human Servic$:
Pass lhrcugh Admifsitralion iorlhe Chtdhood Care and

nleqralDeveloPrnenti

AFHA. Child Care and oevelopmert Block clant
Child Care and Developfient Block Granl

Sublotalfor Chid Care Proqram (Custer)

Head Slarl Program (Ciuster)

ARFA. Head SIa( Proqam (Clusler)

AHHA Early Head Slarl Progranr (Custer)

Sublotal Head Slari Prcgam (Cllster)

TolalU S D€Dadment of Healft and Human Services

U.S. Dep.nmenl ot Tansportation
FederalTrarst- Fomlla Grants (Udanized Area Formu a

TOTAL EXPENDITURES OF FEDEBAL AWAROS

r0.558

14218

l4 871

14 257

14241

r 799 888

93.713

33.575
I r05

r38.538

1.17.643

93 600

93 708

93 709

3.582,561

318.950

628 08,1

1.559.595

4 707 238

20 507 51c.788

s 7 410.816

Awards.See the notes to the Schedule ol Expenditures ol Federal
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COMMONWEALTH OF PUERTO NICO
MUNICIPALIW OF FAJAROO

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2O1I

The accompanying Schedule ot Expenditures of Federat Awards is a summary ol lhe
- activity of the lvruniciparity of Fajardo's federal award programs presented on the modilied- accrual basis of accounting in accordance with accounting principles generally accepted in

the United States of America.

The expenditures of the schedule are included in the Nrunicipality,s basic financial

Schedule of Expendilures of Federal Awards is as ,ollows:

Expenditures

Total federal expenditures per schedule $ Z4t_O-gl6

Federal expenditures per basic linancial statements included
within:

Head Start Prog.am $ 3,582,561
ABRA - Head Start Program 348.950
Child and Adult Care Food Program 392.902

Total Head Start Fund 4,924,4j3

Federal expenditures included in other gove.nmental funds 3.0g6.403

Total $__l3l 0_0l_6
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INOEPENOENT AUDITORS' REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS

BASED ON AN AUOIT OF FINANCIAL STATEMENTS PERFORMED IN ACCOBOANCE
WITH GOVERNMENT AUDITING STANDARDS

To the Honorable lvlayor and
Municipal Legislature

Municipality of Fajardo
Faiardo, Puerto Rico

We have audited the financial statements of the governmental activities, each ma,or fund and
the aggregate remaining iund information of the Municipatity ot Fajardo, as ol and for the year
ended June 30, 2011, which co ectively comprise the l\,lunicjpaljty,s basic fina;ciat
statements and have issued our report thereon dated February 10,2012. We conducted our
audit in accordance with auditing standards generaly accepted in the united states of America
and the standards applicable to financial audits contained in Govenment Auditng Standads,
issued by the Comptroller General ot the United States.

Internal Control over Financtal Reoortrno

l,4anagement of the Municipality is responsible lor establishing and maintaining ettective internal
control over financial reporting. ln planning and perlorming our audit, we consiaered Nrunicipality
of Fajardo's internal control over financial reporting as a basis for designing our auditing
procedures for the purpose of expressjng our opinion on the linancial slalements. but not for th;
purpose ol expressing an opinion on the effectiveness of the Municipality,s internal control over
Iinancial reporting. Accordingly, we do not express an opinion on the effectjveness ol the
lvlunicipality's internal control over financial reporting.

A deliciency in intenal contrcl q<isls when the design or operation of a control does not allow
management or employees, in the normal course ol pedorming their assigned iunctions, to
prevent, or detect and correct misstatements on a timely basis. A naterial weakness is a
deficiency, or combination of deliciencies, in lnternal control. such that there is a reasonable
possibility that a material misstatement of the entity's financial statements will not be prevented,
or delecled and correcled on a ttmety basts.

Our consideration ol internal control over linancial reporting was for the limited purpose
described in the lirst paragraph ol this section and was not designed to idenldy a deliciencies
in internal control over financial reporring that might be deficiencies, significani deficiencies or
material weaknesses. we did not identify any deficiencies in inrernar contror over financial
reporting that we consider to be material weaknesses, as defined above.
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Comoliance and Other l,Iatters

As part ol obtaining reasonabte assurance about whether the Municipality o, Faia.do,s linancial
stalements are free ol material misstatement, we performed tests of its c;mpliance with certain
provisions ot laws. regulations, contracts and grant agreements. noncompliance with which
could have a direct and material eflect on the determination of financial sialement amounts.
However, providing an opinion on compliance with those provjsions was not an objective of our
audit. and accordingly, we do not express such an opinion. The resu'ts ot our test disclosed no
instances ol noncompliance or other matters that are required lo be reported under Govenment
Auditing Standads.

This report is intended solely lor the intormation and use of management, Commjssioner Office
of lvlunicipal Atfairs, others wilhin the entity and the lederat awarding agencies and pass-
through entities and is not intended io be and shoutd not be used by anyon! other than these
specilied parties.

Q4, /',,", il*,;cSan Juan. Puerto Bico
Febtuary 10,2012

The slamp E18907 was a,li
lo lhe oriqinal of this repo

-52-
ORTIZ. RIVERA. RIVERA & CO.



Ortiz, Rivera. Rivera &
Cer1,3d Pu[ . Aciountaris arC gus ress Ad

CPA o.lindo lunoa, CrbRra

CPA M o Amdtr'. Rne zriiig,
f mstun Insrtor of Csh,it\l

Preno Ri.o Bodddl aenifi€d
UO

INDEPENDENT AUDITORS' FEPORT ON COMPLIANCE WITH REQUIREMENTS THAT
COULD HAVE A DIRECT AND MATEFIAL EFFECT ON EACH MAJOF PROGRAM

ANO ON INTERNAL CONTROL OVEF COMPLIANCE IN ACCORDANCE
WITH OMB CIRCULAR A.133

To the Honorable Mayor
and Municipal Legislature

Municipality ol Fajardo
Fajardo, Puerto Rico

Comoliance

We have audited l/unicipality of Fajardo's compliance with the types of comptiance
requirements described in lhe OMB Circulat A-153 Compliance Supptement lhat could have a
direct and material etlect on each N.4unicipatity of Faiardo's maior iederat programs for the year
ended June 30, 201 1. Municipality ol Fajardo's major federal programs are identilied in the
summary of audjtor's results section of the accompanying schedule of findings and questioned
costs. Compliance with the requirements of laws, regulations, contracts and grants applicable
to each ol its major federal programs is the responsibility of Municipatity of Fajardo,s
management. Our responstbility is to express an opinion on N,4unicipality of Fajardo,s
compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally
accepted in the United States oi America; the standards appticabte to linancjal audits contained
tn Govenment Auditing Standatds, issued by the Comptro er cenerat of the Unrted States; and
OIV|B Circular A-133, Audits ol States, Locat Govenments, and Non-prclit Oryanizations.
Those standards and OMB Circular A-'133 require that we plan and perform the audit to obtain
reasonable assurance about whether noncompliance with the types of compliance requirements
referred to above that could have a direct and material etfect on a major federal program
occurred. An audit includes examining, on a test basis, evidence about [.4unicipality of Fajaido,s
compliance with those requirements and performing such other procedures as we considered
necessary in the circumstances. We believe that our audit provides a reasonable basis lor our
opinion. Our audit does not provide a legal determination on l\.4unicipality of Fajardo,s
compliance with those requirements.

ln our opinion, the Municipality of Faiardo, complied in all material respects, with the
requirements referred to above that could have a direct and material eftect on each of its major
federal programs lor the year ended June 30, 2011.

lnternal Control over Comoliance

Management of Municipalily ot Fajardo is responsible for establishing and maintaining eflective
internal conlrol over complrance wlth the requirements of laws, regulalions, contracts and grants
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applicable to- federal programs. ln planning and perlorming our audit, we consrdered
Municipality ol Fajardo's internal control over compriance with lhe requi.ements that could have
a direct and materiat ellect on a major federal program to determtne t'he auditing procedures lor
the purpose ol expressing our opjnion on compliance and to test and report on internal control
over compliance in accordance with OIVIB Circular A-133, but not for lhe purpose of expressing
an opinion on the etfectiveness of internal control over compliance. Accordingly, we do noi
express an opinion on the etlectiveness ol the Municipality,S internal control over compliance.

A deficiency in intemal contror over comptiance exists when the design or operation of a control
over compliance does not allow management or employees, in the normal cou6e of pedorming
iheir assigned functions, to prevent, or detect and correct, noncompliance with a type o'i
compliance requirement of a federal program on a timely basis. A mate;ial weakness in internal
control over compliance is a deficiency, or combination ot deliciencies, in internal control over
compliance, such that there is a reasonabte possibitity that material noncomptiance with a type
of compliance requirement of a federal program will not be prevented, or detected and
corrected, on a timely basis.

Our consideration of internal control over compliance was for the limited purpose described in
the first paragraph ol this section and was not designed to identify aI deliciencies in internal
control over compliance that might be deficiencies, significant deliciencies, or material
weaknesses. We did not identify any deficiencies in internal control over compliance that we
consider to be malerial la/eaknesses, as defined above.

This report is intended solely ror the intormation and use of management, Commissioner Office
of Municipal Atlairs, others wilhin the entity and the federal awarding agencies and pass"
lhrough entities and is not intended to be and shoutd not be used by anyon; other than these
specified parties.

San Juan, Puerto Rico
Febtuary 10,2012

The siamp E18908 was
Io the oiginalo, rhis re
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Financial Statements

Type of auditor's report issued:

lnternal control over linancial reportjng:

N4aterial weakness (es) identilied?

Significant deficiency (ies) identilied?

Noncompliance material to financial statements noted?

FederalAwards

lnternal control over maior programs:

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF FAJARDO

SCHEOULE OF FINDINGS AND OUESNONED COSTS
FOR THE FISCAL YEAR ENDED JUNE 30, 20,I1

Unqualified opinion

Material weakness (es) identif ied?

Signif icant def iciency (ies) tdentif ied?

Yes X No

Yes X No

Yes X No

Yes X No

Yes X No

Type ol auditor's report issued on compliance for majorprograms: unqualified

Any audit findings disctosed that are required 10 be
reported in accordance with sectjon 510 (a) ol OMB
Circular 4-133? yes X No

ldentilication of major prograrns:

CFDA Numbers Name of federal ptograms or Cluster

14.871
14.257

93.600
93.708
93.709
20.507

Section I Housing Choice Voucher
Homelessness Prevention and Rapid Re-Housing
Program - Recovery Act
Head Start Program
Head Start Program (ABRA)
Early Head Start Program (ARRA)
FederalTransit - Formula Grant

ORTIZ. RIVERA, RIVERA & CO,



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF FAJAFDO

SCHEOULE OF FINDINGS AND OUESTIONED COSTS
FOR THE FISCAL YEAH ENDED JUNE 30, 2OI1

Dol'ar threshold used to distinguish between type A and Type B programs:
s300.000

Audited qualified as low-risk auditee?

2. FINANCIAL STATEMENTS FINDINGS

None

3. FEDERAL AWAFDS FINDINGS AND OUESTIONED COSTS

None
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF FAJARDO

SCHEDULE OF STATUS OF PRIOR YEAF
AUOIT FINDINGS ANO OUESTIONED COST

FOR THE FISCAL YEAF ENDED JUNE 30,2011

The lvlunicipality of Fajardo has no prior year audit findings.

'57'
ORTIZ. RIVERA. RIVERA & CO,


