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INDEPENDENT AUDITOR'S REPORT
(coNTTNUED)

In our opinion, the financial statements referred to above, present fairly, in all material respects, the respective
financial position of the Commonwealth I-egislative Resolution Fund, the Debt Service Fund, the Section 8
Program Fund, the Loans Fund, and the aggregate remaining fund information of Municipality of Gudnica, as
of June 30, 2012, and the respective changes in financial position for the year then ended in conformily with
the accounting principles generally accepted in the United States of America.

ln accordance with Govemment Auditing Standards, we have also issued our report dated April 3, 2013, on our
consideration of the Municipality of Gu6nica, Puerto Rico's intemal control over financial reporting and on
our tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements and
other matters. The purpose of that report is to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on internal control over
financial reporting or on compliance. That report is an integral part of an audit performed in accordance with
Govemment Auditing Standards and should be considered in assessing the results of our audit.

Accounting principles generally accepted in the United States of America require that the management's
discussion and analysis and budgetary comparison information on pages 3 through 10 and 45 through 46 be
presented to supplement the basic financial statements. Such information, although not a part of the basic
financial statements, is required by the Govemmental Accounting Standards Board, who considers it to be an
essential part of financial reporting for placing the basic financial statements in an appropriate operational,
economic, or historical context. We have applied certain limited procedures to the required supplementary
information in accordance with auditing standards generally accepted in the United States of America, which
consisted of inquiries of management about the methods of preparing the information and comparing the
information for consistency with management's responses to our inquiries, the basic financial statements, and
other knowledge we obtained during our audit of rhe basic financial statements. We do not express an opinion
or provide any assurance on the information because the limited procedures do not provide us with sufficient
evidence to express an opinion or provide any assurance.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the Municipality of Guenica, Puerto Rico's basic financial statements. The accompanying schedule
of expenditures of federal awards on page 47 is presented for purposes of additional analysis as required by
U.S. Office of Management and Budgel Circular A-1j3, Audits of States, l-ocal Governments, and Non-Profit
Organizations, and is not a required part of the financial statements. The schedule of expenditures of federal
awards is the responsibility of management and was derived from and relates directly to the underlying
accounting and other records used to prepare the financial statements. The information has been subjected to
the auditing procedures applied in the audit of the financial statements and certain additional procedures,
including comparing and reconciling such information directly to the underlying accounting and other records
used to prepare the financial statements or to the financial statements themselves, and other additional
procedures in accordance with auditing standards generally accepted in the United States of America. In our
opinion, the information is fairly stated, in all material respects, in relation to the financial statements as a

whole-
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CoMMoNwEArrH oF PUERTo RIco
MUNICPALITY OF GUANICA' PUERTO RICO
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Our discussion and analysis of the Municipality of Guanica's financial performance provides an overview of the

Municipality's financial activities for the iiscal year ended lJ]ne 30,2o12. Because this MD&A is designed to

fo.rs o^n th" 
"u.r"nt 

year activities, resulting changes and currently known facts, we encourage reader to consider

the information preiented in this MD&A in conjunction with the additional information fumished in the

accompanying basic fi nancial statements.

The new reporting model, required by Govemmental Accounting Standards Board Statement No. #34' was

implemented during the fiscai year 2003-2004. This MD&A is prepared in order to comply with such

pr6nouncement an[, u-org oti,". pr.poses, to provide the financial statements users with the following major

information:
. a broader basis in focusing important issues;

o acknowledgment of an overview of the Municipality's financial activities;

o provide for an evaluation of its financial condition as of the end of indicated fiscal year,

compared with Prior results;
o identification of users of funds in the financing of the Municipality's of activities and;

o asset management's ability to handle budgetary functions.

FINANCIAL HIGHLIGIITS

Highlights for Government-wide Financial Statements

The govemment-wide financial statements use the economic resources measuring focus and the accrual basis of

accounting to report information about the Municipality as a whole:

. Total assets of the Municipality, on a govemment-wide basis, exceed its liabilities at the close of

fiscal year 2012 by $ 9,I i 1,618 (net assets).

o Revenues decrease 67a while expenses had change less than 17o, when

201 1.

o Net change (deficit) in net assets amounted to ($ 408,922), a decrease of approximately -1857o with

respect to the pdor year's net change of $480,992.

Hightighrs for Fund Financial Statements

The fund financial statements provide detailed information about the Municipality's most significant funds.

These financial statements use the current financial resources measurement focus and modified accrual basis of

accounting.

o A net change in the fund balance of the Municipality's govemmental funds in the amounl of $ 25,532 in

the fiscal year 2012 resulted in reported ending fund balances of ($2,598,094)'

This fund balance includes a net unassigned deficit in the amount of ($ 5,980,835)'

. For the year 2012 the General Fund reported an excess of expenditures and other financial uses over

revenues and other financial sources of ($993,496) and an unassigned fund deficit of ($5,3 t 9,384).

General Financial Ilighlights

. The investment in capital assets as ofJune 30,2012 was $23,930,887 (net of depreciation).

. I-ong-term debt increase of $686,685 or approximately a 67o increase with respect to the prior year.

ROMAN TORO & CO., CSP CertiJied Public Accountants and Business Consultants

PO BoX 3043 YAUC} PR 006s8JA3 ' TEL (787) 856-6220 FAX: (787) 856-6233
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CoMMoNWEALTTT oF PUERTo Rrco
MUNICTPALITY oF GuiNIcA, PUERTo RIco

Management Discussion and Analysis
For the Fiscal Year ended June 30, 2012

This annual report consists of a series of financial statements. The Statement of Net Assets and the Statement of
Activities provide information about the activities of the Municipality as a whole and present a long-term view of
the Municipality's finances. For govemmental activities, these statements tell how these services were financed in
the short term as well as what remains for future spending. Fund financial statements also report the
Municipality's operations in more detail than the government-wide statements by providing information about the
Municipality's most significant funds. Both perspectives allow the user to address relevant questions, broaden a
basis for comparison (year to year or government to govemment) and enhance the Municipality's accountability.

Overview of the Basic Financial Statements

The Municipality's financial statements include three components:
l. the govemment-wide financial statements

2. the fund financial statements

3. notes ofthe financial statements
These components are described below:

Government-wide frnancial statement: Are designed to provide reader with a broad overview of the
Municipality's operations and finances as whoie in a manner similar to Private-sector business. These statements

provide short-term and long-term information about the Municipality's financial position, which assist the
Municipality's management to determine the economic condition at the end of the fiscal year. These financial
statements are prepared using the flow of economic resources measurement focus and the accrual basis of
accounting. The govemmental-wide financial statements include; the statement of net assets and the statement of
activities.

The Statement of Net Assets and the Statement of Activities

The Statement of Net Assets and the Statement of Activities report information about the Municipality as a whole
and about its activities. These statements include all assets and liabilities using the accrual basis of accounting,
which is similar to the accounting used by most private-sector companies. All of the current year's revenues and

expenses are taken into account regardless of when cash is received or paid.

These two statements report the Municipality's net assets and changes in them. You can think of lhe
Municipaliry's net assets, the difference between assets and liabilities, as one way to measure the Municipality's
financial health, or financial positiorr. Over time, increases or decreases in the Municipality's net assets are one

indicator of whether its financial health is improving or deteriorating. You will need to consider other non-
financial factors, however, such as changes in the Municipality's property tax base and the condition of the roads,

to asses the overall heahh of theMrticipality of Gudnica.

ln the Statement of Net Assets and the Statement of Activities, we divide the Municipality into:
. Govemmental activities - Most of the Municipality's basic services are reported here, including the

municipal police, public works, garbage disposal, public energy and health services, and general

administration. Property taxes, municipal license tax, state and federal grants finance most of these

activities.

Reporting the Municipality's Most Significant Funds

Fund Financial Statement Report the financial position and results of operations of the Municipality's
govemmental funds. The Fund Financial Statement components are the Balance Sheet-govemment funds and the

Statements of Revenues, Expenditures and Changes in Fund Balance. The Fund Financial Statements provide

ROMAN TORO & CO., CSP Certified Public Accountants and Business Cottsultqnts

PO BOX 3043 YAUC0 PR 00698-3043 . TEL (787) 856-6220 FAX: (787) 856'6233



CoN&{oNWEALTH oF PUERTo Rrco
MUNICPALITY oF GuiNIcA, PUERTo Rrco

Management Discussion and Analysis
For the Fiscal Year ended June 30, 2012

detailed information about the most significant funds, not the Municipality as a whole. Some funds are required to
be established by bond covenants.

The Municipality's basic services are reported in the governmental funds, that uses an accounting approach which
focus on how money flows into and out of those funds and the balances left at year-end that are available for
spending. These funds are reported using an accounting method called modified accrual accotnting, which
measures cash and all other financial assets that can readily be converted to cash- The govemmental fund
statements provide a detailed short-teftn view of the Municipality's general govemment operations and the basic
services it provides. Governmental fund information helps you determine whether there are more or fewer
financial resources that can be spent in the near firture to finance the Municipality's prograrns. We describe the
relationship (or differences) between govemmental activities (reported in the Statement of Net Assets and the
Statement of Activities) and govemmentalfunds in a reconciliation on this report.

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

TIIE MUNICIPALITY AS A WHOLE

The Municipality's combined net assets decreased from a year ago, from $9,360,541 million to $ 9,111,618
million. Our analysis below focuses on the net assets (Table 1) and changes in net assets (Table 3) of the
Municipality's govemmental activities.

Table I
NET ASSETS

(in Million)
Governmental Activities

20tt
As restated

Current and other assets $ 4,324303 $ 3,609,087
Capital assets 23.930.887 23.686.780

Total assets 28.255.190 27.295.867

Cunent liabilities 6,479,2'13 5,957,713
Long-term debt outstanding 12.664.298 11.977.613

Total liabitities 19.143.571 17.935.326

Net assets:
Invested in capital assets,

net ofrelated debt 19,324,639 16,702,587
Restricted for:
Debt services 2,316,060 1,723,399
Special purposes 72,452 226,507
Capital project 44'1,894 292,334

uffestdcted (Deficir) /13.049.426l. ( 9.584.286)

Net Assets $ iJ1rcf& _L9160311

ROMAN TORO & CO., CSP Certified Public Accountants and Business Consuhants
PoBox3043 YAUC) PR 00698-3M3 . TEL (787) 8s6-6220 FAX: (787) 856-6233



CorfluoNwEALTE oF PUERTo Rrco
MUNICIPALITY OF GU{MCA, PUERTO RICO

Management Discussion and Analysis
For the Fiscal Year ended June 30, 20 I 2

Net assets of the Municipality's govemmental activities decreased by $ $ 248,923. Unresticted net assets, the
part of net assets that can be used to finance day-to-day operalions without constraints established by debt
covenants, enabling legislation or other legal requirements, changed from approximately $ 3,465,140 million at
June 30, 2012. The following is a condensed presentation of the Municipality's results of operations, as reported
in the government-wide financial statements:

Comparative Condensed Statement of Activities:

mlz 2011 As restated
Revenues:
Program revenues:

Operating grants and contributions
Capital grants and contributions

Charges for services
General revenues:

Property taxes
Municipal license taxes
Sales tax

Grants and contributions not restricted to specific pro$am
State contributions

Licelse and permits
Interests, fines and penalties
Miscellaneous
Total revenues

Expenses:
General govemment
Public work
Public Safety
Culture and recreation
Health and sanitadon
Human services and welfare
Interests

Total expenses

Net (decrease) ilcrease in net ass€ts

Net assets-at the beginning ofthe year, as restated

Net assets- at end of the year

480,992

ROMAN TORO & CO., CSP Certified Public Accounmnts and Business Consultqnts
PO BOX3043 vAuco PR 00698-3043 . rEL (787) 8s6-6220 FAX: (787) 856-6233

229,927 230,721

13,301,534 14,191,550

1,684,032
282,904

r,944,099

r,793,542
286,453
334,693

6,078,594

552,964
1t4,326

5,497,583
9M;702

1,331,351
895,036

3,232,590
rA97;172

(408,922)

9,520,541
$ 9,111,619

$2,448,215

1,6'15,927

1,865,928
388,818
821,2nO

4,864,9',76
r,223,801

634,510
31,394

6,135,388
1,010,551
| 198J93

727,183
3,429,116

705,078
311,422 2M,649

l3;noA56 13,710,558

$ 9,360,541



CoMMoNWEALTH oF PUERTo RICo
MUNICIPALITY oF GUANICA, PUERTo RICo

Management Discussion and Analysis
For the Fiscal Year ended June 30,2012

Financial analysis of the Municipality's Governmental Funds

The Municipality uses fund accounting to ensure and demonstrate compliance with finance-related legal
requirements. The focus of the Municipality's govemmental fund is to provide information on near-term inflow,
outflow, and balance of spend able resources. Such information is useful in assessing the Municipality's financial
requirements. [n particular, unreserved fund balance may serve as an useful measure of a gou"-ment', n"t
resources available for spending at the end of fiscal year. The following is a condensed presentation of the
Municipality's balance sheet and results of operations of govemment fund:

Comparative Condensed Balance Sheet-Goyernmental funds:

Total assets-major funds

Total assets-aon-major fu nds

Total assets

Total liabilities-major funds

Total tiabilities-non-major funds

Total liabilities

Fund Balances:

Restricted-major funds

Restricted-non-major fu nds

Assigned-major funds

Unassigned-major funds

Unassigned- non-major funds

Total fund balances

Comparative Condensed Statement of Operations-Governmental
funds:
Total revenues-mayor funds
Total revenues-non-mayor funds

Total revenues

Total expenditures-major funds

Tolal expendilures-non-major funds

Total expenditures
Other Financial Sources-major funds(excluding operating transfers
among funds)

Net changes in fund balances

7,548,861 6,E45,961

$ 6,775,970

772,891
$ s,940,5r r

905,450

8,712,613

|,434,342
7,973,3s2

t,496,235

t0,146,955

3382,74t

(5,319,384)

(661,451)

9,469,587

2,293,047

93,199

12,803

(4,338,691)
(683,984)

(2,s98,094) (2,623,626)

11,469,227 12,495,406

1,549,402 1,696,144

13,o18,629

13,313,029

14,19r550

t2,731,t66
1,620,068 1,702,854

14,933,097 14,434,020

1,940,000

ROMAN TORO & CO., CSP Certified Public Accountqnts a d Business Consultants
PoBOX3043 YAUco PR 00698-3A3 . TEL. (787) 856-6220 FAX: (787) 8s6-6233



Governmental Activities

Total revenues of Municipality's govemmental activities decrease d by $1,172,921 while total expenses increase
by $499'077 - The Municipaliry of Gu6nica took the following majoi actions this year to improve the financial
position:

o The Mayor of the Municipality of Gui{nica assigned personnel to improve the collections of municipal
licensed tax and property tax revenues; supervise the operations of the official and auxiliary collector of
the Municipality.

r In the budget with respect to the administration of the Municipality received the estimated of expenses
by each department, and the Budget Director and the Mayor performed the evaluation to those expenses
and determine the needed of each one, looking for the reduction of those unnecessary expenses without
affecting the daily operations.

Expenses during the fiscal year ended June 30, 2012 was substantially related to the following:

Table 2
Governmental Activities

(in Million)

Coi&IoN[/EALTH oF puERTo Rrco
MUMCIPALITY oF GUAMCA PUERTo RICo

Management Discussion and Analysis
For the Fiscal Year ended June 30,2Ol2

Total expenses

2012 20tt

General Government
Public Safety

Public works
Culture and recreation
Health and sanitation
Human service and welfare
Debt service

Capital outlays

Totals

$ 5.21

.84

1.04

.70

3.21

1.48

1.56

.89

$ 5,87
.92

1.16

.52

3.42
.68

.78

1.08

14.93 14.43

The cost of all govemmental activities this year was $ 14.93 million compared to $14-43 million last year.

Table 2 presents the cost of each of the Municipality of Guanica's largest prograrns.

ROMAN TORO & CO., CSP CeniJied public Accountants and Business Consultants
PO BOX 3U3 YAUCO PR 00698-3043 . TEL (787) 856-6220 FAX: (7s7) 856-6233 o
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Management Discussion and Analysis
For the Fiscal Year ended June 30,2012

Table 3
Governmental Activities

(inMillion)
General Revenues
by major sources

2012 20tt

Property taxes

Municipal license taxes

Sale tax

Others
Grants and contributions

Total s

Charges for service
Operating Grants and Contribution

Totals

$ 1.80

.29

.JJ

.17
6.80

$919

$ 1.87

.38

.83

.91
6.08

$10.02

The major sources of general revenue are property taxes, municipal license taxes, sales tax and grant and
contributions not restricted, which in total represent 9.39 (72Va) of all revenues in 2012 and 10.07 (7lEo) ZOll,
respectively.

Table 4
Governmental Activities

(in Million)
Program Revenues
by major sources

2012 20tt

1.94

1.68

$ 3.62

$ 1.67

2.48

$4.1s

General Fund Budgefary Highlights

Over the course of the year, the Municipal Assembly revised the Municipality of Gudnica budget several times.
These budget amendments fall into various categories. The first category includes amendments and supplemental
appropriations that were approved shortly after the beginning of the year and reflect the actual beginning balances
(versus the amounts we estimated in May 20ll).

Budget and actual comparison schedules are provided in the Basic Financial Statements for the General Fund.
The Budgetary Comparison Schedule of the General Fund shows the original adopted budgets, the final revised
budget, actual results, and variance befween the final budget and actual result for the general and major special
funds.

ROMAN TORO & CO., CSP Cenifud Public Accountants and Business Consultantt
PO BOx 3043 YAUCO PR 00698-3043 . TEL (787) 856-6220 FAX: (787) 8s6-6233



Capital Assets

As of June 30, 2012, the Municipality of Gui4nica had $ 23.9 million invested in a broad range of capital assets,
including buildings, parks, roads, bridges, and equipment. This amount represents a net increase (including
additions and deductions) of $ 244,107, or .9Vo, over last year.

L0NG.TERM DEBT

The Municipality had a total of $12,664,298 in general obligations and orhers outstanding debts. Of this
amount, $8,815,0(X) are bonds and notes and the remainder $ 3,849,298 are other long te;m obligations.

The Municipality is required to limit the amount of general obligation debt to loEo of the total assessment of
property located within the Municipality, for bonds to be repaid with the proceeds of property taxes restricted
for debt services. Other obligations include accrued vacation and sick leave, claims and judgments, and
other installment payment agreements with various govemmental agencies.

ECONOMIC FACTORS AND NEXT YEAR'S BUDGET

The Municipality's elected and appointed officials considered many factors when setting the fiscal-year
2OIl-1213 budget.

Budgeted expenditures are expected to rise accordingly to the increase in budgeted revenues.

ff these estimates are realized, the Municipality's budgetary General Fund balance is expected to increase
modestly by the close of 2012.

CONTACTING THE MUNICIPALITY'S FINANCIAL MANAGEMENT

This financial repoft is designed to provide our citizens, taxpayers, and creditors with a general overview of
the Municipality's finances and to show the accountability for the money it receives. If you have questions
about this report or need additional financial information, contact us at Municipality of Guiinica, pO Box
785, Gu6nica, Puerto Rico 00653.

CoMMoNWEALTII oF PUERTo RICo
MuNrcpALITy oF Gu,(Nrca ptrEnro Rrco

Management Discussion and Analysis
For the Fiscal Year ended June 30,2012

ROMAN TORO & CO., CSP Certified Public Accountants and Business Consultants l0POBOx3043 yAUCo PR 00698-3043 . TEL. (787) 8s6-6220 FAX: (787) 856-6233
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Commonwealth of Puerto Rico
Municipality of Guanica
Statement of Net Assets

Jtlle 3O, ?-Ol2

Goyernmental
Activities

ASSETS:
Cash and investments
Cash with fiscal agent
Receivables:

Intergovemmental
Federal gmnts
Others

Deferred bond issuance cost

Capital assets:

La.nd, improvements, and construction in progress

Other capital assets, net of depreciation
Total capital assets

TOTALASSETS

LIABILITIES:

Accounts payable and accrued liabilities
Accrued interests
Due to govemmental units
Deferred revenues:

Municipal license taxes

Federal grants

Long-term liabilities:
Due within one year
Due in more than one year

TOTAL LIABILITIFS

NETASSETS
Invested in capital assets, net of related debt

Restricted for:

Debt service
Other purposes

Capital projects

Unresricted (deficit)

TOTAL NET ASSETS

500,119
3,485,370

238,588
90,897

1,205
8,124

4,324,303

1,523,706
22,q7,1a1
23,930,887

28,?55,190

3,251,813
124,486

2,483,9s9

218,515
400,500

1,606,414
11,057,884

19,L4357t

19,324,639

2,316,060
72,452

447,894
(13,049,426)

9,ttt,6t9

The notes to the financial statements are ao integal part of this statement.

ROMAN TORO & CO., CSP Cefiirted Public Accountants and Business Consultants
PoBoX j043 YAUco PR 00698-3U3 . TEL. (787) 856-6220 FAX: (787) 856-6233
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Comnonwealth of Puerto Rico

Municipality of Guanica

Statement of Activities

For the Year Ended June 30, 2012

Program Revenues

Charges for
Services

Operating
Grants and

Capital
Grants and Net (x'.I'edse)

Contributiom Contributions Revenue

Govertrmedtal Activities:
General govemment

Public safety
Public work
Culture and redeatiofl
Health and sanitation
Human services and welfare
Interest on long-term debt

Total governmental activities

FrmctionJProgram Erpetises

$ 5,497,583
944,',702

1,331,351

895,036
3,232,590
r,497;t'12

3ttA22

13,287
|M,966

1,765,846 282,904

$ (5,484,296)
(779;136)

(1,331,351)
(895,036)

(1,183,840)

186,260
(3tt 422\

r,6u,032

General revenues:

Eoperty taxes

Municipal license tax
Sales and use tax
Other local taxes
Grant and contributions not rcstricted to specifrc pmg'ams
Ioterest and investment eamings

Miscellaneous

Total geoeEl revenues

Change in net assets

Net assets - beginning-as restated

Net assels - eDding

$ 282,9M $ (9,799,Ar)

$ 1,793,542
286As3
334,693
552,964

6,078,594
1t4,326
229,927

(408,922\
9,520,541

$ 9,111,619

The notes to the fina[cial statements are an integral pan ofthis statement

ROMAN TORO & CO., CSP Certifud Public Accountants and Business Consultants
PoBOX3043 YAUCO PR 00698-3Ai . TEL (787) 85G6220 FAX: (787) 856-6233
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Commonwealth of Pueno Rico

Municipality of Gudnica

Reconciliation of the Govemmental Funds Balance Sheet to
the Statement of Net Assets

lurrc 3O,2012

Total Fund Balance- Govemmental Funds

Aounts Reported for Goveremmeotal Activities in the Statement of Net Assets

are different because:

Capital Assets used in govemmental actiyities are not financial resourses

and thereforq are not reported in the funds. In the current p€riod, these

amounts are:

Non Depreciable Capital assets

Other depreciable assets

Accumulated Depreciation

Total capital assets

Other assets used in governmental activities are not current financial resources and,

therefore, are not repoded in the funds;

Defe[ed charges- bond isuance costs

Some liabilities arc not due and payable in the curent period and therefore,

are not reported in the funds. Those liabilities consist of:

General Bonds and notes payable

Reveoue Departme[t- loan for payment of legal settlement

Revenue DeparfiEnt- repayment of excess property taxes

Department of labor

Puerto Rico water and sewer agency

Compensated absences

Property Tax debt- Law 42

Claims and judgement

Total long-termJiabilities

Net Assets of govemmental activities

r,523,76
34,486,03s

(12,078,8s4)

Q,598,@4)

23,930,887

8,124

$ 9.1 .619

8,380,000

674,775

571,O92

9l,950
60,000

1.429,40t
902,080

120,0@
(12,229,298)

ROMAN TORO & CO., CSP Certified Public Accountants and Business Consultants

Po BoX 3043 YAUCO PR 00698-3M3 ' TEL. (787) 85G6220 FAx: (787) 8s6'6233
l5



COMMONWEALTI{ OFPUERTO RICO
Municipality of Guanica

Reconciliation of The Satement of Reve[ues, Exp€nditures, and Changes
In Fund Balance of Govemmental Funds To The Statemelt of Activities

For the Fiscal Year Ended June 30, 2012

Net change in fund balances-total govemmental funds

Amouots reported for goyemmental actiyities in the statement of activity
are different because:

Govemmental funds repolt capital oudays as expenditures. However, in the

statement of activities the cost of those assets is allocated over their estimated

useful lives and reported as depreciation expense. In the currelt period,

these amounts are:

Capital assets additions

Donated e4uipment

Depreciation Expense

Total

Repayment of long-term principal is expenditure in the govemmental funds,

but the repayment reduces long-term liabilities in the statemerlt of net assets.

In the current year, the repayments were incu[ed:

General obligation bonds and notes

Other long-term liabilities

$ 2ss32

891,348

282,904
(930,145)

435,000

818,3 r5

244,|U

Total

Govemmental funds reports the effect ofbond issuance costs as expenditure wherl debt

is first issued, whereas this amount is deferred in the statement of activities:

1,253,315

Bond issuance cost 8,124

Proceeds from long term debts are other financing sources in the govemmental funds,

but increases long-term liabilities in the Statement of Net Assets: (1,940,000)

Change in net assets of govemmental activities $ 1!O89D

ROMAN TORO & CO., CSP Certifud Public Accountants and. Business Consultants
PO BOX 3U3 YAUCO PR N698-3M3 . TEL (787) 8s6-6220 FAX: (787) 856-62j3
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CoMMoNWEALTTT oF PUERTo Rrco
MUNICPALITY oF GUANICA, PTIERTo RICo

Notes to Basic Financial Statements

I. ST]MMARY OF SIGNIFICANT ACCOUNTING POLICMS

The Municipality of Gudnica of the Commonwealth of Puerto Rico (the "Municipality") was founded in
1771. The Municipality is a local govemment with full legislative, fiscal and administrative powers to
operate as a govemment under Law No. 8l of August 30, 1991, as amended, known as the Autonomous
Municipalities Act of the Commonweahh of Puerto Rico (Ittw No. 8l ).

The Municipality's govemmental system consists of executive and legislative branches. The Constitul.ion
ofthe Commonwealth of Puerto Rico (the "Commonwealth") provides for the separation of powers ofthe
executive, legislative and judicial branches. A Mayor, elected every four years by the citizens, exercises
the executive power of the Municipality. The legislative power is exercised by the Municipal I-egislature,
which is also elected every four years. The General Justice Court System of the Commonwealth, which
has jurisdiction over the Municipality, exercises thejudiciary power.

The Municipality assumes responsibility for providing services to its citizens related to public housing,
welfare, public safety, health, sanitation, education, culture, recreation, urban development, and many
other general and administrative duties.

The accounting policies of the Municipality conform to accounting principles generally accepted in the
United States of America as applicable to governmental units. The following is a summary of the more
significant policies.

The accompanying basic financial statements of the Municipality have been prepared in conformity with
accounting principles generally accepted in the United States of America (GAAP) as prescribed by the
Govemmental Accounting Standards Board (GASB). The GASB is the standard-setting body for
govemmental accounting and financial reporting. The GASB periodically updates its codification of the
existing Govemmental Accounting and Financial Reporting Standards which, along with subsequent
GASB prolouncements (Statements and Interpretations) constitutes GAAP for govemmental units.

In June 1999, GASB issued Statement No. 34, Basic Financial Statements - and Management's
Discussion and Analysis - for State and Local Govemments (GASB No. 34). This statement established
new financial reporting requirements for state and local govemmenis. On July 1, 2003, the Municipality
adopted the provisions of GASB No. 34 as well as other statements referred to below.

The accompanying basic financial statements present the financial position and the results of operations of
the Municipality and its various funds and fund types. The basic financial statements are presented as of
June 30, 2011, and for the fiscal year the[ ended. The more significant of these accounting policies are
described below and, where appropriate, subsequent pronouncements will be referenced.

According to the financial reporting model established by GASB No. 34, the minimum required financial
statement presentation applicable to the Municipality is composed of the following elements: (l)
govemment-wide financial statements (GWFS), (2) govemmental fund financial statements (GFFS), (3)
notes to basic financial statements, and (4) required supplementary information (RSI).

The required supplementary information, which consists of a management discussion and analysis
(MD&A), is information presented along with, but separate from, the Municipality's basic financial
statements. The MD&A is a narrative report that introduces the accompanying basic financial statements
and provides an anall,tical overview of the Municipality's financial activities for the year ended June 30,
2O12, based on the Municipality's knowledge of the transactions, events and conditions reflected in the
basic financial statements. The MD&A also highlights certain key fiscal policies that control rhe
Municipality's operations.

ROMAN TORO & CO., CSP Certified Public Accountants and Business Consultants
PO BOX 3043 YAUCO PR 00698-3043 . TEL. (787) 856-6220 FltX: (787) 856-6233 t7



CouuoNwBar,TH oF PUERTo Rrco
MT]NICIPALITY oT GUANICA, PUERTO RICO

Notes to Basic Financial Statements

NOTE 1 - ST]MMARY OF SIGNIFICANT ACCOTJNTING POLICIES (CONTINUED)

As previously mentioned, on July 1, 2003, other statements and interpretations were also adopted in
conjunction and simultaneously with GASB No. 34. Those statements and interpretations are: (l) GASB
Statement No. 33 - Accounting and Financial Reporting for Nonexchange Transactions, (2) GASB Statement
No. 37 - Basic Financial Statements - and Management's Discussion and Analysis - for State qnd Local
Goyemments: Omnibus, (3) GASB Statement No. 38 - Certain Finrtnciql Stqtement Note Disclosures and (4)
GASB Interpretation No. 6 - Recognition and Measurement of Certain Liabilities and Expenditures in
Govemmental Fund F inancial Statements.

GASB No. 34 also required that the accounting for all govemmental activities reported in the GWFS be based

on applicable pronouncemenls issued by the Financial Accounting Standards Board (FASB) and its
predecessor bodies, such as the Accounting Principles Board (APB), issued on or before November 30, 1989,
provided those pronouncements do not conflict with or contradict GASB pronouncements. Accordingly, in
conjunction and simultaneously with the adoption of GASB No. 34, the Municipality also adopted the
following pronouncements: (1) APB Opinion No. 20 - Accounting Changes, (2) APB Opinion No. 2l -
Interest on Recei,uables and Payables, (3) FASB Statement No. 5 - Accounting for Contingencies and (4)
FASB Statement No- 16 - Prior Period Adjustments. The Municipality has elected to not apply all statements

and interpretations issued by FASB after November 30, 1989.

A. FINANCIAL REPORTING ENTITY

The accompanying basic financial statements include all departments and organizations units whose funds are

under the custody and control of the Municipality. In evaluating the Municipality as a reporting entity,
management has addressed all the potential component units. The decision to include any potential component
unit in the reporting entity was made by applying the provisions of GASBS No. 14, Ifte Financial Reporting
Entity, as amended by GASB 39, Determining Whether Certain Organizations are Component Units - an

Amendment ofGASB 14.

The basic criteria for including a potential component unit within the reporting entity is if potential component
units are financially accountable and other legally separate organizations for which the Municipality is not
financially accountable but the nature and significance of their relationship with the Municipality may be such

that exclusion of the financial statements from those of the Municipality would cause the accompanying basic

financial statements to be misleading or incomplete. Accordingly, a legally separate organization would be

reported as a component unit of the Municipality if all of the following criteria are met:

. The Mayor appoints a voting majority of an organization's goveming body and, either (1)

Municipality has the ability to impose its will on that organization or (2) the organization has

potential to provide specific flnancial benefits to, or impose specific financial burdens on

Municipality.
. The economics resources, for which the Municipality is entitled, either received or held by (he separate

organization, are entirely or almost entirely for the direct benefit of the Municipality or its constituents.

The Municipality's management has concluded that based on the aforementioned criteria, there are no legally
separate entities or organizations that should be reported as component units of the Municipality for the fiscal
year ended June 30,2012. Accordingly, these basic financial statements present only the Municipality as the

reporting entity.

These financial statements present the respective financial position of the govemmental activities, each major
fund, and the aggregate remaining fund information of the Municipality, as of June 30, 2012, and the

respective changes in financial position, where applicable, thereof for the fiscal year then ended.

ROMAN TORO & CO., CSP Certified Public Accountqnts and Business Consultqnts
PoBoX3043 YAUC) PR 00698-3043 . TEL. (787) 856-6220 FAx: (787) 856-6233 l8
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CoN4UoNWEALTH oT PUERTo RICo
MUNICIPALITY oF GUANICA, PIIERTO RICO

Notes to Basic Financial Statements

NOTE 1 - STJMMARY OF SIGNIFICANT ACCOTJNTING POLICIES (CONTINUED)

B. MEAST]REMENT FOCUS AND BASIS OF ACCOUNTING

GOYER.IIMENT-WIDE FINANCIAL STATEMENTS

The govemment-wide flnancial statements (the Statement of Net Assets and the Statement of Activities) are
reported using the economic resources measurement focus and the accrual basis of accounting. Revenue is
recorded when eamed and expenses are recorded when a liability is incurred, regardless of the timing of
related cash flows. Grant and similar items are recognized as revenue as soon as all eligibility requirements
have been met.

GOVERNMENTAL FUND FINANCIAL STATEMENTS

The govemmental fund financial statements are reported using the current financial resources measutement
focus and the modified accrual basis of accounting. Revenues are recorded when 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 exception to this general rule is the principal and interest on general obligation long+erm debt and
compensated absences, if any, are recognized when due.

In applying the "susceptible to accrual" concept to intergovemmental revenues (federal grants) pursuant to
GASBS No. 33, Accounting and Financial Reporting for Non-exchange Transactions (the Municipality may
act as either provider or recipient), the provider should recognize liabilities and expenses and the recipient
should recognize receivables and revenue when the applicable eligibility requirements including time
requirements, are met. Resources transmitted before the eligibility requirements are met should, under most
circumstances, be reported as advances by the provider and deferred revenue by the recipient.

There are essentially two types of revenue. For some grants, funds must be expended by the Municipality on
the specific purpose or project before any amounts will be reimbursed. Revenue is, therefore, recognized as

expenditures are incurred to the extent available. For the other revenue, moneys are virtually unrestricted and

are generally revocable only for failure to comply with prescribed compliance requirements. These resources

are reflected as revenue at the time of receipt or earlier if the susceptible to accrual criteria is mel

Expenditures are generally recorded when a liability is incurred, as under accrual accounting. Modifications to
the accrual basis of accounting include the following:

{. Employee's vested annual vacation and sick leave is recorded as expenditure when utilized. The
amount of accumulated annual vacation and sick leave unpaid at June 30, 2012, has been reported
only in the govemment-wide financial statements.

C. FINANCIALSTATEMENTPRESENTATION

The basic financial statements include both govemment-wide (based on the Municipality as a whole) and fund
financial statements. While the previous financial reporting model emphasized fund types (the total of all funds
of a particular type), in the new financial model the focus is on either the Municipality as a whole, or major
individual funds (within the basic financial statements). Both the govemment-wide and fund financial
statements (within the basic financial statements) categorize primary activities as either govemmental or
business t)?e.

ROMAN TORO & CO., CSP Certified Public Accountants qnd Business Consuhants
POBOX3043 YAUCO PR 00698-3043 . TEL. (787) 856-6220 FAX: (787) 8s6-6233 te



Cor\D{oNwEALTH oF PUERTo Rrco
MUNICIPALITY oF GUANICA, PUERTO RICO

Notes to Basic Financial Statements

NOTE 1 - SI]MMARY OF SIGNtr'ICANT ACCOI]NTING POLICIES (CONTINUED)

C. FINANCIAL STATEMENT PRESENTATION (CONTINUED)

GOVERNMENT-WIDE FINANCIAL STATT,MENTS

The government-wide financial statements (the Statement of Net Assets and the Statement of Activities) report
information of all the activities of the Municipality. For most part, the effect of interfund activity has been
removed from these government-wide financial statements. Govemmental activities, which normally are
supported by taxes and intergovemmental revenues, are reported separately from business-type activities,
which rely to a significant extent on fees and charges for support.

The focus of the Statement of Net Assets is designed to be similar to bottom line results for the Municipality
and its govemmental activities. This statement, for the first time, combines and consolidates governmental
fund's cunent financial resources (short-term expendable resources) with capital assets and long-term
obligations.

The Statement of Net Assets presents the reporting entities' assets and liabilities, with the difference reported
as net assets. Net assets are reported in three categories:

* Invested in Capital Assets, Net of Related Debt - These consists of capital assets, net of accumulated
depreciation and amortization, and reduced by outstanding balances for bonds, notes, and other debt
that are attributed to the acquisition, construction, or improvement of those assets.

.:. Restricted Net Assets - These results when constraints are placed on net assets use, which can be
either extemally imposed by creditors, grantors, contributors, and the like, or imposed by law through
constitutional provisions or enabling legislation.

.! Unrestricted Net Assets - These consists of net assets which do not meet the definition of the two
preceding categodes. Unrestricted net assets often are designated, to indicate that management does
not consider them to be available for general operations. Unrestricted net assets often have constraints
on resources that are imposed by management, but can be removed or modified.

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

The Statement of Activities is focused on both the gross and net costs per functional category, and reflects the
direct expenses of each functional category or identifiable activity, which are supported by program revenues.
Direct expenses are those that are clearly identifiable with a specific function or activity, and the Municipality
generally does not allocate indirect expenses. Program revenues include (a) charges to cusiomers or applicants
who purchase, use, or directly benefit from goods, services, or privileges provided by a given function or
activity and (b) grants and contributions that are restricted to meeting the operational or capital requirements of
a particular function or activity. Taxes and other items not included in program revenues are reported iostead
as general revenues.

GOI'ERNMENTAL FUND FINANCIAL STATEMENTS

The fund financial statements (the Balance Sheet and the Statement of Revenues, Expenditures, and Changes
in Fund Balances) are, in substance, very similar to the financial statements presented in the previous financial
reporting model. Emphasis here is on the major funds in the govemmental category. Non-major funds are
summarized into a single column.

ROMAN TORO & CO., CSP Certified Public Accountants and Business Consuhants
PoBOx3043 yAUCo PR 00698-3043 . TEL. (787) 856-6220 FAx: (787) 8s6-6233 20



CoNtrUoNwEALTH oF PUERTo Rrco
MTINICIPALITY oF GUANICA, PUERTo RICo

Notes to Basic Financial Statements

NOTE 1 - SI]MMARY OF SIGNIFICANT ACCOT]NTING POLICIES (CONTINUED)

C. FINANCIAL STATEMENT PRESENTATION (CONTINIIED)

Traditional users of govemmental financial statements will find 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 financial resources and modified accrual basis
of accounting.

This is the manner in which these funds are normally budgeted. This presentation deemed most appropriate to
(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 fiscal plan.

Since the govemmental fund statements are presented in a different measurement focus and basis of
accounting than the govemment-wide statements, reconciliation is presented and a separate explanation for
each differences.

The Municipality reports its financial position @alance Sheet) and results of operations (Statement of
Revenues, Expenditures and Changes in Fund Balance) in funds, which are considered separate accounting
entities. The operations of each fund are accounted for within a set of self-balancing accounts. Fund
accounting segregates funds according to their intended purpose and is used to aid management in
demonsrating compliance with legal, financial, and contractual provisions.

The new model as defined in GASBS No. 34 established criteria (percentage of the assets, liabilities, revenues,
or expenditures/exFnses of either fund category in the governmental fund) for the determination of major
funds. The non-major funds are combined in a single column in the fund financial statements. The
Municipality reports the following major funds:

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

State Assisnment Fund - This is the fund used to account for all the transactions of the State Assignments by
I-egislature Resolutions. The primarily objectives of this assignment is the development of construction
projects on communities.

Debt Service Fund - This is the fund used to account for the accumulation of resources for and the payment
of, general long-term debt principal, interest, and related costs.

Housing Choice Voucher Sec 8 Proeram This fund accounts for revenues related to federal program HUD-
Section 8. The purpose of the program is to provide rental assistance to very low income families to help
afford decent, safe and sanitary housing.

Loans Fund - This is the fund used to account for all financial resources and transactions related to the loans
for construction purposes and capital outlays of the Municipality, which is financed by loans from the
Govemment Development Bank ofPuerto Rico.

GASBS No. 34 eliminates the presentation of Account Groups, but provides for these records to be maintained
and incorporates the information into the Govemmental column in the Govemment-Wide Statement of Net
Assets.

ROMAN TORO & CO., CSP Certified Public Accountants and Business Consultants
PO BoX 3U3 YAUCO PR 00698-3M3 . TEL. (787) 856-6220 FAX: (787) Bs6-6233 2I



CoMMoNWEALTH oF PUERTo RICo
MUNICTPALITY oF GUANICA, PUERTo RICO

Notes to Basic Financial Statements

NOTE I - ST]MMARY OF SIGNtr'ICANT ACCOUNTING POLICIES (CONTINUED)

D. FINANCIAL REPORTING PRESENTATION

The accounts of the Municipality are organized on the basis of funds, each if which is considered a separate
accounting entity. The operations of each fund are accounted for with a separate set of self-balancing accounts
that comprise its assets, liabilities, fund equity, revenues, and expenditures. Fund types are as follows:

General Fund - Is the general operating fund of the Municipality. It is used to account for all
govemmental activity, except those required to be accounted for in another fund.

Soecial Revenue Fund- This is the fund used to account for revenues derived from local funds, state
grants or other restricted revenue sources. The uses and limitations of each special revenue fund are
specified by Municipality ordinances or state statutes.

Debt Service Fund - This is the fund used to account for the accumulation of resources for and the
payment of, general long-term debt principal, interest, and related costs.

Canital Proiects Fund - This is the fund used to account for financial resources used for the
acquisition or construction of major capital facilities. The uses and limitations of each capital projects
fund are specified by Municipality ordinances or state statutes.

E. FI]ND BALANCES

In the curent year, the Municipality adopted the provisions of GASB Statement No. 54, Fund Balance
Reporting and Govemmental Fund Type Definitions (GASB 54), which enhanced the usefulness of fund
balance information by providing clearer fund balance classifications that can be more consistently applied.
This statement establishes fund balance classifications that comprise a hierarchy based primarily on the extent
to which the Authority is bound to observe constraints imposed upon the use of resources reported in
govemmental funds.

Pursuant to the provisions of GASB 54, the fund balances amounts are reponed as non-spendable, restricted,
committed, assigned and unassigned, based on the relative strength of the constraints that control how specific
amounts can be spent, as described as follows:

'i' Non-snendable - Represent resources that cannot be spent readily with cash or are legally or
contractually required not to be spent, including but not limited to inventories, prepaid items, long-
term balances of loans and notes receivahle-

Restricted - Represent resources that can be spent only for the specific pu{poses stipulated by
constitutional provisions, extemal resource providers (extemally imposed by creditors or grantors), or
through enabling legislation (that is, tegislation that creates a new revenue source and restricts its use).
Effectively, restrictions may be changed or lifted only with the consent of resource providers.

Committed - Represent resources used for specific purposes, imposed by formal action of the entity's
highest level of decision making authority (Municipal Legislature through resolutions and ordinances)
and can only be changed by similar law, ordinance or resolution, no later than the end of the fiscal
year.

ROMAN TORO & CO., CSP Cerlified Public Accountants and Business Consultants
Po BOX 3043 YAUCO PR 00698-3043 . TEL. (787) 8s6-6220 FAX: (787) 8s6-6233 22
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Co[d\,roN wEALrH oF PUERTo Rrco
MLI.UCIPAI-ITY oF GUANICA, PUERTO RICo

Notes to Basic Financial Statements

NOTE 1 - SI]MMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

E. FT'ND BALANCFS (CONTINT]ED)

{' Assimed - Represent resources intended to be used by the Municipality for specific purposes but do
not meet the criteria to be classified as restricted or committed (generally executive orders approved
by the Mayor). Intent can be expressed by the Municipal t-egislature, the Mayor or by an official or
body to which the Municipal lcgislature delegates authority in conformity with Autonomous
Municipalities Act of Puerto Rico, as amended. In governmental funds other than the general fund,
assigned fund balance represents the remaining amount that is not restricted or committed.

t Unassimed - Represent the residual classification for the Municipality's general fund and includes all
spendable amounts not contained in the other classifications. In other funds, the unassigned
classification is used only to report a deficit balance resulting from overspending for specific purposes
for which amounts had been restricted, committed, or assigned.

When both rest cted and unrestricted resources are available for use, it is the Municipality's policy to use
extemally restricted resources first, then unrestricted resources-committed, assigned and unassigned-in order
and as needed.

At June 30, 201 l, the accompanying fund financial statements reported fund balances as resaicted, assigned
and unassigned.

F. BI]DGETARY DATA

The Municipality annually adopts the Budget Resolution for all operating funds of the Municipality except for
certain restricted accounts of Proprietary Funds and Special Revenue Funds. Budgetary control is legally
maintained at the fund level. The budget is prepared using the modified accrual basis of accounting with
encumbrance included as budgetary basis expenditures. The Municipality's Budget Resolution provides
transfer authority (1) to the Mayor and the Management and Budget Director, within and between departments
and funds, as long as the total budget of the Municipality (net of interfund transfers) is not increased; (2) to the
Management and Budget Director to implement grant budgets as the grant applications are accepted by the
Municipality; and (3) to the Management and Budget Director to amend (re-appropriate) each new year's
budget, to the extent of outstanding encumbrances, and./or unexpended project/grant appropriations at year end.
Municipality's I-egislature action is required for (l) use of the budgeted trgislature contingency, and (2) the
approval of supplemental appropriations. During the year, several supplemental appropriations were necessary.

The budget columns (original and final budgets) of the Budgetary Comparison - General Fund reflect the
original budget and the amended budget (which have been adjusted for legally authorized revisions of the
annual budgets during the year). Appropriations, except remaining project appropriations, encumbrances, and
unexpended grant appropriations, lapse at the end of each fiscal year.

Amendments to the budget, including transfers, require the approval of the Municipal Irgislature.
Unencumbered appropriations lapse at the end of the next fiscal year. The Municipality follows these
procedures, in accordance with law, in order to establish the budgetary data reflected in the basic financial
statements:

l. Prior of May 3l ofeach fiscal year, the Mayor submits to the Municipal Legislature a proposed budget
for the fiscal year commencing the following July 1 in addition of a budget message;

2. The budget document is available for public inspection prior to its approval by the Municipal
kgislature;
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CoNtrUoNwEALTH oF PUERTo Rrco
MUN'ICTPALITY oF GUAN'ICA, PUERTO RICO

Notes to Basic Financial Statements

NOTE 1 - ST]MMARY OF SIGNtr'ICANT ACCOI]NTING POLICIES (CONTINUED)

F. BT'DGETARY DATA (CONTINT'ED)

3. The Commissioner of Municipal Affairs examines the budget to verify if it complied wirh the law's
standards and sends it to the Mayor for any comments or recommendation before the limited date
establishes by the l-aw;

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

5. If a budget is not adopted prior to the end of the end of the fiscal year, the annual budget for the
preceding fiscal year, as approved by the Municipal trgislature and the Mayor, is automatically
renewed for the ensuing fiscal year until a new budget is approved. This permits the Municipality to
continue making pa1,ments for its operating and other expenses until the new budget is approved;

6. Subsequent to the enactment of the annual appropriation ordinance, the Municipal I€gislature has the
authority to make necessary amendments made during the fiscal year and are reflected in the budget
information included in the Budgetary Comparison Schedule - General Fund;

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

Since the budgetary basis differs from accounting principles generally accepted in the United States of
America (GAAP), actual amounts for the General Fund in the accompanying Budgetary Comparison Schedule,
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 of fund
balances under GAAP.

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

Interfund transactions of the General and Special Revenue Funds are not included in the budgetary
basis.

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

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

All encumbrance appropriations in the operating budget lapse at the end of the fiscal year. Property taxes
collected during the current year by the Municipal Revenue Collection Center (Fiscal Agent) are presented as
revenues in the accounting basis but are not considered in the budgetary schedule.
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CoMUoNWEALTH oF puERTo Rrco
ML'NIICTPALITY oF GUANICA, PUERTo RICo

Notes to Basic Financial Statements

NOTE 1 - SUMMARY OF SIGNIT'ICANT ACCOT]NTING POLICIES (CONTINUED)

F. BUDGETARY DATA (CONTINUED)

The special funds of the Special Revenue Fund have not been included in the budgetary comparison because
balances are not budgeted. Also, the budget preparcd for the Federal Finan." a*ura", piJgramr"lnciroea i, tn"Major and Non Major Funds is tased on a pr.€ram period which is not necessarily a y!ar. eccoroingty, it,s
not practical to present an annual comparison of budgit for such programs.

G. CASH, CASH EQUIVALENT AND INVESTMENT

The Finance Director of the Municipality is responsible for investing the available resources in certificates ofdeposit and other short-term investments. lnvestments are made from the available combined iunds of theMunicipality. and, accordingly, it is not practical to disclose certificates of deposit ano oiher strort-term
investments individually by fund in the combined financial statements. Interest eamed on certificates ofdeposit and other short-term invesrments are recognized as revenue in the General Fund- Cash in the Special
Revenue' Debt service and Capital Project Funds ire restricted; accordingly, resources available were not used
for pool investments.

Under the laws and regulations of the 
-commonwealth, pubtic funds deposited by the Municipality in

commercial banks must be fully collateralized for the amounts deposited in ixcess oithe federal depository
insurance generallY provided by the Federal Deposit Insurance corporation (FDIC). All securiiies pteogeo ascollateral are held by agents designated by the Commonwealth's Secretary or tne Treasuf, tui'not in ttreMunicipality's name.

Cash with fiscal agent represents property tax collections retained by the Municipal Revenues Collection
Center ald undisbursed proceeds of certain bonds, loans or grants which are maintiined in a cash custodian
account by the Govemment Development Bank of the Commonwealth of puerto Rico.

Cash balance recognized in the Debt Service Fund is restricted for the payment of the Municipality,s
obligations, and others are restricted for specific projects, such as the acquisition o. .or.t-.iio, oi fermanentimprovements. The sinking fund is maintainea uy ttre Govemmental bevelopment Bank of puirro nico,
agency which acts as the insurer and payer of the Municipality's bonds and noies issued in accordance with
Iaw-

H. RBCEIVABLES

Receivable are stated net of estimated allowances for uncollectible accounts, which are determined upon past
collection experience and current economic conditions. Receivable from Federal Govemment represents
amounts owed to the Municipality for reimbursement of expenditures incurred pursuant to federaly funded
programs.

I. NIIENTORIES

The General, Special Revenue and_c,apital project Funds, purchases office and printing supplies, gasoline, oil
and other expendable supplies held for consumption. The cost of purchases is recorde-d as expenf,iture in the
appropriate fund and the inventory is not recorded in the basic financial statements.
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PO Box 3043 YAUoO PR 0069s-3043 . TEL. (787) 8s6_6220 FAX: (787) 856_6233 2s



CoMMoNWEALTTT oF puERTo Rrco
MINICPALITY oF GUANICA, PI,ERTo RICO

Notes to Basic Financial Statements

NOIE 1 - STIMMARY OF SIGNtr.ICANT ACCOUNTING POLICMS (CONTINUED)

J. CAPITALASSETS

Property' plant and equipment purchased or acquired is carried at historicat cost or estimated historical cost.
;:l#:Hi:1i:'ililH:"Ji:.11J;1. ",*t"t uui," u, or,r,.'oul ."""i""0. otr,". .",t.1""u,""0 i., i"pui,, ,,0

Depreciation on all assets is provided on the straight-line basis over the following estimated useful lives:

CaDital Assets' -- ---'- Yaa."

Buildings and building improvemens ZO-50
I_and improvement
lnliastructure 20

vehicles 25-50

Machinery and equipmen, ;:l;

K. LONG-TERMOBLIGATIONS

The Iiabilities reported in the sovemment-wide financial sratements included general and special obligation
:l#','r:X**:';,:ld 

o1ler.roni+erm liabirities' "J;;;,;;,;;;. ,i.1i;;;;.;,i8il;. il;;-',u#i1;0i,i,,.,,"

In the fund financial statemen$, govemmental fund types recognize.bond issuances cost, during the currentperiod' The face amount of deht issued is reponed 
"i orr,". frrn"rrg sources, while bond issuance costs,whether or not withheld from the actuat oett proceeas rec"iu"J, u."."pon.a as expenditures.

L. COMPENSATED ABSENCES

The Municipality accrues accumulated unpaid vacalion and sick leave and associated employee-related costswhen eamed (or estimated to be eamed) uy tr," 
"*p1"y"".-ir,Jtrtu"nicipatty,s_employees are-granred 30 daysof vacations and l8 days of sick reave annuary. vacations may be accumurated up to a maximum of sixty (60)days and sick leave up to a maximum orrir.ty tqor i"yr. i, ir," 

"""n, "r "mployee 
resignation, the emproyeeis paid for accumulated vacation days up ro ,h;;*i,;;il;i"i.'s"purution from employment prior ro useof alt or part of the sick leave terminatei 

"ll 
,iehr i;;';,,;;;ru",ior., 

"r."p, 
for emproyees with Gn years ofservice who are entitled to sick leave pay up to the maximum allowed. The Municipaiity accrued a liability forcompensated absences, which meet the following criteria:

I ' The Municipality's obligation rerating to emproyee's rights to receive compensation for futureabsences is attriburable to employee,ir".ri"". it."uof ?"ra"..d.

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

3. Payment of the compensation is probable.

4. The amount can be reasonably estimated.

^ ^ lo-yIAN roRo & co., csp ceniJied pubric Accountants and Business consurtantspo Box 3043 yAUCo pR 006snd$ . ru. tia/liiii_iiii ".*"i*, tzan rsa azr, 26
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Cor,trr{oNwEALTH oF pmRTo Rrco

]NICIPALITY OF GUANICA, PUERTO RICOl\otes to tsasic Financial Statements

NOTE T - SUMMARY OF SIGNIT'ICANT ACCOUNTING POLICIES (CONTINUED)
L. COMPENSATED ABSENCES (CONTI^IUED)

:1.I!{'_;'[:rlll]'fi.'ffi5:l,and 
requiremenrs as esrabrished by GASBS No. r6: rhe Municipariry hasemployees. e". lii **",,",ni1irrsated 

absences' which has been

l:l!il,e v.,, i";?h";;;##'..1',11"#Tji*:,mru,:":fl:i,Hj#:,fl:1.jlf;*f:l'l:
term and therefore, are no[ a tund riabitity -; 

'r"p;r;;,; 
,"il"lo'P9nt't"o 

absences are considered long-govemment-wide presentafions. ---J *'rs rvPresc,ts a reconctllng item between the fund level and

Ite#lowing 
is a summary of changes in the balance of compensated Absences for rhe fiscar year ended June

M. INSURANCE

The Municipality has insuranc

;::x:','frT',",'""#i#iru[t?1."{lJi!x',1,:'"1["iil':i::"i:.ffT'J.J:"*"'J3.,,[:jTffi,,ffi
ptace ati of ,rr. rtlr""rp'rriryinment 

of the Commonwealth of Pr"no ni." rt ir," ,#, JJllJm"rrion"o roi4,,";p,r-n.,.n,"t;li::li:',t:H:Iffi;Hi"fi;",T::::1,* premiums p,v"rL",,."'*r,i,'r""rd by rheMunicipality. Yua'Ittrr, auvances or annuar property tax and subsidy send to the

N. INTERFUND TRANSACTIONS

:i:l#dlli:jllJ,il:,[iff''j.x',';::i;":TH::f i',ij [,,,r:: r.oans are reponed as receivab,es
one fund incurs u ios.'.t'-g". rt" ur;;;;,""^:::';l;:tton -uPor,consolida(ion. 

Reimbursemenrs occur when
All other interfi-rnd rransaction, ,J 

aPProPriate benefiting funi and reduces irs related cost as a reimbrrrsement.
are netted as part of ,h" .".on"ili*.tt"uted 

as lransfers Translers between governmental or proprietary tunds
,r,. roro*i,g i;i.;';iil::,.,'f}"*,:.11;.:iliilffi:.;ilt fi;;y- p;J;i;;;;; r," i;;'":,i','oui,,, nu,

* 
Hm#i; fi:r,."T:r, 

amounrs provided wilh a requiremenl for repaymenr. which are recorded
lnl.erfund receivables, *n,lir 

gou"-r.rtal fund and ..oue 
ro.. in the borrower governmenlal fund.

advances. oo, u,,orn,r.n-Ij 
nol considered currently available nrur.iut r"rori.""r, *.'i"ron.o m

receivaurevpayaure,; 
*hJl:lJ:1,f*f ;:,,,H:S"X,l,:,l"iljXff.#1",1:h[il,ro be repaid is reporred as a transfer fro*;;;;;;;ffi?und rhar made rhe loan.

" ffiffir-ffil::"H,?Hl 1,Til: 
(gr1g;,plll""arion or nnanciar resources tunons

repayment. Transfers are reponed ur o,r,., rir*jn*'r:'; t;',31t 
and without a requiremenr for

and as orher financing sources r, ,t 
" 
g"".rr""irr,ifr;H::;r,::ffi.,H:ntar rund making rransfers

'l' Interfund reimbursements - Represent repaymenls from 
the.ggvemmenlar fund responsibre rorpartrcular expenditures or expenses ro rh. gou..r.rtuf iuni,rr, inirially paid for rhem.

ROMAN TORO * ,O 
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BALANCE
.ruLY 1.2011

$ra95J22

NEW ISSUES

s_
RETIREMENTS

$67-396

BALANCE
JUNE 30. 2012

$L429.401
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NOI]E T - SUMMARY OF SIGNIFICANT ACCOTINTI
o. cLaTMSANDJUDGMENT. 

NGPOLTCIES(coNTINUED)

The estimared amount of tl

*t--**',"m[**Ti#i,,:{,r"'*i,ii*l;*t'r,##,r#:r*,",',#il,i[#*
P. USEOFESTIMATES

The preparation of rhe basic

lxfr,:,lt'n 
jffi f, *""lct'j,;,ffi fl,*:-il,i,;:,i,,ffi rytrrJ;

Q. ACCOTINTING FOR PENSION COSTS

#l,Fj:ftmf#ililj,:"j"Tif+j["$f1,,i *:r:; Ti ?t;ti.l#*:.r.r 
pens.ns by s,a,e

emproyer cosr-sharins 
r-'l^ac^counts r* o*,,., ."',oi,"'#Xii"T:,f;ttr,i#tfl.fl'i'J'so. p",,ion

srarem;nrs ..'.r*i'ii ,lJj;,,i:TJo'"'r. pension cosrs '.",r;;;;"i;t:'';:;jjffll:''.in.a multipre-

iffi'*ffi*,,r.u**#**ror*ttffi
panicipanr ,"a i'"i , ,r"rr"r" lTllt,"* of the Municipariry
atoremenrioned pension rusr ;,.:', 

*"!" *'i."r.ri ,Vr,'J,i'itv 
panrcrpate' The Municipalitv is considered a

rrnanciar sraremenr, ot ,r.h ..,,1:1d-t 
are employees ;i"i;;'c""t the maiority of lhe D;flicinants in lhe

or puerto Rico. Accordinsrv. ,jt:Tlt tyo"t'. # prn 
"i';;un'monwealth 

of Puerto ni"o 'ia the basic

*ffi il;i##,!i,::ti*triltffi ilr:+u*fl *,ii*ii*i.ffi
The.Municipaliry accounrs for r

:iilJti[:,i+;;XlL'j,.J;liil"i!l,i"'li-lJiI.:h'n:'#';#3.t:":'pan'[ in a murtipre-emp,overcosr-
utions, wirh , riroiri,y ,.."ro#;:lTli'c basic financial ,tit"'n.ni, are equar

R, RISK FINANCING 
,L'urucu rorany unpaid required contriburions.

Th-e Municipality carries commercial insurance to cover casuarty, theft. tofl craims and other rosses. Insuranceff,j,,.?ff"[?1ffi1 i'"Jl' 
Puerto Rico r*,*.v ;";;'il;, and cosrs are arocared amons arr rhe

cosr of insurance a,ocared to 
'n" .M'.1.:!1i1I and deducred from,lhe gross 

-properry 
tax corecrions by the

Municipar Revenue Corection c"nrer 1"cRlt{;) t";,n. y.ri 
"#]o'June 

30, 20 r2 umorrr.d to szii,sgs. 1._h"
currenl insurance policies have nor been czncerea 

"r. 
i"-iriril. The GRIM arso deducred $ t-li,s-]o ro.workers compensation insurance cove.irg rff rrrri.iJ;;;;.;::
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Notes to Basic Financial Statements

NOTE 1- STJMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

S. FI]TURE ADOPTION OF ACCOUNTING PRONOUNCEMENTS

The GASB has issued the following accounting standards that have effective dates after June 30, 2012:

* GASB Statement No. 57, OPEB Measurements by Agent Employers and Agent Multiple-Employer

Plans- This Statement is effective for periods beginning after June 30, 2012;

.:. GASB Statement No. 60, Accounting and Financial Reporting for Service Concession Arrangements.

This statement is effective for periods beginning after December 31, 2012;

* GASB Statemenl No. 61, The Financial Reporting Entity: omnibus- an amendment of GASB

Statements No. 14 and No. 34. This statement is effective for periods beginning after June 30, 2013;

n GASB Statement No. 62, Codification of Accounting and Financial Reporting Guidance Contained in
pre- November 30, 1989 FASB and AICPA Pronouncements. This statement is effective for periods

beginning after Dec ember 31, 20121,

{. GASB Statement No. 63, Financial Reporting of Defened Outflows of Resources, Deferred Inflows of

Resources and Net Position. This statement is effective for periods beginning after December 31,

2012;

* GASB Statement No. 64, Derivative Insfiuments: Application of Hedge Accounting Termination
provisions (an amendment of GASB Statement No. 53). This statement is effective for periods

beginning after June 30, 2013;

The Authority's management has concluded that the future adoption ofthese GASB Statements will not have a

significant impact on the Authority's basic financial statements.

NOTE 2 - CASII AND CASH EQUIVALENTS

The Municipality maintains its deposits in various commercial banks located in Puerto Rico and Govemment

Development Bink for puerto Rico (GDB). Proceeds from bonds and funds related to certain grant awards are

required by law to be held with GDB-

The Municipality adopted the provisions of GASB Statement No. 40 (GASB No. 40), Deposit and Investment

Risk Disclosurg an Amendmint 1o GASB Statement No. 3. This statement requires that state and local

govemments disclose essential risk information about deposits and investments. The disclosure requirements

iorer four main areas: (l) credit risk, (2) interest rate risk, (3) custodial credit risk, (4) foreign exchange

exposure.

ROMAN TORO & CO., CSP Certified Public Accountants and Business Consuhants
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CoMM0NWBALTH oF Pt]ERTo RICo
MTINICPALITY oF GUANICA, PUERTO RICO

Notes to Basic Financial Statements

NOTE 2 - CASH AND CASH EQUIVALENTS (CONTINUED)

Credit risk - This is the risk that an issuer or other counterparty to an investment will not tulfill its
obligations. [n compliance with the laws and regulations of the Commonwealth, the Municipalicy has
adopted, as it's custodial and credit risk policy, the Statement of Investment Guidelines for the Government
of the Commonwealth of Puerto Rico. Accordingly the Municipality invests only in obligations of the
Commonwealth, obligations of the United States of America, certificates of depoiits, comi.rercial paper,
bankers' acceptances, or in pools of obligations of the municipalities of Pueno Rico, which are managed by
GDB. According to the aforementioned investment guidelines, the Municipality does not invest in
marketable secudties or any types of investments for which credit risk 

"*posu." 
rnuy be significant.

Therefore, the Municipality's management has concluded that the risk related to any possible loss related to
defaults by commercial banks on the Municipality's deposits is considered low at June 30, 2012.

Interest rate risk - This is the risk that changes in interest rates of debt investments will adversely affect
the fair value of an investment. The Municipality manages its exposure to declines in fair values by: (l ) not
including debt investments in its investment ponfolio at June 30, 2012, (2) limiting the weighted average
maturity of its investments to three months or less, and (3) keeping most of its bank deposits in interests
bearing accounts generating interests at prevailing market rates. Therefore, the Municipality's management
has concluded that at June 30,2012, the interest rate risk associated with the Municipality's cash and cash
equivalents is considered low.

Custodial credit risk - In the case of deposits, this is the risk that in the event of a bank failure, the
Municipality's deposits may not be recovered. Pursuant to the Statement of Investment Guidelines for the
Govemment of the Commonwealth of Puerto Rico the balances deposited in commercial banks by the
Municipality are insured by the Federal Deposit Insurance Corporation (FDIC) generally up to a maximum
of $250,000 per depositor. In addition, public funds deposited in commercial banks by the Municipality are
fully securities pledged as collateral are held, in the Municipality's name, by the agents of the
Commonwealth's Secretary of Treasury. Deposits with GDB are uninsured and uncollateralized. However,
no losses related to defaults by GDB on deposit transactions have been incurred by the Municipality
through June 30,2012. Therefore, the Municipality's management has concluded that at June 30,2Ol2 the
custodial credit risk associated with the Municipality's cash and cash equivalents is considered low.

Foreim exchange risk - The risk that changes in exchange rates will adversely affect the value of an
investment or a deposit. According to the aforementioned investment guidelines, the Municipality is
prevented from investing in foreign securities or any other types of investments in which foreign exchange
risk exposure may be significant. Accordingly, management has concluded that the foreign exchange risk
related to the Municipality's deposits is considered low atJtne 3O,2012.

The Municipality's bank balances in commercial banks of $69,381 in the General Fund, $163,261 in Section 8
Fund, and $500,118 in other governmental funds, were fully collateralized at June 30, 2012. T\e deposits at
GDB of $3,485,370 in the Debt Service Fund, $ 1,175,000 in Loans Fund and uncollateralized, as no collateral
is required to be carried by governmental banks.

ROMAN TORO & CO., CSP Certified Public Accountants and Business Consultants
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CoMMoNWEALTIT oF PIrERro RIco
MUMCPALITY OF GUANICA, PUERTO RICO

Notes to Basic Financial Statements

NOTE 3 - RECEIVABLES

A. Amounts due from governmental entities as ofJune 30, 2012 follows:

Commonweahh
Governmenl

Federal
Government

Municipal Revenue Collection Center (CRIM) - property

taxes (debt service fund)

Office of Commissioner of Municipal Affairs - CDBG

Department of Health

Others

$130,205

108,383

----.--------.:

$238588

$-
90,897

1.205

$94102

$l324,@t
32,605

778,148
14,962

203,893
878.434

$32U,@3

Interfund ftansactions

Due from/to other funds:

Amounts due from/to other funds represent temporary advances to other funds for payroll and payoll

i*". 
"*p.rai,u.*, 

and to record the'overdrawn of pool cash by the general fund to other special funds

as follows:

Other governmental fund
Commonwealth [rgislative fund

General Fund
Other Funds
General Fund
General fund

Total

General fund
General fund
Commonwealth Legislative fund
Section 8

Loans fund
Other fund

Operating transfers:

Transfers between individual funds were made for operational purposes. Transfers includes: interest

eamed on restricted cash with fiscal agents in the debt service fund and operating and capital

imp,o,e.entloansinothergovernmental-fundswhichistransferredtothegeneralfund;principaland
iniir"rt pny-"nt of general-long term debt transferred from the general fund to the debt service fund;

and transfers of fundi from general fund to other special funds for matching purposes or to hnance

unreimbursable fu nds from governmental agencies'

ROMAN TORO & CO., CSP Certified Public Accounmnts and Business Consultqnts
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CoMMoNWEALTH oF PUERTo Rrco
MUNICPALITY OF GUANICA, PUERTO RICO

Notes to Basic Financial Statements

NOTE4-CAPITALASSETS

Capital assets and depreciation as of and for the year ended June 30, 2012 is as follows:

Balance Balance

Capital Assets flot being depreciated:

Land
Construction in Pro$ess

Total Capital Assets not being depreciated:

Capital Assets being depreciated:

Building, Structures ard building improvements

Infrastructure
Land improvements
Licensed vehicles
Machinery and equipment
Equipment under capital leases

Total Capital Assets being depreciated:

Less accumulated depreciation for:

Buitding, Structures and building imprcvemeots

Infrastructure
Land improvements
Licensed vehicles
Machinery and equipment
Equipment under capital leases

Total accumulated depreciation

Total capital assets, being depreciated, net

Govemmental activities capital assets, net

General Government
Public Safety
Puhlic Works
Public Housing and Welfare
Culture and educatio[
Health and sanitation
Urban and economic deYelopment

221,662 631,860 71,500 '182,02?

963,346 63t,860 7r,s00 r,523,706

43.s't t 43,57 |
71.8'12.t43 611.892 - 34,486.035

20tt

141,684

t7,647,921
9,250,131
2,892,996
2,O',14,1'7 4

1,963,3s0

71,500

159,608

382;784

215,847

360,294
86,960

120,605
146,439

7 41,684

t7,119,+21
9,250,13t
2,892,996
2,233,782
2,346,t34

3,853,080
2,600,924
2,512,480
|,724,1'12
1,350,128

Depreciation and amortization of capital assets was charge to functions/activities in the accompanying

govemment-wide statement of activities as follows:

930,145 12,078,854

1) 
"11 

r?/ r1t6 )51r - 12.407.181

,1 6Rrr 7RO 3t5.607 71.500 23,930,;87

$165,265
105,581
289,898

22,092
198,806

13,829
134.674

$930,145

ROMAN TORO & CO., CSP Certified Public Accountants and Business Consultants
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Notes to Basic Financial Statements

NOTE 5 -LIABILITIES
Due to governmental units

Amounts due to other agencies as ofJune 30, 2012 follows:

Puerto Rico - Water and Sewer Authority
Puerto Rico - Land Authority
Puerto Rico Telephone CompanY
Puerto Rico Treasury Department
Pueno Rico Employee Retirement System Administration
Puerto Rico Industrial Development Corporation (PRIDCO)

FEMA
Other entities
Social Security Administration

I)eferred revenues

The Municipality reports deferred revenues on its GFFS and GWFS as follows:

Revenues not
available

Commonwealth
Entities

$ 183,203
158,450

37 ,517
33,525

153,168
264,367
858,203
238,298
stg.573

$2A46304

Revenues received
before allowablc cost

are incurred

Uneamed volume of municipal license taxes

Federal Emergency Management Agency
Others
Rural Development Corporation
Nutrition Program
Solid Waste Authority Fund

$218,515

$218.5 t 5

$-
17,598
20,934

339,839
18,062
4.067

s400.500

ROMAN TORO & CO. CSP Certified Public Accountants and Business Consultants
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NOTE 5 - LIABILITIES, CONTINUED

Long-term liabilities

a. Long-term liabilities activity for the year ended June 30, 2012 was as follows:

Description
Balance

Jtlne 30, 2011 Additions Retirements Julte 30, 2012

$ 7,310,000 $1,940,000 $ 435,000 $ 8,815,000 $ 490,000

Balance Due within
one vear

Bonds payable

Puerto Rico Treasury Departmeflt
Excess ofpropeny tax
Puerto Rico Labor Department
CRIM
LIMS
Puerlo Rico water and Sewer Aulhority
Compensated absences

Claims andjudgments

Other Iong{erm liabilities

Total $11,977,613 $1,940,000

818,315 3.849,298 t,ll6,4l4

$1,253,315 $12,664.298 $1,606,414

974;1'7 5

6t'1,292
314,123
923,518

17,106
204,000

t,496,'799
120,000

4,66'1,613

6'14;175
5',11,092

91,950
902,080

60.000
|,429,401

120,000

67 4,1',15

46,2N
9l,950
23,489

60.000
100,000
120,000

300,000
46,200

))) 111

2t,438
17,106

1,14,000

6'1,398

The Municipality's l-egislature is legally authorized to determine the contracting of debts of the

Municipality. Nevertheless, the laws and regulations ofthe Commonwealth also provide that:

. Direct obligations of the Municipality (evidenced principally by bonds and notes) are backed by

the full faith, credit and taxing power of the Municipality; and

. Direct obligations are not to be issued if the amount of the principal of, and interest on, such

bonds and notes (and on all such bonds and notes issued thereafter) which are payable in any

fiscal year, together with any amount paid by the Municipality in the preceding fiscal year on

account of bonds or notes guaranteed by the Municipality, exceed l0 percent of the total

assessed value of the property located within the Municipality plus the balance of the ad

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

In addition, before any new bonds or notes are issued, the revenues of the debt service fund should be

sufficient to cover the projected debt service requirement. At June 30, 2OlZ, the Municipality is in
compliance with the debt limitation requirements.

ROMAN TORO & CO., CSP Certified Public Accountants and Business Consultants
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NOTE 5 - LIABILITIES, CONTINUEI)

Long-term liabilities, continued

Bonds and notes payable and other debt outstanding at Jrne 30,2012 are as follows:

Bonds

$530,000 series of 2002, general obligation bonds payable in annual installments $10,000 to
$40,000 until July 1,2026, interest from 2.7vo to 5.67o 400,000

$1,310,000 series of 2005, general obligation bond payable in annual installments of $35,000
to $ 105,000 untit July 1, 2025, interest from 4.23Ea to 5.33Yo I,060,000

$325,000 series of 2012, general obligation bond payable in annual installments of $35,000
to $55,000 untit July l, 2018, i ercst from 6Ea lo 7.5Ea 325,000

$710,000 series of 2008, general obligation bond payable in annual installments of $10,000
to $60,000 until July 1,2032, interest fromTqo to 7.57o 665,000

$1,125,000 series of 1995, general obligation bond payable in annual installments of $20,000
to $110,000 until July l, 2016 interest from 4.79o to 6.637a 465,000

$1,740,000 series of 2002, operational obligation bond payable in annual installments of
$ 10,000 to $ 130,000 until July I , 2026, interest from 5Va to 69o 1,320,000

$1,270,000 series of 2008, special obligation bond payable in annual installments of $t5,000
to $110,000 until JU.ly l,2032, interest fromTla to'l.5Vo 1,215,000

$95,000 series of 2012, general obligation bond payable in annual installments of $95,000 to

$20,000 until July l, 2018, interest from6Voto7.57a 95,000

$80,000 series of 2012, special obligation bond payable in annual installments of $80,000 to

$ 15,000 until July l, 2018 interest frorn 6.OEo to 7.5Ea 80,000

$ 1,440,000 series of 2012, special obligation bond payable in annual installments of $55,000
to $150,000 until July 1, 2026 interest from 67o to 7.51a 1,,140,000

$805,000 series of 2008, special obligation bond payable in annual installments of $10,000
to $70,U)0 until July 1,2032, interest fromTqo to7.5?o 765,000

$1,210,000 series of 2008, special obligation bond payable in annual installments of $85,000
to $210,000 until Jttly I,2017, ilteresl fromTEa to 7.5Ea 935,000

$145,000 series of 2005, operational purpose bond payable in annual installments of $ 10,000

to $20,000 until July l,2}l4, interest from 57o to 8% 50.000

Total bonds payable $8.815=000

ROMAN TORO & CO., CSP Certified Public Accountants and Business Consultants
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Notes to Basic Financial Statements

NOTE 5 - LIABILITIES, CONTINT]ED

Long-term liabilities, continued

b. Other long-term liabilities:

On December 1,2003, the Municipality obtained a loan from the Puerto Rico Treasury
Department to pay a legal settlement related to the Federal Civil Case No. 0l-2692 (JP).

The face amount of the loan was $2,000,000 at no interest. This note has an imputed
interest rate of 3.00Eo and was originally recorded at its present value of $1,635,177, net of
an unamortized discount of $364,823, at inception.

On November 4, 1999 the Municipality entered into a financing agreement with the Puerto

Rico Treasury Department to pay a debt related to the excess of property tax advances over
collections made by the Puerto Rico Treasury Department prior to the creation of CRM in
1993.

The Municipality entered into a financing agreement with the Puerto Rico Department of
Labor for a total amount of $429,377 for unemployment benefits paid by the

Commonwealth of Puerto Rico in behalf of the Municipality. The agreement is payable in
monthly installments of$14,637, including interest, due on July 2012.

$1,061,453 note payable that represents a repayment agreement with GDB and CRIM to
repay the excess of property taxes advances from fiscal years up to 2001. The repayment

agreement is payable in annual aggregate principal installments of $18,979 approximately,
plus interest rate of 6.25Vo vrIil luly 1,2032.

On May 25, 201 I the Municipality entered into a financing with the Puerto Rico Water and

Sewer Agency for the amount of $216,000 payable in monthly installments of $12,000, due

on November 15,2012.

ComDensated absences - tncludes accrued vacations, sick leave benefits and other benefits

with similar characteristics such as compensatory time, represents the Municipality's
commitment to fund such costs from future operations. As of June 30, 2012, the

outstanding balance amounts to $1,429,401. This amount will be repaid with unrestricted
funds.

Other claims and judements - Represent the final costs of legal cases paid subsequent to

larle 30, 2Ol2 and other claims outstanding as of that date. The awarded amounts will be

paid with unrestricted funds. As of June 30, 2012, lhe outstanding balance amounts to

$120,000.

$674,775

571 ,O92

91,950

902,080

60,000

|,429,401

Total

120.000

$3S4929E

The Municipality levies an annual special tax of l.25Vo of the assessed value of real property. The proceeds

of this tax are required to be credited to the Debt Service Fund for payment of general obligation bonds and

notes of the Municipality. The property taxes are collected and retained by the CRIM.

ROMAN TORO & CO-, CSP Certified Public Accountants and Business Consultants
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NOTE 5 - LIABILITIES, CONTINTIED

Long-term liabilities, continued

b. Other long{erm liabilities:

The annual requirements for the amortization of bonds payable at June 30, 2012 are as follows:

Bonds Payable Other Linhilities Total Pincipal Intere s t

Princioal Interest Principal Interest Principal Interest

2013
2014
2015
zot6
2017

20t8-2022
2023-2027
2028-2032
2033-2037
Unmatured

$ 490,000
510,000
550,000
640,000
690,000

1,980,000
2,480,000

840,000
635,000

g 291,s26
565,508
528,909
487 ,509
442,459

1,374,006
972,430
392,618

99,000

$ 1,1 16,414
71,166
72,734
74,401
76,173

4lt,o94
330,0t7
332,165

35,733
1.329.401

$ 57,583
55,469
54,037
52,515
50,898

226,447
167 ,738
88,117

6,90s

$ 1,606,414
581,166
622,734
714,401
766,173

2,391,094
2,810,017
I,172,165

670,733
1.329.401

$ 349,109
620,977
582,946
540,024
493,357

1,600,453
1,140,168

480,735
105,905

$8.815-000 $5. t 53.965 $3.849298 $759J09 s12.@298 $5Jr3.621

NOTE 6 - REVENIIES

Property taxes

The Municipal Revenue Collection Center (CRIM) of the Commonwealth of Puerto Rico is responsible for
the assessment, collection and distribution of real and personal property taxes. The tax on personal property

is self-assessed by the taxpayer. The assessment is made on a return, which must be filed with the CRIM by

May 15 of each year and is based on the current value at lhe date of the assessment. Real propeny is assessed

by the CRIM. The tax is general assessed on January I on all taxable propefiy located within the

Municipality and is based on the current value existing in the year 1957. For personal property the tax is due

with the retum filed on or before May 15. Taxes on real property may be paid on two equal installments,

July 1st and January 1't, following the assessment date.

The tax rates in force as of June 30, 2Ol2 are 8.78Vo for real property (of which 8.587o is paid by the taxpayer

and .ZOVo is reimbursed by the Puerto Rico Treasury Department) and 6.58Vo for personal Property (of which

6.3870 is paid by the taxpayer and .207o is reimbursed by the Puerto Rico Treasury DePartment). For both tax

rates l.O3iVo belongs to the Commonwealth and 7 .75Vo and 5.75Vo, respectively, belongs to the Municipality.

Of the portion belonging to the Municipality, 67o on real property aad 4Vo on personal propeny represents the

Municipality's portion which is appropriated for general purposes and accounted in the general fund. The

remaining portion of L-75Vo on both tax rates belonging to the Municipality is restricted for debt service and

accounled in the debt service fund.

ROMAN TORO & CO-, CSP Certified Public Accountants and Business Consultants
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NOTE 6 - REYENTJES, CONTINUED

Property taxes

Residential real property occupied by its owner is exempt by law from property taxes on the first $15,000 of
the assessed value. For such exempted amounts, the Puerto Rico Department of Treasury assumes Payment

of the basic tax to the Municipality, except for residential units assessed at less than $3,500 on which a

complete exemption is granted. Revenue related to exempt property is recorded in the General Fund. The

Municipality grants a complete exemption from personal propefiy taxes up to an assessment value of $50,000

to retailers with annual net sales ofless than $150,000.

The CRIM advances funds to the Municipality based on an estimate of special govemmental subsidies and

the property taxes to be levied and which are collected in subsequeni periods. This distribution includes

advances of property tax and amounts of municipal equalization fund from the Commonwealth government.

The CRIM ii requirld by law to prepare a settlement statement on a fiscal year basis, whereby a comparison

is made between the amounts advanced to the Municipality and amounts actually collected from taxpayers.

The CRIM prepares a preliminary settlement not later than three months after fiscal year-end and a final

settlement not 
-la1er 

th;n six months after fiscal year-end. If actual collections exceed the advances a

receivable from CRIM is recorded. However, if advances exceed actual collections, a payable to CRIM is

recorded.

Sales and use tax

On July 4, 2006 the Cornrnonwealth I-egislature approved Act No. I 17 ("Act I17") which amends the Puerto

Rico [ntemal Revenue Code of 1994 to provide, among other things, for a sales and use tax of 5.5Vn to be

imposed by the Commonwealth Govemment. Act 117 also authorizes each municipal govemment to impose a

municipat sales and use tax of 1.57o. This municipal sales and use tax has in general the same tax base and

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

Section 6189 of the Puerto Rico Internal Revenue Code of 1994, as amended, authorizes the Municipalities in

Puerto Rico to impose a sales and use tax to consumers. This tax must be imposed in conformity with the

base, exemptions ind limitations contained in Subtitte BB of the Code. The municipal sales and use tax is

specifically imposed over all sales transactions of taxable items and combined transactions (as defined by the

municipal 
-intemal 

regulation) taken place within municipal limits. The municipal sales and use tax is also

specifically imposed over the purchaie price for the use, storage or consumption of taxable transactions (as

difined by the municipal intemal regulation) taken place within Municipal limits'

On July 29, 2007 the Commonwealth l-egislature approved Act No. 80 ("Act 80") which amend Act No. I 17

of July +, i006 to i-por" to all the Municipalities of Puerto Rico a uniform municipal sales and use tax of

l.5Vo. Eife.ctive auguit t, 2007 , lva of the 1.5Vo is collected by the Municipalities and the remaining -57o of

the l.5Vo is collecied by the Puerto Rico Department of Treasury GRDT). Act 80 also provides for

restrictions on the use of the sales tax, which is required be invested in solid waste and recycling programs,

capital improvements and health and public safety costs.

ROMAN TORO & CO., CSP Cenified Public Accountants dnd Business Consultants
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NOTE 6 - REVENTIES, CONTINUED

Sales and use tax

Amount collected by the PRDT (the remaining .5Ea of the 1.57o) is deposited in accounts or special funds in

the Govemmental Dlvelopment Bank of Puerto Rico ("GDB"), subject to restrictions imposed and distributed

as follows:

. .2Vo of the.57o will be deposited in a "Municipal Development Fund" to finance costs as restricted

by the Act,
| .2t/a of the .57o will be deposited in a "Municipal Redemption Fund" to finance loans to

Municipalities subject to restrictions imposed by the Act and,

. .l7o of the .57o will be deposited in a "Municipal Improvement Fund" to finance capital

improvement projects; theie funcls will be distributed based on legislation from the

Commonwealth's I€gislature

Municipal license taxes

The Municipality is authorized by Law No. 8l to impose and collect municipal license taxes on all trade or

brriness uctiuiti"s operated by any natural or legal person within the territorial area of Gu6nica' This is a

self-assessed tax generally bis"O o, the businiss volume measured by gross sales- The Municipality

esaablishes the app-licable iax rates. At June 30, 2005, the municipal tax rates imposed by the Municipality

iere l.Soc. for inancing institutions and 0.507o for other types of taxpayers. Any taxpayers that have been

g;rrtJ *ith pa.tiul tax e-,remptions under any of the incentive tax laws of the Commonwealth ultimately pay

ir,unicipal license taxes at reduced tax rates, generally between 6OVo and 9070 under standard rates.

Eachtaxpayermustasseshis/hercorrespondingmunicipallicensetaxbydeclaringhis/hervolumeof
business throogh a tax retum to be filed ev;ry aprit t5 Uased on the actual volume of business generated in

it 
" 

pr.""Oing 
""ut"ndar year. Taxpayers with a iales volume. of $3 millions or more must include audited

financial statiments with their tax retums. The tax can be paid by the taxpayer in two equal installments due

on July 15 and January 15, subsequent to the filing of the declaration. The first installment of the lax covels

the sii_month period ended December 31, subsequent to the filing date of the declaration, while the second

installment of the tax covers the six-month period ended June 30 of the subsequent calendar year- If a

i"_p"y. "r"". 
to pay the tax in full on the filing date of the declaration (generally April 15), a 57o discount

is gra;Gd automatically on the total tax amount due'

Anymunicipallicensetaxescollectedinadvance(thatis,pertainingtoafutureperiod)arerecordedas
a"ilrr.a ,"u"nr"r. Defeled municipal license tax revenues recorded in the accompanying GWFS and GFFS

amountea to $218,515 at June 30, )012, which represents municipal licenses collected in advance for the

laxable yeu 2011-2012.

ROMAN TORO & CO., CSP Certified Public Accountants and Business Consultants
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Notes to Basic Financial Statements

NOTE 6 - REYENT]ES, CONTINT]EI)

Intergovernmental Revenues

lntergovemmental revenues in the General Fund are comprised of the following:

General Fund

Amount of municipal equalization fund and subsidy send by CRIM
Compensation in lieu of tax from the Puerto Rico Electric Power

Authority (PREPA)
Reimbursement from Commonwealth Government - Christmas Bonus

expenditures
Others

Total general fund

Commonwealth Legislative Resolutions
0ther Governmental Fund

Total

Amount

$4,340,718

|,524,372

129,5N
84.004

6,078,s94

164,966
13.287

s6.256.847

NOTE 7 - EMPLOEYEES RETIREMENIT SYSTEM

Descriotion of the Plnn

Employees of the Municipality participate in the Employee's Retirement System of the Govemment of Puerto

Rico and iis instrumentalities (ERS). The ERS is cost-sharing multiple-employer defined benefit pension plan
sponsored by the Government under the Act No. zK7, approved on May 15, 1951, as amended. ERS covers all
regular employees of the Govemment and its instrumentalities and of certain municipalities and components
units not covered by their own retirement systems.

Participation is mandatory except for members of the I-egislature, Government Secretaries, Head of Agencies

and Public Instrumentalities, Assistants to the Govemor, the Comptroller of the Puerto Rico, Gubematorial
Board and Comminee appointees and Experimental Service Station employees. ERS provides retirement,

death and disability benefits. Disability retirement benefits are available to members for occupational and

non-occupational disabilities. Retirement benefits depend upon age at retirement and number of years of
credited service. Benefits vest after ten yea$ of plan participation.

Members who have altained at least 55 years of age and have completed at least 25 years of creditable service

or members who have attained at least 58 years of age and have completed at least 10 years of creditable
service are entitled to an annual benefit, payable monthly for life. The amount of the annuity shall be 1.57o of
the average salary, as defined, multiplied by the number of years of creditable seryice up to 20 years, p\ts ZVo

of the average salary, as defined, multiplied by the number of years of creditable service in excess of 20

years. In no case will the annuity be less than $200 per month.

ROMAN TORO & CO., CSP CertiJied Public Accountants and Business Consultants
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NOTE 7 - EMPLOEYEES RETIREMENT SYSTEM

Description of the Plen

Panicipants who have completed at least 30 years of creditable service are entitled to receive the Merit
Annuity. Participants who have not attained 55 years of age will receive up to a maximum of 659a of the

average salary, as defined, or if they have attained 55 years of age will receive up to a maximum of 75?o of
the average salary, as defined. Disability retirement benefits are available to members for occupational

disability up to a maximum benefit of 5O7o of the average salary, as defined. However, for non-occupational

disabiliry, a member must have at least 10 years of creditable services.

The contribution requirements for both employees and employers are established by law and are not

actuarially determined. Employees are required to contibute 5.775Vo for the first $550 of monthly salary plus

8.275Vo for the excess of this amount, or on the altemative, 8-275Va of their monthly gross salary. The

Municipality is required by Act No. 447 to contribute 9.27570 of its employees' gross salaries.

Act No. I of 1990 made certain amendments applicable to new participants joining the ERS effectiYe April 1,

1990. These changes consist principally of the establishment of contributions at 8.2757o of their monthly

gross salary, an increase in the retirement age to 65, a decrease in the annuity benefit to 1.5Vo of the average

salary, as defined, for all years of creditable services, a decrease in the maximum disability, and death

benefits annuities from 5O7o to 4OEa of averuge salary, as defined, and the elimination of the Merit Annuity

for participants who have completed 30 years of creditable services.

Law Number 305 was enacted on September 24, 1999, amended the Act Number 447 fot lhe purpose of
establishing a new program (System 2000). System 2000 became effective on January l, 2000. Employees

participating in the iurrent system (ERS) as of December 31, 1999, may elect either to stay in the defined-

benefii plan or transfer to the new program. Persons joining the govemment on or after January l, 2000, will
only be allowed to become members of System 2000.

System 2000 is a hybrid defined contribution plan, also known as a cash balance plan. Under this new plan

there will be a pool of pension assets, which will be invested by the System, together with those of the curent

defined-benefii plan. Benefits at retirement age will not be guaranteed by the Govemment. The annuity will
be based on a formula which assumes that each year the employees' contribution (with a minimum of 8.275?o

up to a maximum of l07o) of their monthly salary, and will be invested in an account which will either: (a)

eam a fixed rate based on the two-year Constant Maturity Treasury Note or, (b) eam a rate equal to 75Eo of

the retum of the System's investment portfolio (net of management fees), or (c) eam a combination of both

altematives. Panicipants receive periodic account statements similar to those of defined contribution plans

showing their accrued balances. Disability pensions are not being granted under sysrcm 2000. The

employers, contributions (9.275Ea of the efiployees' salary) will be used to fund the current plan.

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

distribution up to the accumulated benefits. Under the new program the retirement age is reduced from 65 to

60 for those employees who joined the current plan on or after April l, 1990.

ROMAN TORO & CO., CSP Certiiied Public Accountants and Business Consultants
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Notes to Basic Financial Statements

NOTE 7 - EMPLOEYEES RETIRBMENT SYSTEM

Fundins Policy

The authority under which the funding policy and the obligations to confibute to the ERS and System 2000

by the plans' members, employers and other contributing entities (state of municipal contributions), are

established or may be amended by law.

Contribution requirements are established by law and are as follows:

Municipality
Employees:

9.27570 of gross salary

Hired on or before March 31, 1990 5.775Ea of gtoss salary up to $6,600
8.275Vo of gross salarY over $6,600

Hired on or after April l, 1990 8.2757o ofgross salary

Annual Contribution

The Municipality's actual contribution for the current fiscal year, which is equal to the required contribution

follows:
Fiscal vear ended Law No. zl47 Svstem 2000

z0lz

201I

$59!29 $132J09

$60-111 $168-959

These amounts represented the 1007o of the required contribution for yeat 2017-2072. Additionally, changes

made in the types and amounts of benefits offered by special laws and costs of living adjustments, led to a

one-time recommended contribution to fund the retloactive adjustment related to the changes.

The Employee's Retirement System of the Government of Puerto Rico provides additional information of the

ERS and System 2000. They issue a publicly available financial report that includes financial statements and

required supplementary information for ERS, as a component unit of the Govemment. That report may be

obiained by writing ro rhe Administration at PO Box 42003, Minillas Station, San Juan, PR 00940-2003.

NOTE 8 - RISK MANAGEMENT

The Risk Management Division of the Municipality's l-egal Department is responsible of assuring that the

Municipality's pioperty is properly insured. Annually, the Risk Management Division compiles the information of

all property owned and its respective market value. After evaluating this information, the Risk Management

Oivision suUmits the data regarding the Municipality's properties to the Area of Public Insurance at the

Department of the Treasury of the Cornrnonwealth of Puerto Rico who is responsible for purchasing all property

and casualty insurance policies of all municipalities.

ROMAN TORO & CO., CSP Certirted Public Accountants and Business Consultants
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CoMMoNWEALTH oF PUERTo Rrco
MUNICPALITY oF GUANICA, PTIERTO RICO

Notes to Basic Financial Statements

NOTE 9 - CONTINGENCIES

The Municipality receives Federal Grants for specific purposes that are subject to review and audit by the

grantor agencies. Although such audiis could generate expenditure disallowances under the terms of the

grants, management believes that any required reimbursements would not be material.

The Municipality is a defendant and/or co-defendant in various lawsuits which claims for actual damages.

Some of these lawsuits are covered by insurance. The Municipality's management and outside counsels

believe that is probable that any potential liability that might exist, if any, in excess of the insurance, will not

affect significantly the financial position of the Municipality. With respect to pending litigation, the

Municipality has reported liabilities of $1,800,000 in the govemment-wide statement of net assets.

NOTE 10-COMMITMENTS

The Municipality of Gudnica had several outstanding or planned construction projects as of June 30, 2012.

These projects are evidenced by contractual commitments with contractors. The construction projects are

commitments ofthe Capital Projects' funds that amounted to approximately $615'41l.

NOTEII-FTJNDDEFICITS

The Municipality has accumulated deficits in the following individual funds:

Major govemmental fund - General Fund

Non-major govemmental fu nds:
Law 52 & 82

$53193&1

Sr 610-807 )

The budget project does not address rhe cumulative general fund deficit. The non-major govemmental fund

deficits 
-result - from the accrual of expenditures without accruing intergovemmental revenues for

reimbursement of expenditures. As requires by current standards, the Municipality recorded

intergovernmental revenues for reimbursement-based (expenditure-driven) grants on fund statements when all

appliiable eligibility requirements have been met and the resources are available' These deficits will be

covered with future budgetary appropriations of the general fund, if necessary.

ROMAN TORO & CO., CSP Certified Public Accountants qnd Business Consultqnts
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CoMMoNWEALTH oF PuERro Rrco
MTINICTPALITY oF GUANICA, PUERTO RICO

Notes to Basic Financial Statements

NOTE 12 - FT]ND BALANCE

As ofJune 30, 2012 the fund balance distribution is as follows:

Commoowealth Oth€r
General Legislature D€bt Section E Loans Govemmental

F nd Balanc€ Fund Resolutiom Servic€ Fund In.d. Total

Restricted for:

Human services and welfare

Capital oudays
Debt service

Unassigned

Frn.l halarce

General government $ - $ 601,231 $ - $ - $ - $ - $ 601,231

t32,989
16'.1,461

r,881,060

r32,989
'767,461

1,88 r,060

(5,319,384) (661,451) (5,980,835)

s (5,119,384) $ 60r,231 $ r,881.060 S 132,989 $ 767.461 $ (661,451) $ (2,598,094)

NOTE 13 - STJBSEQUENT EYENTS

The Govemmental Bank for Puerto Rico (GDB) issued the following loans for the Municipality after June 30,

2012:

* On June l, 2Ol2 the GDB issued a special bond in the amount of $2,675,000 at a variable rate (prime

+1.507o with a minimum of 67o). The obligation and proceeds were received on July 6, 2012.

.i. On May l,2Ol2 the GDB issued a special bond in the amount of $350,000 at a variable rate (prime

+1.5070 with a minimum of 67o). The obligation and proceeds were received onJuly6,20l2.

.1. On November 2, 2Ol2 the GDB issued a special obligation bond in the amount of $60,000 at a variable

rate (pdme +1.5070 with a minimum of 67o).

{. On November 2,2012 the GDB issued a special obligation bond in the amount of $770,000 at a variable

rate (prime +1.507o with a minimum of 67o).

,.. On November 2,2012 rhe GDB issued a special obligation bond in the amount of $140,000 at a variable

rate (prime +1.507o with a minimum of 67o).

Effective January 1, 2013, the Municipality increased its property tax rates by order of Ordinance 25, Series 2012-

2013, issued on January 31,2013. The effective real property tax rates was increased from 9.83Vo to 10.58Vo,

while the effective personal property tax rate was increased from7.837o to 8.58Vo. Collections under the new tax

rates will begin on JulY l, 2013.

END OF NOTES
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COMMONWEALTII OF PT]ERTO RICO
MTJNICIPALITY OF GUANICA

BIJDGETARY COMPARISON SCHEDULE . GENERAL FT]ND
YEAR ENDED JUNE 30, 2012

Budgeted Amoutts Variance with
ActualAmoonts FinalBudget

(BudgetaryBasis) Positive(Negatiye)

REVEIYUES:
Property taxes

Mu.icipal license tax
Sale and use lax
Charges for services
Licenses, pemits and other local taxes

Interest. fines and forfeitures
Intergovemmental:
Other
Proce€d flom loan
Tolal reyelues

EPENDITUR.ES:
Cureot:

General government
Public safety
Putiic works and sanitation
Culture and recreation
Heal{h ard saritation
Humal services and welfare
Capital ouday
Transfer to other funds

Total expeuditures

Excess (rleficiency) of revenues over (under)
eeenditures

1r,680,252 11,939,329

Orisinal

$ 1,155,258
500,000
401,m0

2,3t6,8N
531,,101

51,000
6,72r,793

3,000

$ 1,155,258
s00,000
401,000

2,316,800
531,400

5 t,000
6,980,87r

3,000

1,237,826
286,453
334,692

I,610,955
t21,794
74,702

6,0'18,594
89,108

4,930,750
959,715

1,220,392
692,280

2,948,072
193,936

735,107

tt,680,252

4,981,429
953,241

2,393,392
769,042

t,861,0'12
240,M0

735,t07

5,120,106
839,120

I,019,975
696,230

2,543,959
229,942
t32A2s
888,315

tt,4'to,o72

____-__--(435.21E

82,568
(213,s47)

(66,308)
(705,845)
(409,606)

23,702
(902,277)

86,108
1,200,000
(905,205)

(t38,617)
tt4,t21

1,373,4t7
72,812

(616,887\
10,098

(t32,425)
(153,208)

469,257

The accompanying notes are an integral part ofthis required supplementary inforrnation.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GUANICA, PUERTO RICO

NOTES TO REQUIRED SUPPLEMENTARY INFORMATION -
BUDGETARY COMPARISON SCITEDULE - GENERAL FUND

June 30, 2012

NOTE A _ EXPLANATION OF DIFFERENCE BETWEEN BUDGETARY INFLOWS AND OUTFLOWS
AND GAAP REVENUES AN'D EXPENSES

Exolanation of differences:

Sourcesfi nllows of resources:
Actual amounts (budgetary basis) "available for appropriation,, from the Budgetary Comparison

Schedule
Differences-budget to GAAP - Intergovernmental transfer from other funds

special funds revenues included in the General Fund, but not on rhe Budgetary comparison Schedule
Proceeds from loan

Total revenues and other financing sources as reported on the statement of Revenues, Expenditures,
and Changes in Fund Balances

Uses/oudlows of resources:
Actual amounts (budgetary basis) "toral charges to appropriations" from the Budgetary Comparison
Schedule

$l1,034,124

108,382
(l.200.000)

$ 9.942.506

$t I ,4'10,07 2
Differences-budget to GAAP:
Special funds expenses included in the General Fund, but rlot on the Budgetary Comparison Schedule 666,536
Transfer from other funds (888.315)
Total expenditures and other financing uses as reported on the Statement of Revenues,
Expenditures, and Changes in Fund Balances

NOTE B - STEWARDSHIP, COMPLIANCE AND ACCOLINTABILITY

$1t2A3293

Budgetary control
The Municipality's annual budget is prepared on the budgetary basis of accounting, which is not in accordance with
GAAP, and rePresents departmental appropriations recommended by the Mayor and approved by the Municipal
Legislature pdor to the beginning of rhe fiscal year. Amendments to the budget require the approval of the Municipal
Irgislature. Transfers of appropriations within the budget, known as Mayor's Resolutions, do not require the
approval of the Municipal [-egislature.

The Municipality prepares its annual budget including the operations of the general fund.

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

The unencumbered balance of any appropriation at the ertd of the hscal year will lapse at the end of such fiscal year.
Other appropriations, mainly capital project appropriations, are continuing accounts for which the Municipal
Legislature has authorized that an unspent balance ftom the prior year be carried forward and made available for
current spending.

The annual budget as presented in the Budgetary Comparison Schedule-General Fund is the budget ordinance at
June 30,2012 representing the original budget. There were no supplemental appropriations for the year ended June
30,2012.

ROMAN TORO & CO., CSP Certirted Public Accountants qnd Business Consukants 46
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COMMONWEALfiI OF PI,]ERTO RICO
MTJMCIPALITY OF GUAMCA

SCIIEDULE OF E)PENDITURFS OF TEDERAL AWARDS
FISCAL YEAR ENDED JUNE 30,2012

Federal
CFDA

Number
(Note B)

Pass-
Through
Entity

Identifying
Number
(Note C)

Federal
Expenditures

(Note A)
Federal Grantor/Pass-Through

U.S. DeDartment of Asriculture
Passed through the P.R. Department of Education:

Child and Adult Care Food Program

U.S. Deoartrnent of Housins and Urban Development
Passed through the Office of Commissioner of Municipal
Affairs:

Community Development Block Grant - State's Program

ARRA - Community Development Block Grant - State

Program

Subtotal Community Development Block Grant

Passed through the P.R. Department of Family -
Families and Children Administration:
ARRA - Homelessness Prevention and Rapid Rehousing

Direct Program:
Section 8 Housing Choice Vouchers

Total U.S. Department of Housing and Urban Development

U.S. Department of Health and lluman Services

Passed through the P.R. Department of Family - Families

and Children Administration:
Child Care and Development Block Grant

Total Expnditures of Federal Awarils

14.228

14.255

IO.558 N/AV $ 13,287

|,230,457

8.899

1.239.356

186.195

306.481

1.732.032

84.035

$r-E293!!

AF_25

14.257

14.871 N/A

93.57s 2003-030

The accompanying notes are an integral part ofthis schedule.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GUANICA

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

June 30, 2012

NOTT A. BASIS OF PRESENTATION

The accompanying schedule of expenditures of federal awards includes the federal grant activity of the
Municipality and is presented on the modihed accrual basis of accounting. Expenditures are recognized when
the related liability is incurred. The information in this schedule is presented in accordance with the
requirements of OMB Circular ,q,-133, "Audits of States, I-ocal Govemments and Nonprofit Organizations".
Therefore, some amounts presented in this schedule may differ from the amounts presented in, or used in the
preparation of, the basic financial statements.

NOTE B - FEDERAL CFDA NIJMBER

The Catalog of Federal Domestic Assistance (CFDA) Number is a program identification number determined
by the OMB Catalog of Federal Domestic Assistance. The first two digits identify the federal department or
agency that administers the program and the last three numbers are assigned by numerical sequence.

NOTE C. PASS.THROUGHENTMY IDENTIFYING NUMBER

State or local government redistributions of federal awards to the Municipality, known as "pass-through
awards", should be treated by the Municipality as though they were received directly from the federal
govemment. OMB Circular .4-133 requires the schedule to include the name of the pass-through entity and

the identiflng number assigned by the pass-through entity for the federal awards received as a sub recipient.
Numbers identified as N/A are not applicable and numbers identified as N/AV are not available.

NOTE D - RECONCILIATION OF EXPENDITURES PRESENTED IN TTIE SCIIEDULE OF
EXPENDITURES OF FEDERAL AWARDS TO TIIE EXPENDITURES PRESENTED IN THE
BASIC FINANCIAL STATEMENTS

Description
Other

Governmental Funds
Section 8

Fund

10.558
14.228
14.255
t4.257
14.87 |
93.575

Total federal awards expenditures
Total nonfederal awards expenditures and

changes in basis ofaccounting

Total expenditures, fund statements

306,48i

306y'81

$ r3,287
1,230,457

8,899
186, t95

84.035
t,522,873

97.195

$r*620068$30tu1&t
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REPORT ON INTERNAL CONTROL OYER FINANCIAL REPORTING AND ON
COMPLIANCE AND OTHER MATTERS BASED ON AN ATJDIT OF FINANCIAL

STATEMENTS PERFORMED IN ACCORDANCE WITH
GO V E RN M E NT AA D ITI N G STANDA,R,DS

Honorable Mayor and Members of the
Municipal Assembly
Municipality of Gudnica, Puerto Rico

We have audited the financial statements of the govemmental activities, each major fund, and the
aggregate remaining fund information of Municipality of Gu6nica, Puerto Rico, as of and for the year
ended June 30, 2012, which collectively comprise the Municipality of Gudnica, Puerto Rico's basic
financial statements and have issued our report thereon dated April 3, 2013- The report on the General
Fund's financial statements was qualified because the Municipality had not classified its fund balance
amounts as required by generally accepted accounting principles. The report on the financial statements
of the govemmental activities was qualified because the Municipality's inadequacy of accounting records
of capital assets. Except as discussed in the preceding sentences, we conducted our audit in accordance
with auditing standards generally accepted in the United States of America and the standards applicable to
financial audits contained in Govemment Auditing Standards, issued by the Comptroller General of the
United States.

Internal Control Over Financial Reoorting

In planning and performing our audit, we considered Municipality of Gu6nica, Puerto Rico's intemal
control over financial reporting as a basis for designing our auditing procedures for the purpose of
expressing our opinions on the financial statements, but not for the purpose of expressing an opinion on
the effectiveness of the Municipality of Gu;inica, Puerto Rico's internal control over financial reponing.
Accordingly, we do not express an opinion on the effectiveness of the Municipality of Gu{nica, Puerto
Rico's intemal control over financial reporting.

Our consideration of intemal control over financial reporting was for the limited purpose described in the
preceding paragraph and was not designed to identify all deficiencies in intemal control over financial
reporting that might be significant deficiencies or material weaknesses and therefore, there can be no
assurance that all deficiencies, significant deficiencies, or material weaknesses have been identihed.
However, as described in the accompanying schedule of findings and questioned costs, we identified
certain deficiencies in intemal control over financial reporting that we consider to be material
weaknesses,

A deficiency in intemal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent, or
detect and correct misstatements on a timely basis. A material weakness is a deficiency, or a combination
of dehciencies, in intemal control such that there is a reasonable possibility that a material misstatement
of the entity's financial statements will not be prevented, or detected and corrected on a timely basis. We
consider the deficiencies described in the accompanying schedule of findings and questioned costs, items
ZO12-I[-1, 2012-11-2, 2012-II-3, and 2012-II-4 to be material weaknesses.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether Municipality of Gudnica, puerto Rico,s financial
statements are free of material misstatement, we performed tests of its compliance with certain provisions
of laws, regulations, contracts, and grant agreements, noncompliance with which could have a direct and
material effect on the determination of financial statement amounts. However, providing an opilion on
compliance with those provisions was not an objective of our audit, and accordiagly, *Jdo ndt 

"*pr"..such an opinion. The results of our tests disclosed instances of noncompliance oiother matters that are
required to be reported under Govemment Auditing Standards and which are described in the
accompanying schedule of findings and questioned costs as items 2o12-rr-1, 2ol2-rt-2, 2ol2-lr-3,2olz-
114 and 2012-IIl-2.

The Municipality of Gu6nica, Puerto Rico's response to the findings identified in our audit is described in
the accompanying schedule of findings and questioned costs. We did not audit the Municipality of
Gu6nica, Puerto Rico's response and, accordingly, we express no opinion on it.

This report is intended solely for the information and use of management, Municipal Assembly, and
federal awarding agencies and pass-through entities and is not intended to be and should not te uiea Uy
anyone other than these specified parties.

LICENSE#35 - INFORCE

Yauco, Puerto Rico
April 3, 2013

Stamp #E54621 was affixed to
the original of this report

ROMAN TORO & CO.,
PO BOX 3043 YAUCO PR

CSP CertiJied Public Accountants and Business Consukants
N698-3043 . TEL (787) 8s6-6220 FAx: (787) 8s6-6233
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REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO
EACHMAJOR PROGRAMAND ON INTERNAL CONTROL OYER
COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A.133

Honorable Mayor and Members of the

Municipal Assembly
Municipality of Guenica, Puerto Rico

Compliance
ffi-luffiait"a the compliance of Municipality of Gudnica, Puerto Rico with the types of compliance

requirements described in the U.S. Office of Management and Budget (OMB) Circular A-133 Compliance

Supplement that could have a direct and material effect to each of its major federal programs for the year

ended June :0, 2012. The Municipality of Gu6nica, Puerto Rico's major federal programs are identified in the

summary of auditor's results section of the accompanying schedule of findings and questioned costs.

Compliance with the requirements of laws, regulations, contracts, and grants applicable to each of its major

feder-al programs is the responsibility of Municipality of Gu6nica, Puerto Rico's management. Our

responsl6ifity is to express an opinion on Municipality of Gudnica, Puerto Rico's compliance based on our

audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the United

States of America; the standardi applicable to financial audits contained in Government Auditing Standards,

issued by ihe comptroller Generai of rhe united states; and oMB circular A-133 Audits of states' Local

Govemments, and Non-Profit Organizations. Those standards and OMB Circular A-133 require that we plan

and perform.the audit to obtain reasonable assurance about whether noncompliance with the types of

"oap^liun"" 
requirements referred to above that could have a direct and material effect on a major federal

p.og^ru* oc.uoed. An audit includes examining, on a test basis, evidence about Municipality of Gudnica'

ho"?o nl.o'r compliance with those requirements and performing such other procedures as we considered

necessary in the cilcumstances. We beliive that our audit provides a reasonable basis for our opinion. Our

audit does not provide a legal determination of Municipality of Gudnica, Puerto Rico's compliance with those

requfuements.

In our opinion, the Municipality of Gu6nica complied, in all material respects, with the compliance

."qui."a*tr reierred to above that could have a dilect and material effect on each of its major federal

p.ig-., for the year ended June 30, zol2. The results of our auditing procedures disclosed instances of
'nlr7.,npri,1"" wi;h those requirements, which are required to be reported in accordance with oMB Circular

A-133 and which are described in the accompanying schedule of findings and questioned costs as items 2012-

III-I and 2OI2-III-2.

Internal Control 0ver Comuliance

Management of Municipality of Gu6nica, Puerto Rico is responsible for establishing and maintaining effective

internil control over compliance with the requilements of laws, regulations, contracts, and grants applicable to

federal programs. In planning and performing our audit, we considered Municipality of Gu6nica, Puerto Rico's

intemaicoitrol overiompliince with the requirements that could have a direct and matedal effect on a major

federal program to determine the auditing procedures for the purpose of expressing our opinion on compliance

and to test ind report on intemal control over compliance in accordance with OMB Circular 4-133, but not for

the purpose of expressing an opinion on the effectiveness of internal control over compliance. Accordingly, we

Jo no, L*pr"5 an opinio-n on tire effectiveness of Municipality of Gui{nica, Puerto Rico's intemal conrol over

compliance.
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Internal Control Over Compliance. continued

A deficiency in internal control over compliance exists when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their assigned
functions, to prevent or detect and correct, noncompliance with a type of compliance requirement of a federal
program on a timely basis. A material weakness in intemal control over compliance is a deficiency, or
combination of deficiencies, in intemal control over compliance, such that there is a reasonable possibility that
material noncompliance with a t)?e of compliance requirement of a federal program will not be prevented, or
detected and correaled, on a timely basis.

Our consideration of intemal control over compliance was for the limited purpose described in the first
paragraph of this section and was not designed to identify all deficiencies in internal control over compliance
that might be deficiencies, significant deficiencies or material weaknesses. We did not identify any
deficiencies in intemal control over compliance that we consider to be material weaknesses as defined above.
However, we identified certain deficiencies in intemal control over compliance that we consider to be
significant deficiencies as described in the accompanying schedule of findings and questioned costs as items
2OI2-II1-1 and 2012-IlI-2. A significant deficiency in intemal control over compliance is a deficiency, or a

combination of deficiencies, in internal control over compliance with a t)?e of compliance requirement of a
federal program that is less severe than a material weakness in internal control over compliance, yet important
enough to merit attention by those charged with governance.

The Municipality of Guiinica, Puerto Rico's response to the findings identified in our audit are described in the
accompanying schedule of findings and questioned costs. We did not audit the Municipality of Gu6nica,
Puerto Rico's response and, accordingly, we express no opinion on it.

This report is intended solely for the information and use of management, Mayor, others within the entity,
Municipal Assembly, and federal awarding agencies and pass-through entities and is not intended to be and
should not be used by anyone other than these specified parties.

ROMAN TORO & CO., CPA, C.S.P.
LICENSE #35 - IN FORCE

Yauco, Puerto Rico
April 3,2013

Srarnp #854622 was affixed to
the original of this report

ROMAN TORO & CO., CSP Certified Public Accountants and Business Consultants
PO BOx 3043 YAUCO PR 00698-3043 . TEL. (787) 856-6220 FAx: (787) 8s6-6233
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COMMONWEAITH OF PT]ERTO RICO
MTJNICIPALITY OF GUANICA
SCIIEDT]LE OFFINDINGS AND QTJESTIONED COSTS
FOR TIIE YEAR ENDED JUNE 30, 2012

SECTION I - ST]MMARY OF AUDITORS'REST]LTS

Financial Statements

Type of auditor's report issued:

Intemal contlol over financial reporting:

. Significart deficiency identified?

. Material weakoess (es) identified?

Intemal control over major programs:

. Significaotdeliciencyidentified?

. Maledal weakness (es) identified?

I Unqualified opinion E] quainea optnion

ff Adverse Opinio" I Disclaimer Opioion

fil y"s ! None reported

[f] v"' fl No

Noncompliance material to financial statements noted? fXl y"s

Federal Awards

ENo

[] ves ! None reponed

l-l v"' ENo
Type ofauditor's report issued on compliance for
Major Programs: E Unqualified Opinion ! qulin"a Opinioo

! Adverse Opinion ! Disclaimer Opinion

Any audit furdirg disclosed that are requircd to be rcponed
ir accordance with Sectior 510(a) of Circular A-133? [] Ves E No

Identification of Major Programs:

CFDA Number Name ofFederal Prosmm or Cluster
14.228 Community Development Block Grant - State Grant
14.255
14.257
t4.871

Dollar threshold used to distinguish between
Tlpe A and Type B Programs:

Auditee qualified as low-risk auditee?

ARRA-Community Development Block Grart
ARRA-Homelessness Prcvention and Rapid Rehousing
Section 8 - Rental Housing Choice Vouchers

$300,000

I Y"' ENo

END OF SECTION
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COMMONWEALTH OF PI]ERTO RICO
MUNICIPALITY OF GUANICA
SCIIEDULE OFFINDINGS AND eUESTTONED COSTS (Continued)
FOR THE YEAR ENDED JUNE 30.2012

SECTION II - FINANCIAL STATEMENTS FINDINGS

2012-II-t
Type of finding: Financial statement finding.
Situation: Material weakness over financial reporting
Prior-Year(s) Audit Finding(s): 2O1O-IJ-1;2041-II_1.
Questioned Costs: N/A

Condition:
The Municipality's financial reponing system does not provide sufficienr resources to produce GAAp-oriented
govemmental financial statements free of material misstatements. The system also tacts proper ctosing ano
review controls in order to detect material misstatements in the financial information usedio complle the
financial statements. Its current financial reporting system has not been updated sumcientty to -"et th"
Municipality's growth in structure and in operations, or to cope with more stringent financiai reporting
change-s in federal and local regulations, requiring significant amount of adjustments i-in terms of both volume
and dollar amounts) to most records in order to fully reconcile with the financiar statements.

Context:
The Municipality's financial statement reporting process is segregated between various automated and manual
records, depending on three basic accounting "systems". The firit is the computerized and automated oCAM
system, which was required as the only system by state govemment until 20&, afi was designed in the early
1990s to comply with pre-GASB 34 reporting models. The second is a manual accounting slstem consisting
of handwritten ledgers and MS office documents used by municipal accounting star inese two systems
provide the information used by a third-party CPA contractor to piepare the thi;d system: a set of manual
accounting records and documents which compile the financial statements and its notes and schedules.

For the 2012 year, these processes culminated in providing us with the unaudited trial balance schedules and
worksheets of funds February 20, 2013, more than eight months afler the fiscal year closing date at June 30,
2ol2' and 40 days before the Single Audit report due date, which consisted of various sprladsheets used to
compile the financial statements. When we applied our audit procedures to this documentation and to its
supporting evidence, we found misstatements which were reported for correction and a justment. These
included:

l. For capital assets in the govemment-wide financial statements, construction in progress was
understated by $930,019 while depreciable assets were overstated by $1,034,939 in comlarison to
thefu respective subsidiary ledgers.

2. Irng{erm liabilities in the govemment-wide financial statements were understated b y $1,592,g67 .3. Amounts recorded as due to govemmental agencies in the General Fund was overstat;d by $223,285.4. Debt Service Fund's cash balance was overstated by $l14,688 and liabilities understated by $1g4,994.5. The Capital Improvemenr Fund did nor include liabiliries totaling $95,000.
6. Other Govemmental Fund's fund balances was understated by $126,359.7. In the Govemmental Fund financiat statements, the Commonwealth I-egislative Resolutions major

fund contained accounting of programs unrelated to its operations, including the child care
Development Block Grant and the Homelessness prevention and Rapid Re-housing program, which
needed reclassifications as Other Govemmental Funds-

8. Missing information and disclosures in the notes to financial statements including those related to
long-term debt, risk management, subsequent events, and the fund balance distributiJn.

9. The Budgetary Comparison Schedule for the General Fund, required supplementary information, had
not been prepared.

ROMAN TORO & CO., CSP Certified public Accountants and Business Consultants
PO BOX 3043 YAUCO PR 00698-3043 . TEL. (787) 556-6220 FAX: (787) 856.62J3 )4



COMMOIYWEALTH OF PT]ERTO RICO
MUNICIPALITY OF GUANICA
SCIIEDULE OFFINDINGS AI\D QUESTIONED COSTS (Continued)

FOR T}M YEAR ENDED JUNE 30,2012

SECTION II - FINANCIAL STATEMENTS FINDINGS (Continued)

2012-II-1. continued

Context, continued:
When auditing the financial statements with the OCAM and manual accounting systems, we discovered

various deficiencies in the recording and accumulation of transactions and balances which are necessary for an

effective and efficient financial statement preparation process. These included:

l. Cash accounts were not timely reconciled with their respective system accounts and differences

between bank balances, accounting balances, and financial statements remained as June 30,2012.

Certain bank reconciliations and bank statements of cash accounts were not made available for our

audit until March 2013.
2. Until March 2013, cash receipts from June 2012 weren't recorded in the OCAM accounting system.

3. The Municipality's reconciliation of cash bank balances with respective fund resources, titled OCAM

Model4-A, had unreconciled differences totaling $1,692,565 as ofJune 30, 2012.

4. The final budget liquidation report, which details the actual results of budgeted resources and

expenditures for the current year General Fund budget, had mathematical errors, and was incomplete

as to all transactions of and charges to the General Fund's budget. Additionally, it did not segregate

encumbrances separate from accounts payable items.

5. Cash register reports did not include electronic transfer disbursements from selected bank accounts,

and casl subsidiary ledgers, which supported monthly bank transactions, were not prepared for the

2012 year.

6. Receivables and payables were not reconciled with thet respeciive subsidiary ledgers, and required

extensive work by the CPA accountant to determine the final balances at year end'

7. Transactions between different funds and the remaining asset and liability balances at year end were

not correctly recorded at the time of their origination, but by correcting adjustments during the

financial statement preparation process.

8. Capital assets details used for financial reporting purposes (including depreciation) were not

reconciled with respective asset balances on financial statements and inventories, requiring revisions

and reclassifications to the details (see fnding 2OI2-II-4).
9. Appropriations were not identified by restrictions and assignments in order to propedy identify each

fund'jremaining fund balance classification as required by GASB Statement No.54. Addirionally, the

Municipality had not adopted policies and procedures to classify appropriations as per GASB No. 54

as they ars obtained (See finding 2011-II-3).

The combination of these situations leads to the conclusion that the Municipality's financial reporting process

does not allow for the effective, efficient, and timely preparation and compilation of financial statements.

Cri*ria:
Law #81 of August 30, 1991, otherwise known as the Autonomous Municipalities Law, as amended, requires

in Article 8.010ia) and (b) that the Municipality must maintain a computer system and accounting procedures

designed so as to enable the Municipality io carDi out their tasks, to maintain uniform municipal accounting,

p.ould" u complete picture of the reiults of operations, be in accordance with generally accepted accounting

principles, und 
"o-ply 

with the accounting standards set forth by the Govemmental Accounting Standards

Board (GASB).

ROMAN TORO & CO., CSP Certified Public Accountants and Business Consultants

Po BOx 3043 vAUCo PR 00698-3U3 ' TEL. (787) 856-6220 FAx: (787) 856'6233 s5



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GUANICA
SCIIEDULE OF FINDINGS AND QUESTIONED COSTS (Continued)
FOR TIIE YEAR ENDED JUNE 30,2012

SECTION II - FINANCIAL STATEMENTS FINDINGS (Continued)

2012-II-1, continued

Cause:
The OCAM system's self-balancing set of accounts and ledgers are not fully utilized by the Municipality's

accounting staff to account for all assets, liabilities, and residual balances and changes there in, required to

provide a iomprehensive picture of the financial operations, positions, and results of the Municipality's funds.

Automatic year-end closing procedures in this system are currently limited to three basic areas: cash, revenues

and expenditures. They are not performed to account for all potential transactions in modified-accrual basis

accouniing for all fundi. Meanwhile, the manual accounting system does not provide for a self-balancing set of
accounts for each fund, but does provide more detail to assist in preparing budget to actual results reports, and

account for receipts, encumbrances, and disbursements.

Both systems are dependent on each other to provide a comprehensive accounting of the Municipality financial

operations, but a compilarion of all this information has to be done manually to report complete financial

information. This prociss is not done continually by the accounting stafi but at year end by an extemal CPA

conffactor. This contractor must correct all errors or omissions which are not detected during the year have to

before the audit starts, and failure to do so will compromise information in the financial statements.

Effect:
T-[e Municipality cannoi produce GAAP-oriented financial statements, free from material misstatements, in a

timely manner for the Municipality's management; and, although the system has provided for complying with

federal and local financial reporting deadlines, there is significant risk involved that future compliance with

more stringent reporting requirements will not be met unless the system is improved considerably soon.

Au dilo r's R e c omm e ndatio n :
The time it takes the Municipality to prepare its accounting systems for the third-party service provider, and

the time it takes the third-service ptorider to finally compile GAAP-financial statements, present the

possibility that reports are not due in time if this situation continues lo worsen'

The Municipality financial reporting system must be modified or changed significantly in order to.avoid this

situation from worsening and to imfrove the timing of the availability of information for the compilation and

auditing of the financial statementi. The Municipality should consider which resources can be obtained to

i.p.ou"" tti. situation, including changing the OCAM system to an improved and centralized accounting

,yit"- to incorporate both the automated accounting and the manual accounting in one system, or an

alcounting system that can at least produce financial statements on their own in a reasonable timeframe, even

if they wo-uld still require the review of a third-party contractor for technical issues, complicated matters, and

final compilation.

Views of responsible officials and conective actinns:

We wili take into coniideration the auditor's recommendations and implement the necessary measures to

conect the situation rePorted.

Audil finding status:
Unresolved.

ROMAN TORO & CO., CSP Certified Public Accountants and Business Consultants

po Box 3043 YAUCO PR 006gwd4 ' TEL (787) 8s6'6220 FAX: (787) 856-6233 s6



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GUANICA
SCIIEDULE OF FINDINGS AND QUESTIONED COSTS (Conrinued)
FOR THE YEARENDED JUNE 30.2OI2

SECTION II - FINANCIAL STATEMENTS FINDINGS, continued

2012-tt-2

Type of finding: Financial statement.
Situation: Material weakness over financial reporting; Compliance of local regulations
Prior-Year(s) Audir Finding(s): 201 I -II-2.
Questioned Costs: Not applicable.

Conditian:
The Municipality's General Fund has used restricted resources from other funds in order to fund its operations.

Context:
The Municipality's General Fund has used cash resources from the Municipality's State Irgislative Joint
Resolutions Fund for its own operations, which has created, as of June 30, 2012, an outstanding liability
totaling $l,l10,858. The State I-egislative Joint Resolutions Fund consists of graots and contributioni from the
State Irgislature which are restricted by Joint Resolutions of both the State House of Representatives and
Senate.

Criterin:
I-ocal laws and regulations prohibit Municipalities from the use of restricted funds to cover the costs of
unauthorized activities. Additionally, each State l,egislative Joint Resolutions grants and contribution is
individually restricted to their use by the Resolution passed by the State kgislature, and any other use not
previously included in the Resolution requires strict and expressive consent by the State t€gislature. This is
sPecifically mentioned in the Municipal Administration Manual in Chapter Itr, Section 2, as issued by the
Puerto Rico Commissioner's Office for Municipal Affairs.

Cause:
The Municipality's General Fund cash resources have been decreasing significantly over the course of several
years due to excess expenditures over revenues, and the Municipality's management decided to use restricted
resources of other funds in order to avoid decreases in the General Fund's activities and expenditures.

Effect:
The Municipality's State l-egislative Joint Resolutions Fund was left without sufficient resources to comply
with the activities intended by the State Irgislature for which such appropriations were restricted.

Auditor's Recomme ndatio n :
The Municipality's General Fund should reimburse all funds obtained from the State I€gislative Joint
Resolutions Fund as immediate as resources become available. The Municipality should revise its controls to
assure that General Fund's operations do not infringe on the resources and appropriations of other funds whose
use are restricted.

Views ofresponsible officials and corrective actions:
The situation described in the context of these finding will be evaluated by our personnel and will take all
necessary measures in order to avoid this practice in the future.

Audit finding status:
Unresolved.

ROMAN TORO & CO., CSP Cefiirted Public Accountants and Business Consultants
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COMMONWEALTH OF PTIERTO RICO
MT]NICIPALITY OF GUANICA
SCIIEDIILE OF FINDINGS AND QUESTIONED COSTS (Continued)
FOR TIIE YEAR ENDED JT]NE 30,2012

SECTION II - FINANCIAL STATEMENTS FINDINGS, continued

2012-tt-3

Type of finding: Financial statement.
Situation: Material weakness over financial reporting; Compliance of local regulations
Prior-Year(s) Audit Finding(s): 2011 -II-3.
Questioned Costs: Not applicable.

Condition:
The Municipality did not classify General Fund's fund balances as required by GASB Statement No.54,
"Fund Balance Reporting and Govemmental Fund Type Definitions".

Conturt:
In February 2009, the Govemmental Accounting Standards Board (GASB) issued its Statement No. 54, which
required govemments to classify and report each fund's amounts in the appropriate fund balance classifications
by applying their own accounting policies that determine whether restricted, committed, assigned, and
unassigned amounts are considered to have been spent. Disclosure of the policies the Municipality used to
determine such classifications in the notes to the financial statements was also required. The implementation of
this new requirement applied for periods beginning after June 15, 2010, which in the case of the Municipality
of Gu5nica, was the same period which ended in June 3O,2012.

The Municipality did not adopt a methodology and internal control process to identify appropriations for its
General Fund, which would be used to classify its fund balances at year end by the new classification types
described by GASB Statement No. 54. It reported the General Fund's entire fund balance as of June 30, 2012
under the "unassigned" classification, even though the General Fund may have contained encumbrances,
commitments, and other restrictions over certain appropriations and fund balances which would require
individual identification and classification over their respectiye level of restriction.

Additionally, detailed disclosure about the General Fund's fund balance's classifications was not provided in
the notes to the financial statements as of June 30,2012. While the note disclosures of the Municipality's
financial statements state the accounting policies applicable to comply with this new GASB requirement, they
were not implemented to the General Fund's amounts because of the situation described above.

Criteria:
Law 81 of 1991, known as the Autonomous Municipalities Law, requires that the Municipality's accounting
and financial reporting comply with the generally accepted accounting principles promulgated by the

Govemmental Accounting Standards Board (Article 8.010; 21 L.P.R.A. S 4360). The specific accounting

requirement is GASB Statement No. 54, "Fund Balance Reporting and Governmental Fund Type Definitions".

Cause:
The Municipatity did not have sufficient accounting resources to perform the classification of all
appropriations based on their level of restriction, and, as discussed more fully in finding 2012-II-1, does not
have sufficient resources to produce financial reporting information that complies with GASB standards in an

efficient and timely manner.

EJfect:
The Municipality's fund financial statement pertaining to the General Fund was misleading in presenting its
fund balance deficit as "unassigned", instead of a complete and classified presentation of its balance.

ROMAN TORO & CO., CSP Certirted Public Accountants and Business Consultants
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SECTION II - FINANCIAL STATEMENTS FINDINGS, conrinued

COMMONWEALTH OF PI]ERTO RICO
MT,NICIPALITY OF GUANICA
SCIIEDT LE OF FINDINGS AND eUESTIONED COSTS (Continued)
FOR TIM YEAR ENDED JTJIIE 30.2OI2

Z)12-II-3. continued

Auditor's Recommendation :
The Municipality must provide sufficient tesources for rhe accounting work required to fully comply withCASB 54 and any furure accounring pronouncemenrs, and prepare nr#fri ,ii"#rirl";;;:ir",# r"r.
Views of responsi.ble offtcials and conective actions:

B^|$ Iffi*:^Xunicipalitv 
will implement the classificarion of General Fund balances as required by

Auditfinding status:
Unresolved-

ROMAN TORO A CO-, CSp Cenifud public Accountants and Business Consultants
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COMMONWEALTH OF PTIERTO RICO
MI]NICIPALITY OF GUANICA
SCIIEDULE OF FINDINGS AND eUESTIONED COSTS (Continued)
FOR TIIE YEAR ENDED JUNE 30, 2012

SECTION II - FINANCIAL STATEMENTS FINDINGS, continued

2012-tt-4

Tlpe of finding: Financial statement.
Situation: Material weakness over financial reporting; Compliance of local regulations
Prior-Year(s) Audit Finding(s): 2Ol t -It-4.
Questioned Costs: Not applicable.

Condition:
The Municipality does not maintain proper recordkeeping of documentation in relation to its capital assets andits related debt as required by local reguiations.

Contert:
During our substantive audit tests and tests of intemal controls over the Municipality,s capital assets, we tbund
that the Municipality does not maintain a centralized archive of all property records, incluoing vendor invoices,purchase orders, receiving reports and payment analysis for ttre icquisiiion of pioperty an"d construction inprogress, requiring extensive work in order to substantiate the items within the property subsidiary ieagers anOits balances. Among the issues found:

l' Capital assets inventoded as required by federal, state, and local regulations are not regularly
reconciled with the subsidiary ledgers which support the balances in the fin'ancial statements_2. Missing dates of acquisition, property numbers,-a;d other information of certain items.3. Construction in progress not accounted for during the year.

4' 389 items of machinery and equipment were physicaliy disposed by the Municipality during the year;
however, there were not removed from theii i"rpectiu. subsidiaiy ledgers and financial statement
balance.

The Municipality also does not maintain documentation of the debt used to acquire or construct municipal
prcperty, the property acquired with such loans, and the available balance of such loans, if uny. it i, ao", ,ot
allow_a simple tracing of capital assets to their debt and determine their net investment to report a, .lui."a uy
GAAP, requiring significant work to trace such debt.

Criteria:
Chapter VII, Sedion l5(l) of the Municipal Administration Regulatory Manual of the puerto Rico
Commissioner's Office for Municipal Affairs (OCAM) requires that alirecoris conceming municipal property
be under the custody of the person in-charge of property, under supervision of the Financebirectori

Cause:
The Municipality's personnel in charge of property management has not maintained copies of all propeny
transactions documentation in a centralized archive.

Effeet:
The Municipality's financial statement preparation process requires significant work in order to assure of allproperty transactions and balances are accounted for.

Audilor's Re c ommend.otion :
The Municipality should maintain a centralized archive of all propefty documentation required for the
rnanagement of property, and instruct its employees to facilitate ali doiuments regarding th'e acquisirlon,
transfer, disposal, and any other transaction involying municipal property to the person in-ch#g" or p.ope.ry.

ROMAN TORO & CO., CSP CertiJied public Accountants and Business Consultants
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COMMONWEALTH OF PIJERTO RICO

MTJMCIPALITYOF GUAMCA
Slriilou-ir-or FTNDTNGS AND QUESTToNED cosrs (Continued)

FOR TIIE YEAR ENDED JUNE 30, 2012

SECTION tr - FINANCIAL STATEMENTS FINDINGS' continued

2011-II4. continued

Views oJ responsiblz offtials arul conective actions:

Instructions were giu"n to tt 
" 

p".lln ii 
"rr-g" 

or p-p"rty record keeping to inventory, reconcile, classifu

and record transactions ."rut"a^iJ^ ti"-u"qil.itiJ, ! capita-l 
-asseti 

following the instructions of the

..Manual del M6dulo a" nopi"aui" ,,-,uJ"iv ocer,a. Tire Municipality will hire a consulting firm in

-A"i to opaut" ull acquisitions of capital assets as of June 30' 20 I 3 '

Auilit finding status:
Unresolved.
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF GUANICA
itriinulr or FINDINGS AND QUESTIoNED cosrs (continued)

FOR THE YEAR ENDED JUNE 30,2012

SECTION III - FEDERAL AWARD FINDINGS

2012-IIl-l

Type of finding: Federal award finding'
ii,lr"i""'slg.ln.ant deficiency; Compliance of federal regulations

F;;;;iir;g;"., Community ievelopment Block Grant - state's Program (14'228)
'C;;;ilr;;'Rdrirements: 

ettowaule cost/Cost Principle; Special tests and provisions'

Prior-Year(s) Audit Finding(s): None'

Questioned Costs: $21,508.59 (as of June 30' 2012)

Conilition:
I;iJi;.8'59 of the Municipality's program income-tunds of^its Community Development Block Grant -
State,s program was levied UV if,i UIS. Internal Revenue Service (IRS) in an effort to capture payroll

taxesallegedlyowedbytherrlunicipatitytoth€IRs.Thepayrolltaxesinquestionaleattributabletothe
Municipality'i entire payroll, and not to the federal program'

Context:
On June 12, 2012, the IRS levied $21,508'59 from the account used for program income generated by the

;Bcp;r;;;. As of June 30, iOtz,'the Municipality had not reimbursed the program the same amount

of levied funds while the case is being resolved'

Criteria: 
rme eamed during the project period shall

As discussed in OMB Circular A-110, section 24, program tncc

be retained by the recipient and, irtu".o.aun." *iih Fi".ut awarding agency regulations or the terms and

conditions of the award, shall be for the project or progam'

name to seize such funds as collateral for the debt

selection of the particular account belonging to the

Effect:
i'de uu"iclputity's program income was reduced by the levied amount'

Auilitor's Re c omme ndation :

TheMunicipality,sGeneralFundshouldreimbursetheprogramallthefundsthatitlostfromthelRS
seizure, inespective of the orti.ut" i"rotution of the'IRS investigation over 

-the 
alleged.debt' The

Municipality should also ."u"f, u ffuO-altigned Depository Agreement with the financial institution and

instruct the institution to try una 
"trJt"ng" 

uiy seizure of accounts containing HuD-sourced funds'

Views oJ responsible officials anil cotrective actions:

l.i"."gl-".i *rif pro.""a,o."t nJih" fed"ral program the $21'508 59 from the general fund'

Auilit finding status:
Unresolved.

Cause:
The IRS selected an account in the Municipality's

owed, and no justification has been given for the

Municipality's Program.

ROMAN TORO & CO., CSP Certified Public Accountants and Business Consultants
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COMMONWEALTH OF PUERTO RICO
MUMCIPALITY OF GUAMCA
SCIIEDULE OF FINDINGS AND QUESTIONED COSTS (Continued)

FOR THE YEAR ENDED JT]NE 30, 2012

SECTION III _ FEDERAL AWARD FINDINGS

2012-rrl-2

Type of finding: Financial statement.

Situation: Significant deficiency; Compliance of local regulations

Federal Progiam: Community Development Block Grant - State's Program (CFDA 14'228)

Compliance Requirements: Equipment and Real Property Management (E).

Prior-Year(s) Audit Finding(s): 201 l -[l-2.
Questioned Costs: None.

Condition:
As discussed in finding 2Ol2-lII-O2, the Municipality has certain deficiencies in the recordkeeping of capital

assets, which also includes acquired federal property under the CDBG program'

Cofltext:
As discussed more fully in finding 2012-II-02, the Municipality does nol maintain a proper archive of

equipment and real property recordi for its items. While federal programs coordinators maintain a record of

p.ogiu* in"orne ani other iederally-funded properties, local laws and regulations require that all properties'

ieco'.0. be safeguarded and maintained by peisonnel in-charge of property, because such records are used for

financial reporting, inventorying, and insurance purposes.

Criteria:
chapter vII, section l5(l) of the Municipal Administration Regulatory Manual of the Puerto Rico

Commissioner's Office for Municipal Affairs (OCAM) requires that all records conceming municipal property

be under the custody of the peison in-charge of property, under supervision of the Finance Dilectof.

Additionally, OMB Clrcular A-i I0, section 34(0 states that equipment records shall be maintained accurately

and include information detailed in the Circular.

Cause:
The Municipality's personnel in charge of property management has not maintained copies of all property

transactions documentation in a centralized archive.

Effect: 
,s additional work in order to assure of allThe Municipality's financial statement preparatron process requlre

property transactions and balances are accounted for.

Auditor's re comme ndation :
The Municipality should maintain a centralized archive of all property documenlation required for the

nlunug"n1"ri of iroperty, and instruct its employees to facilitate all documents regarding the acquisition,

transfir, disposal, and a;y other transaction involving municipal Property to the person in-charge of Ploperty.

Views of responsible ollicials anil corrective actinns:

fne property custodian was instructed to record the property acquired in the Municipality's records The

frlun;cipauty wilt trire a consulting firm in order to update all acquisitions ofcapital assets as ofJune 30,2013.

Aadit ftnding sutrts:
Unresolved.

END OF SECTION
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INDEPENDENT AUDITOR'S REPORT

Honorable Mayor and Members of the
Municipal Assembly
Municipality of Gudnica, Puerto Rico

We have audited the financial statements of the governmental activities, each major fund, and the
aggregate remaining fund information of the Municipality of Gu6nica (PHA) as of and for the
year ended June 30, 2012, and have issued our report thereon dated Apil 3,2013. Our opinion
on the General Fund's financial statements was qualified because the Municipality had not
implemented a methodology for the classification and reporting of the General Fund's fund
balances. The amount by which this departure would affect the fund balancesof the General Fund
was not reasonably determinable. Our audit was performed for the purpose of forming our
opinions on the financial statements that collectively comprise the PHA's basic financial
statements.

The accompanying Financial Data Schedule is presented for purposes of additional analysis as

required by the U.S. Department of Housing and Urban Development and is not a required part
of the basic financial statements. Such information has been subjected to the auditing procedures

applied in the audit of the basic financial statements and, in our opinion, is fairly stated, in all
material respects, in relation to the basic financial statements taken as a whole.

?*_A €'<.
ROMAN TORO & CO., CPA, C.S.P.

LICENSE #35 . IN FORCE

Yauco, Puerto Rico
April 3,2013

Stamp #54618 was affixed to
the original of this report



COMMONWEALTH OF PT'ERTO RICO
MUNICIPALITY OF GUAMCA (RQO44)

SUPPLEMENTARY INFORMATION . FINANCIAL DATA SCIIEDTJLE

BALANCE STMET INFORMATION
JUNE 30' 2012

Line Item
No.

Account Description
14.871

Housing Choice
Vouchers

111 Cash - Unrestricted $113,683

113 Cash - Other Restricted $49,578

100 Total Cash $163.261

l50 | Total Current Assets t63.261

t@ Fuminre, Equipment & Machinery - Administration $r.21'l

t66 Accumulated Depreciation -$r,21'7

160 Total Capital Assets, Net of Accumulated Depreciation $o

f90 lTotal Assets $163.261

312 Accounts Pavable <= 90 Days $ 15,310

J" Accounts Payable - Other Funds $14.962

310 Total Curent Liabilities $30,n2

300 lTotal Liabilities

508.1 Invested In Capital Assets, Net of Related Debt $0

5t1.1 Restricted Net Assets $41,94'1

512.1 Unrestricted Net Assets $91.042

513 Total Eouitv/Net Assets $132.989

600 | Total Liabilities and Equi8/Net Assets t63.261

ROMAN TORO & CO., CSP Certified Public Accountants and Bus tess Consultants
Po Box 304i vAUCo PR 00698-3043 . TEL. (787) 856-6220 FAx: (787) 8s6-6233



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GUANICA (RQO44)

SUPPLEMENTARY INFORMATION - TINANCIAL DATA SCIIE,DULE
STATEMENT OF RE\IENI'ES AN'D EXPENSES IMORMATION

JUNE 30,2012

Line Item
No. Account Description

14.871
Housing Choice

Vouchers

70600-010 Housing Assistance Payments $155,780
70600-020 Ongoing Administrative Fees Eamed $38,783

706fi) HUD PIIA Operating Grants - Total $194,563

71100 Investment Income - Unrestricted $s7
71500 Other Revenue $18,286
72000 Investment Income - Restricted $s7
70000 Total Revenue $212,963

91100 Administrative Salaries $38,284
91500 Employee Benefit contributions - Administrative $9,587
91600 Office Expenses $2r,10s
91000 Total Operating - Administrative s68,976
96900 Total Operating Expenses $68,976
97000 Excess of Operating Revenue over Operating Expenses $143,987
97300 Housing Assistance Payments $223,939
97350 HAP Portability-ln $13,57 r

97400 Depreciation Expense $1,217

90000 Total Expenses $307,703

10000 | 
Excess(Deficiency) of Total Revenue over (Under) Toral I _Sno,roo

ROMAN TORO & CO., CSP Certifred Public Accountants and Business Consultants
POBox3043 yAuco PR 00698-3043 . TEL. (787) 856-6220 FAX: (787) 8s6-6233



COMMONWEALTH OF PT]ERTO RICO
MUNICIPALITY OF GUANICA (RQO44)

SI]PPLEMENTARY INFORMATION - FINANCIAL DATA SCHEDULE
STAIEMENT OF REVENUES AND EXPENSES INFORMATION

JUNE 30,2012

ROMAN TORO & CO., CSP Certifi.ed Public Accountants and Business Consultants
Po BoX 3043 YAUCo PR 00698-3043 . TEL. (787) 856-6220 FAx: (787) 856-6233

Line ltem
No.

Income Statement
Account Description

14.871
Housing Choice

Youchers

I 1030 Beginning Equity $227,729

11170 Administrative Fee Equity $9t,042
11180 Housing Assistance Payments Equity $41,947

11170-001 Administrative Fee Equity - Beginning Balance $117,680

1t r70-010 Administrative Fee Revenue $38,783

11170-040 Investment [ncome $57

I I 170-045 Fraud Recovery Revenue $o

11r70-050 Other Revenue $18,286

I 1 170-051 Comment for Other Revenue
Portabilities HAP
and Admin Fees

11 170-060 Total Admin Fee Revenues $57,126

11 170-080 Total Operating Expenses $68,976

11170-090 Depreciation $1,2t7
I ',l 170-095 Housing Assistance Payment Portability In $ 13,571

11170-110 Total Expenses $&3,764

11170-002 Net Administrative Fee -$26,638

I I 170-003 Administrative Fee Equity- Ending Balance $91,042

l1 180-001 Housing Assistance Payments Equity - Beginning Balance $1r0,049

1 1180-010 Housing Assistance Payment Revenues $1s5,780

1 1180-025 Investment Income $s7

1 1180-030 Total Housing Assistance Payments Revenues $ 155,837

I I ',180-080 Housing Assistance Payments s221,939

1 I t80-100 Total Housing Assistance Payments Expenses $223,939

11180-002 Net Housing Assistance Payments -$68,102

I I 180-003 Housing Assistance Payments Equity - Ending Balance $4t,947

11 190 Unit Months Available 648

1121O Number of Unit Months I-eased 638
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INDEPENDENT ACCOUNTANT'S REPORT ON APPLYING
AGREED-UPON PROCEDURES

To the Mayor and Members of
the Municipal Assembly of the
Municipality of Gu6nica
Gudnica, Puerto Rico

We have performed the procedures described in the second paragraph of this report, which was
agreed to by Municipality of Guinica's Section I Housing Choice Youchers Program (the
Housing Authority) and the U.S. Department of Housing and Urban Development, Real Estate
Assessment Center (REAC), solely to assist them in determining whether the electronic
submission of certain information agrees with the related hard copy documents included within
the OMB Circular ,{-133 reporting package. The Housing Authority is responsible for accuracy
and completeness of the electronic submission. This agreed-upon procedures engagement was
conducted in accordance with the attestation standards established by the American Institute of
Certified Public Accountants and the standards applicable to attestation engagements contained
it Government Auditing Standards issued by the Comptroller General of the United States. The
sufficiency of the procedures is solely the responsibility of those parties specified in this report.
Consequently, we make no representation regarding the sufficiency of the procedures described
below either for the purpose for which this report has been requested or for any other purpose.

We compared the electronic submission of the items listed in the "UFRS Rule Information"
column with the corresponding printed documents listed in the "Hard Copy Documents" column.
The results of the performance of our agreed-upon procedures indicate agreement or non-
agreement of the electronically submitted information and hard copy documents as shown in the
attached chart.

The Housing Authority is a department of the Municipality of Gudnica (the Reporting Entity).
We were engaged to perform an audit in accordance with OMB Circular A-133, Audits of States,
Local Govemments, and Non-profit Organizations, of the financial statements of Municipality of
Gudnica as of and for the year ended June 30, 2012, and have issued our reports thereon dated
April 3, 2013. The information in the "Hard Copy Documents" column was included within the
scope, or was a by-product of that audit. Further, our opinion on the fair presentation of the
supplemental financial data templates dated April 3,2013, was expressed in relation to the basic
financial statements of Municipality of Gudnica taken as a whole.



INDEPEI{DENT ACCOUNTANT'S REPORT ON APPLYING
AGREED.UPON PROCEDTJRES

(CONTINI]ED)

t (,.

A copy of the financial statement package required by oMB circular A-133, which includes the
auditor's reports, is available in its entirety from Municipality of Gu6nica. we have not
performed any additional auditing procedures since the date of ttri aforementioned audit reports.
Further, we take no responsibility for the security of the information transmitted electronica]ly to
the U.S. Department of Housing and Urban Development, REAC.

This report is intended solely for the infornation and use of Municipality of Gudnica and the
U.S. Department of Housing and urban Development, REAC, and is not intended to be and
should not be used by anyone other than these specified parties.

7;
ROMAN TORO & CO., CPA, C.S.P.

LICENSE #35 - IN FORCE

April 3,2013
Yauco, Puerto Rico

Stamp #854619 was aff,rxed
to the original of this report

ROMAN TORO & CO'
PO BOX 3043 YAUCO PR

CSP Certified Public Accoultants and Business Consultants
00698-3M3 . TEL (787) 8s6-6220 FAX: (787) Bs6-62j3



MT]MCIPALITY OF GUAMCA
SECTION 8 HOUSING CHOICE VOUCHERS PROGRAM

ATTACTIMENT TO IAIDEPENDENT ACCOUNTANT'S REPORT ON APPLYING
AGREED.TJPON PROCEDT]RES

ROMAN TORO & CO., CSp CeniJied public Accountqnts qnd Business Consultants j
PO BOX 3043 YAUCO pR 00698-3A3 . TEL. (787) 856_6220 FAX (787) 8s6_6233

Procedure IJFRS Rule Information Hard Copy Document(s) Conclusion

I
Balance Sheet and Revenue and
Expense (data line items I I I to
13901)

Financial Data Schedule, all
CFDAs, If applicable Agrees

2 Footnotes (data element G5000-010)
Footnotes to audited basic
financial statements Agrees

3
Tlpe of opinion on FDS (data element
G3100-040)

Auditor's supplemental report on
FDS Agrees



ESTADO LIBRE ASOCIADO DE PI,JERTO RICO
MI,JNICIPIO AUT6NOMO DE GUANICA

OFICINA DE AUDITORIA INTERNA

&n @at @dad{mt
Aber

April 10,2013

OCAM
PO Box 70167
San Juan, Puerto Rico 00936-8167

To whom it may concern:

Accompanied herewith please find (1) copy ofour Financial Statements and Report of Independent
Certified Public Accormtants with Additional Reports required under the ON1S Circular A-133 for
Mmicipality of Gueinica for the year ended June 30, 2012.

Should you have question regarding to the above mentioned, please let us know.

Cordially yours,
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Iris N. Quiiones Gonzil-ez'
Interim Intemal Auditor
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