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INDEPENDENT AUDITORS' REPORT

To the Honorable Mayor and
Municipal Legislature

Municipality of Gurabo
Gurabo, Puerto Rico

We have audited the accompanying financial statements of the governmental activities,
each major fund and the aggregate remaining fund information of the Municipality of
Gurabo, as of and for the year ended June 30, 2012, which collectively comprise the
Municipality's basic financial statements, as listed in the table of contents. These financial
statements are the responsibility ofthe Municipality's management. Our responsibility isto
express opinions on these flnancial statements based on our audit.

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

ln our opinion, the financial statements referred to above present fairly, in all material
respects, the respective financial position ofihe governmenlalactivities ofeach majorfund
and the aggregate remaining fund information of the Municipality of Gurabo as of
June 30, 2012, and the respective changes in financial position thereof for the fiscal year
then ended in conformity with accounting principles generally accepted in the United Siates
of America.

As described in Note 23 to the financial statement, the beginning balance ofnet assets has
been restated to correcl an overstatement of capital assets.

ln accordance with Govemment Auditing Srardards, we have also issued our reportdated
February 15, 20'13, on our consideration ofthe Municipality's internal control over financial
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reporting and our tests of its compliance with certain provisions of laws, regulations,
contracts, and grants agreements and other matters. The purpose of that report is to
describethe scope ofourtesting of internal control over financial reporting and compliance
and the results of that testing, and not to provide an opinion on internal control over
financial reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards 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 compaison infomation on pages 3
to I and 45, respectively, be presented to supplement the basic financial statements. Such
information, although not a part of the basic flnancial statements, is required by the
Governmental Accounting Standards Board who considers it to be an essential part of
financial reporting for placing the basic financial statements in an appropriate operational,
economic, or historical context. We have applied certain limited procedures to the required
supplementary information in accordancewith 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 the basic financial statements. We do not
express an opinion or provide any assurance on the information because the limited
procedures do not provide us with sufficient evidence to express an opinion or provide any
assurance.

Our audit was conducted for the purpose of forming opinions on the financial statements
that collectively comprise the lvlunicipality of Gurabo's financial statements. fhe schedule
of expenditures of federal awards, as required by Office of Management and Budget
Circular A-133, Audits of Stafes, Local Governments, and Non-Profit Organizations
(Circular A-133) is presented for purposes of additional analysis and is not a required part
ofthe financial statements. Such information isthe responsibility ofmanagement 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 oI 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. ln our opinion, lhe schedu/e
of expenditures of federal awards is'faily stated in all material respects in relation to the
financial statements as a whole.

San Juan, Puerto Rico
February 15, 20'13
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Management ot lhe Municipality of Gurabo of the Commonwealth of Puerto Rico (the
"Municipality") provides this Management's Oiscussio, and Analysis ot the
lvlunicjpality's basic financial statements as an overview and analysis of the financial
activilies of the Municipality for the fiscal year ended June 30, 2012. We encourage readers
to consider the information presented here in conjunction with the additional information that
we have furnished in the accompanying basic financial statements.

FINANCIAL HIGHLIGHTS

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GURABO

MANAGEN/lENT'S DISCUSSION AND ANALYSIS

The Municipality's in the Govermental Activities has reported assets and net assets
amounting to $78,834,433 and $14,356,770 respectivety, in the accompanying
statement of net assets, of which lhe most significant assets are capital assets
amounting to $50,496,783 (64 percent of total Municipalityt asse,r.

The lluniciaplity in the same activities has reported total liabilities amounting to
$64,477,663 in the accompanying statemenl of net assets, of which the most significant
liabilities are bonds, notes and other longlerm debt amounting to $45,870,668 (7,
percent of total liabilities).

The Municipality has reported total revenues amounting to $28,268,926 in the
accompanying Statement of Revenues, Expenditures and Changes in Fund Balances-
Gubernamental Funds, for the Fiscal Year Ended June 30, 2012. The most significant
revenues amounting in this statement are property taxes and municipal licenses taxes
and, sales and use tax and licenses and permits were lo $7,82i,87S (2A percent of
total revenues) and $3,656,674 (r3 percena ot total revenues), respectively.

The Municipality has reported a net change in net assets of revenues over expenditures
amounting to ($2,732,102) in the accompanying statement of activities.

The Municipality's governmental funds reported combined ending fund balances of
$12,444,247 which represent the fund balances of the general fund, other governmental
funds and debt service fund combined (all known as the Municipality's major funds).

The Municipality has reported a deficit for the general fund amounting to (95,797,927).

The Municipality has reported an excess of revenues and other financing sources over
expenditures and other financing uses amounting to (S3,888,739) in the governmental
funds. Such amount correspond to General Fund, debt service and capatal proyects
fund.



OVERVIEW OF THE BASIC FINANCIAL STATEMENTS

The lrunicipality's financial statements include three components: (l)the government-wide
financial statements, (2) the fund financial statements, and (3) the notes lo the financial
statements (collectively known as the basic financial statements).

Government-Wide Financial Statements

The govemmenlwide financial statements are designed to provide readers with a broad
overview of the Municipality's operations and finance as a whole in a manner similar to
private-sector business. These statements provide short-term and long{erm 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 flnancial statements
are prepared using the flow of economic resources measurement focus and the accrual
basis of accounting. This basically means that these flnancial statements follow methods
that are similar to those used by most businesses. They take into account all revenues and
expenses connected with the fiscal year ended June 30, 2012 even if cash involved have
not been received or paid. The government-wide financial statements include: (,1) the
statements of nel assets and (2) the statement of activities.

Statement of Net Assets

The statement of net assefs presents all oI the Municipality's assels and liabilities, with the
difference between these two items reported as "net assets" (equity). Over time, increases
or decreases in the net assets may serve as a useful indicator of whether the tinancial
position of the Municipality is either improving or deteriorating.

Statement of Activities

The statement of activities presents information showing how the Municipality's net assels
changed during the fiscal year ended Jun€ 30, 2012. All changes in net assets are
reported as soon as the underlying event giving rise to the change occurs, regardless of the
timing of related cash flows. Thus, revenues and expenses are reported in this statement
for some items that will not result in cash flows until future fiscal periods (such as
uncollected taxes and earned but unused vacation leave). This statement also
presents a comparison between direct expenses and program revenues for each function of
the lrunicipality.

Both of the abovementioned financial statements present all the governmental activities of
the Municipality, which consist mostly by taxes and intergovernmental revenues (such as
federal grants). Most services provided by the Municipatity fall into this category, including
culture and education, general government, healih and sanitation, public safety, public
housing and welfare, etc.
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Fund Financial Statements

The l/unicipality's fund llnancial slatements, which consist of: ('l) the balance sheet -
governmental funds and (2) lhe statement of revenues, expenditures and changes in fund
balances - governmental funds. These financial statements report the financial position
and results of operations of the Municipality's governmental funds.

A fund is a grouping of related accounts that is used to maintain control over resources that
have been segregated for specific activities or objectives. The L4unicipality, like most other
state and local governments, uses fund accounting to ensure and demonstrate compliance
with finance-related legal requirements. Each fund is considered an independent fiscal
entity accounted for within a set of self-balancing accounts that comprise its assets,
liabilities. fund equity, revenue, and expenditures. Fund accounting segregates funds
according to their intended purpose and is used to aid management in demonstrating
compliance with legal, financial and contractual provisions.

The fund financial statements focus on: (l) individual parts of the lvlunicipality's government
and (2) reporting the Municipality's operations in more detail than the governmenlwide
financial statements. For financial reporting purposes, the lvlunicipality classifles its funds
within the following fund categories: (1) general fund, (2) debt service fund, (3) permanent
improvement fund and (4) capital projects funds (collectively known as the "governmental
funds").

Governmental funds are used to account for all of the services provided by the lvlunicipality.
Governmental funds are used to account for essentially the same functions reported as
governmental activities in the governmental-wide financial statements. However, unlike the
government-wide financial statements, governmental fund financial statements focus on
near-term inflows and outflows of spendable resources. They also focus on the balances of
spendable resources available at the end of the fiscal year (June 30, 2012). This approach
is known as using the flow of current financial resources measurement focus and the
modified accrual basis of accounting. These statements provide a detailed short-term view
of the Municipality's llnances that assists in determining whether there will be adequate
financial resources available to meet the current needs of ihe Municipality, that is,
evaluating the Municipality's near-te.m financing requirements.

Because the focus of governmental funds is narrower than that of the government-wide
financial statements, it is useful to compare the fund information presented for
governmental funds with similar information presented for governmental activities in the
governmenFwide financial statements. By doing so, readers may better understand the
long{erm impact of the Municipality's near,term financial decisions.

For financial reporting purposes the Municipality has four major funds: (,1) the general fund
(2) the debt service fund (3) permanent improvement fund and (4) other governmentatfund.

5



Notes to the Basic Financial Statements

The notes to the basic financial statements provide additional inlormation that is essentialto
a full understanding of the data provided in the governmenlwide and the fund financial
statements. The notes to the basic financial statements can be found immediately following
the basic financial statements.

Government-wide Financial Statements Summary

As noted earlier, net assets may serve over time as a useful indicalor of the Municipality's
financial position. ln the case of the Municipality, assets exceeded liabilities by 914,356,770
at June 30, 2012.

As previously discussed, by far the largest portion of the i/unicipality's net assets reflect its
investment in capital assets (e.9., land, buildings, machinery, equipment and all other
property), less any related debt used to acquire those assets that is still outstanding. The
Municipality uses these capital assets to provide services to citizens; consequen y, these
assets are not available for future spending. Otherwise, l\,lunicipality'S Basic Financial
Statement, not present increase in capital actives and acrued depreciation expenses,
because al the time prepare the financial statement, Municipal Administrative was
reevaluating actives files to stablish of capitalization. The following is a condensed
presentalion of the Municipality's financial position and results of operations, as reported in
the government-wide flnancial statements:

Condensed Statement of Net Assets:

Current assets
Capitalassets

Total asseG
Current liabihties
Non-current liabrlities

Total liabilities
Net assets/(liabilities)
Invested in capitalassets, net of related debt
Restricted
Unrestricted

Total net asseG

June 30.2011

$ 22,621280
51 761.348

5 74.382.628
s 12 922 093

43.000.331
s 55.922.124

$ 40,129,923
16.918 147

138587-866)
$18!t6tl2ll4

June 30. 2012

$ 28,337,650
50 496 783

$ 78,834.433
$ 18 606,995

45.870 668
$ 6,r.477.663

I 17 67 4.738
24.785.048
(28.103.016)

$___!L:XI6.ZZ0

An additional portion oi the Municipality's net assets (1 percent) represents resources that
are subject to restrictions on how they may be used. At the end of the current fiscal year,
the Municipality has reported positive balances in two categories of net assets.
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Condensed Statement of Activities:

Revenues:
Ptogram revenues:

Charges lor services
Operaling granls and contributions
Caprlal grants and contnbutrons

Generalrevenuesi
Property taxes
Municipal license taxes
Sales and use laxes
Grants and contribulions
lnterest. fines and penalties
l\,4lscellaneous

Total revenues
Erpensesi

General government
Publc safety
Public works
Recreation
Health and welfare
Economic development
lnterest on long{erm debt
Totalexpen3ea

Change in net assets
Net assets - at beginning of year
Net assets - at end of year

Fund Financial Statements Summary

June 30.201'l

s 607 170
3,258 559

827 745

11.103.181
3.854 312
1.703,933
3 672 428

1872.529
27.030.096

I 11 30'1 526
2.146 299
9.296 073
1.436 548
3,733,774

329.905
1972.905

30.217.030
( 3186,934)

21.647.138
tl!-460104

June 30, 2012
{as restatedl

$ 720,671
1,377.134
2,373,128

4,337.595
3,484,280
2,945,728

11,731,207
742,471
556 312

28.268.926

$ 11,440,235
1.746.210

10,289,880
1,526,987
3.232,739

338,057
2.426.920

31.001.028
| 2,732,102)
17.O44.472

$14.:156720

As discussed earlier, the Municipality uses fund accounting to ensure and demonstrate
compliance with fi nance-related legal requirements.

Governmental Funds - The focus of the Municipality's governmental funds is to provide
information on near-term inflows, outflows, and balance of spendable resources. Such
information is useful in assessing the Municipality's financing requirements. ln particular,
unreserved fund balance may serve as a useful measure of a government's net resources
available for spending at the end of fiscal year. The following is a condensed presentation of
the l/unicipality's balance sheet and results of operations of governmental funds:

Condensed Balance Sheet - Governmental funds:

TotelAssels - Malor Funds
TotalAssets - Nonmajor Funds

Total assets
Toial Lrabrlties - I\rajor Funds
Total Liabilrtres - Nonmalor Funds

Total liabilities
Fund Balances - Major Funds
Fund Balances - Nonmajor Funds
Tolal Fund Balance

June 30,20t'l

s 26.610.986
126.729

tr 26.737.715
s 14 242 237

661 957
$ 14.904.194
s 12 368 749
( 535.228)

$llgxLn21

June 30. 2012

s 32.293.556
683 024

$ 32.976.580
$ 17.292 585

749 213
$ 18.001.798
s 15.000.971
( 26.189)

s I4-97AJA2
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Condensed Statement of Operations - Governmental funds:

Total Revenues - l\,1ajor Funds
Total Revenues - Nonmalor Funds

Total revenu€s
Tolalexpenditures - lMajor Funds
Tolal expenditures - Nonmajor Funds

Total expenditureg

Excess (deticrency) of revenues over (undeo expenditures

Other financing sources (uses) [4ajor
Revenues Over Expenses - Major

FUND BALANCE (DEFICIT) AT BEGINNING OF
YEAR, AS RESTATED (NOTE 22}

FUNO BALANCE (DEFICIT) AT ENO OF YEAR

Capital Assets and Debt Administration

June 30.2011 June 30. 2012

s 25.583.072 S 26,286 398
1 447 024 1.982.528

27.030.096 28.268.925
32,513.594 30.684.176
1582.838 1.473.4A9

34.096.,82 32.'157.655

( 7.066,336)

13.360,000
6,293,664

3,888,739)

7,030,000
3,141,261

5.539.857 11.833.52,1

$ l1 3t z1 s 14a14J32

a) Capital Assets

The Municipality has invested $50,496,783 in capital assets used in governmental activities,
which have an accumulated depreciation and amortization of $1,555,392 at June 30,2012.
The net capital assets increased during the current fiscal year due to the current fiscal year
capital additions $1,837,159, which were partially offset by the depreciation and
amortization expense.

b) Debt Administration

The Municipality finances a significant portion of its construction activities through bond and
note issuances, and through state and federal g.ants- The proceeds from bond issuances
designated for construction activities are committed in its entirety for such purposes and
cannot be used for any other purposes.

At Junce 30, 2012. the Municipality's total bonded debt amounted to $,14,571,045,
consisting of bonds ($39,852,045) and notes ($4,719,000) payables. Such debt is backed
by the lull faith and credit of the lvlunicipality.

Financial Contact

The lvlunicapality's financial statements are designed to presenl users (citizens, taxpayers,
customers, investoE and creditors) with a general overview of the Municipality's
finances and to demonstrate the Municipality's accountability. lf you have queslions about
the report or need additional financial information, contact the Municipality's Chief Financial
Officer on the 2"' floor of the Gurabo City Hall, curabo, Puerto Rico.

I



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GURABO

STATEMENT OF NET ASSETS
JUNE 30, 2012

Governmental
Activities

Assets

Cash and cash equivalents (Note 2)
Cash with fiscal agent (Note 2)
Certificates of deposits (Note 2)
Accounts receivables:

lltunjcipal license taxes (Note 6)
Rent, licenses, and permits

Due from other agencies (Note 8)
Capital assets, net (Note 10)

Total assets

Liabilitles and Net Assets

Liabilities
Account payable and accrued liabilities
Due to other agencies (Note 11)
Deferred revenues:

Municipal license taxes (Note 12)
Fedeaal government

lvlatured bonds payable
lvlatured interest payable
Noncurrent liabilities (Note 14):

Due within one year
Due in more than one year

Accrued interest payable
Total liabilities

Net Assets
lnvestment in capital assets, net of related debt
Restricted for:

Debt seNice
Capital prgects

l-.J n restricted

Total net assets

$ 1.112,2A1
23,514,U6

206,366

379,702
175,760

2,948,895
50,496,783

_!_4.$44!_

$ 7,230,587
2J6a,374

2,104,255
29,755

1,169,000
660,897

2,200,805
45,870,668

3,043.322
64.477 663

17,674,738

5.378.008
19.407.040

(28,103,016)

$ 14,356,770

The accompanying notes are an integral part of these basic financial statements.
-s-
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COMMONWEALTH OF PUERTO RICO
MUNICIPALIry OF GUMBO

RECONCILIATION OF THE GOVERNMENTAL FUNDS
BALANCE SHEET TO STATEMENT OF NET ASSETS

JUNE 30, 2012

- Total fund balances - governmental funds $ ,14,974,7g2

_ Amounts reported for governmental activities in the statement
of net assets are different because:

. Capitalassets, net used in governmental activities are
not current financial resources and therefore are not
reported in the governmental funds balance sheet

. Some liabilities, including bonds payable, are not due
and payable in the current period and therefore are not
reported in the funds. (Note 3)

Net assets of governmental activities

50,496,783

(s1,114,795)

$ 14,356,770

The accompanying noles are an integJal part of these financial statements.
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF GURABO

RECONCILIATION OF THE STATEMENT OF REVENUES,
EXPENDITURES AND CHANGES IN FUND SALANCES OF

GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES
FOR THE FISCAL YEAR ENDED JUNE 30,2012

Net change in fund balances - total governmental funds

Amounts reported for governmental activaties in the statement of
activities are different because:

. Governmental funds report capital outlays as expenditures.
However, in the statement of activities, the cost of those assets
is allocated over their estimated usetul lives and reported as
depreciation expense.

. Depreciation expense on capital assets is reported in the
statement of activities, but do not require the use of cunent
financial resources. Therefore, depreciation expense is not
reported as expenditure in governmental funds.

. Governmental funds report issuance of long-term debt as other
financial sources because provides current Rnancial resources.

. Governmental funds report principal payments on long-term
obligations as expenditures, whereas the principal payments
reduces the long{erm obligations in the statement of activities.

. Change in accrued interest expense which does not require the
use of current financial resources.

. Some expenses reported in the statement of activities do not
require the use of current financral resources; therefore, are not
reported as expenditures in governmental funds.

Changes in net assets of governmental actrvities

$ 3,141,261

1.762,159

(1.6s5,392)

(7,030,000)

2,086,662

(908,988)

(27.844)

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



COMMONWEALTH OF PUERTO BICO
MUNICIPALITY OF GUBABO

NOTES TO THE FINANCIAL STATEMENTS
FOB THE FISCAL YEAR ENDED JUNE 30, 2012

1. ORGANIZATION

The Municipality of Gurabo, Puerto Bico (Municipality) was founded in 18.15. The
l\ilunicipality is a political legal entity with full legislative and administrative faculties in
every affair of municipal character, with perpetual succession existence and legal
identity, separate and independent from the central government of the
Commonwealth of Puerto Rico, The Municipality provides a full range of services
including: public safely, public works, culture, recreatjon, health and welfare,
education and other miscellaneous services.

The Municipal Government comprises the executive and legislative branches. The
executive power is exercised by the Mayor and the legislative by the Municipal
Assembly, which has '14 members. The members of these branches are elected
every four years in the Puerto Flico general elections,

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accompanying financial statements of the Municipality have been prepared in
conformity with accounting principles generally accepted in the United States of
America (GAAP) as applicable to governmental entities. The Governmental
Accounting Standards Board (GASB) is the accepted standard-setting body for
establishing governmental accounting and financial reporting principles.

The financial information of the Municipality iS presented in this report as fo ows;

. N4anagement's Discussion and Analysis - lntroduces the basic financial
statements and provides an analytical overview of the l\.ilunicipality,s financial
activities.

. Government - Wide Financial Statements - This reporting model includes
financial statements prepared using full accrual of accounting for all oI the
government's activities. This approach includes not just current assets and
liabilities, but also capital assets and longterm tiabilities (such as buildings and
infrastructure, including bridges and roads, and general obligation debt).

. Statement of Net Assets - The statement of net assets is designed to display the
financial position of the Municipality, including capital assets and infrastructure.
The net assets of the Municipality wi be broken down into three categories;
invested in capital assets, net of related debtt restricted; and unrestricted.

- tb -
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. Statement of Program Activities - The government _ wide statement of activities
report expenses and revenues in a format that tocuses on the cost of each of the
government's functions, The expense of individual lunctions is compared to the
revenues generated direcfly by the function.

. Budgetary comparison schedules - Demonstrating compliance with the adopted
budget is an important component of a governmenl,s accountability to the public.
Under the new reporting model, the lvlunicipality will continue to provide budgetary
comparison information in their fjnancial statements. An important change,
however, is a requirement to add the government,s original budget to the curr;nt
comparison of final budget and actual results.

The following is a summary of the more significant policies.

a. Reporting Entity

A reporting entity is comprised of the primary government, component units and
othea organizations that are included to ensure that financial statements are not
misleading. The primary government consists of all funds, departments, boards
and agencies that are not legally separate from the Municipality and for which the
Municipality is f inancial accountable.

The N,{unicipality's management has considered all potential component units
(whether governmental, notjor-protit, or profit-oriented) for which it may be
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 l\ilunicipality may be such that exclusion of their basic
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 unity of the Municipllity
if all ol the following criteria are met:

1) The Mayor appoints a voting majority of an organization s governing body
and, either (1) the Municipality has the ability to impose lts will on that
organization or (2) the organization has the potential to provide specific
financial benefits to, or impose specifjc financjal burdens on, jhe ft,,lunicipatity.

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GUBABO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOF THE FISCAL YEAR ENOED JUNE 30, 2012

-17-



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GURABO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 20,I2

2) The economic resources, for which the Municipality is entifled, either received
or held by the separate organization, are entirely or almost entirely for the
direct benefit of the Municipality or its constituents.

GMP details two methods of presentation: blending the financial data of the
component units' balances and transaclions in a manner similar to the
presentation of the Municipality's balances and transactions or discrete
presentation ofthe component units'financial data in columns separate from the
Municipality's balances and transactions.

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 ofthe Municipality for the fiscalyear ended June 30,
2012.

b. Governmont-Wide and Govemmental Fund Financial Statements

The government-wide financial statements (i.e., the statement of net assets and
lhe statemenl of changes in nel assets) report information on all the activities of
the Municipality.

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

The effects of all inter-fund activities (assets, liabililies, revenues, expenditures
and other financing sources/uses among governmental funds) have been
eliminated from the government-wide financial statements.

The fund financial statements segregate transactions related to certain functions
or activities in separate funds in order to aid financial management and to
demonstrate legal compliance.

- 18 -



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GUFABO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOB THE FISCAL YEAR ENDED JUNE 30, 20.I2

These statements present each major fund as a separate column on the fund
financial statements; all non-maior funds are aggregated and presented in a single
column.

The Municipality implemented Government Accounting Standards Board
Statement No. 54 (G ASB 54), "Fund Batance Beponing anA Govemmental Fund
Type Definitions" during fiscal year 201 1. GASB 54 enhances the usefulness of
fund balance information by providing clearerlund balance classifications that can
be_more consistently applied, and it clarifies the existing governmental fund type
defanitions. lt establishes fund balance classifications that comprise a hierarchy
based primarily on the extent to which a government is bound to observi
conslraints imposed upon the use of the resources reported in governmental
funds.

GASB 54 also provides gujdance for classifying stabilization amounts on the face
oI the balance sheet and requires disclosure of certain information about
slabilization arrangements in the notes to the financialstatements. The delinitions
of the general fund, special revenue fund type, capital projects fund type, debt
service fund type, and permanent fund type are also clarified by the provisions in
this slatement.

Measuremenl Focus, Basis of Accounting, and Financial Statement
Presentation

The government-wide financial statements are reported using the economic
resources measurement focus and lhe accrualbasis of accounf,rg. Revenues are
recorded when earned and expenses are recorded when a liability is incurred,
regardless of the timing of related cash flows. property taxes are recognized as
revenues jn the year lor which they are levied. Grants and similar items are
recognized as revenue as soon as all eligibility requirements imposed by the
provider have been met.

Governmental tund financial statements are reported using lhe cuffent linancial
resources measurement locus and lhe modilied accrual basis of accounting.
Revenues are recognized as soon as they are both measurable and availabl;.
Flevenues are considered to be available when they are collecflble within the
current period or soon enough thereafter to pay liabilities of the current period.

- 19 -



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GURABO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUEO)
FOR THE FISCAL YEAR ENDED JUNE 30, 2012

For this purpose, the government considers revenues to be available if they are
collected within the current period or soon enough thereafter. Expenditures
generally are recorded when a liability is incurred, as under accrual accounting.

However, debt service expenditures, as well as expenditures related to
compensated absences and claims and judgments, are recorded only when
payment is due.

Property taxes, franchise taxes, licenses, and interest associated with the current
fiscal period are all considered to be susceptible to accrual and so have been
recognized as revenues ofthe current fiscal period. Only the portion of special
assessments receivable due within the current fiscal period is considered to be
susceplible to accrual as revenue of the current period. All other revenue items
are considered to be measurable and available only when cash is received by the
governmenl.

Private-section standards of accounting and financial reporting issued prior to
December 1, 1989, generally are followed in the government-wide financial
statements to the extent that those standards do not conflict with or contradict
guidance of the Governmental Accounting Standards Board.

As a general rule the effect of interfund activity has been eliminated from the
government-wide financial statements.

Amounts reported as program reyenues include 1) charges to customers or
appljcants for goods, services, licenses, permits, or privileges provided,
2) operating grants and contributions, and 3) capital grants and contributions,
including special assessments. lnternally dedicated resources are reported as
general revenues @ther than as program revenues Likewise, general revenues
include all taxes.

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

-20



COMMONWEALTH OF PUEFTO RICO
MUNICIPALITY OF GUHABO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2012

The N4unicipality reports lhe following maior governmental funds:

General Fund

This is the operating fund of the Municipality and accounts lor all financial
resources, except those required to be accounted for in another fund.

Housino and Urban Development Proorams (HUD Programs)

This fund account for revenue sources for the development of viable urban
communities, decent housing, suitable living environment, rental assistance to
help very low- income lamilies afford decent, safe and sanitary housing by
encouraging property owners to rehabiiitate substandard housing and lease

the units with rental subsidies to low-income family.

Sales and Use Tax Fund

This fund account ror revenue sources proceeding from the imposition of the
sales and use tax corresponding to the one percent to be collected by the
l/unicipality that should be used for solid waste collection and recycling
programs, the construction o, capital works and improvements, health, and
securitY.

Debt Service Fund

1)

2)

3)

4)

5)

This fund is used to account for the
made for principal and interest on
governmental funds.

State Leoislative Joint Resolutions

resources accumulaled and payments
long-term general obligation debt of

The State Legislative Joint Resolutions lund is used to account for certain
operations grants awarded by the Legislative of the Commonwealth of Puerto

Ftico to subsidy certain operations and administrative activities of the
[,4unicipality.

21
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GURABO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2012

6) Loans and Bonds

The Loans and Bonds fund is used to account for the financial resources for
the acquisition of personal property ancyor construction of major improvements
which are not Iinanced by other funds.

Cash and Cash with Fiscal Agent

The Municipality's Finance Director is responsible for investing available
resources. The lvlunicipality is restricted by law to invest only in savings accounts
and certificates of deposits with banks qualified as a depository of public funds by
the Puerto Rico Treasury Department (PRTD) or in instruments oI the
Government Oevelopment Bank for Puerto Rico (GDB).

Cash with fiscal agent in the State Legislative Joint Resolution and Loans and
Bonds funds consist of unused proceeds from appropriations from the Legislature
of Puerto Flico, for the payment oI current liabilities, and bonds and notes issued
for the acquisition and construction of major capital improvements. Cash with
fiscal agent in the debt service fund represents special additional property tax
collections retained by the Commonwealth ol Puerto Rico and restricted for the
payment of the [/unicipality's debt service, as established by law.

lnterf und Beceivables and Payables

Activity between funds that are representative of lending/borrowing arrangements
outstanding at the end ol the fiscal year is referred to as either due to/from other
funds (i.e., the current portion of interfund loans) or advances to/from other funds
(i.e., the non-current portion of inlerfund loans). All other outstanding balances
between funds are reported as due to/from olher tunds.

Capital Assets

Capital assets purchased or acquired are carried at historical cost or estimated
historical cost. Contributed assets are recorded at fair market value as of the date
donated. Additions, improvements and other capital outlays that significantly
extend the usefullife of an asset are capitalized. Othercosts incurred for repairs
and maintenance are expensed as incurred. Depreciation in capital assets is
calculated on the straight-line basis over the following estimated useful lives:

e,

t.

-22-



COMMONWEALTH OF PUERTO FICO
MUNICIPALITY OF GURABO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2012

lnfrastructure
Buildings and building improvements
Furniture and fixtures
I/achinery and equipment
[/otor vehicles

g. Fund Balances

Usetul LiIe

40 years
30-40 years

5 years
3-5 years

5 years

The Municipalily adopted the provisions ol GASB Statement No. 54, Fund
Balance Repofting and Governmental Fund Type Definitions (GASB No. 54)
during fiscal year 2011, which enhanced the usefulness oI fund balance
information by providing clearer fund balance classifications that can bo more
consistently applied. This statement establishes fund balance classirications that
comprise a hierarchy based primarily on the elitent to which the Municipality is
bound to observe constraints imposed upon the use ol the resources reported in
governmental funds.

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

1) Nonspendable - Flepresent resources that cannot be spent readily with cash
or are legally or contractually required not be spent, including but not limited
to inventories, prepaid ilems, and long term balances of interfund loans and
accounts receivable.

2) Restricled - Represent resources that can be spent only for the specific
purposes stipulated by constitulional provisions, external Iesource providers
(externally imposed by creditors or grantors), or through enabling legislation
(that is, legislation that creates a new revenue source and restricts its use).
Effectively, restrictions may be changed or lifted only with the consent of
resource providers.



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GURABO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOB THE FISCAL YEAR ENOEO JUNE 30, 2012

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

4) Assigned - 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 Mayo0. lntent can be
expressed by the lvlunicipal Legislature, the Mayor or by an official or body to
which the Municipal Legislature delegates authority in conformity with lhe
Autonomous Municipalities Act of Puerto Rico, as amended. ln governmental
funds olher than the general fund, assigned fund balance represents the
remaining amount that is not restricted or committed.

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

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

The Municipality reports resources conskained to stabilization as a specified
purpose (restricted or committed fund balance in the general fund) only if: (1)
such resources meet the other criteria lor those classifications, as described
above and (2) the circumstances or conditions that signal the need for
stabilization are identified in sufficient detail and are not expected to occur
routinely. However, the Municipality has not entered into any stabilization-like
arrangements, nor has set aside material financial resources lor emergencies
and has not established formal minimum fund balance amounts as ol and for the
fiscal year ended June 30,2012.

ln situataons when an expenditure is made tor a purpose for which amounts are
available in multiple fund balance classifications, the N/unicipality uses reslricted
resources first, and then unrestricted resources. Within unrestricted resources.

-24-
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GURABO

NOTES TO THE FINANCTAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2012

the Municipality generally spends committed resources first, followed by assigned
resources, and then unassigned resources when expenditures.

The classification of the [/unicipality's individual governmental funds among
general, debt service, special revenue, and capital projects fund types used in
prior fiscal years for financial reporting purposes was not atfected by the
implementation of GASB No. 54.

Risk Financing

The Municipality carries insurance to cover casualty, theft, tort claims and other
losses. lnsurance policies are negotiated by the Puerto Rico Treasury
Deparlment and costs are allocated among all the municipalities of Puerto Bico.
Cost of insurance allocated to the lilunicipality and deducted from the gross
property tax collections by the Municipal Revenue Collection Center (CRl[,4) for
the year ended June 30, 20'12 amounted to approximately $135,000. Thecurrent
insurance policies have not been cancelled or terminated. The CRIM also
deducted approximately $207,000 for workers compensation insurance covering
all municipal employees.

Compensated Absences

Employees are entitled to 30 days vacations leave and 18 days sick leave per
year. Sick leave is recorded as expenditure in the year paid. Employees are
entitled to payment of unused sick leave upon relirement iI have been employed
for at least 10 years in the municipal government. On July '1997, state Law 152
supra amended the Artacle '12.016, Section b (2) of the Municipal Law, authorizing
the [/unicipality to pay any excess of vacations and sick leave accumulated over
the maximum previously permitted by law. Calculations must be made until
December 3'1 of every year. Excess of sick leave must be paid until l\Iarch 31
next every natural year. Excess of vacations can be paid after July 1 of every
fiscalyear.

t.



COMMONWEALTH OF PUEFTO RICO
MUNICIPALITY OF GURABO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2012

j. Future Adoption ol Accounting Pronouncements

The Governmental Accounting Standards Board has issued
statements that the l\runicipality has not yet adopted:

Stalement
Number Statemenl Name

the following

Adoption
Required in
Fiscal Year

60 Accounting and Financial Reporting for
Service Concession Arrang€iments

The Financial Reporting Entity: Omnibus- An
amendment of GASB Statements No. 'l4and
34

Codilication of Accounting and Financial
Reporting Guidance Contained in Pre -
November 30, 1989 FASB and AICPA
Pronouncements

Financial Reporting of Oeferred Outflows of
Resources, Deferred Inflows of Resources,
and Net Position

Items Previously Reported as Assets and
Liabilities

Technical Corrections - 20'12- an amendment of
GASB Statements No. '10 and 62

Financial Beporting for Pension Plans - an
amendment o, GASB Statement No.25

Accounting and Financial Reporting lor
Pensions - and amendment of GASB Statement
No.27

2012-'13

2012-t361

2012-13

63

65

66

67

2012-13

2013-14

2013-14

2013-14

2014-1568
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GURABO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOB THE FISCAL YEAR ENDED JUNE 30' 2012

The impact of this slatement on the Municipality's financial statement has not yet

been determined.

k. Use oI Estimales

The preparation of financial statements in conformity with accounting principles
generally accepted in the united states of America requires managementto make

istimates and assumptions that affect the reported amounts of assets and

liabilities, and disclosure ot contingent assets and liabilities at the date of the
financial statements and the reported amounts of revenues and

expenditures/expenses during the reporting period. The most significant
estimates consist ol the contribution received lrom the Puerto Rico Electric Power

Authority and the Municipal Revenue Collection Centercaused by the delay of the

notification of the actual revenues and expenditures to the presented in the
financial statemenls of the agencies mentioned above.

3. RECONCILIATION OF GOVERNMENT.WIDE AND FUND FINANCIAL
STATEMENTS

The governmentalfund balance sheet includes reconciliation between fund balance-
governmental funds and net assets of governmental activities as reported in the
government-wide statement of net assets. One element of that reconciliation explains
that some liabilities, including bonds payable, are not due and payable in the current
period and therefore are not reported in the funds The details of the approximately
$ 51.1 million ditference is as follows:

Bonds payable
Notes payable
Compensated absences
Interest payable
Due to Puerto Rico Health lnsurance Administration
Claims and judgments

Net adjustment to reduce fund balance governmental funds
to arrive at net assets of governmental activities

$ 39,852,045
4,719,000
2,A23,425
3,O43,322

594,321
82.682

$ ll1':ruJ95
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GURABO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2012

DEPOSITS - CUSTODIAL CREDIT RISK

Custodial credit risk is the risk that in the event of a bank failure, the government's
deposits may not be returned to it. Under Puerto Rico slatutes, public funds
deposited in commercial banks must be fully collateralized for the amount deposited
in excess of federal depository insurance. All securities pledged as collateral are held
by the Secretary of the Treasury of Puerto Rico. ln addition, the Municipality
maintains deposits with the Government Development Bank for Puerto Rico (GDB).

The Municipality's bank balances in commercial banks of approximately $144,000 in
the governmental activities were fully collateralized at June 30, 2012. The deposits at
GDB of approxjmately $19.3 million that are restricted principally for capital projects
and the $3.6 million in the debt service fund are unsecured and uncollateralazed, as
no collateral is required to be carried by governmental banks

The Municipality maintains its deposits in three (3) banks located at Pue(o Rico. All
kind ofdeposit is guaranteed by the Federal Deposit lnsurance Corporation (FDIC) up
to $250,000. The excess is covered by collateral provided by banks and held by the
Treasury Department of the Commonwealth of Puerto Rico pursuant to applicable
laws and regulations.

PROPERTY TAXES

The Municipal Revenues Collection Center (CRllV) of the Commonwealth of Puerto
Rico is responsible by law for the assessment, levy and collection of all real and
personal property taxes. The tax on personal property is self assessed by the
taxpayer. The assessment is made in a return which must be filed with the CRIM by
May '15 of each year. The tax on real property is assessed by the CRIM. The
assessment is made as of January 1 of each year and is based on estimated current
values of the property as of year 1957. The tax on personal property must be paid in
full together with the return on or before May 15. Thetax on real property isdue in
two equal installments in July 'l and January 1, following the assessment date.

5.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GURABO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2012

The rates are 10.33% for real property and 7.33% for personal property. The

composition is as follows:

Real Personal

Basic property
Additional special property - state
Additional special property - municipal
Discounts made by state to tax payer

6.00% 4.oo%
1.O3h 1 .03%
3.50'/" 2.50"/"

<_-&o/", . .20"/",

lo33% Li3-33"k

The l/unicipality's basic property tax rate represents the portion which is appropriated
for general purposes and accounted for in the generalrund.

The "additional special property tax - municipal" is restricted for debt service and
retained by GDB for such purposes and it is recorded as revenue in the Debt Service
Fund when collected by the CRIM and reported to the [/'lunicipality. The "additional
special property tax - state" is collected by the CRllvl for the payment ol principal and
interesl of general obligation bonds and certain other obligations issued by the stale
government.

Besidential real property occupied by its owner is exempt by law from the payment of
property taxes on the first $'15,000 of the assessed value. For such exempted
amounts, the Department o, Treasury assumes payment of the basic tax to the

Municipality, except for property assessed at less than $3,500, forwhich no payment

is made. Revenue related to the basic tax on exempt property is recorded in the

General Fund when payments are received from the CRll\.4

Complete exemption from personal property taxes up to an assessment of $50,000 is

granted to merchants with an annual volume of net sales less than $150,000 Prior to
ihe beginning ol each fiscal year, the CBIM informs the lvlunicipality of the estimated
amount of property tax expected to be collected for the ensuring fiscal year.

Throughout the year, lhe CRI[/ advances funds to the Municipality based on the initial

estimated collections. The CRIM is required by law to prepare a settlement statement
on a liscal year basis, whereby a comparison is made between the amounts
advanced to the lvlunicipality and amounts actually collected from taxpayers.

29



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GURABO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2012

This settlement has to be completed on a preliminary basis not later than three
months after fiscal year-end, and a final settlement made not later than six months
afier year end. lfthe CRIM remits to the Municipalaty property tax advances, which
are less than the tax actually collected, a receivable from the CRIM is recorded at
June 30. However, ifadvances exceed the amount actually collected by the CRIM, a
payable to the CRIM is recorded at June 30.

Currently, the Municipality has received the preliminary settlementfrom CRIM related
to fiscal year 201 1-12, but not the final settlement as the six months period after fiscal
year ends, provided by law to CRIM to issue this, has not yet expired. Management
believes, based in part on the experience from prior years, that when received, the
final settlement from CRllvl will not show a significant difference from the preliminary
settlement and that such difference, if any, will not have a material effect on the
financial condition of the Nilunicipality.

Based on the preliminary settlement already received, during the year ended
June 30, 2012, the amount collected from taxpayers and charges by CRIM
exceeded the amount received in advances from CRIM, for the same period by
approximately $524,000. Such amount is presented as due from CRIM in the
accompanying financial statements. (See Note 8)

6. MUNICIPAL LICENSE TAXES

Municipal license taxes are recorded in the fiscal year in which payment is due and,
accordingly, represents taxes which are due and uncollected at June 30, 2012. fhe
annual municipal license taxes are determined based on the gross income of all
commerce and industrial organizations that have operations in the lvlunicipality of
Gurabo, and are not totally or partially exempt under the lndustrial lncentive Law of
Puerto Rico.

An annual return of business volume should be filed on or before April 15 of each
year and payable in two equal installments due on July 1 and January 1. A discount
of 5% is allowed when full payment is made on or before April 15. The rates of
municipal license in the Municipality of Gurabo, are as follows.

Financial, savings, and loans associations
Other organizations

1.SOYo

.45o/o

,30
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The amounts collected in advance are recorded as deferred revenues in the general
fund. The Municipality invoiced and collected in advance during the current year
approximately $2.1 million, corresponding to the next fiscalyear municipal license.

SALES AND USES TAXES

On July 29, 2007 the Commonwealth Legislature approved Act No. 80 ("Act 80")
which imposed to allthe Municipalities of Puerto Rico a uniform municipal sales and
use tax of 1.5%. Effective August 1, 2007 '1% of the 1 .5% will be collected by the
Municipalities and the remaining .5% of the 1 .5% will be collected by the Puerto Rico
Department of Treasury.

Act 80 also provides for restrictions on the use of the resources (including the .5 of
1.5% collected by the Commonwealth Government) to be invested in solid waste and
recycling programs, capital improvements and health and public safety costs. Amount
collected by the Commonwealth Government will be deposited in accounts or special
funds in the Governmental Development Bank of Puerto Rico ("GDB"), subject to
restrictions imposed and distributed as follows:

a. .2o/o ol lhe.5% will be deposited in a "l\4unicipal Development Fund" to finance
costs as restricted by the Act,

b. .2% of the .5% will be deposited in a "Municipal Redemption Fund" to finance
loans to municipalities subject to restrictions imposed by the Act and,

c. '1% of the .5% will be deposited in a "Municipal lmprovement Fund" to finance
capital improvement projects; these funds will be distributed based on legislation
f rom the Commonwealth's Legislature.

DUE FROM OTHER AGENCIES

Represents grants and contributions due from local and federal agencies:

Puerto Rico Electric Power of Authority
Municipal Revenues Collection Center (General Fund)
lvtunicipal Revenues Collection Center (Debt Service Fund)

Total

$ 2,042,142
524.189
382.564

$ 2.948.895

8.
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INTERFUND TRANSACTIONS

a. Due From/To Other Funds:

The due from and due to other fund balances as of June 30, 2012, are as follows:

Receivable Fund

Joint Resolutions
General Fund
General Fund
Sales and Use Tax Fund
General Fund
Other Governmental Funds

Payable Fund

General Fund
Loans and Bonds Fund
Other Governmental Funds
General Fund
HUD Programs
General Fund

Amount

3,214,858
494,782
695,320

80,000
151,118

$-4638.93Q

The balance of $3,214,858 due from the generalfund mainly represents advances
made by the joint resolutions fund to cover cash flows needs, which will be
reimbursed by the generalfund within approximately 90 day period after year-end.

The balance ol $494,782 due from the loans and bonds fund represents
disbursements made by the general fund to cover various construction projects

that wiil be reimbursed by the Government Development Bank for Puerto Rico,

and the $695,320 due from other governmental funds to the general fund mainly
represents disbursements to cover payroll of various federal programs.

All remaining balances resulted from the time lag between the dates that
(1) interfund goods and services are provided or reimbursable expenditures occur,
(2) transactions are recorded in the accounting system, and (3) payments
between funds are made.
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b. lnterfund Transfers:

lnterfund transfers for the year ended June 30,2012 consisted

Transfer Out

General
Debt Service

of the following:

Amount

$ 886,190
4.725

$__ !90p15

Transfer ln

Debt Service
General

Total

The transfer from the general fund to the debt service fund of $886,190
represents monies transferred to cover debt service payments as become due.

,IO. CAPITAL ASSETS

Capital asset activity for the year ended June 30, 2012 was as follows:

July 1,2011
(a3 rcstaled)

s 12 823 25a
713 631--rf3E:EE

36,581 338
3 619 934
6 807 910

11071631
58,080 813

7 430 881
3 301 026
6 524 742
3 975 037

-21)-l1iiE€

S

522.342--i11@

283 500
312 037
719244

11i:;n

$
75 000
75 000

s 12 823 258
1161013----115E2iT

36 864 838
3 931 971
1 521 150

1i.071631
59 395 590

Batance
lncEas8 D*rcases Jun6 30, 2012

cap(alassels nor bemg depreoaled

conslruclion in p.ocess
Toralcapiralassets. nol ber.g deprec ared

Capial assels. b€rng depreciared
BurDrgs and bu ldrng improvements
Furnrture.,ixlures. and equ pmenl

Iolel caprlal assets bernq depreoaled

Less accun!laled deDrecEtron for
Eurldrgs and bu iding mp.ovehenls
Furnrture f,xlures and equrpment

Tolal accum ulated depec aton

Tolalcap alassels. berng deprecraled .et

Governmenlal actMt€s capdat assets nel

921 621
r 96 496
?6A 4U
276 T9'l

1 6553'

a 352 502
3 497 522
6 741 226
4 251 A2A

22 AB3 ATB

36 45312? (340.615) 36 512 512

s 50.390.016 S 181 767 S 75 000 s 50 496 783
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Depreciation expense was charged to functions/programs of the Municipality as
follows:

Recreation
Public works
General government
Public safety
Health and welfare
Economic development

Total depreciation expense - governmental activities

11. DUE TO OTHER AGENCIES

Due to other agencies at June 30, 20'12 are as follows:

Puerto Rico Electric Power Authority
Puerto Rico Water and Sewer Authority
Retirement System Administration
General Services Administration

Total

I2. DEFERRED REVENUES

Municipal License Taxes

$ 702,527
512,192
280,356

94,761
44,706
20.850

$_1655J,92

$ 2,042,142
82,325
32,O25
11.882

$ 2J08-3zl

The deferred revenues of approximately $2.1 million in the general fund related to
municipal license tax collected in fiscal year 201 1-12 that will be earned in fiscal year
2012-13.

13. INTERGOVERNMENTAL REVENUES

lntergovernmental revenues in the general and capital projects funds consist mainly
of collections from the Commonwealth of Puerto Rico and the CRllvl, and payments in
lieu of taxes from the Puerto Rico Electric Power Authority.
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14. LONG-TERM DEBTS

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

Bonds

$6'15,000 series ot '1992, payable in annual installments ot
$27,000 to $44,000 until 2015 with interest at 5.0olo. $ 124,000

$1 ,967,000 series of 1994, payable in annual installments of
$88,000 to $159,000 until 2015 with interest at 6%. 448,000

$325,000 series of 1997, payable in annual installments of
$1 1 ,000 to $44,000 until 2015 with interest al 5%. 156,000

$704,000 series of 2000, payable in annual installments of
$20,000 to $47,045 until 2024 with interest at 4.5%. 444,045

$665,000 series of 2002, payable in annual installments of
$'15,000 to $55,000 until 2026 with interest ranging from
2.710 lo 5.6o/". 500,000

$2,7'15,000 series of 2002, payable in annual installments of
$50,000 to $215,000 unlil 2027 with interest ranging from
1 .53'/" to 6.5%. 2,100,000

$375,000 series of 2002, payable in annual installments of
$12,000 to $29,000 until 2027 with interest at 4.50%. 310,000

$940,000 series of 2007, payable in annual installments of
$100,000 to $165,000 until 2013 with interest ranging from
1 .53Y. lo 7 .5Y". 165.000

$7,595,000 series ol 2OO7, payable in annual installments of
$'l 10,000 to $635,000 until 2031 with interest ranging trom
1 s3h lo 7.5o/". 6,785,000
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$1 ,010,000 series ot 2007, payable in annual installments of
$10,000 to $85,000 until2032 with interest ranging from
1.53k to 7.5o/".

$225,000 series of 2008, payable in annual installments oI
$5,000 to $20,000 until 2032 with interest ranging from
1.53% to 7.5o/o.

$780,000 series of 2008, payable in annual installments of
$10,000 to $70,000 until 2032 with interest ranging from
1 .53'k lo 7.5"k.

$7,470,000 series of 2008, payable in annual installments of
$1 15,000 to $615,000 until 2032 wath interest ranging from
1 .53o/" to 7 .5"/o.

$1,210,000 series of 2008, payable in annual installments of
$20,000 to $100,000 until 2032 with interest ranging from
1 .5370 lo 7.5o/".

$280,000 series of 2008, payable in annual installments of
$5,000 to $30,000 until 2033 with interest ranging from
1 .53o/o lo 7 .5o/"

$4,350,000 series of 2010, payable in annual installments ot
$495,000 to $70,000 until 2016 with interest ranging from
4.75o/o to 7 .5"/"

$1 ,890,000 series of 2010, payable in annual installments of
$30,000 to $165,000 until 2035 with interest ranging from
6.0a. b 7.5.L.

$7,540,000 series of 2010, payable in annual installments of
$120,000 to $610,000 until 2035 with jnterest ranging from
6.0'/. lo 7.5"k.

935,000

200,000

715,000

6,815,000

1,100,000

260,000

2,755,000

1,830,000

7,290,000
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$7,030,000 series ot 2012, payable in annual installments of
$83,188 to $570,000 until 2036 with interest ranging from
6.0o/0 to 7.oo/". S__O€AQ.QQO

Total bonds $jgf52-Orti

Notes Pavable

$158,000 note payable, series of 2008, payable in annual
installments of 95,000 to $'lS,OOO untit 2032, with interest
ranging lrom 1 53k to 7.5yo. $ 147,OOO

$1,156,000 note payable, series of 2008, payable in annual
installments of $83,000 to $2j7,OOO untit 2017. with interest
ranging from 1.53%to7.5o/o. 7B7.OOO

$450,000 note payable, series of 2012, payable in annual
installments of $15,000 to $45,000 untjl 2025. with interest
ranging from 6.0% to 7.0%. 415.000

$3,480,000 note payable, series of 2012, payable in annual
installments of 950,000 to $28O,OOO until2035. with interesr
ranging from 6.0% to 7.0%. 3.37O.OOO

Total notes payable $__jZtgJOO
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The annual requirements for the amortization of general long-terms at June 30, 2012,
are as follows;

Bonds Payable Notes Payable
Principal lnterest Principal

$ 197,000
205,000
257,000
292,000
332,000
7'11,000
882,000

1,058,000
785,000

$4,719,000

lnlerest

20'1 3
2014
2015
2016
2017
2018-2022
2023-2027
2028-2032
2033-2037

$ 1,809,000
1,778,000
1,898,000
1,819,000
1,132,000
6,938,000
I,423.O45

10,820,000

$ 2,130,575
2.41A,664
2,432,648
2.358,718
2,321 .651
9,865,203
7.743.137
4,049.514

687 ,7 4A

$ 296,345
307,090
297,286
280,840
262,246

1,112,578
829,452
507,980
112,3504,235,000

As described in Note 5, the Municipality levies an annual special tax of 2.0% of the
assessed value of realproperty. 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
Municjpality. The property taxes are collected and retained by the CRIM.

$ 39,852 045 $34 007,858 $ 4,006 167

E.ditrg Duowithin
aalance Ono Y6ar

Boginning
Balanco Addilions Payn€n13

Govornm€ntal Activiti.3:

Nore payabre cRtM (L Ms)

Tolallong.lem debts

Orno. Long-T.rn Liabiliii.i:
Due ro Puerlo Rico Health nsurance

Cra ns a.d ludqments
Compensated abse.@s

Totat no.cutrent l6btites

s 34 524 045
5063.000

40 662

s 7 030 000 s 1.702 000 s 39 852 045 S 1 3O9.OOO

344.000 4 719.000 197000
40.662

509 41A
32 642

2 780 524

3 372 624

7 030 000 2 036 662 44511045 2 006 o0o

84 903

234146 191 845

591321
a2 6A2

2 423 425 194 80s

r91 845 3 500 428 194 80s

s 2 27A 5O7 548071173 S220OA05

3r9 649

s 43 000 33r s 7 349649
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15. FUND BALANCES

As of June 30, 2012, fund balances are comprised of the following:

1o.....c 6d.'ih.tur

t93 r 611s2 s i0730i0

_____1q41 11!331r4)

! r?! t99i Llg
--rs-{!-q!I ----]l!!3.L r3.s3o 377'

i15 7s7 s27r t rt773r $rr930r77) s s 373 00s s3229110 tr6r77e30

16. FUND BALANCE DEFICIT

The following funds had a deficit in fund balance at June 30, 2012:

Fu nd

General
Sales and use tax
Olher governmental funds

Total

Deficit

$ 5,797,927
3,980,377

26.189

$ i-80.1i93

The deficit ofthe generalfund willbe covered byfuture budgetary appropriations. The
deficit of other governmental funds will be eliminated by grant proceeds in fiscal year
2012.

17. NET ASSETS

Net assets invested in capital assets, net of related debl is comprised of the following:

Capital assets, net of accumulated depreciation. $ 50,496,783
Outstanding balance on capital related debt (32.822.045)

Total invested in capital assets, net of related debt $ 1lg1J.4
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,I8. RETIREMENT PLAN

a. Plan Description

The Employees Fletirement System of the Government of puerto Rico and its
lnstrumentalities (ERS) is the administrator of a cost-sharing multiple_employer
retirement system estabtished by the Commonwealth ot pue.to Rico. fne Systirm
was created under the Act 447, apptoved on [.Iay 15, 19S1, as amended, and
became effective on January 1, 1952.

EFIS covers all regular emptoyees of the Commonwealth of puerto Fiico and its
instrumentalities and of certain municjpalities and components units not covered
by their own retirement's systems.

Participalion is mandatory except for members of the Legislature, Government
Secretaries, Heads of Agencies and public lnstrumentaliiies, Assistants to the
Governor, the Comptroller of puerto Rico, Gubernatorial Board and Committee
appointees, and Experimental Service Station employees.

ERS provides retirement, death and disability benefils. Disability retirement
benefits are available to members for occupational and non_occupational
disabilities. Retirement benefits depend upon age at retirement and number of
years of credited service. Benefits vest after ten years of plan participation.

l\rembers who have attained an age of at least fiftyJive (55) years and have
completed at least twenty{ive (25) years of creditable service or members who
have altained an age of at least fifty-eight (S8) years and have completed at least
ten (10) years of creditable service, are entifled to an annual benefit, payable
monthly for lile.

The amounts ol the annuity will be one and one-half percent of the average
compensation multiplied by the number of years of creditable service up to hventy
years, plus 2% of the average compensation multiplied by the number of years oi
creditable service in excess of twenty years. ln no case the annuity will be less
than $200 per month.

COMMONWEALTH OF PUEFTO RICO
MUNICIPALITY OF GURABO

NOTES TO THE FINANCIAL STATEMENTS (CONNNUEO)
FOR THE FISCAL YEAR ENDED JUNE 30, 2012
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Participants who have completed at least thirty (30) years ofcreditabte service areentitled to receive the Merit Annuity eartictpints wiro trive noiattatneO nry_five(55) years of age wirr receive 6s% oJ th" 
"u"r"ge "orp"*ation'o-r 

ir tney naveattained fifty-five (S5) years ofage wi receive ZiZ of tne aveiaie Jompens"tion.
Disability retirement benefits are avaitabte to memOers foi occui-ati-inat anO non_occupalional disability. However, for non_occupatronat OrsaOitit!i memOer musthave at teast ten (10) years of service. No benefit i" p"yiuf.'iitii" participant
receives a refund of his accumulated contributions.

On September 24, 1999, an amendment to Act No. 447 of May 1S, .t 951, whichcreated ERS was enacted wrth the purpose of establishrng a new penstonprogram (System 2000). Employees participating rn the curient system as ofDecember 31. 1999, may elect to atay jn the define; benetit pLn oitransfer to tnenewprogram. persons joining the M_unicipatity on or after January 2000, willonly
be allowed to become members of System ZboO System ioOO',,v-iil reduce theretirement age from 65 years to 60 for those employLes who lrr"O tnu 

"ro"ntplan on or after April .1, .lggo.

System 2000 is a hybrid defined contribution plan, also known as a cash balanceplan. Under this new plan, there will be a pool of pension ,"""1i *f,i"n *ilf O.invested by ERS, together with those of ttre current OeRneO Oenetiiplan. Benefitsat retirement age wi not be guaranteed by the commonweatn oi puerto nico.The annuity will be based on a formula which "."rr"" tnit each year theemployee's contribution (with a minimum of g.275% of the employeelsatary upon
to a maximum of 10%) will be inv_ested in an account which ,irif i lr,tt ur, (t ) earn afixedrate_based on the two-year conslant [raturity Treasut Notu oi]iz) urrn r.rr"
equal to 75% of the return of the ERS.s investment portfolio lnet oi management
fees), or (3) earn a combination of both arternatrves. iarticipa-nts wirr receiveperiodicaccount statements similar to those ofdefined contnOuiion fians showingtheir accrued balances. Disability pelslgns wrll not be granil ;nde, Sy"ter;2000. The emptoyer,s contribution (10 27Sa/o ot the eri'roy"ei 

"aiaryy 
*irr Oeused to fund the current plan.

b. ContributionRequirements

Commonwealth legislation requires employees to contribute S.775% of gross
salary. up ro $6,600 ptus A.275% ot gross satary in 

"i""i"-of' SO,OOO. fn"Municipality's contributions ae 10.i7s% of gros" si;ry.- C'ontriorfion",

COMMONWEALTH OF PUERTO RICO
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requirements are established by law. The actuarially determined contributionrequirement and contributions actually made for the y"arenJ"o June 30, 2012was approximately 9407,00O The Municipelity,s payrollfor employees covereo byERS was approximatety $3 9- mi ion. Th. I\,,iun,c,p"t,ty iiat payro for aemployees was approximately $g 4 million

Additional information on the ERS is provided in its financial statements for theyear ended June 30, 2012, 
-a 

copy of which can be obtained from the ERS,Minittas Station, pO Box 42003, Sin.tuan, pR OO94O.

19. RISK MANAGEMENT

The Risk Management Division of the Municipality,s Legal Department is responsibleof assuring that the Municipality,s property rs prlp"rfy-r*i5J. ennualy, tne Risklvlanagement Division compiles the informaiion of'aff property owned and itsrespective markel value. After evaluating this informatron, ttte nilt lrtanagement

Division submits the data regarding the Municipatity,s propertres to the Area of public
tnsurance at the Department of th; Treasury of the C"il;;;;;[h of puerto Ricowho is responsible for purchasing all proper6T and casualty insurance poticies of amunicipalities.

20. CONTINGENCIES

The Municipality receives Federal Grants for specific purposes that are subject to
:yl:w ind audit.by the grantor agencres. Although.r"t rrO,i".or[-q"nur"tu
expeno[ure dtsallowances under the terms of the grants. management-beleves
that any required reimbursements would not be miterial.

The Municipality is a defendant and/or co_defendant in various lawsuits whichclaims for actual damages. Some of these lawsutts are 
"ou.i"A 

ou inar*n"..The Municipatrty's management and outsrde counsets betreve tnJ"lJroOlof" tf,"tany potential liabirity that might exist, if any. rn excess of ttre rnsurance. wirt notaffect significantly the financial position of ihe Municipafity. 
- --"'--'

a.
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21. COMMITMENTS

The Municipality of Gurabo had several outstanding or planned construction projects
as ofJune 30, 2012. These projects are evidenced by contractualcommitments with
contractors. The construction projects are commitments of the joint resolutions fund
and loans and bonds fund that amounted to approximately $19.7 million.

22. SUBSEQUENT EVENTS

ln preparing these financial statements, the lvlunicipality has evaluated events and
transactions for potential recognition or disclosure through February 15, 2013, the
date the financial statements were available to be issued.

- 23. RESTATEMENTS

The beginning balance of net assets has been restated to correct an overstatement of
construction in process.

Net assets at beginning of year, as previously $ 18,460,204
reported.
Overstatement of construction in process (1.37'1.332]t

Net assets at beginning of year, as restated $ 17.088.872
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GURABO

BUDGETARY COMPARISON SCHEDULE . GENERAL FUNO
FOR THE FISCAL YEAR ENDED JUI{E 30, 20I2

(Budgetary Basis)
(S€e Noto 1)

Final Budg6t-

lNegativ€)

REVENUES

MunlcLpallicense laxes
Licenes and pem,is
Chaq€s fors€Mes and €nl
lnlergovernmenlal revenuesl

Slate coniribuirons
lnte.est, iines and penalties

EXPENDITURES
General govelnmenl

Economlc development

Tolal elpendiiures

Excess ot expend[ures over

Erpl.nall@r oa Dfi.r.nc6l
SoqE*/lifl . ol r6ourc*:

s 649 026
5 /00 000
4 760,000

20.000

9.355 642
384 000
450 000

649 026
5 700 000
4 760 000

20.000

9 365 642
384 000
450.000

649 026
3 367 501

555,594
9.725

7 4U 242
742.374
u.974

\2 312 4991

$ 204 4A6)

110.275)

(1.901 400)
358 378

(415.026)

(8.485.228)2t 328 668 21 328 66A 12.843 440

13.025 576
1 958 994
3 643.951

808.605
1 .562 573

328 969

12 963 127
1 793 457
3 862 780

875 396
1.493 202

340 706

12 207.536
1651.186
3.666 084

827 478
1378,508

324.744

755.591
142,271

196,696
47 918

114,694
15.9s8

21 328 668 2l 328,668 20.0s5 540 1273128

s- _:___g:!,I0),!___.gL!..1_99i

Aclualamounls (budgebry basr s) 'ava r abte for app@pnalio.'tom lhe budoetary comoanen shedute
Oitfe.ences bldgel lo GAAP

Nel ch.nge n r@ilabtes
Non.lrudge€d Evenles

Tolal @sues as Gponed on rhe srarement ot revenues exp€nd(u@s and.hanaes m tund batances tdefdl)
Us6/oudlM of reosrce.:

Actual amounts (budgelary basE) 'lotat .bnges b app@pnat6ns" trom lhe budoetary comoan$n schedute
Oferences budgel toGMP

Prior yearencumbran@s Eorded as cuiiefl year erpend lur6 to. GMp bass

cunenr year encumbGn@s lMded as expendiiu.es lor bldgetary purposes

s 12.843..140

2 536 568

516.613

s 15,896621

s 20 05s 540

54 850

332111
(336 1S0)

(605,1.8)

Tolal expenddu.es as reooned on lhe sratement of revenues. erpend'lures and changes rn fund balances (defcl) $ 18951.223

The accompanying note to budgetary comparison schedLrle is an integral part of this schedule
_45_



COMMONWEALTH OF PUERTO FICO
MUNICIPALITY OF GURABO

NOTE TO BUDGETARY COMPARISON SCHEDULE.GENERAL FUND
FOR THE FISCAL YEAR ENDED JUNE 30, 2012

STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY

Budgetary Control

The Municipality's annual budget is prepared on the budgetary basis of accounting,
which is not in accordance with accounting principles generally accepted in the United
Siates of America, and represents departmentalappropriatio;s recommended bythe
lvlayor and approved by the Municipal Legislature prior to the beginning of the fiscal
year. Amendments to the budget require the approval of the i/u;icipai Legislature.
Transfers of certain appropriations within the budget known as Mayor,s Executive
Orders, do not require the approval o, the Municipal Legislature. T-he Municipality
prepares its annual budget including the operations of the general fund.

For budgetary purposes, encumbrance accounting is used, The encumbrances (i.e. ,purchase orders, contracts) are considered expenditures when incurred. For
USGAAP reporting purposes, encumbrances outstanding at year-end are reported as
reservations of fund balances and do notconstitute expenditures or liabilities because
the commitments will be honored during the subsequent year. ln addition, under the
budgetary basis of accounting, revenues are recorded when cash is received.

The unencumbered balance of any appropriation at the end of the fiscal year will
lapse at the end o, such fiscal year. Other appropriations, mainly capital project
appropriatjons, are continuing accounts for which the Municipal Leojslature has
authorized that an unspent balance lrom the prior year be carried forwa;d and made
available Ior current spending.

The annual budget as presented in the Budgetary Comparison Schedule _ General
Fund is the budget resolutions at June 30, 2012 representjng the original budget.
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COMMOIIWEALIH OF PUERTO FICO
IVUNICIPALITY OF GUFASO

SCHEDULE OF EXPENOITUBES OF FEOERAL AWAROS
FOA IHE FISCAL YEAF ENOED JUNE 30, 2012

Federal Granlor/Proqram Iltlo

Pass-Through
Fedoral Enllty
CFOA ldolllilyinq
Numbsr Numbet Erp€ndltures

U.S. Doperlmsnt of Housing and Urb.n
o€v€lopmenl (HUo)

Direct Progam:
Se€lron I Housing Choice Vouchers
Passlhrough Oepanmenl ol Family
Homelessness Prevenllon and Aapld Be-Housinq

Program (Becovery Aci Funded)
Emerg€ncy Shelter Giant Prcgram
Pass-tirouqh Commissionsr Ollice o, Mlnicipal Aflarc

Siate Block Grant Ploqrafi. SBGP
Slbioral U.S. Oepadmenl ol HUD

U.S. Depadment ot Agrlcultur.
Passlhrouqh Puerlo Rico Oepanment oi EdLrcaton

Child and AdUt Care Food Program
SubtolalU.S. Depanmenr oi Agic! turc

U.S. Depanmonl ot Health and Human S€rvic€! (HHS)
Pass-th.ough Puerio Bico Oeparlmefll o, Family

Ch ld Car€ and Oevelopmenl Block Granl
Communiy S€rvices Block Glant Program

Pass-lhrougi Olicina de la Prccuradora ds las
Perconas de Edad Avanzada:
Spe€ial Programs lor Ihe Aging - Titr6 lll, Part C , Nlrrtiofl

Subtotal U.S. Department oI HHS

U.S. O6parlm.nl ot Jusrico
Pass-throlqh lhe Pueno Bico Oepartment ol Juslice

Edward Byrne MemonalJustice Assstance crant Programs/
GGnls to Slaies afld Ternlorles (Aecovery Aci Funded)

Subtotal U.S- Departmenl oI Juslice

U.S. Doprrtm€nl ol Homsland Security
Pass-ihrarqh tho Governo/s ALrthorized Represenlal ve

Disasler G.anls - Public Assista.ce
SlblolalU.S. Depanmeni ol Homelaad SecLrrity

TOTAL

14.471

14.257
14 231

14.224

s 769,318

80,384
197

900,476
r,750,375

10 558 47,742
47,742

93.575
93 569

93.045

551,135
76,515

199,291
826,941

16.803

97 036

3,463
3.463

390.453
390,853

$ 3,019,414

Expenditures
.48-

See notes to Schedule of of Federal Awards.



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GURABO

NOTES TO SCHEDULE OF EXPENOITURES OF FEDEBAL AWARDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2012

1. SIGNIFICANTACCOUNTINGPOLICIES

The accompanying Schedule of Expenditures of Federal Awards is a summary of the
activity of the lvlunicipality of Gurabo's federal award programs presented on the
modified accrual basis of accounting in accordance with accounting principles
generally accepted in the United States ol America.

- 2. RELATIONSHIP TO BASIC FINANCIAL STATEMENTS

The reconciliation of expenditures in the basic financialstatements to the Schedule of
Expenditures of Federal Awards is as follows:

Expenditures as per basic financial statements:
Housing and Urban Development programs fund g 1,750,375
Federal expenditures included within the other nonmajor
governmental funds 1.269,009

Total expenditures per schedule of expenditures
of federal awards $ 3.019.414
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INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS

BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the Honorable lvlayor and
Municipal Legislature

Municipality of Gurabo
Gurabo. 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 Gurabo, as oiand for
the year ended June 30, 20'12, which collectively comprise the Municipality,s basic financial
statemenls and have issued our report thereon dated February 15, 201i. We conducted
our audit in accordance with auditing standards generally accepted in the united states of
America and the slandards appricabre to financiar audits cont ained in Govemment Auditing
Slandards, issued by the Comptroller General of the United States.

lnternal Control over Financial Reoortino

l\ranagement of the Municipality is responsable for establishing and maintaining effective
internal control over financial reporting. ln planniog and performing our iudit, we
considered l\4uniciparity of Gurabo's internar contror over financiar repo(ing as a basis for
designing our auditing procedures for the purpose of expressing our opinion on the
financialstatements, but not for the purpose ofexpressing an opinio; on the effectiveness
of the Municipality's internal control over financial reporting.' Accordingly, we do not
express an opinion on the effectiveness ofthe Municipality,s internal control over financial
reporting.

A deficiency in internal conlrol exists when the design or operation of a control does not
allow management or employees, in the normal course of performing their assigned
functions, to prevent or detect misstatements on a timely basis. A materiat weaknessis a
deficiency, or combination of deficiencies, jn intern;l 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.
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Our consideration of internal control over flnancial reporting was for the limited purpose
described in the llrst paragraph of this section and was not designed to identify all
deficiencies in internal control over flnancial reporting that might be deficiencies, significant
deficiencies or material weaknesses. We did not identify any deficiencies in internalcontrol
overfinancial reporting that we considerto be materialweaknesses, as defined prevjously.
However, we identified certain deficiencies in internal control over financial reporling,
described in the accompanying schedule offindings and questioned costs as items .12-A

and '12-8, that we consider to be significanl deficiencies in internal control over financial
reporting. A significant deficiency is a deficiency, or a combination ofdeficiencies, internal
control that is less severe than a material weakness, yet important enough to merit
attention by those charged with governance.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Municipality of Gurabo,s
financial statements are free of material mjsstatement, 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 opinion on compliance with those
provisions was not an objeclive of our audit, and accordangly, we do not express such an
opinion. The results of our lest disclosed instances of noncompliance or other matters that
are required to be reported under Goyemment Auditing Standards and which are described
in the accompanying schedule of findings and questions costs as 12-A and 12-B.

This report is intended solely for the information and use of the management,
Commissioner Office of lvlunicipal Affairs, others within the entity and the federal awarding
agencies and passlhrough entities and is not intended to be and should not be used by

anyone other than these specified parties.
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INDEPENDENT AUDITORS' REPORT OI{ COMPLIANCE wlTH
REeUTREMENTS THAT cOULD HAVE n orneCr lNo r,,raiiirar_ erreCr

ON EACH MAJOR PROGRAM AND ON INTERNAU COt{riOr- OVEN
COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A.133

To the Honorable Mayor
and Municipal Legislature

Municipality of Gurabo
Gurabo, Puerto Rico

Comoliance

We have audited the compljance of Municipality of Gurabo wrth the types of compliancerequirements described in the u. s. otfice.of Minagerri .ii aiiElitoMB) Circutar A_1.33 Compliance Supplementthat ate appficabte to"each ot iis rn4Jitlier"t prograrns forthe y€ar ended June 30, 20.12. Municipalrty or Crrao",s mrjoil"jJr"r progr"r" ,r"
11"-19:o_1,!: ::.rnmary of auditois reiutti section oilne;;;6;;y,ns schedure ofnnorngs and questioned costs. Compliance with the requrrements of laws, regulations,
contracts and grants applicable to each of its major federai progor" ii ii,L ,""ponsibility ofMunicipatity of Gurabo,s manaoement. Or, ,e"pon"itiliti is"i;;;il." an oprnron onMunicipality of Gurabo's compliince based on our audrt.

We conducted our audit of compliance in accordance with auditing standards generallyaccepted in the United States of America; the standards .ppll"r;f"'t" financial auditscontained in Govemment Audtting Standards. issueO Uy tne'tomjiroliJr ceneral of theUnited States: and oMB Circutar-A-133. Aud,ls ot Sfate'"-L;;i C;;;;r"rts, and Non-Profit Organizations. Those standards and OMB CircutaiAi si ,"lrii" it 
"t 

*u pr"n 
"noperform the audat to obtain reasonable assurance about whether no-ncolnpliance wifh thetypes of compriance requirements referred to above that courd trare a-Jliect 

"no 
,at.riat

:|,f,::,^"^1"11f.r. 
f...9:ratprogram occureo. nn auoit rncruoes urlr.i,i,n'g. on 

" 
,".t 0"",.,

:1,::T:_ _rl.yt Municipatity of curabo s comptiance with those rjquirements andpenormrng such other procedures as we considered necessary in the circumstances. webelieve that our audit provides a reasonable Oasis tor ou, ojinion.- 6u-r auoit Ooes notprovide a legal determination on Municipality of CuraOJt compfilnce with thoserequirements.

ll _?.yr- -"llS" rhe Municipatity of curabo comptied, in a materiat respects, with therequrremenls referred to above that could have a direct anO materiaietfect on each of itsmajor federal programs for the year ended June 30, 2012.

_52_

Suire l5l. PO Bor 70r,i0. Sm .tuan. PR. u19t6.7150 . phom O&7) 7tG8511. Fir 1787 r u t 1156l



lnternal Control over Comoliance

N.4anagement of Nlunicipality of Gurabo is responsible for establlshing and maintaining
effective internal control over compliance with the requirements of laws, regulations,
contracts and grants applicable to federal programs. ln planning and performing our audit,
we considered Municipality of Gurabo's internal control over compliance with the
requirements that could have a direct and material effect on a major federal program to
determine the auditing procedures for the purpose of expressing our opinion on
compliance and to test and report on internal control over compliance in accordance with
OMB Circular A-'133, but not for the purpose of expressing an opinion on the effectiveness
of internal control over compliance. Accordingly, we do not express an opinion on the
effectiveness of lhe Municipality's internal control over compliance.

A deficiency in intemal control over colrpliance exists when the design or operation of a
controlover compliance does not allow management or employees, in the normalcourse of
performing their assigned functions, to prevent, ordetect and correct, noncompliance with
a type of compliance requirement of a federal program on a timely basis. A material
weakness in internal control over compliance is a deficiency, or combination of
deficiencies, in internalcontrol over compliance, such thatthere is a reasonable possibility
that material noncompliance with a type of compliance requirement of a federal program
will not be prevented, or detected and corrected, on a timely basis.

Our consideration of internal control over compliance was for the limated 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 deflciencies, signiflcant deficiencies or
material weaknesses. We did not identify any deficiencies in internal control over
compliance that we consider to be maleial weaknesses, as defined above.

This report is intended solely forthe information of the management, Commissioner Office
of Municipal Affairs, others within the entity and the 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.

San Juan, Puerto Rico
February 15,2013

The stamp E16563 was affi
to the ongrnalof lhis
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GURABO

_ SCHEDULE OF FINDINGS AND OUESTIONED COSTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2012

1. SUMMARY OF AUDIT RESULTS

_ Financial Statemenls

Type ot auditor's report issued:

lnternal control over financial reporting:

Material weakness (es) identif ied?

Signilicant deliciency (ies) identif ied?

Yes X No

X Yes No

Yes X No

Disaster Grants - Public Assistance (presidentialty
Declared Disasters)

Section I Housing Choice Voucher

Unqualilied opinion

Noncompliance material to financial statements noted? yes X No

FederalAwards

lnternal control over major programs:

l\,4aterial weakness (es) identilied?

Signif icant def iciency (ies) identi,ied? Yes X No

Type of auditor's report issued on compliance for majorprograms: Unqualified

Any audit findings disclosed lhat are required to be
reported in accordance wiih section 5'10 (a) of O[,,18
Circular A-133? yes X No

ldentification ol major programs:

CFOA Numbers Name ot Federal programs or Cluster

97.036

14.871
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COMMONWEALTH OF PUEFTO RICO
MUNICIPALITY OF GURABO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)
FOR THE FISCAL YEAB ENDED JUNE 30,2012

Dollar threshold used to distinguish between type A and Type B programs: S3OO,O0O

Audited qualified as low-risk auditee? X yes No

2. FINDINGS - FINANCIAL STATEMENTS AUDIT

. 12-A - General Fund Oeficit

Condition

As of June 31, 2012, the Municipality closed with an accumulated dericit of
$5,797,927, second consecutive year that the lvlunicipality closed its operations
reporting a deficit.

Criteria

Article 7.011(a) of Autonomous Municipat Act (Law 81 of August 30, 1991), as
amended, establishes that municipalities wjth deficits at their closing dates must
provide for sufficient resources during the next liscal year period ln order to cover
such deficit.

Section 3 of the Flevised Begulation over Basic Standards for Municipalities of
Puerto Rico (The Regulation)states that special care must be provided for the
estimation of future revenues in order to avoid budget appropriations in excess of
available resources.

Cause

The deficit is caused by the overestimation of budgeted revenues and by the
incurrence of obligations without the proper consjderation of current and future
available resources. The Mayor and the Finance Director did not follow adequate
budgeting procedures.

Becommendation

The continuing deficit reported by the Municipality may harm the basic
governmental services provided to its citizens. We strongly recommend that lhe



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GURAAO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)
FOF THE FISCAL YEAR ENDEO JUNE 30, 2012

necessary measures are taken in order to stop this trend. The Municipality must
work on increasing actual revenues and/or substantially reducing expenditures.

12-B - Estimated Revenues Shortfall

Condition

As of June 30, 2012, the Municipality did not meet certain projected revenues by
significanl amounts, causing an increase in its General Fund deficit (see Finding
12-A). The following deficiencies were noted based on our comparison of
budgeted revenues versus final operating results:

. For licenses and permits, the l/unicipality fajled to meet its expectations by
$4,204,406, an 88o/. budget shorrfall.

. For states contributions, the Municipality failed to meet its expectations by
$1,901,400, a 20% budget shortfall.

. Formunicipal license taxes, the [,4unacipality faited to meet its expectations by
$2,312,499, a 41% budqet shortfall.

Criteria

Section 3 of the Fievised Regulation over Basic Standards for Municipatities of
Puerto Flico (The Fiegulation) states that special care must be provided for the
estimation of future revenues in order to avoid budget appropriations in excess o,
available resources.

Cause

The Mayor and the Finance Director did not follow adequate budgeting
procedures for establishing reasonable estimates.

Recommendation

The Nilunicipality should revise and amend the budget as current information
related to collections of budgeted revenues became available.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GUFABO

- SCHEDULE OF FINOINGS AND OUESTIONED COSTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30.2012

3. FINDINGS AND QUESTIONED COSTS - MAJOB FEDERAL AWARD PROGRAM
- AUDIT

_ None

-57-



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GUBABO

SCHEDULE OF STATUS OF PRIOR YEAR
AUDIT FINDINGS AND OUESTIONED COSTS

FOR THE FISCAL YEAB ENDED JUNE 30, 2012

- During the current examination, follow-up was given to the lindings informed to the

_ Municipality in prioryears. ltwas noted that corrective action has been taken, except

for certain conditions that still exist and require further action. These are included in

- the accompanying Schedule ol prior year Audits Findings and Ouestioned Costs.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GURABO

SCHEOULE OF STATUS OF PRIOR YEAR
- AUDIT FINDINGS AND OUESTIONED COSTS

OB THE FISCAL YEAH ENDED JUNE 30,2012

- Prooram Findlno/Noncompliance Status

Stata Block Grant Conditlon l1-1
_ Program

cFoA No' 14 228 The Municipality internal contror over compliance c-ondition still

with the cash management requirements ol 16" Prevalls

- federal program is not effective since it is not
minimizing the time elapsed between the receiptand
final disbursement ol funds.

Chlld Care and Condltion lGl
Developmenl Block
crcnt Program - The Municipality's internal control over complianco with Condition still

- CFOA No.93.575 lhe cash management requirements ol the lederal prevails.
program is not eltective since it is not minimizing the
time elapsed betwe€n the receipt and linal

- disbursements of funds.

Child Care and Conditlon 1(}'2

- Development Block
Grant program - The Municipalitydid not comply with the requirementof Conditjon still

CFDA No. 93.575 preparing and ,illing its Accrued Expenditures repons prevails.

on a timely basis. During our examination ol the
- Accrued Expenditures Report, we noted that the

[runicipality did not send on time the quarterly report lor
he corresPonding Period.
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