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INDEPENDENT AUDITORS' REPORT

To the Honorable Mayor and
Municipal Legislature

Municipality of Gurabo
Gurabo, Puerto Rico

Report on the Financial Statements

We have audited the accompanying financial statements of the govemmental activities,
each major fund, and the aggregate remaining fund information of the Ni'lunicipality of
Gurabo, as of and forthe year ended June 30, 2013, and the related notes to the financial
statements, which collectively comprise the Municipality's basic financial statements as
listed in the table of contents.

Management's responsibility for the Financial Slaiements

Managemenl is responsible for the preparation and fair presentation of these Unancial
statements in accordance with accounting principles generally accepted in the United
States of America; this includes the design, implementation, and maintenance of intemal
control relevantto the preparation and fair presentalion of financial statements thatare free
from material misslatement. whether due to fraud or enor.

Auditors' Responsibility

Our responsibility is to express opinions on these financialstatements based on ouraudit.
We conducted our audit in accordance with auditing standards generally accepted in the
United States of America and the standards applicable to linancial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the Iinancial statements are free of material misstatement.

An audit involves performing pmcedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the audito/s
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judgment, including the assessment ofthe risks of material misstatements ofthe financial
statements, whether due to fraud or enor. ln making those risk assessments, the auditor
considers intemal control relevant to the entity's preparation and fair presentation of the
flnancial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
entity's intemal control. Accordingly, we express no such opinion. An audit also includes
evaluating the appropriateness of accounling policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

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

Opinions

ln our opinion, the financial statemenls refened to above present fairly, in all material
respects, the respective llnancial position of the govemmental activities, each majorfund,
and the aggregate remaining fund information of the Nilunicipality of Gurabo, as of
June 30, 2013, and the respective changes in financial position for the fiscal year then
ended in accordance with accounting principles generally accepted in the United States of
America.

Othor Matlers

Required Supplementary lnformation

Accounting principles generally accepted in the United States of America require that the
management's discussion and analysis and budgetary comparison information on pages 4
to 8 and 46 to 47, respectively, be presented to supplement the basic financial statements.
Such information, although not a part ofthe basic financial statements, is required by the
Govemmental Accounting Standards Board, who considers it to be an essential part of
,lnancial reporting for placing the basic financial statements in an appropriate operational,
economic, or historical context. We have applied certain limited procedures to the required
supplementary information in accordance with auditing standards generally accepted in the
United States of America, which consisted of inquiries of management about the methods
of preparing the information and comparing the information for consistency with
management's responses to our inquiries, the basic financial statements, and other
knowledge we obtained during our audit of the basic financial statements. We do not
express an opinion or provide any assurance on the information because the limited
procedures do nol provide us with sufficient evidence lo express an opinion or provide any
assurance.

-2-
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Other lnformation

Our audit was conducted for the purpose of forming opinions on the flnancial statements
that collectively comprise the Municipality of Gurabo's basic financial statements. The
accompanying schedule ofexpenditures offederalawards is presented forthe purposes of
additional analysis as required by U. S. Office of lvlanagement and Budget CircularA-'133,
Audits of States, Local Governments, and Non-Profit Organizations, and is not a required
part ofthe basic financial statements. Such information is the 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 of the llnancial statements and certain additional
procedures, including comparing and reconciling such information directlyto the underlying
accounting and other records used lo prepare the basic flnancialstatements or to the basic
financial statements themselves, and other additional procedures in accordance with
auditing standards generally accepted in the United States of America. ln our opinion, the
schedule of expenditures of federal awards is fairly stated, in all material respects, in
relation to the basic financial statements as a whole.

Other Reporting Required by Government Auditing Standards

ln accordance with Government Auditing Slandards, we have also issued our report dated
March 12, 2014, on our consideration ofthe Municipality of Gurabo's intemal controlover
flnancial reporting and on our tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreemenls and other matters. The purpose ofthat report
is to describe the scope of our testing of intemal control over financial reporting and
compliance and the results of that testing, and not to provide and opinion on intemal
control overfinancial reporting oron compliance. That report is an integral part of an audit
performed in accordance with Govemment Auditing Standards in considering Municipality
of Gurabo's inlemal conlrol over financial repo(ing and compliance.

San Juan, Puerto Rico
March 12, 2014

The stamp Ee6460 of the
Society of Cerlified Public Acco
was affixed lo the original of
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GURABO

MANAGEMENT'S DISCUSSION AND ANALYSIS

Management ot lhe Municipality of Gurabo of the Commonwealth of puerto Rico (the
"Municipality") provides this Management's Discussion ard A,arysis of the
Municipality's basic financial statements as an overview and analysis of the financial
aclivities of the Municipality for the fiscal year ended June 30, 20,13. We encourage readers
lo consider the information presented here in conjunction with lhe additional infor;ation that
we have furnished in the accompanying basic Iinancial statements.

FINANCIAL HIGHLIGHTS

The Municipality's in the Govermental Activities has reported assets and net position
amounting to $75,319,532 and $5,419,826 respectively, in the accompanying statement
of net position, of which the most significant assels are capital assets amounting to
$53,683,808 (7, percent of total Mu;icipari4l,s assers).

The Municiaplity in the same activities has reported total liabilities amounting to
$69,899,706 in the accompanying statement of net position, of which the most
significant liabilities are bonds, notes and other long-term debt amounting to
$49,108,467 Q0 percent of totat liabitities)

The lrunicipality has reported total revenues amounting to 925,764,432 in the
accompanying Statement of Revenues, Expenditures and Changes in Fund Balances_
Gubernamental Funds, for the Fiscat year Ended June 30, 2014. 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 to g12,041,g60 (47 percenl of
total revenues) .

The Municipality has reported a net change in net position of revenues over
expenditures amounting to ($8,936,9,14) in the accompanying statement of activities.

The fvlunicipality's governmental funds reported combined ending fund balances of
$5,959,813 which represent the fund balances of the general fund,-other governmental
funds and debt service fund combined (all known as the Municipatity's majo; funds).

The Municipality has reported a deficit for the general fund amounting to (g5,777,821).

The Municipality has reported a deficiency of revenues and other financing sources over
expenditures and other financing uses amounting to ($15,009,919) in ths governmental
funds. Such amount correspond to ceneral Fund, debt service and capital proyects
fund.
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OVERVIEW OF THE BASIC FINANCIAL STATEMENTS

The Municipality's financial statements include three components: (1) the government-wide
Ilnancial statements, (2) the fund flnancial statements, and (3) the noies to the financial
statements (collectively known as the basic financial statements).

Governmenl-Wide Financial Statements

fhe government-wide 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{erm and longlerm information
about the lV!unicipality's financial position, which assist the Municipality's management to
determine the economic condition at the end of the flscal year. These financial statements
are prepared using the flow of economic resources measurement focus and the accrual
basis of accounting. This basically means that these financial slatemenls 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, 2013 even if cash involved have
not been received or paid. The government-wide ,lnancial statements include: (1) the
statements of net position and (2) the statement of activities.

Statement of Net Positio-!

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

Statement of Activities

The statement of activities presents information showing how the lrunicipality's net position
changed during the flscal year ended June 30, 2013. All changes in net position 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 llscal 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 Municipality.

Both of the abovemenlioned 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 Municipality fall into this category, including
culture and education, general government, health and sanitation, public safety, public
housing and welfare, etc.
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Fund Financial Statements

The Municipality's fund financiat statements, which consist of: (,1) the batance sheet _
governmental funds and (2) the statement of revenues, expendituies 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 rerated accounts that is used ro maintain contror over resources that
have been segregated for specific activities or objectives. The Municipality, like most other
state and local governments, uses fund accounting to ensure and demonitrate compliance
with finance-relaled legal requirements. Each fund is considered an independent fiscal
enlity accounted for within a set of self-balancing accounts that comprise its assets,
liabilities, fund equity, revenue, and expendiiures. Fund accounting segregates funds
according to their inlended purpose and is used to aid manageme-nt in demonstrating
compliance with legal, financial and contractual provisions.

The fund financial statements focus on: (i) individual parts of the Municipality,s government
and (2). reporting the Municipality's operations in more detail than the government_wide
financial statements. For financial reporting purposes. the Municipality cl;ssifies its funds
withjn the following fund 

_categories: (l) generat fund. (2) debt service'fund. (3) permanent
mprovement lund and (4) capital projects funds (collectively known as the ;governmenlal
funds').

Governmental funds are used to account for all of the services provided by the i/unicipality.
Governmental funds are used to account for essentially the same funciions reported as
governmental activities in the governmental-wide flnancial statements. However, unlike the
government-wide financial statements, governmental fund financial sialements 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 fiscat year (iune 30, 2013). This approach
is known as using the flow of current financiar resourcei measuiemeni focus and the
modified accrual basis of accounting. These statements provide a detailed shortierm view
of the lilunicipality's finances that assists in determining whether there will be adequate
financial resources avairabre to meet the current ne6ds of the N,runiciparity, th;t is,
evaluating the l\runicipality's near-term flnancing requirements.

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

F-or financial reporting purposes the Municipality has four major funds: (i) the general fund
(2) the debt service fund (3) permanent improvement fund and (4) other governmental fund.
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Notes to the Basic Financial Statements

The notes to the basic financial statements provide additional information that is essential to
a full understanding of the data provided in the governmenFwide 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 position may serve over time as a useful indicator of the Municipality's
flnancial position. ln the case of the Municipality, assets exceeded liabilities by $5,4.19,826
at June 30, 2013.

As previously discussed, by far the largest portion of the Municipality's net position 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; consequently, these
assets are not available for fulure spending. OtheMise, Municipality's Basic Financial
Stalement, 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
presentation of the Municipality's financial position and results of operations, as reporied in
the government-wide financial statements:

Condensed Staiement of Net Position:

Current assets
Capital assets

Total assets
Current liabilities
Non-current liabilities

Total liabilities
Net positaon/(liabilities):
lnvested in capital assets, net of related debt
Restricted
Unrestricted

Total net position

June 30.2012

$ 28,337 650
50.496 783

$ 78.83/1.433
$ 18 606.9S5

45 870.668
$ 6/r.477.663

$ 17.674.738
24,785,448
(28.103 016)

$_14.356,270

$ 720.671
1,377,134
2,373.128

June 30. 2013

$ 21,635,724
53.683.808

s 75.319.532
$ 20,791,239

49.108.467
$__g!,!99J99

$ 12,398,463
15,204.148
t22.182785)

$____5.41t 820

$ 816.987
2.011,424
'1,710,685

An additional portion of the Municipality's net position (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 position.

Condensed Statem€nt of Activities:
June 30, 2013

June 30. 2012 (as restatod)
RevenueS:
Program revenues:

Charges for services
Operating grants and contributions
Capital grants and contributions
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General revenues:
Property taxes
Muntcipal license taxes
Sales and use taxes
Grants and contributions
lnterest, fines and penalties
Miscellaneous

Total revenues

Expenses:
General government
Public safety
PLrblic works
Recreation
Heaith and welfare
Economic development
lnterest on long{erm debt
Total expenses

Change in net position
Net position - at beginning of year
Net position - al end of year

Fund Financial Statements Summary

4,337 595
3,484 280
2.945.728

11,731,247
742 A71
556 312

28.268.926

$ 11,440,235
1,7 46,210

10,289,880
1,526,987
3,232.739

338.057
2.426.920

31.00t.028
( 2.732.102)

17.088.872
$_1L:i56J70

9,080,197
2.612.124
2,696,5s1
5,368,077

838,066
663.816

25.797,907

$ 15,075,343
1,356,285
2,379,666
1,291.799
2.203.841

11,178,195
1.249.722

34.734.851
( 8,936,944)
14.356.770

$__5-419.820

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

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

Condensed Balance Sheet - Governmental funds:
June 30.2012 June 30.20,t3

Toial Assets - Major Funds
Totial Assets - Nonmajor Funds

Total aasets
Total Liabilities - Major Funds
Total Liabilities - Nonmajor Funds

Total tiabitities
Fund Balances - Major Funds
Fund Balances - Nonmajor Funds
Total Fund Balance

Condensed Statemeni of Ooerations - Governmental tunds:

Total Revenues - Major Funds
Total Revenues - Nonmajor Funds

Tolal revenues

$ 32,293,556 $ 26,035,413
683.024 495.451

i 32.976.580 $ 26.530.864
$ 17 292,585 $ 19771,505

709 2013 799.546
$ 18.001.798 $ 20.57{.051
$ 15 000,971 $ 6,263,908
( 26.189) ( 304.0 5)

$-14a74fi2 $ 5.959i1;t

June 30.2012 June 30. 2013

$ 26,286,398 $ 24,037 068
1.982 528 1.727 364

28.268.926 25.7U.132

I



Totalexpenditures - Malor Funds
Total expendrtures - Nonmajor Funds

Totalexpenditures

Excess (deficiency) of revenues over (undeo expenditures

Other financing sources (uses) l\4ajor
Expenses over revenues - Major

FUNO BALANCE (DEFICIT) AT BEGINNING OF
YEAR, AS RESTATEO (NOTE 22)

FUND BALANCE (DEFICIT) AT END OF YEAR

Capital Assets and Debt Administration

30,684,176 38,769,081
1473.489 2 005 27c,

32.157.665 10.7743A1

( 3,888,739) ( 15 009,919)

7,030 000
3,141,261

5,994,950
(9,014,969)

11.833.521 14.974.7A2

l--lrLsiz4zgz $- sl69l1i

a) CapitalAssets

The Municipality has invested 953,583,808 in capitat assets used in governmental activities,
which have an accumulated depreciation and amortization of 91,655,392 at June 30, 2012.
The net capital assets increased during the current fiscal year due to the current fiscal year
capilal addilions $5,248,800 which were partia y offset by the depreciation and amortizjton
expense.

b) Debt Administration

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

At June 30, 2013, the Municipality's total bonded debt amounted to 947,976,520 consisting
of bonds ($43,i145,345) and notes ($4,531,175) payabtes. Such debt is backed by the fu
faith and credit of the Municipality.

Financial Contact

The Municipality's financial statemenls are designed to present users (citizens, taxpayers,
customerc, investors and creditors) with a general overview of the Municipality,s
finances and to demonstrate the Municipality's accountability. lf you have questions about
the report or need additional Iinancial information, contact the Municipality,s Chief Financial
Officer on the 2"d. floor of the Gurabo City Hall, curabo, puerto Rico.
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COiIMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GURABO

STATEMENT OF NET POSITION
JUNE 30,20,t3

Assets

Cash and cash equivalents {Note 2)
Cash with flscal agent (Note 2)
Accounts receivable:

Property taxes
Municipal license taxes (Note 6)
Rent, licenses, and permits
Sales taxes

Due from other agencies (Not6 8)
Capitalassets, net (Note l0)

Totalassets

Liabilities and Net Assets

Liabilities
Account payable and accrued liabilities
Due to other agencies (Not€ 11)
Defered revenues:

Municipal license taxes (Note 12)
Fedelal govemment

Matured bonds payable
Matured interest payabls
Noncunent liabilities (Not€ 14):
Due within one year
Duo in more than ong year

Accrued interest payable
Total liabilities

Net Position
lnvestment in capitalassets, net of related debt
Restricted for:

Debt service
Capital projects

U nrestricted

Total net position

Govemmental
Activities

$ 5,072,308
13,351,021

107,608
230.019
182,212
85,816

2,606,740
53,683,808

$ 8,989,676
2,766.520

2,033,109
29,821

1,347,000
509,785

2,693,000
49,108,467

2,422,328
69,899,706

$ 75,31S,532

12,398,463

5,468,577
9.735.571

122,182,785\

_!__!t19.939_

The accompanying notes are an integral part of these basic financial statements.
_ 10 -
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GURABO

RECONCILIATION OF THE GOVERNMENTAL FUNDS
_ BALANCE SHEET TO THE STATEMENT OF NET POSITION

JUNE 30, 2013

_ Total fund balances - governmental funds $ S,9S9,913

Amounts reported for governmental activities in the statement

- of net assets are different because:

. Capital assets, net used in govemmental activities are
not cunent financial resources and therefore are not
reported in the govemmental funds balance sheet

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

Net position of govemmental activities

53,683,808

(54,223,795)

$ 5,419,826

The accompanying notes are an integral 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 BALANCES OF

GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES
FOR THE FISCAL YEAR ENDED JUNE 30, 2013

Net change in fund balances - total governmental funds

Amounts reported for govemmental activities 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 useful 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
f!nancial sources because provides current financial resources.

. Governmental funds report principal payments on long-term
obligations as expenditures, whereas the principal payments

reduces the longlerm 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 financial resources; therefore, are not
reporled as expenditures in govemmental funds.

Changes in net position of governmental activities

$ (9,014,969)

5,248,800

(2,061,775)

(5,961,475)

2,556,000

620,994

(324,s19)

_9_19p99f19.

The accompanying notes are an integral part of these basic financial statements
- 16 -



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GURABO

NOTES TO THE FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2OI3

1. ORGANIZATION

The lvlunicipality of Gurabo, Puerto Rico (I/unicipality) was founded in 1815. The
lvlunicipality 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 safety, public works, culture, recreation, health and welfare,
education and other miscellaneous services.

The Municipal Governmenl comprises the executive and legislative branches. The
executive power is exercised by the l\.4ayor and the legislative by the Municipal
Assembly, which has 14 members. The members of these branches are elected
every four years in the Puerto Rico general elections.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

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

The flnancial information of the Municipality is presented in this report as follows:

. Management's Discussion and Analysis - lntroduces the basic financial
statements and provides an analytical overview of the Municipality's flnancial
activities.

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

Statement of Net Position - The statement of net position is designed to display
the flnancial position of the Municipality, including capital assets and

-17 -



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GURABO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2013

infrastructure. The net position of the Municipality will be broken down into three
categories; invested in capital assets, net of related debt; restricted; and
unrestricted.

Statement of Program Activities - The government - wide statement of activities
report expenses and revenues in a format that focuses on the cost of each ofthe
government's funclions. The expense of individual functions is compared to the
revenues generated directly by the function.

Budgetary comparison schedules - Demonstrating compliance with the adopted
budget is an important component of a govemment's accountabilily to the public.
Under the new reporting model, the Municipality willcontinue to provide budgetary
comparison information in their financial statements. An important change,
however, is a requirement to add the government's original budget to the cuffent
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
other organizations that are included to ensure that financial statements are not
misleading. The primary governmenl consists of all funds, departments, boards
and agencies that are not legally separate from the Municipality and forwhich the
lvlunicipality is financial accountable.

The Municipality's management has considered all potential component unils
(whether govemmental, not-for-profit, or prorit-oriented) for which it may be
financially accountable, and other legally separate organizations for which the
Municipality is not ,lnancially accountable but the nature and significance of their
relationship with the Municipality may be such that exclusion of their basic
financialstalements from those ofthe Munjcipality would cause the accompanying
basic Iinancial statements to be misleading or incomplete. Accordingly, a legally
separate organization would be reported as a component unity ofthe i/unicipality
if all of the following cdteria are met:

'l) The Mayor appoints a voling majority of an organization's goveming body
and, either ('l) the Nlunicipality has the ability to impose its will on that

- 18 -



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GURABO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2OI3

organization or (2) the organization has the potential to provide specific
financial benefits to, or impose specirlc financial burdens on the Municipality.

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

GAAP details two methods of presentation: blending the financial data of the
component units' balances and transactions 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 lvlunicipality for the fiscal yearended June 30,
2013.

b. Govemment Wide and Govemmental Fund Financial Statements

The govemment-wide financial statements (i.e., the statement of net position and
the statement of changes in net position) report information on all the activities of
the Municipality. For the most part, the effect of the interfund activity has been
removed from these Statements.

The statement of activities demonstrates the degree to which the d irect expenses
of a given funclion or segment is offset by program revenues. Direct expenses
are those that are cleady 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 of a particularfunction orsegment. Taxesand
other items nol properly included among program revenues are reported instead
as general revenues.

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

-19-



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GURABO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2013

Separate fund financial statements are provided for govemmental funds. Mayor
govemmental funds are reported on separate columns to segregate transactions
ielated to certain functions or activities in separate funds in order to aid financial
managemenl and to demonstrate legal compliance.

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

column.

On July 1, 20'12 the l\4unicipality adopted the provision of GASB 63, Frnancial
Reporting of Deferred Outflows of Resources, Defened lnflows of Resources, and
Ne;t Po{ition. GASB 63 provides guidance for reporting defened outflows of
resources, defened inflows of resources, and net position in statement offinancial
position and related disclosures. The statement of net position renamed the
statement ofnet position and includes four components: assets, defened outflows
of resources, liabilities and defened inflows of resources.

Measurement Focus, Basis of Accounting, and Financial Statement
Prssentation

The accounting and financial reporting treatment is determined by the applicable
measurement focus and basis of accounting. Measurement focus indicates the
type of resources being measured such as cunenl financial resources or
economic resources. The basis of accounting indicates the timing oftransactions
or events for recognition in the financial statements.

The government-wide financial statements are reported using the economic
resources measurement locus and the accrualbasisof accounting Revenuesare
recorded when eamed and expenses are recorded when a liability is incuned,
regardless of the timing of related cash flows Property taxes are recognized as
revenues in the year for which they are levied. Grants and similar items are
recognized as revenue as soon as all eligibility requirements imposed by the
provider have been mel.

The govemmental fund flnancial statements are reported using the curenl
finaniial resources measurement focus and lhe modified accrual basis of
accounting. Revenues are recognized as soon as they are both measurable and

available. Revenues are considered to be available when they are collectible
within the current period or soon enough thereafterto pay liabilities ofthe current

-20-



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GURABO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2013

period. For this purpose, the government considers revenues to be available if
they are collected within 60 days of the end of the current fiscal period.

Expenditures generally are recorded when a liability is incuned, as under accrual
accounting. However, debt seNice expendilures, as well as expenditures related
to compensated absences, and claims and .iudgments, are recoded only when
payment is due. General capital assets acquisilions are reported as expenditures
in governmental funds. lssuance of long-term debt and acquisitions under capital
leases are reported as other flnancing sources.

Property taxes, franchise taxes, licenses, and inlerest associated with the cunent
flscal period are all considered to be susceptible to accrual and so have been
recognized as revenues ofthe cunent fiscal period. Entitlements are recorded as
revenues when all eligibility requirements are met, including any time
requirements, and lhe amount is received during lhe period or within the
availability period for this revenue source (within 60 days or year-end).
Expenditures driven grants are recognized as revenue when the qualifying
expenditures have been incurred and all other eligibility requirements have been
met, and the amount is received during the period orwithin the availability period
for this revenue source (within 60 days of year-end). All other revenue items are
considered lo be measurable and available only when cash is received by the
govemment.

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

The Municipality reports the following major govemmental funds:

1) General Fund

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

2) Housino and Urban Oevelooment Proorams (HUD Proorams)

This fund account for revenue sources for the development of viable urban
communilies, decent housing, suitable living environment, rental assistance to
help very low- income families afford decent, safe and sanitary housing by



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GURABO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2013

encouraging property owners lo rehabilitate substandard housing and lease
the units with rental subsidies to low-income families.

3) Sales and use Tax Fund

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

4) Debt Service Fund

This fund is used to account for lhe resources accumulated and payments
made for principal and interest on long-term general obligation debt of
governmental funds.

5) State Leoislative Joint Resolutions

The State Legislative Joint Resolutions fund is used lo account for cerlain
operations grants awarded by the Legislative ofthe Commonwealth of puerto
Rico to subsidy certain operations and administrative activities of the
lvlunicipality.

6) Loans and Bonds

The Loans and Bonds fund is used lo account for the flnancial resources for
the acquisition of personal property and/or construction ofmajor improvements
which are not financed by other funds.

d. Cash and Cash Equivalents and Cash with Fiscal Agent

The Municipality's Finance Director is responsible for investing available
resources. The Municipality is restricted by law to invest only in savings accounts
and certificates ofdeposits with banks qualified as a depository of public funds by
the Puerto Rico Treasury Department (PRTD) or in instrumenls of the
Govemment Development Bank for Puerto Rico (GOB). The Municipality,s policy
is to invest any excess cash in certiricates ofdeposits with institutions qualified by
the PRTD. Eamings from these funds are recorded in the corresponding fund.

-22-
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GURABO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2013

Cash with liscal agent in the State Legislative Joint Resolution and Loans and
Bonds funds consist of unused proceeds from appropriations from the Legislature
of Puerto Rico, forthe payment of cunent 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 of Puerto Rico and restricted for the
payment of the Municipality's debt service, as established by law.

The Municipality considers all investments with an original maturity of three
months or less to be cash equivalents.

lnterfund Receivables and Payables

Activity between funds that are representative of lending/bonowing anangements
outstanding at the end of the flscal year is refened 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 interfund loans). All other outstanding balances
between funds are reported as due to/from other funds.

Capital Assets

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

lnfrastructure
Buildings and building improvements
Fumiture and fixlures
Machinery and equipment
Molor vehicles

Useful Life

40 years
30-40 years

5 years
3-5 years

5 years

-23-



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GURABO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30,2OI3

g. Fund Balances

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

Pursuant to the provisions of GASB No. 54, the accompanying fund financial
statements reportfund 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 the
relative strength ofthe constraints that control how specific amounts can be spent,
as described as follows:

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

2\ Restricted - Represent resources that can be spent only for the specific
purposes stipulated by constitutional provisions, extemal resource providers
(extemally imposed by creditors or grantors), orthrough 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.

Committed - Represent resources used for specilic purposes, imposed by
formal action of the Municipal'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.

Asslgned - Represent resources intended to be used by the Municipalityfor
specific purposes but do not meet the criteria to be ciassified as restricted or
committed (generally executive orders approved bythe l/ayor). lntent can be
expressed bythe l\itunicipal Legislature, the lvlayoror by an officialorbodyto

3)

4\

-24-
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MUNICIPALIW OF GURABO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED}
FOR THE FISCAL YEAR ENDED JUNE 30, 2013

which the Municipal Legislature delegates authority in conformity with the
Autonomous Municipalities Act ofPuerto Rico, as amended. ln govemmental
funds other than the general fund, assigned fund balance represents the
remaining amount that is not restricted or committed.

5) Unassigned - Represent the residual classilication for the Municipality's
general fund and includes all spendable amounts not conlained in the other
classifications. ln other funds, the unassigned classification is used only to
repo( a deficit balance resulting from oveBpending for specific purposes for
which amounts had been restricted, committed, or assigned.

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

The Municipality reports resources constrained to stabilization as a specified
purpose (restricted or committed fund balance in the general fund) only if: (1)
such resources meet the other criteria for 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
arTangements, nor has set aside material financial resources for emergencies
and has not established formal minimum fund balance amounts as of and for the
fiscal year ended June 30, 20'13.

ln situations when an expenditure is made for a purpose forwhich amounts are
available in multiple fund balance classifications, the Municipaliiy uses restricted
resources flrst, and then unrestricted resources. Within unrestricted resources,
the Municipality generally spends committed resourcesfirsl, followed byassigned
resources, and then unassigned resources when expenditures.

The classification of the [Iunicipality's individual govemmental funds among
general, debt service, special revenue, and capital poects fund types used in
prior fiscal years for tinancial reporting purposes was not affected by the
implementation of GASB No. 54.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GURABO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2013

Risk Financing

The Municipality carries insurance to cover casualty, theft, tort claims and other
losses. lnsurance policies are negotiated by the Puerto Rico Treasury
Department and costs are allocated among all the municipalities of puerto Rico.
Cost of insurance allocated to the Municipality and deducted from the gross
property tax collections by the Municipal Revenue Collection Center (CRll\4) for
the year ended June 30, 2013 amounted to approximately g346,OOO. The cunent
insurance policies have not been cancelled or terminated. The CRIM also
deducted approximately $384,000 for workers compensation insurance covering
all municipal employees.

Componsated Absences

Employees are entitled lo 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 retirement if have been employed
for at least 10 years in the municipal govemment. On July 1997, state Law 152
supra amended the Article 12.016, Section b (2) ofthe Municipal Law, authorizing
the iilunicipality to pay any excess of vacations and sick leave accumulated over
the maximum previously permitted by law. Calculations must be made until
December 31 of every year. Excess of sick leave must be paid until March 31
next every natural year. Excess of vacations can be paid after July 1 of every
flscal year.

Future Adoption of Accounting Pronouncements

The Govemmental Accounting Standards Board has issued the following
statements that the Municipality has not yet adopted:

Statement Name

Adoption
Required in
Fiscal Year

j.

Statement
Number

Items Previously Reported as Assets and
Liabilities

65

-26-
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Statement
Number Statement Name

Adoption
Required in
Fiscal Year

66

67

Technical Corrections - 20'12-an amendment of
GASB Statements No. t0 and 62

Financial Reporting for Pension plans - an
amendment of GASB Statement No. 25

Accounting and Financial Reportjng for
Pensions - and amendmentofGASB Statement
No.27

Government Combinations and Disposals of
Government Operations

Accounting for Financial Reporting for Noo-
exchange Financjal Guarantees

Pension Transition for Contribution made
Subsequent to the Measurement Date

2013-14

2013-14

20'14-15

2013-14

2013-14

2014-15

68

69

70

7'l

The impact of this statement on the Municipality,s financial stalement has not yet
been determined.

k. Deferred lnflows

On July 1, 20'12 the Municipatity adopted the provisions of cASB Statement No.
63, Financial Repotting ol Defened Outflows of Resourceq Defened tnflows of
Resources, and Net Position (GASB No. 63).

ln the GWFS, defened inflows arises when one of the following situations occur:

. Potential revenue does not meet both the ,,measurable,, 
and .available criteria

for revenue recognition in the current period (repoded as ,earned but
unavailable revenue" in the accompanying balance sheet-governmental
funds). As previously discussed, available is defined as due (oi past due) at



COMMONWEALTH OF PUERTO RICO
MUNICIPALIry OF GURABO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2013

June 30, 20'13 and collected within 90 days (60 days of property taxes)
thereafterto pay obligations due at June 30. ln subsequ;nt periodi, when both
criteria (measurable and available) are met, the liability for defened revenue rs
removed and revenue is recognized.

. The Municipality receives resources before it has a legal claim lo them
(reported as "unearned revenue" in the accompanying balance sheet-
governmenlal funds). ln subsequent periods, when the revenue recognilion
criterion is met, the liability for deferred inflows is removed and revenue is
recognized.

Defened inflows at the govemment-wide level arise only when the Municipality
receives resources before it has a legal claim on them (reported as "unearned
revenue" in the accompanying stalement of net position). No earned but
"unavailable revenue" is accounted for in the accompanying statement of net
position.

Use of Estimates

The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires managementto make
estimates and assumptions that affect the reported amounts of assets and
liabilities, and disclosure of contingent assets and liabilities at the date of the
financial statements and the reported amounts of revenues and
expenditures/expenses during the repo(ing period. The most significant
estimates consist ofthe contribution received from the puerlo Rico Electri; power
Authority and the Municipal Revenue Collection Center caused by the delay ofthe
notification of the actual revenues and expenditures to the piesented in the
financial statements of lhe agencies mentioned above.

3. RECONCILIATION OF GOVERNMENT.WIDE AND FUND FINANCIAL
STATEMENTS

The govemmentalfund balance sheet includes reconciliation between fund balance_
govemmental funds and net position of govemmental activities as reported in the
govemment-wide statement of net position. One element of that reconciliation
explains that some liabilities, including bonds payable, are notdueand payable inthe
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current period and therefore are not reported in the funds.
approximately $ 54.2 million difference is as follows:

Bonds payable
Notes payable
Compensated absences
lnterest payable
Oue to Puerto Rico Health lnsurance Adminislralion
Claims and judgments

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

DEPOSITS - CUSTODIAL CREDIT RISK

The details of the

$ 43,445,345
4,531 ,175
2,846,641
2,422,328

895,624
82.642

$ 5!1,223J95

4.

Custodial credit risk is the risk that in the event of a bank failure, the govemment's
deposits may not be retumed to it. Under Puerto Rico statutes, public funds
deposited in commercial banks must be fully collateralized forthe 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 Govemment Development Bank for Puerto Rico (GDB).

The Municipality's bank balances in commercialbanks of approximately 94.4 million in
the govemmental activities were fully collateralized at June 30, 2014. The deposits at
GOB of approximately $6.7 million that are restricted principally for capital projects
and the $6.5 million in the debt service fund are unsecured and uncollaleralized, as
no collateral is required to be carried by govemmental banks

The Municipality maintains its deposits in three (3) banks located at Puerto Rico. All
kind of deposit is guaranteed by the Federal Deposit Insurance 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 pursuanl to applicable
laws and regulations.

5. PROPERTY TAXES

The Municipal Revenues Collection Center (CRIM) ofthe 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
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taxpayer. The assessment is made in a return which must be filed with the CRlN,l by
iilay 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. Thetaxon real property isdue in
two equal installments in July 1 and January 1, following the assessment date.

The rates are 11.83% for real property and 7.83o/o for personal property. The
composition is as follows:

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

Real Personal

6.00% 4.ooo/o
1 .030/0 1 .030/0

5.00% 3.00%
. .20o/o> . .2Oo/o>

11-830/0 L8i./.

The lilunicipality's basic property tax rate representsthe portion which is appropriated
for general purposes and accounted for in the general fund.

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 Municipality. The'additional
special propertytax- state" is collected bythe cRlM forthe paymentof principal and
interest of general obligation bonds and certain other obligations issued by the state
govemment.

Residential 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 of Treasury assumes payment of the basic tax to the
lltunicipality, 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 rcceived from the CRIM. Complete exemption from
personal propertytaxes up to an assessment of $50,000 is granted to merchants with
an annual volume of net sales less than $150,000.
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Prior to the beginning of each fiscal year, the CRIM informs the lvlunicipatity of the
estimated amount of property tax expected to be mllected forthe ensuring fiscalyear.
Throughout the year, the CRIM advances fundsto the l\,lunicipality based on the initial
estimated corrections. The cRrM is required by raw to prepare a setflement statement
on a liscal year basis, whereby a comparison is made between the amounts
advanced to the Municipality and amounts actually collected from taxpayers.

This settlement has to be completed on a preliminary basis not later than three
months after fiscal year-end, and a final setflement made not later than six months
after year end. lf the CRIM remits to the Municipality pmpe(y tax advances, which
are less than the tax actually collected, a receivable from ttri CRtti,t is recorded at
June 30. However, if advances exceed the amount actually collected by the CRIM, a
payable to the CRIM is recorded at June 30.

CuJrently, the Municipality has received the preliminary setflement from CRIM related
to fiscal year 20'12-13, but not the final setflement as the six months period afterflscal
year ends, provjded by law to CRIM to issue this, has not yet expired. Management
believes, based in part on the experience from prior years, that when receivld, the
final settlement from CRIM will not show a significant difference from the preliminary
settlement and that such difference, if any, will not have a material effect on th;
financial condition of the Municipality.

Based-on the preliminary setflement already received, during the year ended
June 30, 2013, lhe amount collected from taxpayers ano dharge! by CR|M
exceeded the amount received in advances from CRIM, for the same period by
approximately $.5 million. Such amounl is presented as due from CRIM in th;
accompanying financial statements. (See Note g)

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, 201 3. The
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 panially exempt under the lnduslrial lncentive Law of
Puerto Rico.
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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 1S. The rates of
municipal license in the Municipality of Gurabo, are as follows:

Financial, savings, and loans associations
Other organizations

1.50yo
.450k

The amounts collected in advance are recorded as defened revenues in the general
fund. The Municipality invoiced and collected in advance during the current year
approximately $2 million, conesponding to the next fiscal year municipal license.

7. SALES AND USE TAXES

On July 29, 2007 the Commonwealth Legistature approved Act No. 80 (,.Act 8O',)
which imposed to all the Municipalities of puerto Rico a uniform municipal sales and
use tax of 1.5%. Effective August '1, 2007 1o/" of the 1 .5% wi be coltected by the
Municipalities and the remaining .5olo of the 1.5olo will be collected by lhe 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 Govemment) to be invested in solid waste and
recycling programs, capital improvements and health and public safety costs. Amount
collected by the Commonwealth Govemment will be deposited in accounts orspecial
funds in the Govemmental Development Bank of puerto Rico (..GOB,,), subject to
restrictions imposed and distributed as follows:

a. .2o/o ol the.5% will be deposited in a "Municipal Development Fund,, to finance
costs as reslricted by the Act,

b. .2o/o ol the.5% will be deposited in a "l\,,tunicipal Redemption Fund,, to ,inance
loans to municipalities subject to restrictions imposed by the Act and,

c. 1olo of the .5% will be deposited in a "Municipal lmprovement Fund, to linance
capital improvement projects; these funds will be distributed based on legislation
from the Commonwealth's Legislature.
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E. DUE FROM OTHER AGENCIES

Represents grants and contributions due from localand federal agencies:

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

Total

9. INTERFUNDTRANSACTIONS

a. Due FromITo Other Funds:

$ 2,153,979
452.761

$ 2-606J40

The due from and due to other fund balances as of June 30, 2013, are as follows:

Receivable Fund Pavable Fund Amount

Joint Resolutions
General Fund
General Fund

General Fund
Loans and Bonds Fund
Other Govemmental Funds

s 2,469,6s4
934,039
785,653
80,000

282,702
343.092

Sales and Use Tax Fund General Fund
General Fund HUD Programs
Other Governmental Funds General Fund

$_4-895-140

The balance of $2,469,654 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 approximatelyg0 day period afreryear-end.

The balance of $934,039 due from lhe loans and bonds fund represents
disbursements made by the general fund to cover various construction projects
that will be reimbursed by the Govemment Development Bank for Puerto Rico,
and the S785,653 due from other govemmental funds to the general fund mainly
represenls disbursements to cover payroll of various federal programs.
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All remaining balances resulted from the time lag bet\,veen the dates that
('l ) 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.

b. lnterfund Transfors:

lnterfund transfers for the year ended June 30, 20'!3 consisted of the following:

Transfsr ln Transfer Out Amount

$ 390,632
1,876,638
2,440,000

180,000
13.718.218

$18O05rAg

The transfer from the general fund to the debt service fund of $390,632
represents monies transfened to cover debt service payments as become due.

Thetransfer of$13.7 million from the loan and bond fundsto the debt service fund
represents the payment of refunded bonds.

Debt Service
Sales and Usage Taxes
Sales and Usage Taxes
Sales and Usage Taxes
Debt Service

Total

General
General
Loan and Bonds Fund
General
Loan and Bonds Fund
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10. CAPITAL ASSETS

Capital asset activity for the year ended June 30, 2013 was as follows:

Capital assets, not being depreciaied:

Conslruciion n process
Total €pital assets, not being deprectaled

Capiial assers, being depreiarei:
Buildi.Es and building improvmer6
Fumilure, fnures, and equipmenl

Total Bpiial assets, being depreoated

Less accumulaied depreciation for:
Buildings and building improvements
Fumiture, finures, and equipftent

Toial ac.urn ulated depreciahon

Jtty 1,2012

$12,A23,25A
1,161,013

13,9A4,271

36.864.838
3 931.971
7,527,150

lncrea.6 Docreas€3 Juns 30,2013

$ 16,922,25A
1,161,013

$ 4,099.000

4,099.000

11071,631 11637
59195.590 1.149.800

180.000
545,972
412,191

1,024,890
326.78s
427.362
2A2.nA--aFii7{

37,044,838
4,477,943
7.93S.341

8,352.502
3,497.522
6,791,226
4.251,824--z@ni{

9,377392
3,824,307
7.208.588
4.534.566----ru34865-

Govemmenrat acriv ies €pitarassers. ner s50.4e6.7a3 _!_LEI_E!_ _j__--_____: _!__-!$gg4gg_

Depreciation expense was charged to functions/programs ofthe Municipality as
follows:

Total capilal assers, boing depreciated, net 36,512,512 (911 ,975)

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

Total depreciation expense - govemmental activities

35.600 537

$ 817,s19
676,010
381,360
110,272
24,590
52,O24

$ 2,061,775
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11. DUE TO OTHER AGENCIES

Due to other agencies at June 30, 2013 are as follows:

Puerto Rico Electric Power Authority $ 2,153,978
Puerto Rico Water and Sewer Authority 69,124
Puerto Rico Labor Department 99,259
Retirement System Administration 4j7.5O7
General Services Administration 11,882
Puerto Rico Treasury Department 14.770

Total $ 2.766.520

I2. DEFERRED REVENUES

Municipal License Taxes

The defened revenues of approximately $2 million in the general fund related to
municipal license tax collected in flscal year 2012-'1 3 thatwill be eamed in fiscalyear
2013-14.

13. INTERGOVERNMENTALREVENUES

lntergovemmenlal revenues in the general and capital pojects funds consist mainly
of collections from the Commonwealth of Puerto Rico and the CRIM, and payments in
lieu of taxes from the Puerto Rico Electric Power Authority.

14. LONG.TERM DEBTS

Bonds and notes payable and otherdebt outstanding atJune 30, 20.13 are asfollows:

Bonds

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

$1,967,000 series of 1994, payable in annual installments of
S88,000 to $159,000 until 2015 with interest at 6%.

$ 85,000

308,000
-36-
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$325,000 series of '1997, payable in annual installments of
$1 1,000 to $44,000 until 2015 with interest at 5%. $ 140,000

$704,000 series of 2000, payable in annual installments of
$20,000 to $47,045 until2024 with interest at 4.5%. 415,045

$665,000 series of 2002, payable in annual installments of
$15,000 to $55,000 until 2026 with interest ranging from
2.7%lo 5.60/o. 480,000

$2,715,000 series of 2002, payable in annual installments of
$50,000 to $215,000 until 2027 with interest ranging from
1 .53% to 6.5%. 2,015,000

$375,000 series of 2002, payable in annual installments of
$12,000 to $29,000 until 2027 with interest at 4.50o/o. 295,000

$7,595,000 series of 2007, payable in annual installments of
$110,000 to $635,000 until 2031 with interest ranging from
1 .53o/o lo 7 .56/o. 6,615,000

$1,0'10,000 series of 2007, payable in annual installments of
$10,000 to $85,000 until 2032 with interest ranging from
1.53o/o lo 7.5o/o. 915,000

$225,000 series of 2008, payable in annual installments of
$5,000 to $20,000 until 2032 with interest ranging from
1.53o/o lo 7.5o/o. 195,000

$780,000 series of 2008, payable in annual installments of
$10,000 to $70,000 until 2032 with interest ranging fmm
1.53ok to 7.5o/o. 700,000

$7,470,000 series of 2008, payable in annual installments of
$1 15,000 to $615,000 until 2032 with interest ranging from
1.53% to 7.5o/o. 6,655,000
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$1,210,000 series of 2008, payable in annual installments of
$20,000 to $100,000 until 2032 with interest ranging from
1 .53o/o lo 7 .5o/o.

$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/o

$4,350,000 series of 2010, payable in annual installments of
$495,000 to $70,000 until 2016 with interest ranging from
4.75o/o to 7.5%

$7,030,000 series o'f 2O12, payahle in annual installments of
$83,000 to $570,000 until 2036 with interest ranging from
6.Ooh lo 7 .0o/o.

$1 ,630,000 series of 2013, payable in annual installments of
$42,000 to $285,000 until 2019 with interest ranging from
6.0o/o to 7.5o/o.

$810,000 series of 2013, payable in annual installments of
$10,000 to $140,000 until 20'19 with inlerest ranging from
6.0"/0 lo 7 .O'/..

$1,835,325 series of 2013, payables in annual installments of
$13,000 to $170,000 until 2035 with interest ranging from
5.38o/" to 6.0%.

$7,308,975 series of 2013, payable in annual installments of
$50,000 to $629,000 until 2035 with interest ranging from
5.38% to 6.0%.

$3,488,000 series of 2013, payable in annual installments of
$94,000 to $433,000 until 2022 with interest of 5.375%.

Total bonds

$ 1,075,000

255,000

2,140,000

6,800,000

1,445,000

715,000

1,805,325

7,173,975

3.218.000

$-431145345
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Notes Pavable

$158,000 note payable, series of 2008, payable in annual
installments of $5,000 to $15,000 until 2032, with interest
ranging from 1 .53o/o lo 7 .5o/o.

$'l ,156,000 note payable, series of 2008, payable in annual
installments of $83,000 to $2'17,000 until 2017, with interest
ranging from 1 .53o/o lo 7 .5o/o.

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

$3,379,175 note payable, series of 2013, payable in annual
installments of $23,000 to $289,000 until 2035, with interest
ranging from 5.38o/o to 6.0%.

Total notes payable

144,000

678,000

395,000

3.314.175

$ ,4t31-tz5

The annual requirements for the amortization of general long-terms at June 30,2013,
are as follows:

Bands Payable Noles Payable
Principal lnterest Principal lnterest

2014
2015
20'16
2017
2018
2019-2023
202+2024
2029-2033
2034-2035

2,363,000
2,523,000
2,484,000
1.842.000
1,96'1,000
9,447 ,OO0
9,736,045
9,985,000

256,717
265,435
249,690
231,845
21 1,600
929,550
665,900
375,750

2,165,611 205,000
2,602,504 257,000
2,520,826 292,OOO

2,438,886 332,000
2,319,000 125,000
9,323,754 759,000
6,765,178 894,000
3.008.897 1.118,000

362,114 549,175 50,3003,104,300

$ 31,506,770_$_39t1!.91!_
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As described in Note 5, the l\ilunicipality levies an annual special tax of 5.0% of the
assessed value of real property. The proceeds of this tax are required to be credited
to the Debt Service Fund for payment of general obligation bonds and noles of the
Municipality. The property taxes are collected and retained by the CRIM.

Bsginning
Balanc. Mdltlon. Payrr.nt.

Ending Ol]€within
Balanc. On. Y6ar

Gov6mm.tal Actlviti..:

Torat t@g,tem debls

Oth€r Long-To.m Liabililios:
Due lo Puerto Rico Heatlh lnsuE.@

Claims and iudsments
Compen$Ed ab*nces

Torat oth€r riabititis

Total noncurent tiabitities

15. FUND BALANCES

s 39,852,045
4,719.000

'14,571 ,0,15

594,321

82,682
2,823.42'

$ 5.952.300
9,175

s 2,359,000 I43.,145.345 S 2.363 oOO

197,000 4.531,175 205,000

2,556,000 47.976,5m 2.568.0005,961,475

3.500428

301.303

23,216

324,519

895.624
82.682

2.8,46.641

3,424.947

125,000

125000

5 48.071.473 S 6.285,994 $ 2.556 000 S51,801467 g 2.693000

As of June 30, 2013, fund balances are comprised of the following:

__]!.$.1_94t
G.6doov'dmnr r543,.53

(7.321.27a) (3230131

l5t
2.332.U' 1707 A19

I 365.103 I 63..232
r0.03r.666

1.543.453
(670.1s3r _111JM!)

t rlo409r, I 1.9s9.313t (. r3.rr t sr46a1-7 L r32b{7 tr 70.0,9
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16. FUND BALANCE DEFICIT

The following funds had a deficit in fund balance at June 30, 2013:

Fund

General
Sales and use tax
Housing and Urban DeveloPment
Other govemmental funds

Total

Net position invested in capital assets'
following:

net of related debt is comprised of the

$ 53,683,808
41.285.345

$_1239&463

Deficit

$ 5,777 ,821
3,461,675

4,839
304.095

$ 9548-430

The deficit of the general fund will be covered by future budgetary appropriations The

deficit of other govemmentalfunds will be eliminated by grant proceeds in liscalyear
2014.

17. NET POSITION

Capital assets, net of accumulated depreciation.
Outstanding balance on capital related debt

Total invested in capital assets, net of related debt

16. RETIREMENT PLAN

a. Plan Description

The Employees Retirement System of the Govemment of Puerto Rico and its

lnstrument;lities (ERS) is the administrator of a cost-sharing multiple-employer

retirement system established by the Commonwealth of Puerto Rim The System

was created under the Act 447, approved on May 15, 1951, as amended, and

became effective on January 1, '1952.

-41 -
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ERS covers all regular employees of the Commonwealth of Puerto Rico and its
instrumentalities and of certain municipalities and components units not covered
by their own retirement's systems.

Participation is mandatory except for members of the Legislature, Government
Secretaries, Heads of Agencies and Public lnstrumentalities, Assistants to the
Govemor, the Comptroller of Puerto Rico, Gubematorial Board and Committee
appointees, and Experimental Service Station employees-

ERS provides retirement, death and disability benefits. Disability retirement
benefils 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.

lvlembers who have attained an age of at least fifty-five (55) years and have
completed at least twenty-five (25) years of creditable service or members who
have attained an age of at least fifty-eight (58) years and have completed at least
ten (10) years of creditable service, are entitled to an annual benefit, payable

monthly for life.

The amounts of the annuity will be one and one-half percent of the average
compensation multiplied bythe numberofyears ofcreditable service up to twenty
years, plus 270 oflhe average compensation multiplied bythe numberofyears of
creditable service in excess of twenty years. ln no case the annuity will be less
than $200 per month.

Participants who have completed at leastthirty (30) years ofcreditable service are
entitled to receive the Merit Annuity. Participants who have not attained fifty-five
(55) years of age will receive 650/o of the average compensation or if they have

attained fifty-Iive (55) years of age willreceive 75% orthe average compensation.
Disability retirement benefits are available to members for occupational and non-

occupationat disability. However, for non-occupational disability a member must
have at least ten ('lO) years of service. No benefit is payable if the participant
receives a refund of his accumulated contributions.

On September 24, 1999, an amendment to Act No. 447 of May 15, 1951, which
created ERS, was enacted with the purpose of establishing a new pension
program (System 2O0O). Employees participating in the current system as of
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December3l, 1999, may electto stay in the defined benefit plan or transfer to the
new program. Persons joining the l\,lunicipality on or afier January 2000, willonly
be allowed to become members of System 2000. System 2000 will reduce the
retirement age from 65 years to 60 for those employees who joined the cunent
plan on or after April 1, 1990.

System 2000 is a hybrid defined contribution plan, also known as a cash balance
plan. Under this new plan, there will be a pool of pension assets, which will be
invested by ERS, togetherwith those ofthe current defined benellt plan. Benefits
at retirement age will not be guaranteed by the Commonwealth of Puerto Rico.
The annuity will be based on a formula which assumes that each year the
employee's contribution (with a minimum of 8.275% of the employee's salary upon
to a maximum of 10%) will be invested in an account which will either: ('l ) eam a
flxed rate based on the two-year Constant Maturity Treasury Note or, (2) eam rate
equalto 75% ofthe retum ofthe ERS's investment portfolio (net of management
fees), or (3) eam a combination of both altematives. Participants will receive
periodic account statements similar to those ofdelined mntribution plans showing
their accrued balances. Disability pensions will not be granted under System
2000. The employe/s contribution (1O.275Vo of the employee's salary) will be
used to fund the cunent plan.

b. ContributionRequirements

Commonwealth legislation requires employees to contribute 5.775% of gross
salary up to $6,600 plus 8.275o/o of gross salary in excess of $6,600. The
lvlunicipality's contributions arc 11.275o/o of gross salary. Contributions'
requirements are established by law. The actuarially determined contribution
requirement and contributions actually made for the year ended June 30, 2013
was approximately $258,000. The Municipality's payrollfor employees covered by
ERS was approximately $3.9 million. The Municipality total payroll for all
employees was approximately $8.4 million.

Additional information on the ERS is provided in its ,lnancial statements for the
year ended June 30, 20'13, a copy of which can be obtained from the ERS,
Minillas Station, PO Box 42003, San Juan, PR 00940.
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19. RISK MANAGEMENT

The Risk Management Division ofthe [runicipality's Legal Department ls responsible

of assuring thai the Municipality's properly is propedy insured. Annually, the Risk
Management Division compiles the information of all property owned and its
respeative market value. After evaluating this information, the Risk Management
Division submits the data regarding the lvlunicipality's properties to the Area of Public

lnsurance at the Department of the Treasury of the Commonwealth of Puerto Rico

who is responsible for purchasing all property and casualty insurance policies of all
municipalities.

20, CONTINGENCIES

a. The Municipality receives Federal Grants for specific purposes that are subjectto
review and audit by the grantor agencies. Although such audits could generate

expenditure disallowances under the terms of the grants, management believes

that any required reimbursements would not be material.

The Municipality is a defendant and/or co-defendant in various lawsuits which
claims for actual damages. Some of these lawsuits are covered by insurance-

The Municipality's management and outside counsels believe that is probablethat

any potential liability that might exist, if any, in excess of the insurance, will not
affect signilicantly the linancial position of the Municipality.

21.

22.

b.

COMMITMENTS

The Municipality ofGurabo had several outstanding or planned construction projects

asofJune 30, 2013. These proiects are evidenced by contractualcommitments with

contractors. The construction prcjects are commitments of the joint resolutions fund

and loans and bonds fund that amounted to appmximately $10 million.

SUBSEQUENT EVENTS

ln preparing these financial statements, the Municipality has evaluated events and

transactions for potential recognition or disclosure through March '12, 2014, the date
the financial statements were available to be issued.



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GURABO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2013

- 23. RESTATEMENTS

The beginning balance of general fund and State Legislative Joint Resolution fund

- has be;n restated to correct over/under statement of due to/from'

State
Legislative

Joint
General Resolution

Fund balance at beginning of Year
previously reported $ (5,797,927) $ 3'229,110

Over/under statement due toifrom 841.579 (841 579)

Fund balance at beginning of year, as
restated $-3-956-348) $ 2387131
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PART II. REQUIRED SUPPLEMENTARY INFORMATION



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GURABO

BUOGETARY COMPARISON SCHEOULE. GENERA FU}ID
FOR THE FISCAL YEAR ENDED JUiIE 30,2013

Vrdanca wlth
Actu.lAmounb FinrlBudqdl-
(BudgetaryBs.is) PocitlY.

(See Not 1) (N6gatlv.)

REVENUES

Municipal icenseiaxes
Licences and permits

Charges for services and refll
lnterqovemmenlal rsv€nues:

State contnbulions
lnieresl, nnes, and penallies

EIPENOITURES
Gene6lgovemment

Economic devehprnent

Totai expenditurcs

Excess of exp€ndilurcs over

$ 649,026
5,200,000
4,135.000

75,000

9.714.182
456,000
800,000

21,029,244

$ 649,026
2,446,214

642,910
24,931

10.049.936
798,030

1.784,402

14.r35,816
'1.27'1.445

2.231,4
502,195

1,297,850
286,226

(2,353.;s6)
(3,492.090)

(50,069)

335,754
342,030
988,lrc2

649,026
5,200,000
4,135,000

75,000

9.714.142
456,000
800.000

21.029,204 16 799.449 1.4.229,7591

13,73'1,574
1.884,629
3.091.280

536,508
1490,517

294,700

15,264,512
1.295.765
2.328,616

520,243
1,305,380

310,692

1,132,696
24,320
91,'120
18,044
7,530

24,466

21.429,208 21029,248 19,725 024 1.304,180

s, _!____13.949r) _!___.13!?9II9I

E pbnldd .t 0lllbr.dc6:
Sdr..Inf4! oa lt.er@.:

Actu lamounE (budqeta.y bas s)"available ror app@pnation" t@m the budgeiarycompanson schedule

otfere.es - budgei ro GMP:
l€l.haf,ge n Eeivables
raon{udgeted €@nues

ToGl ewnu* as epoded on th6 {ai.henl o, eEnues. expend tures, and chanq€s in iund balances (deficil)

Ue.rtulfd. oa r..orq:
Act@i amounls (budgelary basls)'lolal changes lo appopnatons" rEm lhe bldgeiary @mpanson shldulo
Etreen@s budgetlo GAAPI

Pnor y6ar encumbanes rMided as clrent year expend'lles lor GMP basis

Net chang* in payabl.s

Clrent year encumbra.@s leded as expendrtu@3 lor budgelary purpo*s

Iolal e&endltlres as rcporled on the stalement o, rewnues. expend luGs, and changes n lund balances (de6cil)

$ 16,799.,149

(s68,,442)

(280,850)

I 15,950.157

$ 19,725,028

355,04!
605.144

1701 081)
(1.543 453)

! 18440.682

The accompanying note to budgetary comparison schedule is an integral part of this schedule.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GURABO

NOTE TO BUDGETARY COMPARISON SCHEDULE-GENERAL FUND
FOR THE FISCAL YEAR ENDED JUNE 30, 20,I3

STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY

Budgetary Control

The N.4unicipality's annual budget is prepared on the budgetary basis of accounting,
which is not in accordance with accounting principles generally accepted in the United
States of America, and represents departmentalappropriations recommended bythe
Mayor and approved by the Municipal Legislature prior to the beginning of the fiscal
year. Amendments to the budget require the approval of the Municipal Legislature.
Transfers of certain appropriations within the budget known as Mayois Executive
Orders, do not require the approval of the l\,{unicipal Legislature. The 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
USGMP reporting purposes, encumbrances oulstanding atyear-end are reported as
reservations offund balances and do nol constitute expenditures orliabilities because
the commitments will be honored during the subsequent year. lnaddition, underthe
budgetary basis of accounting, revenues are remrded when cash is received.

The unencumbered balance of any apprcpriation at the end of the flscal year witl
lapse at the end of such liscal year. Other appropriations, mainly capital project
appropriations, are conlinuing accounts for which the Municipal Legislature has
authorized that an unspenl balance from the prior year be canied forward and made
available for cunent spending.

The annual budget as presented in the Budgetary Comparison Schedule - General
Fund is the budget resolutions at June 30, 2013 representing lhe original budget.
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PART III- SINGLE AUDIT SECTION



COXI ONWEALTH OF PUERTO RICO
MUNICIPALITY OF GURABO

SCHEDULE OF EXPENDITURES OF FEOER^I" AWAROS
FOR THE FISCAL YEAR ENDED JUNE 30,2013

F€d6ral Grantor/Program Tltlo

Pa$-Through
Federal Entit
CFOA ldentifying
Number tlumb€r

Federal

Exp€nditur€s_

U.S. Depanmsnt ol Housing and Urban
DeYelopment (HUO)

Direci Program:
S€ction 8 Housing Clloice voucheB
Pass-through Deparlment of Family
Homelessness Prevenlion and Rapid Re-Housing
Program (Recovery Acl Funded)
Emergeflcy Shehgr Grant Program
Pass-lhrough Commissioner Of{ice of Municipal Afiai6

State Block Grant Program - SBGP
subtotal u.s. Deparlment ot HI.JD

lJ.S. Dopanmor{ of Agrlculture
Pass-through Puerto Rico Depanmenl of Educalion

Child and Adult Care Food Program
Subiotal U.S. Depanment of !€dc1lhure

U.S. Dep6rtm6rtl of Health and Human SoMces(HHS)
Pass-rhrough Puerto Rico D€parlnent of Family

Child Car6 and Development Block Grant
Child Care and Developmenl Elock Grafli- ARRA

Pas.s-through Oficina de la Pocuradora de las

Personas de Edad Avanzada:
SpecialPrograms for lhe Aging - Title lll, Pad C - Ndntun

subtotalU.S. Dgpartment of HHS

U.S. Depanmoflt ot Tran3porla on
Djrect Program:

Feneral T6.sn-Folmula Granis
Subtotal U.S. Department ol Transportation

lJ.S. D€partment ol Homeland S€curity
Pass-through the GovemolsAulhorized Representatjv€

Oisaster Grants - Public ,{ssistance
Subtotal LJ.S. Departmenl of Homeland Security

fi 471

14.257
14.231

'14.228

$ 1,022,681

13,57ti
47,556

926,67$
2,010,4S1

10.558

97 036

52,70i1
52.7011

93.575
93.713

93.045

427,693
3,711

130.10q_
561,513

369,517
369,51::

1,021,5311

24.507

1,021.5&!

4,015,76',!

See notes to Schedule of Expenditures of Federal Awards.
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1. SIGNIFICANTACCOUNTINGPOLICIES

The accompanying Schedute of Expenditures of Federal Awards is a summary of the
activity of the Municipality 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 of America.

2. RELATIONSHIP TO BASIC FINANCIAL STATEMENTS

The reconciliation ofexpenditures in the basic linancialstatements to the Schedule of
Expenditures of Federal Awards is as follows:

Expenditures as per basic financial statements:
Housing and Urban Development programs fund $ 2,010'491
Federal expenditures included within the othet nonmajor
govemmental funds 2.oo5.27o

Total expenditures per schedule of expenditures
of federal awards $4-U5Jqf

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GURABO

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2013

- 51 -
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INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS

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

To the Honorable Mayor and
l\,'lunicipal Legislature

Municipality of Gurabo
Gurabo, Puerto Rico

We have audited, in accordance with the auditing standards generally accepted in the
United States of America and the standards applicable to the financial audits mntained in
Government Auditing Stardards issued by the Comptroller General of the United States,
the financial statements ofthe govemmental activities, each majorfund, and the aggregate
remaining fund information of the Municipality of Gurabo, as of and for the year ended
June 30, 2013, and the related notes to the financial statements of the govemmental
activities, which collectively comprise the Municipality's basic financial statements, and
have issued our report thereon dated March 12, 2014.

lntemal Conlrol over Financial Reporting

ln planning and performing our audit of the financial statements, we considered
iilunicipality of Gurabo's intemal control over financial reporting (internal control) to
determine the audit procedures that are appropriate in the circumstances forthe purpose
of expressing our opinion on the financial statements, but not forthe purpose of expressing
an opinion on the effectiveness of the Municipalivs intemalcontml. Accordingly, we do not
express an opinion on the efiectiveness of the l\,lunicipality's internal control

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 and correct, misstatements on a timely basis. A material
weakness is a deficiency, or combination of deficiencies, in intemalcontrol, suchthatthere
is a reasonable possibility that a material misstatement ofthe entity's flnancial slalements
will not be prevented or detected and corrected on a timely basis. A. significant deficiency is
a deficiency, or a combination of dericiencies, in intemal control that is less severe than a
material weakness, yet important enough to merit attention by those charged with
govemance.
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Our consideration of intemal control was for the limited purpose described in the first
paragraph ofthis section and was notdesigned to identify alldeficiencies in intemalcontrol
that might be material weaknesses or significant deficiencies and therefore, material
weaknesses or significant deflciencies may exist that were not identified. Given these
limitations, during our audit we did not identify any deficiencies in intemal control that we
consider to be material weaknesses. However, material weaknesses may exisl that have
not been identified. We did identified certain deficiencies in internal control, described in

the accompanying schedule of lindings and questioned costs as items 13'A and 13'B

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Municipality of Gurabo's
financial statements are free of material misstatement, we performed tests of its
compliance with certain provisions of laws, regulations, contracts and grant agreements,
noncompliance with which could have a direct and material effect on the delermination of
financial slatement amounls. However, providing an opinion on compliance with those
provisions was not an objective of our audit, and accordingly, we do not express such an
opinion. The results ofourtest disclosed instances of noncompliance orother matters that
are required to be reported under Govern ment Auditing Standards and which are described

in the accompanying schedule of findings and questions costs as 13-A and 13'B.

Municipality of Gurabo's Response to Findings

N.4unicipality's response to flndings identilied in our audit is described in the accompanlng
schedule of flndings and questioned costs. Municipality's response was not subjected to
the auditing procedures applied in the audit of the financial statements and, accordingly,
we express no opinion on it.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control

and compliance and the results of that testing, and not to provide an opinion on the
effectiveness of the entity's intemal control or on compliance This report is an integral part

of an audit performed in accordance with Government Auditing Standards in considering

the entity's intemal contml and compliance. Accordingly, this communicalion is not suitable
for any other purpose.
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INDEPENDENT AUDITORS' REPORT ON COMPLIANCE FOR
ON EACH MAJOR PROGRAM AND ON INTERNAL CONTROL OVER

COMPLIANCE REQUIRED BY OMB CIRCULAR AJ33

To the Honorable Mayor
and Municipal Legislature

Municipality of Gurabo
Gurabo. Puerto Rico

Report on Compliance for Each Maror Federal Program

We have audited Municipality of Gurabo's compliance with the types of compliance
requirements described in the OMB Circular A-133 Compliance Supp/emenl that could
have a direct and material effect on each of Municipality's major federal programs forthe
year ended June 30, 2013. Municipality of Gurabo's major federal programs are identilied
in the summary of audito/s results section of the accompanying schedule ofllndings and
questioned costs.

Management's Responsibility

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

Auditors' Responsibility

Our responsibility is to express an opinion on compliance for each of Municipality's major
federal programs based on our audit of the types of compliance requirements refened to
above. We conducted our audit of compliance in accordance with auditing standards
generally accepted in the United States of America; the standards applicable to flnancial
audits contained in G overnment Auditing Standards, issued by the Comptroller Generalof
the United States; and OMB Circular A-133, Audits of States, Local Governments, and
Non-Profit Organizaflons. Those standards and OMB CircularA-133 require that we plan

and perform lhe audit to obtain reasonable assurance aboutwhether noncompliance with
the types of compliance requirements referred to above that could have a direct and
material effect on a major federal program occurred. An audit includes examining, on a
test basis, evidence about Municipality of Gurabo's compliance with those requirements
and performing such other procedures as we considered necessary in the circumstances.
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We believe that our audit provides a reasonable basis for our opinion on compliance for
each majorfederal program. However, ourauditdoes not provide a legaldetermination of
Municipality's compliance.

Basis for Qualified Opinion on Disaster Grants 'Public Assistance (Presidentially
Declared Disasters)

As described in the accompanying schedule of findings and questioned costs, Municipality
of Gurabo did not comply with requirements regarding CFDA 97.036 Disaster Grants-
Public Assistance (Presidentially Declared Disasters) as described in finding number'13-01

for Activities Allowed or Unallowed, Allowable Costs/Costs Principles. Compliance with
such procedures is necessary, in ouropinion, for Municipalityof Gurabo, to complywith the
requirement applicable to that program.

Qualified Opinion on Disaster Grants - Public Assistance (Presidentially Oeclared
Disasters)

ln our opinion, except for the noncompliance described in the Basis for Oualified Opinion
paragraph, l/unicipality of Gurabo, complied, in all material respects, with the types of
compliance requirements refened to above that could have a direcl and materialeffect on
Disaster Grants- Public Assistance (Presidentially Declared Disasters) for the year ended
June 30, 2013.

Unmodifiod Opinion on Each of the Other Maior Federal Programs

ln our opinion, Municipality of Gurabo complied, in all material respects, with the types of
compliance requirements refened to above thal could have a direct and material effect on
each of its other major federal programs identified in the summary of auditois result
section of the accompanying schedule oflindings and questioned costs for the year ended

June 30, 2013.

Other Matters

The results ofourauditing procedures disclosed other instances of noncompliance, which

are required to be reported in accordance with OMB Circular Al33 and which are

described in the accompanying schedule oflindings and questioned costs as items 13'01'
Our opinion on each major federal program is not modified with respect to these matters'

Municipality of Gurabo's response to the noncompliance flndings identified in our audit is

described i; the accompanying schedule of findings and questioned costs. Municipality of
Gurabo's response was not subjected to the auditing procedures applied in the audit of
compliance and, accordingly, we express no opinion on the response.
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Report on lnternal Control ovor Compliancs

Management ot Municipality of Gurabo is responsible for establishing and maintaining
effective internal control over compliance with the types of compliance requirements
referred to above. ln planning and performing our audit of compliance, we considered
Municipality of Gurabo's intemal control over compliance with the types of requirements
that could have a direct and materialeffect on each majorfederal program to determinethe
auditing procedures that are appropriate in the circumstances for the purpose of
expresaing an opinion on compliance for each majorfederal program and to test and report

on internaicontrol over compliance in accordance with Ol\48 Circular A-133, but not forthe
purpose ofexpressing an opinion on the effectiveness of intemalcontrolover compliance'
Aciordingty, we do not express an opinion on the effectiveness of the Municipality's
internal control over compliance.

Our consideration of internal controlover compliance was forthe limited purpose described

in the preceding paragraph and was not designed to identify all deliciencies in intemal

controiover compliance that might be materialweaknesses or significant deficiencies and

therefore, material weaknesses or significant deficiencies may exist that were noi
identified. However, as discussed below, we identified certain deflciencies in internal

control over compliance that we consider to be material weaknesses.

A deliciency in internal control over comp,liance exists when the design or operation of a

controlovei compliance does nol allow management oremployees, in the normalcourse of
performing their assigned functions, to prevent, ordetect and correct, noncompliance with

a type ofiompliance requirement of a federal program on a timely basis A material

,rik """ in internal control over compliance is a deflciency, or combination of
deficiencies, in intemalcontrolover compliance, such thatthere is a reasonable possibility

thal material noncompliance with a type of compliance requirement of a federal program

will not be prevented, or detected and corrected, on a timely basis. We consider the

deflcienciesin intemal controlover compliance described in the accompanying schedule of
findings and questioned costs as items 13-1 to be material weaknesses'

A significant deficiency in internal control over compliance is a deficiency, or a mm b ination

ofd;ficiencies, in intemal controlover compliance with a type of compliance requirement of
a federal program that is less severe than a material weakness in intemal control over

compliance, Gt importanl enough lo merit attention bythose charged with govemance We

did not identfy anydeficiencies in intemal controlover compliance that we considerto be

significant deiiclencies. However, significant derlciencies may exist that have not been

identified.
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The purpose of this report on internal control over compliance is solely to describe the
scope of our testing of internal control over compliance and the results of that testing

based on the requirements of OMB CircularA-'133. Accordingly, this report is not suitable
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GURABO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE FISCAL YEAR ENDED JUNE 30' 2013

- 1, SUMMARY OF AUDIT RESULTS

Financial Statements

Type of auditors' report issued:

lnternal control over flnancial reporting:

Material weakness (es) identified?

Signifi cant defi ciency (ies) identifi ed?

Noncompliance material to financial statements
noted?

Federal Awards

lnternal control over maior programs:

Material weakness (es) identified?

Significant deficiency(ies) identified?

Type ofauditors' report issued on compliancefor
major Programs:

CFOA 14.228 Community Development Block

GranUStates Program

CFDA 20.507 Federal Transit-Formula Grants

CFDA 93.7'13 Child Care and Development Block

Grant ARRA

CFDA 93.575 Child Care and Development Block

Grant

cFDA 97.036 Disaster Grants- Public
Assistance (Presidentially Declared Disasters)

Unmodified opinion

Yes

X Yes

Yes

X Yes

Yes

-I- No

-No
XNo

-NoxNo

Unqualifled

Unqualified

unqualified

Unqualified

Qualified
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GURABO

SCHEDULE OF FINDINGS AND OUESTIONED COSTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30' 2013

Any audit findings disclosed that are required to
be reported in accordance with section 510 (a) of
OMB Circular A-133? No

ldentiflcation of major Programs:

CFDA Numbers Name of Federal Programs or Cluster

X Yes

Yes

Community Development Block Granustates Program

Federal Transit-Formula Grants

Child Care and Development Block Grant- ARRA

Child Care and Development Block Grant

Dollar threshold used to distinguish between Type A and Type B programs: $300,000

LNo

't4.228

20.507

93.713

93.575

Audited Qualified as low-risk auditee?

2. FINDINGS - FINANCIAL STATEMENTS AUDIT

. '13-A - General Fund Dsficit

Condition

As of June 31,2013, the Municipality closed with an accumulated deflcit of

$5,777,821, third consecutive year that the Municipality closed its operations

reporting a deficit.

Criteria

Article 7.0'11(a) of Autonomous Municipat Act (Law 81 oJ August 30,. '1991), as

amended, establishes that municipalities with deficits at their closing dates must

provide for sufficient resources during the next Ilscal year period in order to cover

such deficit.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALIry OF GURABO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED}

FOR THE FISCAL YEAR ENDED JUNE 30,2OI3

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

Cause

The deflcit is caused by the overestimation of budgeted revenues and by the
incurrence of obligations without the proper consideration of current and future
available resources. The Mayor and the Finance Directordid not follow adequate
budgeting procedures.

Recommendation

The continuing deficit reported by the Municipality may harm the basic
governmental services provided to its citizens. We strongly recommend that the
necessary measures are taken in order to stop this trend. The Municipality must
work on increasing actual revenues and/or substantially reducing expenditures.

. 13-B - Estimated Revsnues Shortfall

Condition

As of June 30, 2O13, the Municipality did not meet certain projected revenues by
significant amounts, causing an increase in its General Fund deficit (see Finding

1r-A). The following deficiencies were noted based on our comparison of
budgeted revenues versus final operating results:

. For licenses and permits, the Municipality failed to meet its expectations by

$3,492,090, an 85% budget shortfall.

. For municipal license taxes, the Municipality failed to meet its expectations by

$2,353,786, a 83% budget shortfall.
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COMMONWEALTH OF PUERTO RICO

MUNICIPALIW OF GURABO
SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED}

FOR THE FISCAL YEAR ENDED JUNE 30, 2OI3

Criteria

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

Cause

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

Recommendation

The Municipality should revise and amend the budget as current information
related to collections ol budgeted revenues became available.

3. FINDINGS AND QUESTIONED COSTS - MAJOR FEDERAL AWARD PROGRAM

AUDIT

a. Disaster Grants. Public Assistance (Presidontially Declared Disasters)

. Condition l3.t - Allowable Costs / Cost Principle

We observed that the general fund of the Municipality owe $325,000 for
loans made during flscal year2012-2013.

Criteria

Based on 24 CFR Section 570-207, ineligible activities, expenses to carry out

regutar responsibilities ofthe unit of general localgovemment are not eligible

for assistance under this Part.
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF GURABO

SCHEDULE OF FINDINGS ANO QUESTIONED COSTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30' 2013

Cause

The Municipality's need for additionalfunds for immediate obligations of the

generalfund, resulted in the Municipality unawareness offederal restriclions

with federal funds.

Etfect

The Municipality is not ln compliance with federal funds regulations'

Recommendation

The Municipality should reimburse the amount due and avoid this procedure

immediately.

Questioned Costs

$325-0!0
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COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF GURABO

SCHEDULE OF STATUS OF PRIOR YEAR
AUDIT FINDINGS AND QUESTIONED COSTS

FOR THE FISCAL YEAR ENDED JUNE 30' 2013

Ouring the cunent examination, follow-up was given to the findings informed to the

Municipality in prior years. lt was noted that conective action has been taken, except

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

the accompanying Schedule of Prior Year Audits Flndings and Questioned costs'
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GURABO

SCHEDULE OF STATUS OF PRIOR YEAR
AUDIT FINDINGS AND QUESTIONED COSTS

FOR THE FISCAL YEAR ENDED JUNE 30,2OI3

ProEram Finditrq/Noncompliance Status

State Block Grant Conditlon 11.1
Program

- cFo]ANo' 14228 The Municipality intemal control over compliance condition still

with the cash management requirements of the " -'- -

federal program is not effective since it is not

- minimizing the time elapsed between the receiptand
flnal disbursement of funds'
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GOBIER\O DE PUERTO RICO

MUNICIPIO DE GURABO

CORRECTIVE ACTION PI.AN

March L2,2014

Cognizant or Oversight Agency ror Audit

Municipality of Gurabo respectfully submits the following corrective action plan for the year

ended June 30, 2013.

Name and address of independent public accountant firm: Ortiz, Rivera, Rivera & Co., suite 152,

PO Box 70250, San luan, Pueno Rico 00936-7250.

Audit Period: Fiscalyear ended lune 30,2013

The findings from June 30, 2013 schedule of findings and questioned costs are discussed below

The findings are numbered consistently with the numbers assiSned in the schedule.

FINDINGS. FEDERAI. AWARD PROGRAM AUDITS, DEPARTMEI{T OF HOMELAND SECURITY

Finding 13-1: oisaster Grants- Public Assistan.. (Presidentially Declared Disasters) - CFOA

97.036

8eps4?blc!std1Ii9 see condition 13-1

Recommendation

The Municipalitv should reimburse the amount due and avoid this procedures immediately

Action Taken

The amount dle will be reimbursed by the General Fund to the Federal Program bank account

as soon a5 possible.

lf the Cognizant or Oversight Agency for Audit has questions regarding this plan, please call

Hector Caraballo, for Disaster Grants- Public Assistance (Presidentially Declared Disasters), at

\187)7L2-110O.

Cordially,

H6ctor R. Caraballo Diaz

Finance Director

Apanado Postal 3020, Gurabo, Puedo Rico 00778
Tel. (787) 737-8411 . rax (787) 717-s250 ' "\ 

nl.surabopr.com


