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INDEPENDENT AUDITORS' Rf,PORT

fo the Honorable Mayor and
llunicipal Legislature

Mrnicipality of Naguabo
Niguabo, Puerto Rico

lve have audited the accompanying financial statements of the govemmentar activities, each major fundrnd the nggregate remaining tund information of the Municipatity of Naguabo, as of and for ihe year
c'.ded June 30.20rr' which colrectively comprise lhe Municiparity s basic'financiar statements, as ristedin the table of conlents. These financial stltements are the responsibirity of the Municiparity,s
management. our responsibility is ro express opinions on these financial statements basecl on our audit.

we conducted our audit in accordance with auditing standards generafiy accepted in the uniled states of
America and the slandards applicabre ro financial audits contined. io'Govemment Autriting srandaftls.
issued by the comptrorler General of the united states. Those srandaids require that we pran and perform
the audit to obtain reasonabre assunnce about whelher the financial striements are tiee of materiar
misstatement. An audit includes examining, on a test basis, evidence supponing the amounts and
disclosures in the financial statements. An audit arso incrudes assessing the accouniing principres used
and the significant estimates made by management. as well as evaluatirig the overall financial statement
presentation. We believe that our audit prcvjdes a reasonable basis for oui opinions.

ln our opinion' the financiar statements referred to above present fairry, in a[ materiar respecis, the
rcspectiv,e financial posilion of the govemmental activities, each major f;nd and the aggregate remaining
fund ioformation of the Municipaliry of Naguabo as of June 30.2011, and rhe respective changes ii
financial 

.position for the fiscal year then ended in conformity with accounting principres gen-erany
accepted in lhe United States of America.

In accordance wirh Coremment Auditing Starularrls, we have also issued our report dated November 29,
201 I on our considerat ion of the Municipality's intemal control over financial repofting and on our testsof i6 compliance wilh certaio provisions of laws, regulalions, aonta"",a. ga"nta. agreements:rnd other
matlers. The purpose ofthat report is ro describe the scope of our testing of intemal;nrol over financial
reporting and compliance and the results of that resling, and not to piovide cn opinion on the inlemal
control over financial reponing or on compriaoce. Thir repo( is en rnicgrar pan oI rn audit performed in
accordance wilh c.,vernment Audiring stun.rar(rs and should be consideied in assessing the iesurts of our
audit.

Sur.l5l. POBo\ i0lsir. San ,ual. PR i)09]67.150.phon.ri8i)ii6 til.Fa\ iEjrtil.0i6:



The Managemenfs Discussion and Analysis on pages j through 15, and rhe Budgerary Comparison
Schedule on page 64 are not a required part of ih; basic finaicial statements bur rle supptementary
information required by accounring principles generally accepred in rhe UnireO Sraies of America. We
have ipplied certain limited procedures, which coniisted principally of inquiries of management
regarding the methods of measurement and presenEtion of the riquired ,upplar.ntory intbrmation.
However, we did not audi! &e informalion rnd express no opinion on ir. '

our audit was conducted for the purpose of forming opinions on .he financial statements that coflectiverv
comprise the Municipnlily of Naguabo's financial sratements as a whole. The accompanying sche<t,le o'f
expenditures of federal awards is presenled for purposes of addilional anilysis as req;ired bi U.S. Office
of Management and Budget Circular A-ljj, A dits of States, Local bovemnints, ana Non-frofit
organiaotions, and is not a required part of the basic financial statements. such information has been
subjected ro the audiring procedures appried in the audit of rhe basic financial stalements. and in our
opinion. Ihe information is fairly staled, in arl material respects, in rerrrion !o the basic financial
statements taken as a whole.

Sao Juan. Pue(o Rico
November 29. 201 I

The namp El65ll wrs
1o rhe ori8in,l olrhis cpon
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f":T:i":.j:-11 1: yTi:iftilI 9f .I,gu1h (rhe Municipatiry), we offer rcaders rhe fo owins
:':T:::]:"".T-1il1y:ls or rhe Municipality,s financiat acriviries reported in rhe accompanying basi;rnanoal sEtements toa.the ttscal year eflded June 10, 201 l. We encoumge readers to consiier thernrormauon presented here in conjuncrion wirh addilional information ihat is fumished in theaccompanying financial statements, which follow this narmtive.

FINANCIAL HIGHLIGHTS

Govemn ent-Wide Highlights:

. The Municipality's $sets amounted to $53.016,522 at !!ne 30,2Ol l, of which g,t4,095.016 consisrof capiral ass€ts (ne! of accumulated depreciation and amorrization of g10,27t,429), g5,927,034
consist of in commercial bank and fiscal agent, and g2,994,272 consist of accounts receivable.

. The Municipaliry's liabilities amounted to $15,457,449 at June 30, 20 , of which $6,023,223
consist of bonds and noles payable, $8,149,03g consist of accounrs payable and accrued liabilities,
$l,285,188 colsist of accn ed compensated absences.

. The Municipality's assets exceeded its liabiliries (net assetvsurplus) by $37,559,073 ar June 30,20l|.

. The Municipaliry's revenues amounred to $15,272,613 for rhe fiscal year ended June 30, 201I, ofwhich $E,416,606 arose from taxes, $6,493,385 arose from intergovemmental gtants and
contributions, gl 1,275 arose from inte.ests on deposits, g139,794 arose frim miscellaneous revenue
streams and g2l 1,553 aros€ from charges from services.

. The Municipality's expens€s amounted to $t3,898,547 for rhe fiscal year ended June 30, 201l, of
which $12'911,071 where incurred in providing direct services and be;efits to cirizens in relarion to
urban and economic development, health and sanitation, public safety, public housing and welfare,
culture, recreation and educarion. In addition, rhe Municipaliry incuned $151,516 of its totai
expenses, in interesrs related to its long-term obligarioos, ;nd $gJ5,960 in geneml govemment
acrivities.to support rhe Municipality,s funcrions and programs. The Municipaliri,s expenses include
depreciarion in rhe amount of $1,106,034 for rhe fiscai yeir ended June 30, 2bt L

. The Municipality's oet assets increased by $1,3?4,066 during the fiscalyear ended June 30,201I.

Goveflmental FunA' Highligt tt:

. 
Jlte !9tal fund balance of govemmenral funds amounred ro $407,90I ar June 30, 2011, of which
$5,167,443 is either restricted, assigned or nonspendable, while $4,759,542 represents an unassigned
deficit.

' The total fund balances of goveomental funds decreased by $4r5,g80 during the fiscar year ended
Juoe 30,201 L
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Management,s Discussion and Aoalysis
June 30,201I

OVERVIEW OF THE BASIC FINAIICIAL STATEMENTS

The purpose. of financial reponirg is !o provide extemal users of basic financial statements with
rnrormatton $at will help $em to make decisions ot draw conclusions about the Municipality. There are
many extemal parries that use the basic financial statements of rhe Municipaliry; however, ihese panies
do not dways l1l" ,.h" -.lr! specific objecrives. In order to address tle' neels oi as many parries as
reasonably possible, rhe Municipality, in accordance with required financial reponing standards, presents
this Management's Discussion and Analysis (MD&A) as in inrroduction to the iccompanying basic
finarcial st tements. This narrative reprcsents an overview and analysis of the financial activities of the
Municipality for the fiscal year ended June 30, 2olr. Because rhis 

-[,ID&A 
is designed to focus on the

current year activities, resulting changes aod currentry known facts, we encourage re;ders to consider the
information presented in rhis MD&A in conjunction with the additional inf;ation tumished in the
accompanying basic financial statements.

The Municipality's basic financial statements incrude lhree components: (l) govemment-wide financial
starements (GwFs), (2) govemmenral fund financial starements (cFFs), und 131 notes to the basic
financial. srarements (NBFS). This report. also contains additional required ani other supplementary
informatioo in addition to the basic financiar sotements themselves. Th..e co.ponent, are described
below.

The basic financial statements focus on: (l) the Municiparity as a whole (govemment-wide financial
reponing) and, (2) the Municipaliry,s major individual govemmenral funds. doth p€rspectives allow the
users to address relevant queslions, broaden a basis for comparison tye- ro yiu. or govemmeo! !o
govemment) and entance the Municipality's accountability. The components of the basic financial
statements are described below

a) Golterument-wide Firutuial Statemenfs

The CWFS are composed of: ( l) the sratements of net assers (SNA) and (2) the statemenr of acrivities(SA). These financial sratemeflts can be found immediately following this MD&A. GWFS arc
designed to provide readers with a broad overview of the Municipality'; olEratioos as a whore in a
manner similar to private-sector business. These statements provide s_hon-term and long,term
information about rhe Municipality's financial posirion, which rssisr rhe Municipaliry,s manag;ment
to determine the economic condition at June 30. 20r l. The GWFS are preparei ushg metho-ds that
are similar to those used by most private businesses.

l. Statemenl of Net Assets

The purpose of SNA is to attempt to repo( all assets owned and all liabilities owed by the
Municipality. The Municipality reports of all of its assets when it acquires ownership over the
assets and reporrs all of its liabilities when they are incurred. For example, the Municipality
reports buildings and infrastructure as itssets, even though they are not available to pay the
obligarions incurred by the Municipality. on rhe orher hr;d, rhe Municipalry reporrs riabiiities,
such as claims and judgments, bonds and notes payable. obligationi unier_capital leases,
compensated absences and certain accounls payable and accrued liabilities, even tiough these
liabilities might not be paid unlil several fiscal years into the future.
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The difference between the Municipality's total assets and iotal liabiliries reported in SNA ispresented as r€l ajjerr, which is similaa to rhe total owners, equity repo(ed by a commercial
enterprise in its financial statemenrs_ Alrhough rhe purpose of ihe 'Municiiality 

is not to
accumurate net assets. as this amount increases or decreasejover time, such amount rcprcsents auseful indicator of wherher rhe financial posirion of the Municipality is eirher improving or
deteriorating, respeclively.

2. Strtement o[ Activities

The sA presents information showing how the Municipalily s ne! assers changed during the fiscalyear ended June 30, 2011, by presenting all of rhe Muniiipality,s revenues- and exfinses. Aspreviously discussed, the items reponed in SA are measured in ; manner similar to the approach
used by a commercial enterpdse in that revenues are rccognized when eamed or estiblished
criteria are satisfied, and expenses are recorded when incurred by the Municipality.
C-oosequently, revenues are reponed even when they may not be collectei for several months
after the end of the fiscal year and expenses are recorded even though they may not have used
cash during (he cunent year.

Although SA looks different from a commercial enlerprise,s income statement, the difference is
only in format, not substance. Whereas the bottom lin; in a commercial enterprise represents its
net income, Ihe Municipality reports an amount described as het change in het asse,s, which is
essentially the same conceP!.

The focus of SA is on rhe ,?2, .orr of.various activiries provided by the Municipality. The
statement begins wirh a column rhar idenlifies rhe cost of each of the Municipaiity,i major
functions. Anolher corumn identifies the revenues that are specificauy related to the crassified
govemmental functions. The difference b€tween the expenses and revenues related to specific
functions/programs identifies rhe extent to which each f;nction of rhe Municipality draw; from
general revenues or is self-financing through fees, intergovemmental aid, and other sources of
resources.

This statement also presents a comparison between direct expenses and program revenues ibr
each funcrion of rhe Municipality.

GWFS and GFFS presenr all of the Municipaliry's govemmental activities, which are supponed
mostly by taxes and intergovemmental revenues (such as federal and state grants and contrib;iions).All services normally associated with the Municipality fall into this catlgory, including culture,
recreation and education; general govemment; heakh and sanitation; public- safety; public housing
and welfare; and economic and urban development.

b) Governmental Fund Financial Staterrrents

The Municipality's cFFs consisr of: (r ) rhe barance sheer - govemmental funds and (2) he staremenrof revenues, expenditures and changes in fund balances i govemmental fr"aa. i'f,"* 
_i,r"r"'i"i
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statements repon the financial position and rcsults of operations of the Munictpality,s govemmental
funds. $ith an emphasis on the Munrcipality s major govemmental fund*. 

_ -

A fund is a grouping of related accounts &at is used to maintain control over resources that have been
segregated for specific rctivities or objectives. The Municipaliry, like mosr other state and locnlgovemments' ules fund accounting lo ensure and demonstrate compriance with finance-related regal
requirements. Each fund is considered an independent fiscal entiry ;ccounted for within a set of self_
balancing accolnts that comprise its assets, liabilirres, fund equiry, revenue, and expenditures. Fund
accounting.segregates funds according to their intended purpose ind is used to ari management in
demonstrating compliance with legal, financial and conlractu;l provisions.

Govemmental funds are used to account for all of the services provided by the Municipality. Thes€
fu-nds-are used to account for essentialry the same functions reported as govemmental activities in theGwFs. unlike cwFs. rhe focus of cFFs is directed to specific activi;es of rhe Municiparity rather
than lhe Municipality as a whole; therefore, GFFS report the Municipality,s opemtions in more detail(han lhe CWFS.

GFFS provide a detailed short{erm view of the Municipality's finances that assist in determining
wiether there will be adequate financial resources available to meet the current needs of the
Municipality' which is, evaruating the Municiparity s near.term finincing requirements. rbr tinanciar
reporting- purposes, the Municipality classtfies its govemmenral funds wrthin rhe following (ypes: (l)
general fund, (2) debt service fund, (3) special revenue funds, (4) capiral projects fr"a. inO tSjpermanent funds.

GFFS-are prepared on an accounting basis that is significanlly different from that used to prepare
GwFs In generar' GFFS focus on neai-term inflows and outflows of expendabre financiar resouices,
consequendy, generally measure and account for cash and other issets that can easiry be converted to
cash. For exampre' amounts reported on rhe barance sheet incrude capitar assers within a very short
period.of rime, bur do nor include capital assets such as land and buildings. Govemmental tund
Itabttt es generally include amounts that normally are going to be paid wiahin a very short period
after the end of lhe fiscal year. The difference between a fund,s total assets and total liabilities is
reported as lhe fund balance, and genemlly indicates the amount that can be used to finance the next
ltscal year's actirities. Like$ise. the operiting srirement for goremmental funds repons only those
revenues and expenditures that were collecred-rn cash or paid with cash, respectively, during the
cufient fiscal year or very shortly after the end ofthe fiscalyelr.

Because the focus of GFFS is narrower thrn tha! of the CWFS, it is useful to compare the fund
infornation presented for govemmentar funds with simirar information presented for govemmentar
activities in the OWFS. By doing so, readers may better underctand tire long+erm impact of the
Municipality's near{erm financial decisions. Bolh the govemmentar firnds, b-arance sheet and rhe
govemmenal funds' statemen! of revenues, expEnditures and changes in fund balances provide a
reconciliarion to facilitate the comparison between govemmentai funds and lhe govemmental
activities reported in the govemmenlwide financial statements.

Th€ Municipality has four major govemmental firnds. Each major fund is presented in a separate
colum. in the govemmentar funds' barance sheet and the govemme'tal funds" statement of revinues,

6
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expenditures and changes in fund balances. The three major govemmental funds are: (l) general
fund, (2) debt service fund, ard (3) capital impmvements bonds fund.

c) Notes to Botic Financidl Statentents

The NBFS p.ovide additional information that is essenrial for a full undersranding of the data
provided in rhe GwFs and GFFS. The NBFS cnn be found immediatery following the basic financiar
statements.

d) Othet SupplemeataO lnJonaation

The basic financial statements are followed by a section of other supplementary information
consisting ot ( I ) budgetary comparison schedule - generar fund and the schedure of Expenditures of
Federal Awards.

This SWe Hat BeeD Intentioaally Izft Blank
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FINANCIAL ANALYSIS OF GOVENNMENT.WIDE FINANCIAL STATEMENTS

The Municipality's overall fioancial posirion and operations for the prior and the curent fiscal year aresummarized as follows, based on rhe information iocluded in the accompunyi"; CWia,

Compantive Statcmelt of Net Ass€ts
Governmelt l Activities (Coldens€d)

Jurc 30,2011 and mlo

Assers.'

Current assets

Non-current assets:

Capital assets, net
Total assets

Uabilities:
Current liabilities
Long-term obligations due within one year
Long{erm obligations due after one year

Toral liabilities

Neldrsets:
Invested in capital assets, net of related debt
Reslricted
Unrestricted

Total net assets

The Municipality's non{urrent assets, amounting to
capital assets, wirh a cost basis of g54,366,645, which
amo(ization of $ 10,271,429.

At June 30, 201I, rhe Municipality's currenr assers, amounting to gg,921,306 are mainly compos€d of
ciNh in commercial banks ($5,927,034), and accounts receivabl; ($2,994,272). ner of reserve for doubrful
accounts.

The restricted cash represents resources legally designated for: (l) the payment of debt service, (2) the
acquisition, construcrion and improvement of major capitar assets, and (i) ihe operations of federafly andstate funded grant programs. Restricted cash also consists of unspent proceeds of bonds issuei for
acquisition, construction and improvemeat of major capitar assets. r.estricteo propeny hxes receivabre
represent resources set aside to redeem the bonds of the Municipality in minimum annual or biannualprincipal and interest payments.

201I 2010
8,92t3M

44,@52t6
53,0t6,522

$ 8,767.112

4l,777.236
50,544,348

8,1,19,038

r,301,803

6,006,608

5,781,437

1,779,9t3
5,638,761----E oo-;ilT-t5,457,149

41,t67,393
4,729.125

(8,331,445)

$ 37,559.073

39,26t.452
5,189.753

(8,241,454)
$ 16,209,751

544,095,216 ar ,une 30, 2011, are composed of
are repo(ed net of accumulated depreciation and
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At Juoe 30, 201 l, the Municipality's culrcnt liabilities amounting to $9,450,g41 are mainly composed of
accounts payable and accrued liabilities, and the portions due witiin one year of bonds and'notes payable,
and compensated absences.

The Municipality's non-curent liabiliries, amounting to $6,m6,60g at June 30, 2oll, are mainly
composed of ponions due after one yeai of bonds and noted payable, claims and judgmeots, and
compensated absences.

As noled earlier, net assets may serve ovet time as a useful indicatoa of the Municipality,s financial
position. The ass€ts of rhe Municipaliry exceeded Iiabiliries by $37,559,07i a! June 30,201i. The most
significant ponion of net assets (g41,167,393) reflects the Municipality,s investment in capital assets (e.g.
land, buildings, machinery, equipment, fumiture, fixtures, infrastructur€, etc.), oet of all related aeUt stiil
outstanding that was issued to acquirc, consfiuct or improve those assets. The Municipality uses these
capital assets to provide services to ils citizens; consequently, these assets are not av;ihbie for futuie
spending. 

- 
Ahhough the Municipality's investment in capital assets is reported net of the outstanding

related debt, the resources needed to repay. that debr muat be provided by other sources, since capita'i
assets cannot be used to liquidate lhese liabilities.

Another significant portion of net assets (92,158,159) at June 30, 2Ol l, rcpresents resources that are
restricted for the acquisitioo, construction and improvement of majot capital assets.

The remaining component of total net assets consists of unresficted net liabilities amounting to
$8,337,'145 ar June 30. 201l. These unrestricted net liabirities are the consequence of previous budies
that did not provide sufficient funding for incurred long-term obrigations, such as bonds and nites
payable, compensated absences, claims and judgments, cenain obllgations under capital leases, etc.
Hisrorically, a significanr ponion of such obligations has been budgeted;n a pay-as_you_go basis.

The total ner assets of the Municipality increas€d by $ 1,374,066 for the fiscal year ended June 30, 201l.

This Slnce llas Been Inte ionallf lzl Blank
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The following is a condensed prcsentation of the Municipality,s resulrs of opemtions as repofted in theGWFS:

Comp€r.tile Statemena of Acdvities
GoyernrDe[tal Activides (Condensed)

Fis..l Yells Ended June 30, 20ll and 2010

20lt 2010
Progfam reyenues:

Program-specific operating gnnts and contributions
Program-specific capital gmnts and conffibutions
Charges for services

Total prcgmm revenues

Geneml revenues:
Propeny taxes

Municipal license taxes

Construclion excise taxes
Sales and use taxes

Unrestricted gmnts and contribulions
Other general revenues, including interests on deposits

Total general revenues

Total revenues

Program expenses:

General govemment

Urban and economic development
Public safety

Health and sanitation

Culture, recreation and educalion
Public housing and welfare
Interest on long-term obligations

Total expens€s

Net increase (decreas€) in net ass€ts
Net assets, at begnoing of tis€rl year
Prior-period adjustments
Net assets, at end of fiscal year

5,293,t96 3,331,512

9.979,417 9,987,665
t5,272,6t3 13,319,1'17

13,898,547 10, t 70,867

2,534,47 |
2,547,t72

2l 1,553

2,705,085

360,000

266,427

6,667,442

7@,228
4l I,89?
5't'7,O39

|,4t 1,742

I51,069

6,502,682

989,016

456,644

608,615

1,329,081

tot,627

835,960

3,359,2N
1,857,794

3,508,508

|,q)8,158
2,277,41I

l5t,5l6

1,887,454

t,861,951
t,120,291
2,588,7s2
t,020,254

I,550,031

t42,134

l,374,066
36,2@,751

(24,744)

$ 37,559,0?3

3,148,310

33,434,563

(373,122)
-T_T6,26751-

As prcviously menrioned, rhe Municipality's ner assets increased by $1,374,066 during rhe cunent fiscalyear. Approximately $8,416,606 of lhe Municipalily,s rorrl revenues for rhe curreni fixal year came
from property, municipar ricense, construction exiise iales and sares and use taxes. crants, contributions
and charges for services (program revenues), amounting to ($6,701,933), $orided 44Eo of rhe total

t0
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June 30, 201I

revenues for the cunent fiscal ye,u. Interests on deposits and miscellaneous revenues provided the
rcmaining l% of total revenues.

The,Municipality's expenses cover a wide range of services. The largest expenses ofthe Municipality for
the fiscal year ended June 30, 201I were relared ro: (I) urban and e-conom'ic deveiopmenr ($3,359,200),
!?) l!4t! "rd 

saoitation ($3,508,508), (3) public housing and welfare tg2,27?,41i), (4) pubtic safeiy($1,857,794), (5) culture. recreation and educarion (g1,908;158), (6) generat administrating and operatin!
cosls ($835,960), which were classified_as..geneml govemmeni", and (7) interest on long-term
obligations (g15l,516). These expenses include depreciarion and amonization of capital asseis ard
deferred charges in rhe amounrs of $1,106,034 for the fiscal year ended June 30. 20l l.

FINANCIAL ANALYSIS OF GOVERNMENTAL FUNDS

Afualtsis of Financial positior, oI Governmentdl Funds

As disaussed eadier, the Municiparity uses fund accounting to ensure and demonstrate compliance with
finance-related legal requirements. The focus of rhe Mu;icipality's govemmentar funG ii to provide
i.formation on near{erm inflows, outflows, and barances of eipendabie resources. such information is
useful in assessing the Municipality's compliance with finance-related legal requirements. Specifically,
unreserved fund balance may serve as a useful measure of the Municipaliiy's nit resources avairable for
spending at the end ofthe fiscal year.

At June 30, 2011, the total assets of govemmental funds amounted to $10,666,g79, which consisted
principally of: (l) cash of $5,92?,034 (2) accounrs recei\able. g2,gg4.212 net of reserve for doubrful
accounts, and (3) inter-fund receivables of $1,745,5?3. such assets that are restricted for debt service,
capital projects, encumbrances and other specific purposes.

At June 30, 201I' rhe totar riabirities of govemmentar funds amoLrnred ro $10,25g,978, which consisted
principally of: (l) deferred revenues of $836,748 (2) accounrs payable and accrued liabilities of
!1,02!1ft (3) inter-fund payables g1,745,573 afi (4) matured bonds and interests due and payable of
$650,906.

The fund balances of govemmental funds decreased by $415,8g0 during the fiscal year ended June 30,
?ot t.

This Space Has Been Intenrtonalb Lefr Bta
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CondeN€d BslaDce Sheet - Gove mentrl Funds
June 30, 2011 a 2010

2011 2010
Asse,s.'

Total assets - major govemriental funds
Total assets - other govemmental fiinds

Combined total assets

Iiabilities:
Total liabilities - major govemmental funds
Total liabilities - other govemfiEntal funds

Combined total liabilities

Fund bahtces:
Reserved - major govemmental funds
Reserved - other govemnental funds
Unreserved - all govemmental funds

Combined total fund balances

Total liabiliti.s andfund bala ces

r0,258,9?8 9,296,26t

$ 8,,ro5.837

2,26t,M2
10,666,E79

9.321.020
937.958

7,7 t4,835
2,429,951

to,t44.786

8,252,231

1,044,030

3,844,359

t,323,084
(4,759,542)

407,m1

$ 10,666,879

Major Govcrnmentll Funds

General fund.(Gn - The cF is the principal opemting fund of the Municipality. The GF,s total assets
amounred to $3,435,155 at June 30,2011. Such assers consist principally oi (l) cash ($8,g64), (2)
property, municipal license, conslruction excise tax, and sales and use tax receivabies (g1,2g7.471). and
(3) shon-term and long-rerm amount! due from orher funds (g7?8,E64).

The GF s total liabilities amounted ro $7,910,256 atJune 30,201l. such liabilities are composed mainlyoi (l) account payable and accrued liabiliries (6,350,573), (2) defened revenues (9775,ig+), and (3i
shoft-term and long-rerm amounrs due to orher funds ($783,799).

At the eod of the current fiscal year, unassigned fund deficit of rhe GF amounted to 94,759,542, whire
total fund deficit amounted to $4,475,101.

Debt service fund fl).SF) - The DSF'S rotal assets amounted to $1,898,821 at June 30, 201l, which
consist mainly of resrricted cash in fiscal agent ($1,867,133) and receivables from intergovemmental
grants contributions ($24,918). The DSF'S total liabiliries amounted to $650,939 at June 30, 2OIl,
which are mainly composed ofi (l) matured bonds due and payable ($600,000), and (2) marured interest
due and payable ($50,906). At the end of the current fiscal year, DSF,. roral reserved fund balance
reached $ 1,247.882.

6,087,144

1,385.921

(6,624,540\

848,525

$ 10,1.14,?86

l2
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Cppiaal impmvempnts-fund (CIBFI - The CIBF'S total assers amounted to $3,071,861 at June 30, 201 l,which consist mainly ofcash (92,121,878), and amounts due from ottrer funas iSSat z0g). The cIBF,s
total liabilities amounted to $?59,825 at June 30, 201l. which are composed ot ii) accounrs payabte and
accrued liabilities (9458,485), and (2) amounts due to other govemme;hl funds (6301,340). Ar rhe end
of lhe curent fiscal yea., CIBF s tolal and res€rved fund balaice reached $2,3 1 2,036.

Analltis oI Operuting Resuhs of Goeenmentol Fands

Condens€d Statement of Revenues, Expendifures lnd
Chenges in Fund Balances . Governmentll Funds (Condensed)

Fiscal Yeam Ended June 30,2011 and 2010

201I 2010
Revenaes:

Total revenues - major govemmental funds
Total revenues - other govemmental funds

Combined total revenues

Erperrdihrres:
Total expenditures - major govemmental funds
Total expendilures - other govemmental funds

Combined total expenditures

Ercess of expefiditurcs oter revenuet

Othet frnancing sources, ,ret:
Other financing sources, net - rnajor

govemmental funds

Other financing sources, net - other

Bovemmental funds

Combined other financing sources, net

Excess of reeenues and other fiaanchry
sources oyef expendi uaes and olherrtnancing uses

Fund bahnces, at beginning ofliscal lear
P rio r - p e iod adj u std e n s
Fand balances, at end oJftscal year

$ 12,74s,036

2,729,E19

15,174.9t5

l3,l19,015
2,111,780

15,890,795

14l5-880)

$ 10,509,683

2,430,389
12,940,012

8,912,833
2,4a1.231

| 2,588,551

351,521

(3,808)

3.808

665,165

670,000

(415,880)

848,525

(24,744)

$ 407,90t

|,a2t,521

(3r r,857)
138,861

r3

848,525



CoMMoNWEAI,TH oT PUERTO RIco
NIUNICPALITY oF NAGUABo

Management's Discussion and Analysis
June 30,201I

Maior Governmentsl Furds

Geneml fund - The total fund balance of the GF increased by $65,0g5 during curent fiscal year.

Approximately $8,254,981 of the GF s total r€venues for lhe curent fiscal year came fmm property,
municipal license, consruction excise raxes and sales and use raxes, while (i1,33g,755) resulied'fro;
intergovemmental grants and contributions.

The laiges! expenses of the GF for the fiscal year ended June 30, 2OI I were related to: (l) health and
sanitation ($3,038,127), (2) urban and economic developmenr ($1,94E,336), (3) public housing and
welfare ($1,141,990), (4) pubtic safery ($1,494,12?), (5) g€neral expenditures ($47j,809), which-were
classified as'?eneral govemmenf', (6) culture, recreation and education ($1,156,968), and (?) principal
and inierest obligations ($55,457).

Debt service tund (DSF) - The toral fund barance of rhe DsF increased by $ 146,548 during current fiscal
year. Approximately 6l% ($471,459) of DsF s rotal revenues for rhe curreni fiscal veaf came from
restricted property taxes. DsF's total expenditures for the cufient fiscal year came from principal and
inrerests ($825,202). Other financing sources amounred ro $175,432. from iransfers.

cspital-imorovements fund (CIBF) - The torar fund balance of rhe CIBF decreased by $589,420 during
current fiscal year. cIBF',s total revenues for the current fiscal year came from intergovemmental grani
and contributions and miscerraneous revenues amounting to $2,135,0g6. cIBF's to;l expenditurei for
the cunent fiscal year came principally from capital oudays (g2,639,137). Other f.inancing sources
amounted to $125,047 rnainly from proceeds from issuance of bonds and transfers.

CAPITAL ASSETS AN'D DEBT ADMINISTRATION

a) Capitd Assets

The Municipality has invested $54,366,645 in capital assets used in govemmental activities. which
have an accumulated depreciation and amonization of $ | 0,271,429 at June 30, 20 1 L The net capital
assets ircreased during lhe current fiscal year due to the curent fiscal year's capital addilions
(!3,4?1,9!41 which were partia y offset by rhe depreciation and amonization expense of
($l,I06,034)

b) Deba Administratior

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 issualcis designated for
constoction activities are commitred in its entirety for such purposes and cannot be used for any other
purposes.

Ar June 30, 2011, the Municipality's roral bond debt amounted ro g5,324,100 consisting of bonds
payabl€. Such debt is backed by rhe full failh and credir of the Municipality. The Muni;pality has
also certnin outstanding notes payable. such notes payabre also decreased durine the current iscal
yerr miinly due to the principal payments made dunng the same period.

l.l



REQUESI TOR IMORMATION

This financial.rcpon is designed ro provide a geneml overview of the Municipality,s finances for all ofrne Munrcrpalrty s crtrzens, taxpayen, customers, investoE and creditols. This financial repon seek to
demonstmie the Municipality's accountabilily for the money it receives. que.iions corceming any of Oe
i1foTli_o.n 

provided 
_in this report or tequests for additional informa-tion should be ad&essed to:Municipality of Naguabo, Department of Finance.

COMMoNWEALTH oF PI,TRTo RICo
NIUNTCPALITY oT NAGUAao

Management's Discussion and Analysis
June 30,201I

This Spac. Has Been lntentio& ! ltfr Btank
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Statement of Net Ass€ts
June 30.201I

Assets

CurrElt ass€ts:

Cash in commerci banks

Cash in f-iscal .lgent
Accounts receivirble

Property taxes

It{uricipal license raxes

Constuction excise txxes

Soles and use laxes

lntergovemmental gants and contributioos
O$er receivrbles

Total accounts receivable

Governmental
activities

s l,7l1,291
2.2t5,713

s 961.917
16.975

100.596
5+,628

1.620.132

19.4M

Totalcurrent assers

- Non-cuffent assets:

Capital assets, at cost:

Depreciable capiral assets $ j2.834.059

- Non-depreciable capital assets 2t,5J2.586

1,991.272

8.92r.106

Total crpital assets, ai cost 5.1.366.645
Less:accumulateddepreciationandamoniz*ion ,Ita).211-429J

Total capital asseti, net ofaccumulated
depreciation and rmonizarion

Total non current assets

Tdal assets

The acconpa,\-in9 Mtes are .n ideeral pa d this statene t.

l6
ORTIZ. RIVERA. RIVERA & CO.

Sun!l5l.POBo\r0lilr.nfluf.PR.ltr9l6-7l5lr.Phonerl87r7i6.lrttlFei,187itll0i6l

.1.1,095.2 I 6

14.095,2 r6
I 53.016.522
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Slatement of Net Assets (concluded)
June 30,201 I

Liabilities and n€l assets

Current lisbilities (due within one year):
Accounts payable and rccrued,iabilities:

Trade payables and lccrued liabilities
Intergovernmenial payables

Uneamed revenu€s

Accrued inreresis on bonds and notes paytble
Total rccounrs payable and rccrued liabiliries

Cunent portion of bng,term obliBarions:
Bonds payable

Not€s pay.rble

Compensrted absences

Toral cunent ponion of long,ierm obligarions
Total cunent liabilities

Non-currenl liabilities, €xcluding current poraion
(due in mora than one year) :

Bonds payable

Notes payable

Compensated absenc€s

Claims ,nd judsments

Total non-currenr liabilities
Tora iabitities

N€t lssets (liabilitis):
Invested in capirnl .rssets, ner ofrelated debt
Restricted for:

Debt service
Capital projects

Grants andcontributions
Total restricted net asse6

Unreslricted
Total net assets

t.161,161
:.653.751

659.914

70.-s7+

600,fi)o
t01,238
6m.565

8,t.t9.038

r.30t.803
9..t50.13:l I

6,006.608
1s,457.149

4t.167.393

1.129.125
(8.337..145)

$ 37.559.073

.1.724,lm

2,19,106

684.623

31U.',719

1.24',t.882

2, t58, t59
r,323,084

The acconporying notes arc o ituegrul Btn oJ tis statene t.

t1
ORTIZ. RIVERA. RIVERA & CO,

Suiie l5l. PO B.\ 70150. Sd Jmi. PR r09i6 7:i0 . Phthe 1i8i r ,?56 851.r. F r78?) lil{561

$

$
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CoMMoNWEALTH oF puERTo Rrco
NIUNICIPALITY oF NAGUABo

Statement of Activities
Fiscal Year EndedJune 30.201I

Prosrn Everu6
PmEI"-- PmCIu-
sP.cific sp€cifi.iNludhg

fumrlonyDmslsm

Govetuncnlal ncrivides:

Urban and ecommic devetopment

Public hou5ing and rclr c
Culture. recEation rnd educatiotr
Interestr on bonds and nores payabl.

Toral govemmenrll activities

Ccoeml evenues:

Tares:
ftop€ny lues
Municipal liceosc l.lres
Consruction excisc b_ies

Sales ad use iix.s
Toral tar rev€nues

Intergovemmental gretj and conributioff,
not resnictcd to specific prograns

InteGsr o. deposits

Mis.efianeoui
Tolal gcneml revenues

Net incrcas. in net assets

Net assb ar b€giming of fiscal y€a,
prior-period adjusmeds
Net ajs€rs ar the b€ginning of fiscal y€ar. as reshtcd
Ner ,s*ts ar cnd of fisal v.d

The acconpaninq rctB to the bosic lnatcial sta!.ne s ore M htetrul pan oJ hb stdtenent.

l8
ORTIZ. RIVERA. RIVERA & CO.

Suir.l5l. POBo\,rl:50 Srnturr PR 009r6.7t50.phoN LlS7rt56.8j1.f!\t78?)t7.1-1)561

dcpn jrtlotr Ca.r86 opcrrtiry capird cipetrle.
and sDortlratioo for glrds ttrd B]rnb t[d lnd chrry..

$I.106.0J4 *ric.. coorrtbufldl! cotrrdbu0o[! ir net isrr

S 815.960 111,596 $ (721,364)1.159,200 LOt0,528 2,t2t.693 3O2l1.508.508 93.439 26.758 , (3.388,31l)
1,857.794 (,857.794)
2-271,41t 761,186 - ,r :rll.s,
1.a06.158 1.518 IE0.J2J :25.+7c ,;.ilfi;

l5l.5l6
5 11.E9,1.547 : .551 2.514..171 aJ47J?2 ---lIE jjii

$ 6.667.442
1fi,228
:111,897

517,O39

8,416.606

t,4t t.142
I1.275

119194
9,979.417

1,3?4,(x6

36,209,751

t241441

16,t85.007

!_u{:!l:-
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CoMIToNWEALTH oT PUERTo RICo
IUNIcIPALITY oF NAGUABo

Statement ofRevenues. Expenditures and Changes in Fund Balances (Deficits) _ Govemmental Funds
Fiscal year Ended June 30, 201 I

ll,jo. sovemm.nrrl tund3

Crpir.t
(;.n .rl inp.ovemnG

Debl Oth.. Tor.l
*nice goEmmnt.leoremftrlll
ru.d [udds luod!

R€r€nu6:

Trres:

- PrcFny mres

\ltmicipal licens. hxes 910.750 - 910.750
CDnstrucrior ercise lnxes 571,209 , 57t.1(t)
srles ad u* tlres 577.01e _ _-_________:- __-_lll4l2_- rour rar .cvcnues lfl]l 

---- 
- rz r .r:r - ii.726..r.ro

rnrersoveme.r.r sranrs and conriburons rJtE.?3i --:I;ni tzl.r?6 -jlr"rr, =,rr0jr85..190 1.t02
80,051

, 1,175
- 96,957 177.m8

5 6.195.983 t7t,l5g

l.l8l

s 6.667..!12

Intee$s on deposns

- Charges tbr seryices

Mi$elllneous
Tor.l evenues

_ EtPerditor!3:
Ctrftnr:

CeErdgovemment
Uftan aod eommic developrc

- Healrh ind s..ilnrion
Public sately

Plblic housing and wlfaE

_ Culture. Nearion a.d cducarion

Debr s.nic.:
Primipal
Idteest

- Clpital outlays

Total expendnues
Revemiesover (u,'der)exp..dnur.s

_ Otter limncirs s8c! (uses):

Tansfe6 frcm ofier lu..b
TmnsfeB ro orher funds

Total olhn fina,lcing sou.ces (u*r. mr
ct increde (dercase) in frlnd

bal ances (defic iIs )

I .ll.l55 5..1.)') r 3s.79.r
9.811.61? t.135.0116 tg6_ll8 a.129)!79 I5,.17.1.9t5

.175.809

t.9.18.136

-1.0t8.1:7
l_.194.127

I.l.l1,990
1.156.968

.18..169

6.988

I l0.J l6
, ,175,809

840.297 2.999.049

ll0.210 l.l.lE,l57
:1.5t5 t.191,642

775.269 |,917.259
l9l.otE 1.5.18.006

67E.900
- t.t6.102

- 717,369

- 153.290
133..116 1.6.1q,137 , 651.'l.ll l..l2,1.Ol,l

o tat.i60 t.r ra.t5l \2.,tn2 :.7?t.7bo t5 8e0 ,e5

175.959

\1.10.784) (l.J?21 ,527r ,J2.r98, 
'J7723t'(104.287) t25.U1 t75.1)2 3.808

t6.-197 ll8,5t9 16.306 l17.2at

65.085 ,584.r.:Ui r 16.518 ,l8,ml, rJt5.RR0)

Fund bd8m. !t h€sirninr ofliscrlyeor
Prlor-pe.nn adjsrftnls
l'!rd taLrme rl hesimins

of rMd y.rr, as r6l.ted
A

Fund brlrm..t €nd ofli$alr$r \\V
Th. acco,nparyinc note! to the basi. fiM".kl

lJ.[],525
(t.l.l1-1) (11.7.1-1)

t{,5.ro.t86) 1.901.{56 l.l0t.ll.1

s{.t.{75,1011 1.3D.016 I.117.882 t,t:.1,08,1 s 107.901

(.1.5.10.186) 2.901..156 l.l0l,l3.r 1.185.921

ai inte|rot po ofthis stak,nent.

20

ORTIZ. RIVERA. RIVERA & CO

Suilc l5l- PO Bo\

TT] PLBI l(TCCOf\Ii}iTS. \:\LL E)DDID SER\I'ES



CoMMoNWEALTH oF ptf,RTo Rrco
MUNICIPALITY oF NAGUABo

Reconciliation ofthe Balance Sheet - Govemmental Funds to Statement ofNet Assets
Fiscal year Ended June 30. 2Ot I

The amounts of gov€mmentar activities reponed in lhe stalement of net sssets and .he balance sheet - govemmentol

Tohl fund balarces reported in Ihe balance sheet - govemm€ntal funds
Add (Mucr)i

Capital assets used in govemnrenhl activities arc not considered available finarcial rcsources
at flscal year-end, therefore, are rct reporred in rhe governmental funds. This is the carryidg
amount ofcaphal asse6, net of accumulared depreci ion and amortization of $10.27L429 at
June 30. 20ll

Net chaage in defened revenues of €alned but uflayailable revenues at Jun€ 30.201l.

The following liabilities are not due (mature) in the cumnt fiscal year, ther€fore, are not
repo(ed in the govemrnental funds at June 30. 201 I i

Trade accounls payable and accrued liabilities

Int€rgovemmental payables

Bonds payable

Notes payable

Claims and judgments

Compensated absences

Accrued interests on bonds payable

Nel assets governmental aclivities, as reported in the statemenl of net assels

The acconpdh\ine aot$ atu o" int $al pad ol this staten.nt

2t
ORTIZ. RIVERA. RIVERA & CO,

Suire l5l. PO Br\ t|1j0. Srn.luan.llR tnglrl7.lj0. phon.17t7r756 851.1. th r187r tTlij6l

107,901

14,C,5,2t6

t76,804

(145.000)

(247;769)

(4,724,1$)
(350,344)

(v8,'t 79)

(1,285.t88)

( t9,668)

$ 37,559.073



COMIION}YEALTH OF PUERTO RICO
}IUNICIPALIIY oF NAGUABo

Reconciliation ofthe Stntement of Revenues, Expenditures and Changes in Fund Balanc€s
(D€ficits) - Covemmental Funds to Starement ofActivities

Fiscal Year Ended June 30. 201 I

lhe lmounts ot govemmentaj activrties eponed ln 1ie accompuytng stalement ol ictililEs and ihe stalement ol
Itvenues. expenditures and changes in tund bulances - govemmeflUl tunds, 3re differenr lor the fbllowing relsons:

Total net decrease ill iund ba]nnces reponed in the accompanying sldement of revenues.

erpenditures ilnd changes in fund balances - govemmentrl funds $

Add(Deduct)l

The following revenues strearns recorded in lhe shtemenl of activities do not neces$rily
provide currcnt lln ncial resources. thercforE. someimes a€ defemd in th€ govemm.ntal

lunds. Tlis is the n€t change in delemd revenues of fte following rcvenue items, for
measurable bul not available rmoun$ nt fis.id year end:

Siate grrnls lnd contdbrlions

Municipal license raxes

Consirucrion etcise lares

Chirges for s€rvice

Covemmental lunds repon capihl ourlays as expenditures. Ho*ever. in the statement of
acliviti€s the cost of those ass€ts is capitalized and allocated over their estimated usefullives

.$ depre.iation and amo(ization erpense. Tlis is &e amoun! by which capital outlay
erpenditures ($1.424.014) e,(c€eded depreci tion and mortization expens€ ($1.106.034) for
the t'iscal year ended June 30, 201l.

Repayment of principal of bonds payable is rcpo(ed as an expenditure in Ihe govemmental

tunds. however. the repayment reduces the bonds payible liabiliry in rhe statement of net

Cedain accru€d intere$ erpense reponed in the statement ofactiviries do not requi€ the use

of cunent financial resources, theretbrc, are not repoded ls erp€nditures in the

govemm€nral funds.

The following oFrating expenses reponed in lh€ statement of acliviries do nor require rh€

use of cunent financial rcsources, rherefolE, irrc not reponed as expenditurEs in the

govemmental funds:

Net change in accrued compensated abs€nces

Accrued tade nccounts payable ffid int€rgovemmental Fyables

Nel increasd ;n net Lxsets, .! reponed in the accompanying statemenl of acliviti€s

nE a.cohpa i,tg notes arc a, integrul p@t to ,his stoletn.nl
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June 30.2011

l. Summary of Slgnificant Accoundng Policies

The Municipaliry of Naguabo (rhe Municipality) is a local municipal govemment consritured in rhe
Commonwealth of Puerto Rico (rhe Commonweahh). The Municipality has tull legislalive, fiscal and
all other govemmental powers and responsibilities expressly assigned by public Act No. gl of August
30, 1991, as amended, known as Autonomous Municirylities Act of the Commonweahh of puino
Rico (Act No. 8l ). The Municipaliry is one of sevenry-eight municipalities legally separated from rhe
Commonwealth's govemment.

The Commonwetlth's Constitution p.ovides for the separation of poweN of the executive, legislative
and judicial branches of the Commonwealth and lhe municipalities. However, the Municipaliry,s
govemme0tal system consists of executive and legislative bmnches only. A Mayor, elected eviry
four years by the citizens, exercises the executive power of rhe Municipality. The Municipil
Legislaturc, whose members are also elecred every four years, exercises rhe legislative prower of the
Municipality. The Geneml Juslice Coun System of the Commonwealth, which has jurisdiction over
the Municipality, exercises the judiciary power.

The Municipality assumes either panial o. full responsibility for providing services to its citizens
related to public housing, welfare, public safely, health, sanitation, education, culture, recreation,
education, urban development, economic development, and many other fiscal, geneml and
administrative services.

a) Financial Reporting Model

The accompanying basic financial stalemenls present rhe financial posilion and lhe results of
operations of the Municipality as a whole, and its various govemmental funds as of and for the
fiscal year ended June 30, 20 I I , in conformity w irh Accounting princ iples Ceneral ly Accepted in
the Uniled States ofAmerica (GAAP), as prescribed by the Govemmental Accounting Standards
Board (GASB).

According ro the financial reporting nodel esrablished by GASB Surement No. 34, Bdslc
Financial Statements and Manogement's Discussion akd Analysis _ for State dn.l Local
Govemments (GASB No. 34), the required basic financial slatement presentation applicable to
the Municipality is composed of the following elements: (l) govemment-wide financial
statements (GWFS), (2) govemmenral fund financial stalemenrs (GFFS), (3) notes ro basic
financial statemenls, and (4) required supplementary information (RSI).

RS/ consist of: (l) a ManaBement's Discussion and Analysis (MD&A) and (2) a budgetary
comparison schedule - general fund. RSI is information presented along wilh, but sepamte from,
the Municipality's basic financial statements.

MD&A is I narmtive report that introduces the accompanyiog basic financial statements and
provides an analytical overview of the Municipality's financial activities for the fiscal year ended
June 30, 201l, based on the Municipality's knowledge of the transactions, events and condilions
reflected in the basic financial statements. The MD&A also hjghlights cenain key fiscal F,olicies
rhat conrrol rhe Municipclity s operalions.
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Other sup-plernentary information presented in this report for purposes of additional analysis
consists ofa budgetary comparison schedule _ debt service fund.

On M,fh 2009, rhe Municipality adopted the provisions of GASB Slarement No. 55, Ift?
Hierarchy of Generally Accepted Accounting pinciptes for Stale ard Incal Gonemments (1ASB
55), and GASB StarementNo. 56, Codi,frcarion of Accounting and Financial Reporting cuidance
Contained in the AICPA Stotements on Auditing Standatds (cASB 56r.
GASB 55 incorporated rhe hierarchy of generally accepred accounting principles (GAAP) for
state and local govemments into the Govemmental Accounting Standards iloard,s (GASB)
authoritative literature. The requirements in rhis statement codift aI cAAp for srale and rocal
govemments so that they derive from a single source.
GASB 56 incorporaled inro the Covemmental Accounting Standards Board,s (GASB)
authoritaaive litemture certain accounting and financial reponing guidance presented in the
American Institute of certified pubric Accountants' statements on Auditing standards. This
statement iddressed thrce issues nol incruded in lhe authoritalive literau; lhat establishes
occounring principles-related pa(y transactions, going concem considerations, and subsequent
events.
The adoption ofGASB 55 and GASB 56 did not have relroactive cumularive effects affecring the
accompanying financial statements as of July l, 200g, and hale not affecled the financial
positions and the resuks of operations reported as of and for the fiscal year ended June 30, 201 L
Accordingly, the accompanying GFFS have not reponed any reiroactive resaarements or
reclass ifications of fuod equ ities as of July I , 2008.

b) Financial Reporting Entitl

The accompanying basic financial statements include all departments, agencies and municipal
operalional units that are under the legal and administmtive control of (he Mayor, and whose
financial resources are under the legal custody and control of the Municipaliiy,s Director of
Finance and Budge( as prescribed by Act No. 81.

The Municipality's management has considered all potential component units (whe(her
govemmental, 0ot-for-profit, or profit-oriented) for which it may be fina;cially accountable and
other legally separate organizations for which the nature and significance ofrheir rerationship
with the Municipality may be such that excrusion oftheir basic finincial starements from those o]
the Municipality would cause the Municipality,s basic financial stalemenls !o tre misleading or
incomplete.

GASB Statement No. 14, The Financial Repor.r"8 E rriry (GASB No. I4), as amended, has ser
fo(h criteria to be considered in det€rmining financial accountability for financial reponing
purposes. These criteria include appointing a voting majorily of an organization.s govemin!
body and: (l) rhe abiliry of the Municipaliry ro impose irs will on rhar 6rganization or (2) rhe
porential for the organizalion to provide specific financial benefits to, or im$se specific financiar
burdens on, lhe Municipality.
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On July l, 2004, the Municipality adopted the provisions of GASB Staremenr No. 39,
Detemining lvhether Certain Oryaniaations are Component Units - cu Amendment of CASB
Statement No..l4 (GASB No- 39)- GASB No. 39 srares rhat certain organizarions for which a
primary govemment is not financially iccountable nevertheless wafiant inclusion as part of the
financial reponing entity because of the nature and significance of their relationship with rhe
primary govemment, including their ongoing financial suppon of the primary govemment and its
other component units.

According to GASB No. 39, a legally separate, tax-€xempt organization should be rcported as a
discretely presented component unit ofa reporting entity ifall ofthe following criteria tre me!:

The economic resources received or held by the separate organization are entirely or almost
entirely for the direct benefit of lhe primary govemment, its componenr unirs. or i!s constituents.

The primary govemment. or its component units, is entitled to, or has the ability to otherwise
access, a majority of lhe economic resources rcceived or held by the separate organization.

The economic resources received or held by an individual organization that the spcific primary
govemment, or its component units, is entilled to, or has the ability to otherwise tccess, ire
significanl to that primary govemment.

In addition, GASB No.39 states that other organizations should be evaluated as potential
component unils if they are closely related to, or financially integrated with, the primary
govemment. Such types of entities may be presented as either blended or discretely presented
component units, depending upon how they mee! the criteria for each specified in GASB No. 14.

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 unils of the
Municipality for the fiscal year ended June 30, 201 l.

c) Gover nte t*ideFi oncial Statemenls

The accompanying GWFS are composed of: (l) the statemen! of ne! assets and (2) the statement
of activities. These financial statements repon information of all govemmental activities of the
Municipali(y as a whole. These statements are aimed at presenting a broad overview of the
Municipality's finances by reporting its financial position and results ofoperations using methods
that are similar to those used by most private businesses.

The focus of GWFS is on the opemtional accountability of the Municipality as a single economic
unit and not on compliance with budgets, regulatory requirements or on the use of available or
currently expendable financial resources (refened to as fiscal accounlxbility). Operational
accountability is the Municipality's responsibility to report to the extent to which it has met its
operating objectives efficiently and effectively, using all resources available for that purpose. It
focus€s on the Municipality's principal operating objective, which is to provide services to its
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The arcompanying statement of net asseb provides shon-term and long_term infoamation about
rheJr.{unicipality's financial posirion by prcsenting all of lhe Municip6fiiy;. **s _a fiutifiti"r,wlln nc ollterence between these two items reponed as 

..net 
asseb,, (equity) and/oa accumulated

deficit. 
, 
This statement assisB management in assessing rhe level of seriice's tttat canl p.ouiaea

by rhe Muricipality in the future and ils ability to me;r its oUtigatlons as ihef *co-e oue. fn
addition, rhis statement repons rhe extent to which the Municipaity has inve.ifo in 

"apimf 
nssets

and discloses legal and cortractual Estrictions on resources.

Net assets ale classified in the accompanying statement of net ass€B within the following three
categories:

. Itrvcsted in cepital assetr, nei of relat€d debt - This net asset category consists of capital
assets, net of accumulated depreciation ard amortization, rEduced by tie ;ubtanding balances
of bonds payable, notes payable and other debts rhat are attrituted to the acquisirion,
consEuction or improvement of those asseb. For the purposes of determining the outstanding
debt atrributed to capital ass€ts, the total long-;rm debt related to 

-the 
acquisirion,

construction_or improvement of capital asset! has been reduced by any related unspent debt
proceeds aod any related unamortized debt issuance costs.

. Restricted net lss€ts - This net asset category consisB of net resources restricted by extemal
parti$ (such as creditoN, grantors, contriburors, laws or regulations of other govemments,
etc.), or net assets for which constcaints arc imposed by consiiturional provision-s or enabling
ieSislation. Enabling legislation consists of legislatdo that authorizes the Municipality 6
assess, levy, charge or otherwise mandate payment of resources (fiom extemal rcsolrce
providers), Enabling legislation establishes rcsuicrions if it includes a legally enforceable
requirement that those resources be used only for the specific purposes 

-stipulated 
in the

Iegislation.

The classification of restricted net alseB identifi4 resources that have beeo received or
eamed by rhe MuniciF,ality wilh an explicit undersranding b€tween lhe Municipality and the
rcsource piovideB that the rcsoutcff would be used for specific purposes. Grants,
contdbutions and donations a.re often given under those kinds of c;nditions. Bond indentures
also often limit the use of bond proceeds to specific purposes.

Intemally imposed designations of resources, including earmarking, are not repoited as
restricted net assets. These designations consist of minagement'J plans for the use of
resources, which ale subject ro ch.nge at the discretion of (he Municipallegislature.

The Municipality has reported the following types of resrricted nei assets in the
accompanying stalement of net assets:

(1) Debt service - Represent net resources available to cover futue debt service payments of
bonds and notes payable.

(2) Grunts and conarlbutions - Reprcsent net resourcd available from certain federal and
state tmnts, which have been set aside to carry out s€veral programs.
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(3) Capital pmjec& - Represenl net resources available for the acquisition, construction or
improvement of capital assets.

. Unr6trictcd net assets - This category consists ofrhe excess of liabilities over related assets
(accumulated deficit) thar are neither extemally nor legally reslricted, neither invested in
capital assels. Ho\eever, assets reponed within unrestricted net liabilities often are designaed
to indicate tha! management does not consider them to be available for general operations.
Assets rcported within this category often have constmints that are irnposed by management
but can be removed or modified.

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

The accompanyiog statement of activities presents the Municipality's results of opemlions by
showing, how the Municipality's net assets or liabilities changed during the fiscal year ended
June 30,2011, using a net (expense) revenue format. This statement presents the cost of each
functiofl/program as well as the extent to which each of the Municipality's functions, programs or
other services either conlributes to or dmws from the Municipality's general revenues (such as
prope(y taxes, municipal license taxes, construction excise taxes, etc.).

A functioir/program desctibes a group of activities that are aimed at accomplishing a major
service or regulatory responsibility. The functions/programs reported in the accompanying basic
financial slatements are: ( l) general govemment, (2) urban and economic development, (3) public
safety, (4) health and sanitation, (5) culture, recreation and education and (6) public housing and
welfare. The govemmental operations of the Municipaliry's depanments and operational units
are classified within the following functionyprograms in the accompanying basic financial
statements:

Genersl govcrnmcnti
Municipal legislature
Mayor's office
Department of finance
Department ofplanning and budget
Department of human resources
Department of municipal secretary
Department of intemal audit
Depanmenl of public relations

Urban and ecolomic development:
Department of public work
Depanment of territorial ordering
Depadment of building conservation
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Public safety:
Depanment ofemergency management - civil defense
Department of municipal police

Health ard sanitrtion:
Depanment of heahh

Culture, recreation, and educstion:
Depanment of spons and recreation
Department oftourism
Depa(ment of education

Public housing and welfare:
Depanmenr of public housing
Department of federal programs
Depanment of citizen af fairs

The sttrtement of rctivities demonstrates the degree to which program revenues otfset direct
expenses of a given functior/program or segments. Direct expenses are those that are clearly
identifiable with a specific function, segment or operational unit- This statemen! reports revenues
in three broad categories: ( l) program revenues, (2) geoeral revenues and (3) special items.

Program revenues are generated directly from a prcgmm itself or may come from pa(ies outside
Ihe Municipality's taxpayers or citizens. [n the statemen! of activities, program revenues reduce
the costs (expenses) of the funclior/progrnm to arrive at: (l) the net cost of the functior/program
that must be financed from the'Municipality's general revenues or (2) the net program revenue
that contributes to the Municipality's general revenues. The acconpanying statement of activities
sepuately repons the following categories ofprogram revenues:

Charges for services - These revenues genemlly consist of exchange or exchange-like
transactions involving charges to customers or applicants who purchase, use or directly
benefit from the goods. services or pdvileges provided, or are otherwise directly affected by
the services. These revenues include fees charged for specific services, charges for licenses
and permits, and fines and forfeitures, among others.

Program-sp€cific operoting and capital grants and contributions - These revenues
coosist of transactions that are either mandatory or voluntary non+xchange transactions with
other govemments, organizalions, or individuals fiat resrict the resources for use in a

Frnicular program. Operating grants and contributions consist of resources that are required
to be used to finance the costs of opemting a specific progran or can be used either for
operating or capital purpos€s of a specific program. Capital grants nnd contributions consisr
of revenues or resources ihat are restricted for capilal purposes - to purchase, construct or
renovate capital assets associated with a specific program. Restric[ed operating and capital
grants and contributions arc program revenues because they are specifically attributable to a
program and reduce the net expnse of that program to the Municipality. They are reponed
net of estimated uncollectible amounts.
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General reyenues are tt:F' default category for revenues. It includes all revenues and gains that do
not meet the definition of program revenues. Propeny taxes, municipal license taxes and
construction excise taxes are reponed as geneml revenues. All other non-tax revenues (including
unrestricted inteEst on deposits, grants and contributions not restricted for specific progmms and
miscellaneous revenues) that do not meet (he definition of progmm revenues are classified as
geneml revenues. Resources rhat are dedicated intemally by the Municipality arc repo(ed as
geneml revenues mlher than as progmm revenues, All general reveiues are refro(ed net of
estimated uncollectible amounts, which are recorded cs reduction of revenues rathea than as
exPenses,

.Sp?ria, it?mj consist of revenues arising from significant transactions or other events within the
control of management thal are eithet unusual in nature or infrequent in occurence.

The general govemmer, function/program reported in the accompanying starement of activities
includes expenses that ire, in essence, indirect or costs of other functionyprograms of lhe
Municipality. Even though some of these costs have been charged lo ce(ain funds in the GFFS
as indirect cost allocations permi[ed under some federal programs, the Municipality has reported
these indirect costs as direct expenses of the geneml govemment function. Accordingly, the
Municipality generally does not allocate general govemment (indirect) costs to other functions.

The effects of all inter-fund govemmental activities (revenues, expenditures and other financing
sourcevuses among govemmental funds) have been removed from the accompanying statements
of net assets and activities-

The Municipality classifies all of its activities as govemmental activities in the accompanying
GWFS. These are activities generally financed through raxes, intergovemmental revenues and
other non+xchange revenues that can b€ used to support the Municipality's programs or se ices.
These govemmental activities are also generally reported in the CFFS.

The Municipality has no fiduciary activities, which are those in which the Municipaliry would be
holding or managing net assets for specific individuals or olher extemal parties in accordance
with trust agreemenls o. other custodial zumngemenls. In addition, the Municipality has no
operations or activi(ies tha! are financed and operated in a manner similar to private business
enterprises, where the costs of providing goods or services to the general public (expenses,
including depreciation) is financed primarily through user charges; or where the goveming body
has decided lhat periodic determination of revenues eamed, expenses incurred, and/or net income
is appropriate for capital maintenance, public policy, management control, accountability, or
other purposes.

d) Coverumental Fund Firrancial Statements

A fund is a fiscal and accounting entily consisting of a self-balancing set of accounts used to
record assets, liabilities and residual equities, deficits or balances, and changes therein, which are
segregated for the purpose of carrying on specific activities or attaining certain objectives in
accordance with CAAP and/or special regulations, restrictions or limitations.
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The accompanying GFFS are composed of: (1) the balance sheet - govemmenral funds, and (2)
the sEtement ofrevenues, expenditures and changes in fund balances - govemmental funds.

These financial statemenls repo( the financial position and results opemtions of the
Municipality's govemmenlal funds by presenting sources. uses cnd balances of curent financial
resources. Some of these fina cial statements have a budgetary orientation and focus primarily
on: (l) the Municipality's major govemmental funds, as defined below, (2) rhe fiscal
accountability and (3) the individual pans of lhe Municipaliry's govemment. Fiscal
cccountability represents the Municipality's responsibility to justify that its actions in (he cunent
fiscal year have complied with public decisions conceming the raising and spending of public
moneys in the short term (generally one fiscal year).

The accompanying GFFS segegate govemmental funds according to their intended purpos€ and
are ured in demonstrating compliance with legal, financial and contractual provisions. The
minimum number of govemmental funds is maintained consistent with legal and self-imposed
managerial rcquirements established by the Municipality. On July l, 2009, the Municipality
adopled the provisions of GASB Statement No. 54, F nd Bdlance Reponing and Goyemmental
Fund Type Dejinirions (GASB 54), which modified the inierpretations ofcertain terms wilhin rhe
definition of fie special revenue funds and the types of activiries rhe Municipality may choose to
repon in those funds. CASB 54 also clarified the capiral projecrs fund rype definirion for bener
alignment with the needs of preparers and users. Definitions of other govemmental fund tyr,es
ilro were,lso modified lorclarity rndconsistency.

Pursuant to the provisions set forth by GASB 54, rhe Municipality reported lhe following
govemmental funds in lhe accompanying GFFS

. General fund - The general fund is the Municipality's main operaring fund xnd a major
govemmental fund, as defined below, used to account for all financial resources and
govemmental activities, except for financial resources required to be accounled for in another
fund. lt is presumed that the Municipality's govemmental activilies have been reported in the
general fund except for transactions for which one of the following compelling reasons has
required the use of another fund: (l) legal requirements, (2) GAAP requirements or (3) the
demands of sound financial administraaion requiring lhe use of a govemmental fund other
than the general fund.

. Debt senice land - The debt service fund is a major govemmental fund, as defined below,
used by the Municipality to account for (he accumulation of resources for, and the payment
of, principal and interest for: (l) bonds payable for which debt service payments are legally
mandaEd to be accounted for in a debt service fund and/or (2) bonds payable or any general
long-term debt for which the Muoicipality is being accumulating financial resources in
advance to pay principal and interest payments maturing in future years. During the fiscal
year ended June 30, 201l, the financial activity accounted for in rhe debt service fund was
specifically related to bonds and notes payable.
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The oulstanding balance of general long-term debts for which debt service payments do not
involve the advance accumulation of resources (such as notes payable, obligations under
capital leases, accrued compenvrted absences, accrued legal claims and judgments and the
federal cost disallowances) are only accounted for in lhe accompanying stalement of net
assets. The debt service payments of such debts are generally accounted for as debt service -
principal and debt service - inlerest expenditurcs in the general fund.

. Special revenue Junds - The special revenue funds are non-majoa govemmental funds, as

defined below, used by the Municipality to account for revenues derived from granls,
contributions or other revenue sources that are eilher self-restricted by the Municipali(y or
legally restricted by outside panies for use in specific purposes (except for revenues that are
earmark€d for expenditures in major capital projects which are accounted for in the capital
project funds). The uses aod limitations of each special revenue fund are specified by
municipal ordinances or federal and state strtutes- However, resources restricted !o
expenditure for purposes normally financed ftom the general fund are reported in the
Municipality's geoeral fund provided that all applicable legal requirements are appropriately
satisfied. In this case, a special revenue fuod to account for such kind of transactions will be
used only if legally mandated.

. Capital projects !un^ - Capital projects funds arc non-ma.ior govemmental funds, as defined
below, used to account for the financial resources used for the acquisilioo, construction oi
improvement of major capital facilities and other assets. Significant capital oudays financed
from proceeds of general obligation, public improvement or special obligation bonds
accounted for also in the capital projects funds. The use ofthe capital projects funds has been
reserved only for major capi(al acquisitions, construction or improvement activities that
would disto( financial resources trend data if not reponed separately from the other
Municipality's operating activities. The routine purchases of minor capitalize assets (such as
fumiture, office equipment, vehicles and other minor capital assets or improvements) have
been reported in the govemmental fund from which financial resources were used for the
payment.

The focus of lhe GFFS is on major govemmental funds, which generally represent the
Municipalily's most imF,ortant funds. Accordingly, the Municipality is required to segregate
govemmenEl funds between major and non-major calegories within the GFFS. Major individual
govemmental funds are reported individually as separate columns in fte GFFS, while data from
all non-major govemmental funds are aggrega!€d into a single column. .egardless of fund type.

By definilion, rhe Municipality's general fund is always considered a major govemmental fund
for financial reponing purposes. In addition, any other govemmental fund is classified as I mtjor
govemmental fund in the GFFS if its total assels, liabililies, revenues or expenditures of that
individual govemmenul fund are at least l0 percent of the corresponding element total (assets,
liabilities, reven ues or ex penditures) forall govemmental funds. For the purposes ofapplying the
rforementioned major fund criteria, no eliminations of inter-fund balances have been made.
Total revenues for these purposes means all revenues, including operating and non-operiting
revenues (nel ofallowances for uncollectible accounts), except for other financing sources. Total
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expenditures for these purposes mean all expenditures, including opemting and non-operating
expenditures, except for other financing uses.

Based on the aforementioned criteria. the Municipality's major govemmental funds reported in
rhe accompanying CFFS o.e: (l) the geneml fund, (2) the debt service fund, and (3) lhe capital
improvements fund.

The cipital improvement fund is a major capital projects fund used to account for the receipts and
disbursemenls of certain capital grants and contributions, and the proceeds arising from granls
and issuance of general obli8ation and permanent improvement serial bonds used in the
acquisition, construction or improvement of major capital facilities and assets.

The accompanying GFFS are accompanied by other statements and schedules required by GAAP:
( l) the reconciliation ofthe balance sheet - govemmental funds to the statement ofnet assets, and
(2) the reconciliation of Ihe statement of revenues, expenditures and changes in fund balances -
govemmentsl funds !o the statement ofactivities.

e) Measu.ement Focus and Bosis of Accoanting

Government-wide financial statements - The accompanying GWFS are prepared using the
economic resources measurement focus and the accrual basis of accounting. Subject to the
additional rules and limitations detailed below, revenues (including interest on deposits) are
generally recorded when eamed and expenses are generally recorded when a liability is incuffed,
regardless ofthe timing of related cash flows.

All revenues, expenses. gains, losses, assets and liabilities resulting from exchange and exchange-
like transactions are generally recorded when the exchange takes place. In exchange rransacrions,
each pa(y to the transaction receives and gives up esse[tially equal values. An exchange-like
transaction is one in which there is an identifiable exchange and the values exchanged, though
related, may not be quite equal. Nevertheless, the exchange characteristics ofthe exchange-like
transaction are strong enough to justify treating it as an exchange for accounting purposes
(exanples include certain charges for services and misc€llaneous revenues, which are recorded as
revenues when collected because they are generally not measurable until actually received).

All revenues, expenses, gains, losses and asseis resu,ting from non+xchange tBnsactions rre
recorded using the criteria set forth by GASB Statement No. 33, Accounting and Financial
Repo ingfor Non-exchange Transactions (CASB No. 33). GASB No. 33 established accounting
and reporting srandards for non+xchange t.ansactions involving cash and financial or capital
resources (for example, most laxes, grants and private donations). In a non-€xchange transactioa,
the Municipality gives (or receives) value without directly receiving (or giving) equal value in
retum. This is different frcm an exchange rransaction, in which each party receives and gives up
essentially equal values. According to GASB No. 33, the Mun,cipality grcups its non€xchange
lransactions into the following four classes in the accompanying basic financial slatements: (a)
derived tax revenues, (b) imposed non€xchange revenues, (c) govemment mandated non-
exchange transactions, and (d) voluntary non-exchange ransactions.
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ln the case of derived tax revenue tflrnsactions, which result from assessments the Municipality
places on exchange tmnsactions, receivables and revenues irc recorded when the underlying
exchinge has occuned.

In the case of imposed non-exchange revenue transactions (such as property to(es and municipal
license 6xes), which result from assessments made by the Municipality on nongovemmental
entities, including individuals, other than assessments on exchange tmnsactions, receivables are
genemlly recorded in the period when an enforceable legal claim has aisen. Property taxes and
municipal license are genemlly recorded as revenues (net of amounts considered not collectible)
in lhe fiscal yea. wheo resources are reqlired to be used or the first fiscal year that the use of the
resources is Permited.

Govemment-mandated non€xchange transactions (such as grants and contributions) result when
a govemment at one level (such as the federal or state govemment) provides resources to lhe
Municipality and the provider govemment requires the Municipality to use those resources for a
specific purpose or purposes established in the provider's enabling legislation. In these type of
transactions, receivables and revenues are generally recorded when all eligibility requiremenrs
imposed by (he provider have been met. For lhe majority ofgnnts, the Municipality must expend
resources on the specific purpose or project before the provider reimburses any amounts.
Revenue is, therefore, generally recognized as qualifying reimbursable expenditures are incurred.

Volunlary non-exchange transactions (such as donations and certain grants and eotitlements)
result from legislative or contmctual agreements, other than exchanges, willingly entered into by
two or more parties. [n these types of transactions, receivables and revenues are generally
accounted for in the same manner as govemment-mandated non-exchange tmnsactions discussed
above. Events that are neithel exchange nor non-exchange transactions are recorded when it is
probable that a loss has been incurred and the amount of loss is reasonably estimable.

Receipts of any (ype of revenue sources collected in advance for use in the following fiscal year
are recorded as defened (uneamed) revenues.

According to GASB No. 34, all general capital assets and the un-matured long-term liabilities are
recorded only in the accompanying statement of net assers. The measurement focus and the basis
of accounting used in the accompanying GWFS differ significantly from the measurement focus
and basis of accounting used in the prepamtion of rhe accompanying GFFS. Therefore, the
accompanying CFFS include reconciliations, as detailed in the accompanying table ofcontents, to
better identify the relationship berween the GWFS and the CFFS.

Covetumelltal fund frnancial statem€nts - The accompanying GFFS are reported using the
current financial resources measuremenl focus (flow of current financial resources) and the
modified accrual basis of accounling. Accordingly, the accompanying statement of revenues,
expenditures and changes in fund balances - govemneotal funds, reports changes in the amount
of financial resources available in the near future as a result of transaclions and events of the
fiscal year reported. Therefore, revenues are generally recognized as soon as they are both
measurable and available. Revenues are considered to be available when they are collectible
within the current fiscal year or soon enough thereafter to pay liabilities of the cunent fiscal year.
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Por this purpose, lhe Municipality considers most rcvenues to be available if collected within 90
days afier June 30, 201I, except for propeny taxes for which the availability period is 60 days.

Revenue sources no! meeting this availability criterion or collected in advance arc recorded as

deferred (unavailable) revenues al June 30, 201 L

The principal revenue sources considered susceptible to accrual include prope(y taxes, municipal
license trxes, constnrclion excise taxes, intergovemmental grants and conlribulions, interest on
deposits and chaiges for senices. These principal revenue sources meet both meesumbility and

availability criteria in lhe accompanying CFFS, except for amounts recorded as deferred
(unavailable) revenues.

In a manner similar !o the GWFS. but subject to and limited by the availability criteria discussed
previously, all revenues, expenses, gains, losses, assets and liabilities resulting from exchange
and exch;rnge-like transactions are also geoerally recorded when the exchange takes place.

Accordingly, cenain charges for services md miscellaneous revenues are recorded as rcvenues
when collected because they are generally not measurable until actually received.

All revenues, expenses, gains, losses and assets resulting from non-exchange lmnsactions are

recorded in a similar manner to the GWFS, using the previously discussed criteria set forth by
GASB No. 33 for non+xchxnge tmnsactions, but subject to and limited by the availability criteria
discussed rbove. Accordingly, propeny tax and municipal licens€ lax receivables are also
generally recorded in the fiscal year when an enforceable legal claim has arisen while propeny
tax and municipal license tax revenues (net of amounts considered not collectible) are also
generally recorded in the fiscal year when resources are required to be used or the first fiscal year

lhat the use of the resources is permitled. Receivables and revenues from federal and state grants

ind contributions, donations and entitlemen6 are also generally recorded when all eligibility
requirements imposed by the provider have been met (generally, as qualifying reimbursable
expenditures are incurred).

Inrerest on deposils is recorded when eamed only ifcollecled within 90 days after the fiscal year-

end since these revenues would be considered both measurable and available.

Pursuant to the provisions of GASB Interpaetation No. 6, Retogniion and Measurement of
Ceftain Liabilities .ud E\pen.lintes in Covemmental Fund Finatciol Stotemenrs (GASBI
No. 6), in the absence of an explicit requirement (i-e., the absence of an applicable modification,
discussed below) the Municipality generally accrues a govemmental fund liability and an

expenditure (including salaries, professional services, supplies, utilities, etc.) in the period in
which the govemment incurs the liability. to the extent that these liabilities are normally expected
(o be liquidated in a timely manner and in full with current available financial resources. CASBI
No. 6 modified the recognition criteria for cenain expenditures and liabilities reported under the
modified accrual basis of accounling prior to GASB No. 34, and clarified a number of \ituctions
io which $e Municipality should distinguish between govemmental fund liabilities and general

long-term liabilities. Therefore, th€ accompanying balance sheet - govemmental funds genemlly
reflects assels (hat will be converted into cnsh (o satisfy cunenl liabilities. Long-lerm assets and
those assets that will not be convened into cash to satisfy curent liabilities ire generally not
accounted for in the accompanying balance sheet - govemmental funds. At the same lime, long-
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term liabilities (generally, those un-malured lhat will not require the use of current financial
resources to pay them) are not accounted foa in the accompanying bahnce sheet - govemmental

funds.

Modifications to the accrual basis ofaccounling in accordance with GASB No. 6 include:

. Principal rnd interest on bonds payable are rccorded when they mature (when payment is

due), except for principal and intercst due on July l, 2011. which have been recorded as

govemmental fund liabilities at June 30, 201I, which is the date when resources are available
in the debt service funds (generally, June 30).

. Notes piyable, claims and.iudgments, and compensated absences are recorded only when

rhey malure {\4hen pryment isduel.

. Certain accounts payable. intergovemmental payables and other accrued liabilities not due

itrd payable or not nofinally expected to be liquidated in full and in a limely manner with
available rnd expendable financial resources are recorded in the accompanying statement of
net asse6. Such lirbilities are recorded in the govemmental funds when they mature.

. Executory purchase orders and contracts are recorded as a reservation of fund balance in the

CFFS.

The measurement focus of the GFFS is on decreases of net financial resources (expenditures)

rather than expenses. Most expenditures are measurable and are recorded when the related

govemmental fund liability is incurred. Allocation of costs, such as depreciation and

lmortization, are recorded in lhe accompanying statement of activilies, but are oot recorded in the

nccompanying GFFS.

f) Stewardship, Compliaice, dnd AccountabiliO

Budsetarr Control

According to Act No. 81, fie Mayor and its Administrative Cabinet prepare aonual budgels each

fiscnl year for lhe Municipalily's general fund and debt service fund Such legally adopted

budge6 are based on expected expenditures by program and estimated resources by source. The
annual budgets are developed using elements of performance'based program budgeting and zero_

based budgeting, and include estimales of revenues and olher resources for the ensuing fiscal year

under laws and regulations existing at the time the budgets are prepared.

The Mryor must submit, for each fiscal year commencing on July I, an annual budgetary

resolution project (the Project) to the Commissioner of Municipal Affairs of the Commonwealth
(the Commissioner) and the Municipal Legislatu.e no later than the immedialely Preceding
May l0 and May 15, respectively. The Commissioner preliminarily verifies that lhe Project
complies wilh all the applicable laws and regulalions and may provide comments and suggestions

to the Mayor on or b€forc the immediately preceding June 13

Co}I}IONWEALTH OF PUERTO RICO
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The Municipal Legislature has l0 business days, up to the irnmediately preceding June 13, to
discuss and approve the Project with modifications. The Municipal Legislaturc may amend the
budgets submitted by the Mayor but may not increase any items so far to caus€ a deficit without
imposing taxes or identifying other sources of revenue !o cover such deficit. After the Municipal
Legislature modifies and preliminarily approves the Project. the modified Project is sent back to
the Mayor for his approval or rejection within 6 days. The Mayor may decrease or eliminate rny
line item but may not increase oi insert any ne\! line item in the budgets. The Mayor ftay also
veto rhe budgets in their entirety and retum il lo the Municipal Legislalure with his objections. If
the Mayor rejects the Projecr, the Municipal Legislature will have up to 8 days to odopt or reject
the recommendations or objections of the Mayor. The approved Project is sent rgain to the
Mayor, which then would have 3 days to sign and approve it.

If $e budgets are not adopred prior to the end of the deadlines referred to above, the annual
budgets for (he preceding fiscal year, as approved by lhe Legislature and the Mayor, are
automatically renewed for the ensuing fiscal year unlil the Municipal Legislature and the Mayor
approve new budgets. This regulation permits the Municipality to continue doing payments for its
operations and olher purposes until the new budgets are approved.

The annual budBets may be updated for any estimate revisions as well as fiscal year-end

encumbmnces, and may include any additional information requested by the Municipal
Legislature. The Mayor may request subsequent amendments to the approved budgets, which are
subject to the approval ofthe Municipal Legislalure.

The Municipality's Department of Finance and Budget has the responsibility to ensure tha!
budgetary spending conlrol is maintained. For day{o-day management control purposes,
expenditures plus encumbrances may not exceed budgeted amounls at the expenditure-type level
of each cost center (activity within a program within a fund). The Mayor may tmnsfer
unencumbered appropriations within proSrams within funds. The Municipal Legislature may
tnnsfer amounts among programs within and among funds,

The legal level of budgetary control (i.e., the level at which expenditures may not legally exceed
appropriation) is at the function/progmm level (general govemment, urban and economic
development, public safety, health and sanitation, culture, recreation and education, and public
housing and welfare) within a fund.

Under the laws and regulations of the Commonwealth, the appropriations made for any fiscal
year shall nol exceed the total revenue, including available surplus, es(imated for said fiscal year
unless the imposition of taxes sufficient to cover said appropriations is provided.

Budsetsrv Accountine

The Municipality's annual budgets are prepared using the budgetary (statutory) basis of
accounting, which is not in accordance with GAAP.

36

ORTIZ. RIVERA. RIVERA & CO,
r*nF,",,r",c,r(,,.i,,,,.

Suitel5l.POBo\rrrlil).SJnJurn.PR(1816-ll5i).Pho.!ri8lri56lrrll.Fa\1187)1710561



CO}IIIIONWEALTHOI,T!,*ERTORTCo
NIUNICIPALITY oT NAGUABo
Notes to Financial Statements

June 30, 201I

According to the budgetary basis of accounting, revenue is generally tecorded when cash is

received. Shon-term and long-term bonowings may be used to fioance budgetary excess of
expenditures over levenhes.

The Municipality uses encumbrance accountint to record the full amount of purchase orde6,
contracts and other commitments of appropriated resources as deductions from the appropriation
prior to actual expnditure. In the govemmental funds, encumbmnce accounting is a significant
aspect of budgetary control. Accordingly, expenditures arc generally recorded when the related
expenditure is incu[ed or encumbered. Available appropriations and encurnbrances are
established to lapse one fiscal year after the end of the fiscal year. Amounts required settling
claims and judgments against the Municipality, and certain other liabilities, are not iecognized
until they are encumbered or otherwise processed for payment. Uoencumbered appropriations
and encumbrances lapse at fiscal year+nd. Other appropriations, mainly capital projects
appropriatioos, are continuing accounts for which the Municipal Legislature has authorized that
an unspnt balance from the prior year be carried forward and made available for currenr
spending.

The accompanying budgetary comparison schedule - geneal fund provides information about the
general fund's original budget, ils amendments, and the actual results of operations of such major
govemmental fund under the budgetary basis of accounting for the fiscal year ended June 30,
2011. Further details of the Municipality's budgelary conlrol atthe leSal level may be obtained
from the BudSetary Liquidation Report for lhe fiscal year ended June 30, 201l, which is prepared
by the Municipality's Department of Finance. Copies ofthat report may be obtained by writing
lo lhe Municipality's Director ofFinance.

Because accounting principles applied for the purposes of the developing data on a budgetary
basis differ significantly from those used to present the govemmental fund financial statements in
conformity with GAAP, a reconciliation of lhe differences between the geneml and deb! service
funds' budgetary bases and GAAP actual amounts are presented at the bottom of the respective
budgetary compaison schedules.

g) Unrestricred and Restricred Deposits

The Municipality's deposits are composed ofdemand deposits in commercial banks and demand
deposils in the Covemment Development Bank for Pue(o Rico (fiscal agent).

Under the laws and regulations of the Commonwealth, public funds deposited by the
Municipality in commercial banks mus! be fully collateralized for the amounts deposited in
excess of the federal depository insurance Senerally provided by the Fedeml Deposits Insurance
Corporation (FDIC). Agents &signated by the Commonwealth's Secretary of the Treasury, but
not in the Municipality's name hold all securities pledged as collateral.

Cash in fiscal agent in the debt service fund consists of cash related to prcperty tax collections
amounting to $1,867,133, which is restricted for the payment of the Municipality's debt service,
as required by law. Cash in fiscal agent in ihe capital improvements fuod, amounting to $176,277
consists of unspent proceeds of bonds, which are res(ricted for the acquisition, construction or
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improvement of capiral assets. C&sh in fiscal agent in other govemmental funds, amounting to
$166,523, represents mainly the balance of interest and non-interest bearing accounts restricted to
finance the opemlions ofcenain federal and state funded programs.

Restricted cash in commercial bank recorded in the capital improvements fund and other
govemmenral funds, amounting to Sl,%5,601 and $1,?62,636 respectively, reprcsent mainly rhe
balance of interest and non-interest bea ng accounts aestricted to finance the operalions ofcertain
federal and state funded protrams.

The Municipality follows the practice of pooling cash among govemmental funds. The tolal
balance of pooled cash accounts amounted to $26,576 at June 30,2011. Of such amount,
$3,432,757 has been recorded in the general fund as an excess of checks over bank balances
(within accounts payable) at June 30, 2011, while the remaining positive balances have been
recorded as cash within the remaining major and non-major govemmenEl funds.

Unrestricled and Restricted Accounts Receivable

Accounts receivable consist of all reveoues eamed but not collected at June 30, 201l. These
accounts receivables are stated net of estimated reserved for doubtful accounts. which are

determined based upon past collection experie[ce, historical trends, current economic conditions
and the periodic aging of accounts receivable.

Activities among govemmental funds that are representative of lending/borrowing anangements
oulstanding at the end ofthe fiscal year are referred to as either "due to/from other funds" (i.e. the
current portion of inter-fund loans) or "advances tc/from other funds" (i.e., the non-curtent
portion of inter-fund loans), as applicable. All other oulstanding balances between funds are

reported as "due tc,/from other funds."

Capilal Assets

Capiul assets used in govemmental actilrties include land and land improvements, buildings,
structures and building improvements, machinery and equipment (including equipment held
under capital leases), fumiture and fixtures, licensed vehicles, coostruction in progress, and

infrastructure. These assets are capitalized and reported in the accompanying statement of net

assets. Infrastructure assets are generally stationary in nature and include roads, br,dges, streets

and sidewalks, drainage systems and other similar assets.

For financial reponing purposes, the Municipaliry defin* capital assets as assets with an

individual cost basis of $50O or more a! the date of acquisition, construction or improvement, and
with useful lives exlending beyond one year. All ass€ts with individual costs under $500 or with
useful lives not exceeding one yeari are charged directly to exp€nse in the govemment-wide
statement of activities. In the govemmental funds, all capital assets are recorded as capital
outlays (expenditures), while all assets with individual costs under $500 are recorded as

expenditures in the corresponding functior/program identified with lhe asset.
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ln the sratement of net assets, all capital assets are recorded at cost or estimated historical cost if
actual cost was unavailable, except for donated capital assets, which are recorded at &eir
estimated fair value at the date of donation. Estimated historical costs based on deflated curren!
costs yerc,used to value a significant ponion of the infrastructue consfuoed or acquired prior to
June 30. 2001 ind cenain lrnd!. burldings, sfuctures and building impmvements. The method
used ro deflare the curent cosrs wirh an tpproximate price index wa; used only in the case of
certain iems for which the historicar cost doc'mentation was not availabre. Actual historicar
costs were used to value the infmslructure acquired or constructed after June 30, 2003 as well as.
constniction in progress, machioery and equipment and licensed vehicles acquired prior or rfrer
\uch date.

Major outlays for capital assers and improvements are capiialized in the statement of ner assers as
projec$ are constructed. The costs of normal mainlenance and repairs that do not add value to
the asset or materiilly extend capital asset lives are not capitalized.

Deprecixtion and amortization expense is recorded only in the govemment_wide statement of
activities- However, there is no depreciation or amortization recorded for land and construction
in progress. Depreciable capital assets are generally depreciated or amonized over their
estimated useful lives under lhe straigh!-line method, except for machinery and equipment held
under capiEl leases which is depreciated over the sho(er of its estimated useful liie or the lease
term. The estimated useful lives of major capitalasset categories are:

Land improvements
Buildings, slructures and building improvements
Infrastructure
Motor vehicles
Fumiture, fixtures, machinery and equipment,

excluding those held under capital leases

Equipment held under capital leases

Years

20
30 to 50

20 to 50

5

5to20
3ro5

Depreciaiion and amortization expense of capital assets is recoaded as a direct expense of the
functiodprogram specifically identified with the asset. Depreciation and amonization of
infrastructure is not allocated to various functionvprograms bu! repo(ed as direct expenses of the
urbln and economic developmenl function.

j) Defefted Revenuet

In the GFFS, deferred revenue arises when one ofthe following situations occur:

. Potential revenue does not meet both the "measurable" and ..available" criteria for revenue
recognition in fie current period (reponed as ',eamed but unavailable revenue, io the
rccompanying balance sheet-govemmental funds). As previously discussed, available is
defined as due (or pasr due) at June 30, 20t0 and collected wirhin 90 days (60 days for
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property ttxes) thereafter lo pay obligations due at June 30. In subsequent periods, when
both criieria (measurable and available) are met, the liability for deferred revenue is removed
alld revenue is recognized.

. The Municipality rcceives resources before it has a legal claim to them (reported as
"uneamed revenue" in the accompanying balance shee!-govemmental funds). In subsequent
periods, wheo the revenue recognition criterion is met, the liabilify for defened revenue is
removed and revenue is recognized.

Deferred revenues a! the govemment-wide level arise only when the Municipality receives
resources before it has a legal claim io lhem (reported as ..uneamed reyenue' in the
accompanying statement of net assets). No ,,ea 

e(l but unayailable reyenue,. is iccountedfor in
the accompanying statement of ne! assets,

k) CompensatedAbselccs

Compensated absences are accounled for under the provisions of Statement No. 16, AccomrrrS
for Compensated Abserce.r, issued by CASB (GASB No. 16). Compensared absences include
paid time off made available !o employees in connection whh vacation, sick leave and
compensatory time. The liability for compensated absences recorded in the cccompanyug
statement of net assets is limited to leave that: (l) is attributable to services already rendired oi
or before June 30, 201I and (2) is not contingent on a specific event that is outside the control of
the Municipality ind the employee (such as illness). Compensated absences thal relate to future
services or arc contingent on a specific event outside the control ofthe employer or the employee
are accounted for in the period when those services are rendered or those events (ake place.

The liability for compensated absences includes salary-related costs, which are directly and
incrementally related to (he amount of salary paid to the employee (such as employer's share of
social security taxes and Medicare taxes).

The vacation policy of ihe Municipality provides for the accumulation of regular vacations at a
rate of 2.5 days per month (30 days per fiscal year) per employee. Employees accumulale regular
sick leave at a rate of 1.5 days per month (18 days per fiscal year). Employees accumulate
cornpensatory time at a rate of L5 times fte ove(ime worked. All vacation and sick leave days
accumulated by employees in excess of 30 days and m days, respectively, are paid to employees
each fiscal year, if not consumed, as required by law. In the case of compensatory time, the
excess of 2:t0 hours is paid to employees each fiscal year, ifnot con:iumed.

Upon termination ofemp,oyment. an employee receives compensa(ion for all accumulnted unpaid
rcgular vacation leave lt the cudent rate. In the case of regular sick leave, if the employee
terminates his or her employmen! before rexching l0 years of services, such regular sick leave is
not paid to the employee, if not consumed. In addition upon termination of employmen!, an
employee does not receive compensation for compensalory time, if not consumed previously.

After l0 years of services, nny regular sick leave balance is paid to lhe employee. Accumulated
vacation lime is fully vested !o the employee at any time_
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The liability for compensated absences is reponed in the statement of net assets. A liability
compensated absences is reponed in the GFFS only when malured (when payment is due),
cxample. ts i re\ult ofemplo)ee re\ignalions orretirements,

ltng.term Debt

The long-term liabilities reported in the accompanying stalements of net assets include the
Municipality's_ bonds payable; notes paytble, obligitions under capital teases, accrued
compensated absences and accrued legal claims andjudgments.

All long-lerm debt to be repaid from govemmental resources is reported as liabilities in the
accompanying statement of net assets. principal and interest ptymenis on bonds due on July l,20ll have been recorded as govemmental fund liabilities in the GFFS when resources were
available in the debr seNice fund (June 30, 201t). In the GFFS, the face amount ofdebt issued
(gross debt repo(ed) is reported as other financing sources when issued.

In the OWFS debt issuance costs have been capitalized and repo(ed as deferred charges, which
are b€ing amonized under the straight-line method over the life of the debt. In the GFFS, such
costs are recorded as expenditures as incufied.

Non-interest bearing notes payable have been recorded at present value with an imputed inlerest
rale that appro)(imates the late lhat would have been used, using the same terms and;onditions, if
it had been negotiated by an independent lender. In the accompanying statemen! of ner assets,
such notes payable are reported net of the applicable unamortized discount, which is the
difference between the presen! value and lhe face amount of rhe notes. The discount is amortized
over the life ofthe notes using the effective interest method. Anortization ofthe noles discount is
recorded as pan of interest expense in the statement of activities. In the GFFS, notes discount is
recognized as other financing uses during the current period.

Accounting Jor Pension Costs

For the purpose of applying the requirements of GASB Statement No. 2j, Accounting for
Pensions by Stdte and Local Govemment E ployers IGASB No. 27), the Commonwealth is
considered to be the sponsor of the Employees' Retirement Syslem of the Commonwealth of
Puerto Rico (formerly Employees' Retirernent System of the Govemment of puerto Rico and Its
Instrumentalities) (ERS) and System 2000, a multi-employer cosFsharing detined benefit pension
plan and a hybrid defined contriburion plan, respectivety, in which rhe employees of the
Municipality panicipate. The Municipality is considered a panicipant, and not a sponsor, of these
retirement systems since the majoriry of the participants in lhe aforementioned pensron rust
funds are employees of the Commonwealth and rhe basic financial statemen!s of su;h retircment
systems are pan of the financial reporting entity of the Commonwealth. Accordingly, no ponion
of rhe ner pension obligarion (NpO) relared to ERS has been allocared ro rhe Muni;paliry in the
accompanying basic financial statemenls. The basic financial statements of the Commonwealth
report (he total amount of the net pension obligatjon of ERS, including any amount that may
correspond to the Municipali(y.
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The Municipality accounts for pension costs from the standpoint of a participant in a multiple-
employer cost-sharing plan. Accordingly, pension cosls rccognized in the aicompanying basic
financial statemenrs are equal to the stalutoriry required contributions, wirh a riability recorded for
any unpaid requircd contibutions.

n) Risk Monageme

The Municipality canies commercial insumnce covering crsualty, theft, ton claims and other
losses. Insurance policies are negotiated by the Commonwealth,s Department of Treasury (fte
Depanment of Treasury) on behalf of all municipaliiies of pue(o Rico. The Depanmint of
Treasury pays the insumnce premiums on behalfof the Municipality and then is reimbursed each
fiscal year rhrcugh monthly equal payments deducled from the Municipali(y,s gross prop€ny lax
collections made by the Municipal Reveoue Collection Center (..CRM", by its 

-spanish

acronyms), r govemmental entity responsible for billing and collec(ing propeny taxes on behalf
of all municipalities of Puerto Rico.

The Municipality canies insurance coverage for death and bodily injuries caused by autonobile
accidents. This insumnce is obtained through the Automobile Accidents Compensation
Administration (ACAA), a cornponent unit of the Commonweahh. This insurance is compulsory
for all licensed vehicl€s used on public roads and highways in puerto Rico. The annual piemium
applicable at June 30, 2010 is $35 per licensed motor vehicle, which is paid directly ro ACA,{.

The Municipality oblains workers' compensation insurance coverage rhrough the State Insurance
Fund Corporation (SIFC), a component unit of the Commonwealth. This insurance covers
workers against injuries, disability or death becaus€ of work or employmenGrelated accidents, or
because of illness suffered as a consequence of their employment. Workers' compensation
insumnce premiums are also paid through monthly deductions made by CRIM from the
Municipality ( gross propeny rax colleclions.

The Municipality ob(ains unemployment compensation, non-occupational disability, and drivers'
insurance coverage for its employees through various insurance progmms administered by the
Common\realth's Depanment ofLabor and Human Resources (DOL). These insurarce programs
cover workers against unemployment and provide supplemenEry insurance coverage for
temporary disability, or death because of work or employment-related accideots or because of
illness suffered as a consequence of their employment. Unemployment compeflsation, non-
occupat,onal disability and drivers' insurance premiums are paid directly to DOL on a cost
reimbursemeni basis.

The Municipality also obtains medical insurince coverage from several health insurance
companies for its employees. Different health insurance coverage and premium options are
negotiated each year by the Depanment of Treasury on behalf of the Municipality. The current
insurance policies have not been canceled or terminated at June 30, 201l. premiums are paid on
a monthly basis directly to the insunnce company. In lhe past three years, the Municipality has
not settled claims that exceeded insurance coverage.
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o) Fund Balances

On July l, 2009, lhe Municipality adopred rhe provisions of CASB Sratement No. 54, Fllrl
Balance Reponing a .l Gove mental F nd TVe DeJinitions (GASB 54), which enhanced rhe
usefulness of fund balance information by providing clearer fund balance classifications that can
be more consistently rpplied. This stalement establishes fund balance classifications that
comprise a hierarchy based primarily on lhe extent !o which rhe Municipality is bound to observe
constrainl\ imposed upon the use ofthe resources reponed in govemmental funds.

Pursuant to the provisions of CASB 54, the accompanying GFFS repon fund balance amounts
that are considered nonspendable, such as fund balance associated with inventories. Other fund
balances have been reponed as restricted, commilted, assigned, and unassigned, based o0 the
relrtive strength of the constrainls that control how specific amounts can be spent, as described as
follows:

Nonspentlable - Represent resources that canoot be spent readily with cash or are legally or
conractually required not to be spent, including but not limited to inventories, prepaid items,
and long lerm balances of interfund loans and accounts receivable.

nertlicred - Represent resources that can be spent only for the specific purposes stipulated
by constitutional provisions, extemal resource p.oviders (extemally imposed by creditors or
granlors), or firough enabling,egislalion (that is, legislation that creates a new revenue
source and restricts its use). Effectively, restrictions may be changed or lifted only wiih the
consent of resource providers,

Cotnnitted - Represent rcsources used for specific purposes, imposed by formal aclion of
the Muoicipal'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.

AssiSned - Represent resources intended to be used by the Municipality foa specific
purposes but do not meet rhe criteria to be classified as restricted or committed (generally
executive orders approved by lhe Mayor). [ntent can be expressed by the Municipal
Legislarure, the Mayor or by an official or body to which rhe Municipal tagislature
delegates authorily in conformity with the Autononous Municipalities Act of Puerto Rico,
as amended. In govemmental funds othe. than the general fund, assigned fund balance
represents the remaining amount rhat is not restricted or commitled.

Unassighed - Represent the residual classification for the Municipality's general fund and
includes all spendable amounE not contaioed in the other classifications. ln olher funds, lhe
unassigned classification is used only lo repon a deficit balance rcsulting from overspending
for specific purposes for which amounts had been reslricted, committed, or assigned.

Negative fund balance amounts are assigned amouots reduced to the amount that will mise
the fund balance to zero. Consequently, negative residual amounts in resEicled, committed

b.
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and assigned fund balance classificalions have been reclassified to unassigned fund
balances.

The Municipality repons resources constrained to stabilization ts a specified purpose (restricted
or committed fund balance in the general fund) only if: (l) such resources meet the other criteria
for thos€ classifications, as descritred above and (2) the circumstances or conditions rhat signal
the need for stabilization ale identified in sufficient detail and are nol elpected to occur routinily.
However, the Municipality has no! entered into any stabilization-like arrangements, oor h:rs set
aside material financial resources for emergencies and has no! established formal minimum fund
balance amounts as of and for the fiscal year ended June 30, 2OI l.

In situations when an expenditure is made for a purpose for which amounts are available in
multiple fund balance classifications. the Muoicipality uses restricted resources first. and then
unrestricled resources. Within unrestricted resources, the Municipality generally spends
committed resources first, followed by assigned resources, and (hen unassigned resources when
expenditures.

The classification of rhe Municipality's individual govemmental firnds among general, deb!
service, special revenue and cepital project fund types used in prio. fiscal years for financial
reporting purposes was not affected by the implementation of GASB 54. In additioo. rhe
financial positions and the resuhs ofoperations reported in the accompanying GFFS as of and for
the fiscal year ended June 30, 201 I have not been affected for this change in accounting principle_
Accordingly, the accompanying GFFS have not reported any retroactive restatements or
reclassifications of fund equ ities as of J uly I , 20 10.

p) I nter.fund Actiities

The Municipality has the following types of reciprocal and non-reciprocal inter-fund activities
recorded among govemmental funds in the accompanying CFFS:

. lnler-Jund loant - Represent resources (assets) provided by one govemmeotal fund to other
govemmenlal fund with a requircment and commitment for repaymen! (reimbursement),
which are recorded as due Iron" in the lender govemmental fund and ,..Iu€ lo,, in the
borrower govemmental fund. Inter-fund receivables, which are not considered to be
currently available financial resources, are reported as "alyances". For amounts not
expected to be collected, inter-fund receivables/payables are reduced to their estimated
realizable (settlement) value, and the portion of the inter-fund loan that is flot erpected to be
repaid is reported as a "transkrh ' frcrr, the govemmental fund $at provided the loan.

. Inter-fund lransfers (lransfefi.inl(out)) - Represen! flows of assets (permanent reallocation
of financial resources among govemmental funds) without equivaleot flows of assets in
retum and without a requirement for repayment. Transfers are rcWned $ ,,other 

lnmcing
xsei' in the govemmental fund making transfers and as 'other financing sources" in the
govemmental fund receiving transfers-
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n

. Inter-fund rcimba.semenas - Represent rcpayments (reimbursements) from the
qovgmmenta! fund responsible for pafiicular expendilures or exf,enses to lhe govemmenlal
fund that initially paid for them.

In the GFFS, inter-fund activiry has not been eliminated, as permirred by GAAP.

Ase of Estimaes

The preparation of the accompanying basic financial statements in conformity with CAAP
requires management to make significant estimates and ilssumptions that affe;t lhe reponed
,mounts of assets and liabilities, the disclosure of contingent assets and liabilities ar the date of
the basic financial statemens, and the reported amounts of revenue and expenses during the
reporling period. Actual results could differ from those estimates.

Future adoption of nccounting ptonounceme ts

The GASB has issued the following statements that have effective dates after June 30. 201 l:

. CASB Statement No. @, Accountihg and Financial Reporting for Senice
Concession Afiangerfienrr {GASB 60t. The requiremenrs of this Stalement are
effective for the fiscal yearcommencing on July I, 20l l.

. CASB Statement No. 62, CodiJication ol AccouhtinT and Financial Reponihg
Guidance Contained in Pre-November 30, 1989 FASB and AICZA pronouncehe s
(GASB 62). The requirements of this Statement are effective for the fiscal year
commencing on July I, 2012.

The impact of these statements on the Municipality's basic financial statements has not yet been
determined.

s) Subtequent Evenls
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ln preparinB these financial statements, the Municipality has evaluated events and transactions for
potential recogniion or disclosure through November 29, 201l, the date the financial statements
were issued.

2. Depcsits

The Municipality maintains its deposits in various commercial banks located in pueno Rico and the
Govemment Development Bank for Pueno Rico (GDB). proceeds from bonds and funds relarcd to
certain grant awards are required by law to be held with GDB.

On Juty l, 2005, the Municipality adopred lhe provisions of GASB Srarement No. 40 (CASB No.
40r, Deposit and Investuent Risk Disclosure, an Amen(lment to CASB Stotement Na J. This
statement requires that state aod local govemments disclose essential risk infomation about deposits
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and investments. The disclosure rcquirements cover four main areas: ( l) credit rish (2) inter€st rate
risk, (3) custodial credit risk. rnd (4) foreign exchanBe exposure.

. Credit risk - This is the risk that an issuer or other counterparty to an investment will not
fulfill irs obligations. In compliance with the laws and regulations ofrhe Commonwealth, the
Municipality has adopted, as irs custodinl and credil risk policy, rhe Jratement of Investmena
Guidelines for the Got)emment of the Commonieahh of p eno Rico. Accordingly, the
Municipality invests only in obligations of rhe Commonweahh, obligarions of the United
States of America, cenificates of deposit, commercial paper, bankers' acceptances, or in
pools of obligations of rhe municipnlities of pueno Rico, which are managed by GDB.
According to the aforementioned investment guidelines, lhe Municipality does not iovest in
marketable securities or any other types of investments for which credit risk exposure may be
significant. Therefore, the Municipality's management has concluded that the credit risk
related to any possible loss related to defaults by commercial bank on the Municipality's
deposits are considered low at June 30,201l.

Interest rate risk - This is the risk that changes in inlerest rates of debt investments will
adversely affect the fair value of an investmen!. The Municipality manages its exposure to
declines in fair values by: (l) not including debt investments in its investment ponfolio at
June 30, 201l, (2) limiting the weighted average naturity of its investments to three months
or less, and (3) keeping most of its bank deposits in interests bearing accounts genemting
interests at prevailing market rates. At June 30,2011, fie Municipality's cash balances are
recorded at cos!, which approximates their fair value. Thetefore, the Municipality,s
management has concluded that a! June 30, 201l, the interest rate risk associated with the
Municipality's cash and cash equivalents is considered low.

Custodial credit risk - [n lhe case of deposits, lhis is the risk that in the event of a bank
failure, the Municipality's deposits may not be recovered. Pursuant to Lhe Statement of
Investment Cuidelines for the Covemment of the Commonwealth of Pueno Rrco the balances
deposited in commercial bank by the Municipality are insured by the Federal Deposit
Insurance Corporation (FDIC) generally up to a maximum of $100,000 per depositor. In
addition, public funds deposited in commercial banks by rhe Municipality are fully
collateralized for the amounts deposited in excess of the federal depository insurance. AII
securities pledged as collateml are held, in the Municipality's name, by the agents of the
Commonweahh's Secretary of Treasury. Deposits with GDB are uninsured and
uncollateralized. However, no losses related to defaults by GDB on deposit transactions have
been incurred by the Municipality through June 30,2011. Therefore, the Municipaliry,s
management has concluded that at June 30, 201 I. the custodial credit risk associated with the
Municipality's cash is considered low.

Foreien exchanqe risk - The risk lhat changes in exchange rates will adversely affect the
value ofan investment or a deposit. According !o the aforementioned investment guidelines.
the Municipality is prevented from investing in foreign securities or any other types of
inveslments for which foreign exchange risk exposure may be significant. Accordingly,
management has concluded that the foreign exchaoge risk related to the Municipality's
deposits is considered low at JLrne 30,201l.
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Nlunicipal License Tsaes

The Municipality is aurhorized by Act No. 8l ro impose and collect municipal license ta)(es !o any
naEral o. legal person having trlde or business activities within the territory of Naguabo. This is;
self-assessed tax generally based on the business volume of tarpayers, meaiured by'gross rEvenues.
The Municipaliry estlblishes the applicable rax rarcs. At June 30,2011, the municipal license tax
rates imposed by rhe Municipally were t.50 percent for financial institutions and 0.50 percent for
other types of taxpayers. Any taxpayers that have been granted with a partial tax exemption under
rny of lhe tax incentive acts of lhe commonwealth urtimalely pay municipal ricense taxes at reduced
tax rates, generally between 60 percent and m percent under standard mtes.

Each taxpayer must assess the corresponding municipal license tax by declaring rhe volume of
business through a tax retum filed every April 15, bas€d on the actual voiume of buiiness lrevenues;
eamed in the preceding calendar year. Taxpayers wilh a sales volume of $l million or more musr
include audited financial statements with their tax retum filings. The tax can be paid by the taxpayer
in two equal instarlments due on July r5 and January 15, subsequent to rhe filing ;f the decraration on
April I 5. The first instal lment of (he tax covers the six,month period ended Declmber 3 I , subsequent
to the filing date of the declaration, while the second installment of the lax covers the six_month
periodended June 30 ofthe subsequent calendar year. Ifataxpayerelectstopaythetaxinfullonthe
filin€ date of rhe declararion (generally April l5), a 5 percent discount is granteA auomatically on the
total tax amount due,

Any municipal license taxes collected in advance (!hat is, pertaining to a future fiscal year) are
recorded as uneamed revenues in the GwFs and the GFFS. Total municipal license tax receivable
amounted to S76,975 at June 30, 2011. Deferred municipd license tax revenues recorded in the
accompanying GWFS and GFFS amounted !o g599,080 and $639,476, respecrively, at June 30, 201 l.

Property Taxes

The Municipality is auftorized by Act No. 8l to impose and collect propeny taxes from any naluml
or legal person that, at January I ofeach calendar year: (l) is engaged in trade or business and is the
owner of !,ersonal or real property used in trade or business or (2) owns residential real property with
a value in excess of $ I 5,000 (ar I 957 esri mated market prices).

CRIM is responsible for the billings and collections of real and personal property taxes on behalf of
the Municipality. hior to rhe beginning of each fiscal year, CRIM informs to the Municipaliry rhe
estimated amount of propeny tax expected to be collected for the ensuing fiscal year. Throughout the
fiscal year, CRM advances funds to the Municipality bas€d on the initial estimated collection
amounts for the fiscal year. CRIM is required by law to prepare a seltlement statement on a fiscal
year basis, whereby a comparison is made between the amounts advanced !o the Municipality and the
property tax amounts actually collected from taxpayers on behalfoflhe Municipality during rhe fiscal
year. This settl€ment has to be completed on a preliminary basis not later than December 3l
following the fiscal year end.
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Personal propeny taxes are self-assessed by taxpayers every year using the book value of personal
property xssets owned by the Bxpnyer a!January I (assessment date) and reponing such taxable value
through a personal property ttx retum filed on May 15 subsequent to the;ssess;ent date. The total
personal propeny tax rate in force ct June 30,2011 was 7.03 percent (of which taxpayers pay 6.g3
percent and the remaining 0.20 percent is paid by the Depanmeot ofTreasury, as a subsidy).

Rerl property tales are assessed by CRIM. The assessment on real property is made every January I
and is based on estimated current values of the proF,erty. deflated !o 1957market prices. The total
real property tax rate in force rt June 30. 201I was 9.03 percent (of which g.g3 percent is paid by
taxpayers and lhe remaining 0.20 percent is also paid by the Department ofTreasury, as a subsidy).

Residenlial real propeny occupied by its owner (not engaged in trade or business) is exemp! from
propeny taxes only on the first $15,000 of the assessed value (at 1957 market prices). For exempt
amoun(s, the Department of Treasury assumes the payment of the basic tax (4.00 percent and 6.00
percent for personal and real propeny. respectively), except for propeny assessed foiless than g3,500
(xt 1957 market prices), for which no paymen! is made by the Depanment ofTreasury.

According to Act No. 81, included within the total personal and real property tax rates of 6.g3 percent
and 8.83 percent, respectively, there is a levy of an annual special tax of 1.03 percent of the assessed
value of all real and personal property not exonemted from taxation. This spe;ial tax is levied by the
Commonwealth but is collected by CRIM. Collections of this special lax are directly reminei by
CRIM to lhe Commonwealth's debt service fund, for the payment of the general long-term debt of the
Commonwealth-

In addition, included within lhe total personal and real prop€rty tax rates of 6.g3 percent and g.g3
p€rcent, rcspectively, there is a portion of the tax r e in the amount of 2.0O percentthat is restricted
for the Municipality's debt service requirements on bonds. Such ,.ount. u.. recorded in the
Municipality's debt service fund.

Funhermore, included within the total personal and real proF,eny tax rates of 6.g3 percent and g.g3
percent, respectively, there is a ponion of the tax rates lhat is recorded in the Municipality's general
fund, of which a portion is restricted for the payment of: (l) the insurance premiums acquired ihrough
the Depattrnent ofTreasury, (2) rhe monlhly contribulions to CRIM, which are statutorily requiredis
the Municipality's share of CRM operating expenses, (4) statutory contributions to the puerto Rico
Health Services Adminisrrarion (PRHSA), as the Municipality,s share of rhe cos! of the public healrh
insurance coverage provided to qualifying low-income citizens, (5) cenain notes payable to CRIM
and, (6) certain amounts due to certain agencies and component units of the Commonwealth, which
are recorded within intergovemmental payables in the accompanying GWFS and GFFS. The 0.20
percent of unrestricted prsonal and real property taxes paid by lhe Depanment of Treasury as a
subsidy is recorded in the Municipality's general fund.

The Additional Lottery Sysrem of the Commonwealrh (he Additional Lottery) is an operational unit
reported as an enterp se fund in the Commonweahh,s basic financial stalements. which cufientlv
operates several betting altematives to the citizens of pueno Rico. The Additional Lottery is requirea
every fiscal year to distribute a ponion of its excess of revenues overexpenses as follows:

48

ORTIZ. RIV ER A. RIVERA & CO,

Suik l5l. AlBox 1015i).sanJuu PR .n9r6



coMMoNwEALTH oF PI,ERTo RICo
}IUNICIPALnY oF NAGUABo
Notes to Financinl Statements

. Thiny five percent of its oet eamings (defined as the excess of revenues over exf,enses less an
rmount earmarked for lhe Fund for Rent and Home lmprovement Subsidy program for the Low_
Income Qualifying Elderly) is earmarked to rhe municipaliries of rhe Commoniealth, of which a
maximum of $26 million, on an annual basis, is dist.ibuted to the Municipal Equalization Fund
held by CRIM to cover operating expenses and permanent improvements ofrhe municipalities.

. An additional amount not exceeding $16 miliion, on an annual basis, is dist.ibuled to the
Municipal Equalizarion Fund, provided ir is within rhe rhirty-five percent corresponding ro the
municipalities of the Commonwealth. When the accumulated municipal appropriations from the
municipalities' Puerto Rico Health Reform are covered up to June 30, 199i, thise resources witt
be assigned to PRHSA.

At June 30. 201I, propeny taxes receivable recorded in the general fund and fie debt service fund
amounted to S955,272 and $6,665. respec(ively, net of a res€rve for doubtful accounts.

Sales snd Use Taxes

The Municipality imposes a sales and usage tax within the territorial limits of the Municipality
pursuant to the lntemal Revenue Code of the Govemment of puerio Rico. This is a self_assessed tai
consisting ofone and a halfpercent (1.57.) on the sale price ofa taxable item or on the purchase price
of all usage, stomge or consumption of a taxable item. It is collected monthly in atax retum that is
due twenty calendar days after the end ofeach mon&.

A ponion of the sales tax amounting 0.270 is restricted for the payment of long-term debt and is
recorded in the debt service fund. The remaining portion of l.3qo is recorded in the general fund
since is available for general operating purposes.

Sale tax receivable represents sales tax levied tha! were collected subsequent to June 30, 201I, but
penaining to cunent yea. period. At June 30,2011, the sales and use taxes receivable amounted to
$54.628.

Construction Excise Taxes

The Municipality imposes and collects municipal construction excise taxes to most natural and legal
persons and any govemmental instrumentality that carry out activities related to constructi;n,
expansion, mtjor repairs, relocations, alterations and other types of permanent improvemenls to
residential, commercial and industrial buildings and struclures within lhe territorial area of the
Municipalily. The tax is also applicable to infrastructure projects, the installation of machinery,
equipment and fixtures, and other types of construction-re lated activities.

The construction excise tax generally is a self-assessed tax imposed over the cost of the project, ne! of
certain exemptions such as lhe costs associated wilh the acquisition of land, project deiig; and other
engineering fee-s, licenses and permits, ,egal and accounting fees, and most marketing anJ advertising
costs. The tax is paid by the taxpayer at the beginning ofrhe project.
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All single-family residential construction projects not relaied !o housing development projects,
condomi[iums, or any similar projects, are partially exempt from constrirction eicise taxes. In
rddition, a ponion ofall single-famiry residential improvement projecls are exempt ftom construction
excise taxes. All projects carried out on buirdings and structures classified as hiitoricar treasures by
the Pueno Rico Planning Board have an in the tax rale applicable !o conslruction eicise h)(es.

Consruction excise tlx receivable represents taxes that were collected subsequent to June 30, 201I,
but penaining to curIent year period. At June 30, 20u, the construction ixcise taxes receivable
amouored to $200.596.

This Space Has Been Intentiona f Lelt Blank
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7. Inter-FundTramedions

The composition of inter,fund balances at June 30, 20ll and for the fiscal year then ended is as
follows:
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Major govenunenhl tudll
Ceneralfund

Capital impmlemnb find
OdEr golemm6nta1 fuG

Tolat

521

1.172

12,.{98

t75,959 I28Jl9 16,306 S 3.10,784

521

3.{12

16.191 t75,959 r28jl9 36,306 S t77,28t
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8. Capital Assets

Crpital ass€rs acriviry for the fiscal year ended June 30, 201 l:

B.hN.t a.n4.t
h.atn i4 oa .doanol y.u R..hsiderloN Addl{od R..t6i6.. .B aMd r.u

519..rll,560-st9..83.560
l.16l r5r

1r.h94.7r4 rrst_l]0,

L)piral rss( nd bemg depNi ed:

Coiitucrion r pm8Es
rod crpirll asl\,

nd b.riB depBided/amonized

Cipird asek. b.ri8 dcpft.iared:

BrildinE\. {rucrurs. lnd imprcvemc.r

vchrcles. dachicry ondequ'pnner. and
tumntrErndlirtrtrei

ldal capihl a\\e(,
troi b.r.8 depft ciar.dhmonndl

Tohl co\ ba\is of.aptul a\\e6

12.121,750 (645,01t)
1,666.1.19 645,011 l3r.B0 6,373.04:

.1.7t0,525

655.271

3.356.117 , :164.203
t.5m

AccunulakddeprrErionindDoniu on:
au'Ui.gs. rrucrues. bd inpov.men6

V.iicles. ma.h'n.ry ind equ'pmn.r. and
lun ruft rnd firiuEs

'aohlaccumul .d depcrlrio. fd

Ner mpirll.\*a

Cuxua. ecE(iotr.ndeducruon

urban d ecommic devetopm.nr
Ior.l 'l.pE.i.rion d

a modialotr .x p..*s

Aauobt.d
D.pEi.doI/
rmrllr.do!

ar .nd of
R..lesitr.rriou oarr.rr-r

. (,r,052.99:)
- (l-101.,151)

_ 12.9t6.023)
(1)63)

(2.5Il.,r5r)
513

(502.602)

(32t.t71)
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9. Lortg-TermObllgations

The general long-term deb( activity for rhe fiscal year ended June 30, 201 I is as follows:

PryD€rt! Balidce sa Balancr
or e o( due fithin

d€ductioo! fi$al v..r

Pnblic Acts No..r2 rnd l.16

LLVS Repaymenr Phn
Pueao Rico Treasury Depanmeflt

Total

s 6.046.000

256.566

12,241

600.565

1.18.779

- (723.9(n)

- rl:1.630)
- (13,819)

- (t2,51?)

1.285,1!8 (600,565)

5.1:1.t00 s 600.000

231.916 21,630

lE,{oE 18,408

t00.00 58.2m
1.2E5.188 600,J65

3.t8.779

7.{ t8.67.1 1.185.t88 (t.195.451) 7.108.r t s l.iol.80l

a)

Historically, the general fund has been used to liquidate certai0 notes payable, compensated absences,
federal cost disallowances, obligations under capital leases and any other long-term liabilities other
fian bonds.

Debt Limitalion

The Municipal Legislature is legally authorized to rpprove rhe contracring of debts of the
Municipality. Nevertheless, the laws and regula(ions of rhe Commonwealth also provide that:

. Direcl obligations of the Municipality (evidenced principally by bonds and bond anricip ion
notes) are backed by the full faith, credit and taxing powerofthe Municipaliry; and

. Direct obligations are not to be issued by the Municipality if the amount of the principal of,
and the interest on, such bonds and bond anticipation ootes (and on all bonds and notes issued
thereafter) which are payable in any fiscal yerr, togerher with any amount paid by the
Municipality in the preceding fiscal year on account of bonds or bond anticipation nores
guaranteed by the Municipality, exceed l0 percent of the rotal assessed value of the propny
located within the Municipality plus the balance of the ad valorem taxes in the debt service
fund, for bonds payable and bond anticipation notes to be repaid with lhe proceeds of
property taxes restricted for debt service.

Bondt Patableb)

The Municipality issues general obligation, special obligation and public improvement bonds to
finance the acquisilion, constnrction and improvement of capital assets, as well as, to finance
certain operating needs, including the payment to suppliers in certain circumstances.
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The laws and regulations of the Commonwealth pmvide rhar lhe Municipaliry's public debt will
constitute a first claim on the available revenue of the Municipality. public jebiis composed of
bonds payable. The good fairh, credit and taxing power oi thj Municipality are irrevocably
pledged for rhe prompt paymenr ofrhe principaland inleresr of bonds.

As described in Nore 4, the Muoicipality levies an annual addirional special rax of2.0O percent of
the assessed value of personil xnd real propeny. The proceeds of this additional sDecial trx are
deposited in a sinkinB f'und established at CDB whereby sufficrent funds are set cside to redeem
the bonds payable of the Municipality in minimum annual or semiannual principal and interest
paymenls. The colleclions of this special tax are recorded in the Municipality's debt service fund.

Foi financial reponing purposes, the oulstanding balances of bonds represent the total principal to
be repaid. Bonds payable is composed as follows rt June 30, 201 l:

2002 serial bonds (face amounr of $J70,000) due in annual principal
installments ranging from 515.000 ro $45,000; plus interests due in
semiannually insrallments at vadable mtes (l.29aZ xt June 30, 201l)
through July, l, 2017.

2003 serial bonds (face amount of 5285.000) due in annual principal
installmeors ranging from $5,000 to $25E,000; plus inrerests due in
semiannually installments at variable rates (4.507. at June j0, 201l)
through July l. 2028.

2005 serial bonds (face amounr $475,000) due in annual principal
installments ranging from $35.000 to 560,000: plus inrerests due in
semiannually inshllments at variable mtes (1.547. at June j0, 201l)
throuBh July l, 2015.

2005 serial bonds (face amount of $1,140,000) due in annual principal
installments ranging from $50,000 ro $105.000; plus inrcrests due in
semiannually installments at vaiable rates (1.54% xt June 30, 20ll)
through July l, 2020.

1998 serial bonds (face amount of 9576,000) due in annual principal
installments ranging from $14,000 ro $39.000; ptus inreresrs due in
semiannually installmenls a! variable rates (4.507. at June 30, 201l)
lhrough January l, 2023.

1996 serirl bonds (face amount of $5t4,000) due in annual principal
installmenls ranging from $16,000 to $39,000; plus interesrs due in
semiannually installments at variable rates (4.50./. at June 30, 201I)
through January 1.2020.
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Outstanding
Amount

$ 200,000

2.10.000

220,000

780,000

363,000

289,000



1000 serial bonds (face rmounr of 5239,000) due in annual principal
installments ranging from $6.000 to $17.000; plus inrerests due in
\cmiannually installments at variible mtes (,{.50% at June 30, 201l)
through Jrnuary l, 2025.

2005 serial bonds (face amounr of 915J,700) due in annual principal
installments ranging from Sl9.00O ro $25.100; plus inrerests due in
semiannually installments ar variable mres (4.507. at June 30, 2Ol l)
through January l, 2013.

2009 serial bonds (face amount of $670.000) due in annual principal
installments rangiog from $75,000 to $120,000; plus interesrs due in
semiannually i0slallments at variable rates (1.53% at June 30. 201l)
through July l, 2016.

2009 serial bonds (face amount of S1,035,000) due in anoual principal
installments ranging from $120,000 to $185,000; plus inrerests due in
semiannually installments at variable mles (4.757. at June 30, 201l)
through July l, 2015.

1997 serial bonds (face amount of $400,000) due in annual principal
installments ranging from $10,000 to $40,000; plus inreresrs due in
semiannually installments at variable mtes (1.5470 at June 30, 201I)
through July I, 2016.

2003-2004 serial bonds (face amount of 9865,000) due in annual
principal iflstallmenrs ranging from $60,000 ro $l10,000; plus inrerests
due in semiannually installments a! variable rates (l.53dz at June jO,
201i) lhrough July l, 2014.

2003 serial bonds (face amounr of $990,000) due in annual pri0cipal
inslallments ranging from S15,000 to $75,000: plus interesrs due in
semiannually installments at variable rates (1.547, ar June 30, 20ll)
through July l. 2028.

2008 serial bonds (face amount of $505,000) due in annual principal
installments ranging from Sl5,0O0 to $80,000; plus interests due in
semiannually installments at variable rates ( 1.547. rt June 30, 201 l)
through January I, 2016.

Total bonds payable

CoiItiuoNwEALTH oF PUERTo RIco
NIUNICIPALITY Of NAGUAAO
Notes to Financial Stalemeots

June 30.201 I
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Variable interest rales on serial bonds are reviewed periodically by GDB and are based on the
tlucluation of GDB'S weighted average rxte for its commercial paper program. Under this
program, GDB issues commercial papr: (l ) in the taxable and tax-exempt markets of the United
Smtes of Americ& (2) in &e Eurodollar market, and (3) to corporatio s haling tax exemptions
under the Commonweallh's Industrial Incenlives Acts and, which qualify for benefits provided by
the former Seclion 936 of the U.S. Intemal Revenue Code. Annual debt service requirements of
maturity for bonds payable nre as follows:

Fiscal year
ending

June 30, Principal Int€rest Total
l0l2
2013

l0 t4
20t 5

2016

20t'7 -202t

2022-2026
1027 -203t

Totals

$ 723,900

683,000
127.1O0

7.{0.000

682,000

1,672,000

545,000
275,000

t93,081 $

308,364
76t,162
2r3,988

168,t't3
120,637

t64,032
26,300

916,981

99t,364
988,262

9s3,988

850, t73
2,092,637

1@,032
301,300

s 6.0.+8.000 t,755,737 $ 7.803.137

At June 30. 201 l, xccrued interest payable on bonds amounted ro 970,574.

c) Notes Patable to CRIM

The Municipality hxd the following nores payables to CRIM ar June 30, 201 l:

. Public Acts No. 146 and No. 42 - On September 2,1, 2002, CRIM, on behalf of the
municipalities of Puerto Rico, enlered into a financing agreement with CDB pursuant to the
provisions of Public Acr No. 146 of October I l, 2001, as amended (Acr No. 146). The
purpose of this finnncing agreemelt was to extinguish in advance certain bonds payable
issued by Public Finance Corporation (PFC), a subsidiiry of CDB, which were originally
issued to pay cenain property tax receivables owned by rhe municipalities of puerto Rico
through 1996, which were acquired by PFC wirh recourse.

The original face amount of the note allocated by CRIM to the Municipality was for a term
not exceeding 30 years. The note bears inlerest at 6.50 percent during its first five years.
Subsequendy, from years 6 through 30, lhe loan shall bear variable int€rest at a rale of 125
points over the 5-year LIBOR rate, which will be adjusted every five years. During lhe firs(
five years ofthe note, commenced on July l, 2003. rhe Municipality shall pay only interest.
At the end of the first five years of the note, the repayment terns and conditions of the nole
shall be renegotiated to allow the Municipality to pay the outstanding balnnce of the note in
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equal installments of principal plus interest, through maturity. Interest payments on this
financing agreement aie accounted for in the geneml fund.

The Commonwealth's pubic Acr No. ,t2 of January 26, 2OOO (Act No. 42) was enacred to
authorize CRIM to enter into a financing agreement of up to S20O million, for a term not
exceeding 30 years. The financing atreement authorized CRIM to finance a debt thal fie
municipalities of Puerto Rico had with such entity, which arose from the difference between
the yearly final settlements of propeny tax advances made by CRIM fo lhe municipaliiies
and the aclual property tax collections received by CRIM from taxpayers through fiscal year
2000. The amounls thal the municipalities will collecr from the ajditional piop"ny rir,..
resulting from the increases in the subsidy from the Commonwealth are assignid tirough
Act No. 42 to repay such note. The increase in this subsidy was lhe result ofpublic Act No.
238 of August 15, 1999.

In addition, on Decembe. 16,2@2 6e Municipality entered into a repayment agreement
with GDB and CRIM to pay off the remaining of excess of property tax advances from
fiscal years 2000, 2001 and orher previous fiscal years. CRM retains the principal and
interest from the propeny tax advances of the Municipality. The amounts retained b, CRIM
are remitted lo CDB on July I of each fiscal year through July l, 2032. The repayment
agreement bears interest at variable rates determined by GDB (6.30 percent at June 30,
200E) but not exceeding 8.00 percent. principal and interes! p"ym"ni. on this financing
agreement are accoonted for in the general fund.

The oursranding principal of the nores payable to CRIM amounted to $231,936, ar June 30.
201 l.

d) Notes Palable to Land InJonnatiol Management SJsrem (llMS)

During rhe fiscal year 2001-2002, rhe Municipaliry aurhorized rhe CRIM to rerain the
corresponding portion for the financing projec! of Land Information Management System_LMS,
contracted by the CRM. A total of $215,030 is to be retained in tet years period at an interest
rate of 5.95 unlil November 28, 2011. The ourstanding debt balance of the nore payable
amounted to Sl8-408.

10. Employees' Retirement Systems

a) Plan Description

The Municipality's employees paticipate in rhe Employees' Rerirement System of the
Govemmen! of Pue(o Rico and its Instrumentalities (ERS), a cost-sharing multi-employer (as
related to rhe Municipaliry's repoding entily) defined pension plan established by the
Commonwealth. Substantially all fulltime employees of the Commonwealth and substantially
all municipalilies are covered by ERS under the rerms of public Act No . 441 of May | 5, 195 |, ai
amended (Act No. 447). All regular and temporary employees of the Municipality become plan
members ofERS at the daie ofemployment, while it is optional for officers appointed.
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ERS members, orher than those joiniog it after March 31, 1990, are eligible for rhe benefits
described below:

Retirement Ann it!

ERS memben are eligible for a retireoent annuity upon reaching the following age:

Policemen and firemen:
50 with 25 years ofcredited service
5E with l0 years ofcredited service

Otheremployees:
55 with 25 years ofcredited service
58 with l0 years ofcredited service

ERS memb€rs are eligible for monthly benefit payrnents determined by the application of lhe
slipulated b€nefit ratios to the member's average compensation. Avemge compensation is
computed based on the highest 36 months ofcompe.sation recognized by ERS. The annuily,
for which a member is eligible, is limiaed to a minimum of $300 per month and a maximum
of 75 percen! of the avemge compensation.

Merit Alnuiq

ERS nembers are eligible for merit annuity with a minimum of 30 yearc or more of credited
service. The annuity for which the plan mernber is eligible is limited to a minimum of 65
percent and a maximum of75 percent ofthe average compensation.

Defened Retiremenl Annuig

A participating employee who ceases to be an employee of the Municipality after having
accumulated a minimum of ten yea$ of credit€d service qualifies for retirement Lrenefits
provided his/her contributions are left in ERS until reaching 58 years of age.

Coordinated Plan

On lhe coordinared plan, by the time the employee reaches 65 years old and begins lo receive
socicl security benefits, the pension benefits are reduced by the following:
(a) $165 per monih, if retired wirh 55 years of age and 30 years ofcredited service.

(b) $ I l0 per month, if retired w ith less than 55 years of age and 30 years of credited serv ice_

(c) All other between $82 and $100 per month.

(d) Disability annuilies under rhe coordinaled plan are also adjusted at age 65 and in some
cases can be reduced over $165 per month.

Non Coordinated Plan

On the nonroordinated plan the participating employee afld does not have any change ofl the
pension benefits upon receiving socinl security benefits.
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Reversionaty Annuity

An ERS member, uF,on retirement, could elect to receive a reduced retirement annuity tiving
one or more benefit payments to hiyher dependents. The life annuity paymen$ would stan
after the death of the r€tiree for an amount not less than $240 per year or $eater than the
innuity payments being receired by the retiree.

Oc cupational Di sabiliD Annuil!

A panicipating employee, who as a direct resuh of lhe performrnce of hivher occupation is
totally and permanently disabled, is eligible for a disability annuity of 50 percent of the
compensation received at lhe time ofthe disability.

N o t- o c c upalio nal Di s a b il itt A n n u iq

A participating employee, totally and pemanently disabled for causes not related to hivher
occupation aod wirh no less than l0 years of credited service, is eligible fo. an annuity of
1.50 percent of the average compensation of the first 20 years ofcredited services, increased
by 2 prcent for every additional year of credited service in excess of 20 yean.

Death Benefrts

Occupational:

(B) Sqy!y!gS_!pSC!9 - annuity equal to 50 percent of fie pa(icipating employee's salary ar
the date of the death.

(b) gMdE! - $l0 per month for each child, minor or student, up to a maximum benefit per
family of $ 100.

Non-occupational:

Eglgltlglglt - the contributions and interest accumulared as of the dare of the dearh plus an
amount equal to the annual compensation at the time ofthe death.

Poshretirement:

Beneficiary with surviving spouse age 60 or over and a child, 18 or under, up ro 30 percent
(60 percent, if not covered under Tille ll of rhe Social Security Act) (increased to 50 percent
effective January l, 2005) of retiree's pension or otherwise the excess, if any, of the
accumulated cootriburions at rhe time of retirement over the lotal annuity beoefits received
before dexth, limired ro a minimumof $750
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R"f""ds

A participaring employee who ceases hivher employment with rhe Municipaliry wirhour lhe
right to a retircment annuity has the right lo a refund of the contributions to ERS plus any
interest eamed theteon.

Cost of Uing Adjustment Jor Pension Benefts

Public Act No. l0 of May 21, 1992 (Acr No. l0) provided for increases of 3 percenr every
(hree or more years of relirement. Act No. l0 requires further legislation to grant this
increase every lhree years subject to the presenlation of actuarial studies regarding its costs
and the source of financing. To protect rhe financial health of ERS, the increase granted
durinS 2001 and the one granted on January l, 2005 are being financed by rhe Municipality
and the other panicipaling employers.

To avoid any economic impac! orl ERS. the employers are responsible for contribu(ing to
ERS the amounts to cover rhe benefit payments and the employer aDd employee contributions
with respect to the participants covered ufltil the panicipants reach the normal retirement age.

Arnendment to Act No. ,147 e.lfective ,lanuary l, zNN to create q Delned Contribution plan

On September 24, 1999, Public Act No. 305, an amendment to Acr No. rg?. was enacted to
establish a defined contribution plan, known as System 2000, to cover employees joinmg
ERS on or afterJanuary l, 2000.

Employees thal participaled in the original plan as of December 3 I , I 999, had the opportunity
to elect to either stay in the defined benefit plan or transfer to Syslem 2000. Employees rhat
joined the Municipality on or after January l, 2000, were only allowed to become members
of System 2000.

System 2000 is a hybrid defined contribulion plan, also known as a cash balance plan. Under
this new plan, there is a pool of plan assets, which is inv€sted by the System, together with
those of the cost-sharing multi-employer defined benefit plan. Neither rhe Commonwealth
nor the Municipality guarantee beoefits at retirement age. The annuily is based on a formula
which assumes that each fiscal year the eftployee's contribution (with a minimum of 8.28
percent of the employee's salary up to a maximum of l0 percent) is invested as instructed by
the employee in an account which either: (l) eams a fixed rate based on the two-year
Constant Maturity Treasury Notes, (2) eams a rare equal ro 75 F,ercenr of rhe retum of the
ERS' investment ponfolio (net of management fees), or (3) eams a combination of both
ahematives. Panicipanls receive periodic account statemenls similar lo those of defined
contribution plans showing their accrued balances. Disability benefits are not granted under
System 2000, rather are provided to those panicipants that voluntarily elect to panicipate in a
private insurance long-term disability program. The employers' contributions (9.28 percent
of the employee's salary) with respect to employees under System 2000 will continue and
will be used to fund lhe cost-sharing multi-employer defined benefit plan.
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System 2000 reduced the retirement age from 65 years to 60 for those employees whojoined
rhe currenr plan on or after Jrnuary l, 2000.

Historically, the Commonwealrh has reponed ERS and Sysrem 2000 in irs basic financial
statements as pension trust funds. Accordingly, the Commonweahh is currently assuming
any actuarial deficiency that may exist or arise related to the Municipalily's participaring
employees because ERS does not allocate to the Municipality any acruarial deficiencies
penaining to participating municipal employees. The Municipality is only requircd by law to
make statutory contributioos a! lhe rates detailed below.

Recent Amendme ts to Act No, 147

In June and ruly 2003. the Governor of the Commonweakh signed three public Acts that
provided lhe followrng cenain bene[its to retirees:

(a) Increase in minimum monrhly pension payments to $300, effective January l, 2005.

(b) Triennial 3 percent increase in all pensions, effective January l, 2005.

(c) lncrease in widow and/or beneficiaries to 50 percent of the benefit received by the
deceased pensioner, effective January l, 2005.

All the benefits granted will be funded firough budgeiary assignments in lhe Municipality's
general fund with respect to its retied employees.

The Board of Trustees of ERS approved, effective November 17, 2003, an increase in the
amount granled on personal loans to participating employees from 93,000 to 95,000.

b) Funding Policl

The contribution requirement to ERS is established by law and is nol actuarially determined.
These contributions are as follows:

Munic ipality and other employers 9.28 percent of appl icable payrol I
Employees:
Coordinarion plao:

Supplementation plan:

5.78 percent of gross salary up to $6,600 per year,
plus 8.28 percent gross salary in excess of 96,600.
8.2E percent of gross salary. This is the only choice
available to policemen. firemen and majors

ll. Commitments and Contingencies

The Mulicipality is defendant in various legal proceedings pe(aining to matters incidental ro the
performance of.outine govemmental operations. Under Act No. 104 ofJune 25. 1955, as amended.
persons are authorized to sue the Municipality only for causes of aoions set fonh in said Acl to a
maximum amount of $75,000 or $150,000 if il involves actions for damages lo more than one person
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or where a single injured pany is eotitled to several causes ofaction. Undercertain circumstances, as

provided in Ac! No. 9 of November 26, 1975, as amended, fie MuniciPality may provide its officers
rnd employees wilh legal representation. as well rs issume the payment ofany judgment that may b€

entered against them. There is no limitation on the payment of suchjudgment.

with respects to pending or threatened liligation, rhe Municipality has reponed liabililies amounting
ro 5348.779 for awarded or anticipated unfavorable judgments rs of June 30, 201l. Management

believes tha! any unfavorable outcome in relation to p€nding or lhrealened litigation would not be

significant, if any.

The Municipality has reponed, outstanding encumbrances amounting to 5284,441 in the general fund
at June 30, 201 l. The Municipality intends to honor these encumbrances. which will continue to tre

Iiquidated under the current year's budget during a lapse period that extends into the subsequent

fiscrl year.

12. Fund Balances

As of June 30 201 l, fund balance is comprised of the following:

t'und balaa.e\:

imFoEmnts Olhe.
trmd goerrmnt t
tund furds

__________i-
1.247.442

D.hi seflice $ -
crpnalprcjecrs
Fede6lfunded poSram

Fedeml tunded pograrE

CEnemlgovemrc.t 2&1.4,1t

thr.srgred G,79,542t
rorarfundbara'ces -:_gjl:Jg.!.

I,2,17,882

2.1l2,016
$ 1.2.17.882

2.3 r 2,036
l.lrx,o84

17,0m

28,1.,141

11,159.542)

.g

r,306.0E4

17,000

2.3 r 2.036 1,121,08:r
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CoMITIoNWEALIH oT PUERTo RICo
}IUNICIPALITY oF NAGUABo
Notes to Financial Slatements

June 30,201I

lJ. Prior Period AdjustmeDt

On July l, 2010, the Municipality recorded a prior-period adjustment of $2.1,744 to iis Child Care
SENDEC fund. a non-major special revenue fund, for the purpose of correcting an accounting error

, carried over from 2010. Ahhough the adjustment was not malerial to the financill statements taken as
a whole, the beginning fund balance of the Child Care SENDEC fund and the begin[ing ner rss€rs
balances reponed in the statement of net assets were reduced by $24,244 and, accordingly restated in
the accompanying basic financial statemenls.

This Space Has Beet Intentionalf Left Blank
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CoTDIoNWEALTH or puERTo RIco
NITJNTCIPALITY oF NAGUABo

Budgetary Comparison Schedule - ceneral Fund
June 30. 201I

Onlinal fioal

Muicipal li.e.*ld6

Conslrtrclim er.iE 6d

hle govn*nlal gmrs md .o.tiburions

Orhd finecing smB
Total Benues ad trdsfd ,ior orhe. tunds

Cd€nl Sovm@r
Urbm md *o.omic d.vslopMr
H.ahh ed seranod

Public hoBins Md *lf@
Cultre. EEation md edu.ari..

ExN of E@rB ov.r qp.ndillB

5,860,8.{
954,902

599,9m
625..196

157,560

t,l14.160
12.0@

)19,61J

5,860,E41

954,902

599,900

625.496
157,560

l.ll'1,160
t2.000

J19.613

5,?28.814 S

890,7r5
576,679

170.6tl

t,ll8,75l
5.108

lll.68l
16.49?

|t32,o27)
(64,187)

\23j2D
(254.883)
(80.88t)

.r,195

(6,892)
(247,990)

9,9?l,172 9,924,132 9,155543 (769,189)

L 182,948

2,t53.4O1

825.t76
541,152
17t.0a2

48,469

6,988
t3).444

5,116,158

L181,562

2.110.41I
611,635

t-14,035
219.808

6,988
113,416

791,t14

2,944,632
1,458.106

1,u8,412
1,145,196

6,988

125,247

140.184

(.r.133.224)
(281,956)

334,20t
424,61t

so5.l88

(8,199)

140784
99U:132 99U,142 ( t.041.9s8)

425,122 5

S@rcerh0d3 of Rtuql
Aclual A@unts (budgeury basis) rviilable lo. appmpri arion ' lio m rie
budgelary c.np&ieo $hedule

Dilieqces - budger b6h 10 CAAPi
Net ch Se in Eceivables od delerrd rwsue3
'Imsf6 i, fton oth€r gov.m,Mlal turG

Tolal rcvenues as rponed on rhe s(at.lmt of Evenu.s, qpendnuB,
&d cheges in tuod bd c€s - govmmenral fu.ds.

U3.JOutno,. of f,6dc:
A.lu.l amuB (btrdgelty bair'1old cnog6 ro apprcpriation' fom tne
bud8et .y @np isn shedule

DiffemcB budSet ban to CAAP:
Cll@t ye& €ncumblmB
Prior yed encumbtues
NcI ch gc io payablB

TBnf6 out oth.r govm@lal aunds

Tohl .rpendioB a epoir.d on lhe slotemefl ot everu.s, cxpendn@s,
md .teges i. lund bal ces - govmftn$l funds

n,. ac.onwarins noks to th. baii.ltarcial akmnr at. hkR.al,ad oI this th.tluL

$ i),t55.543

694,586

1.)6.491i

$ 9,811,612

$ 8,880,774

(1,648,330)

2,019.11$
473.444

(1.10.784)

$ 9,441.260
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ColtltoNwEALTH oF puERTo Rrco
NIUNICIPAI,ITY oF NAGUAao

Schedule of Expendirures of Federal Awards
June 30.201I

Federrl Granior/Progrrm Title

F€dcrsl

CFI)A
Numtler

Federal
Disbunemen!s/
Expenditures

U.S. Deparlm€trt of Housing Ind Urbrn
Development (HUD)
Direct Progam:
Section 8 Housing Choice Vouchers
Shelter Plus Care

Emergency Shelter Grant Progmm
Pass trough Municipality ofSan Juan

Public Housing Capiral Fuod
Pass-through Commission€r Office of Municipal Affairs

Stale Block Cranr hogram - SBGP
Subtotal U.S. Depdment of HtlD

U.S. D€partment of Agriculture
Pass-through Pueno Rico D€pa(menr of Educarion

Child and Adult Clre Food Program

Subtotal U.S. Departinenr of Agriculture

U.S. Itpartment of Health and Humm Services (tlHS)
PNs-througi Puerto Rico Depanrhenr ofFamily

Child Care and Deyelopment Block Grart
ARRA Child Care and Development Block Crant

Subtotal U.S. Depanmenr of HHS

U,S. Department of Homelsnd Security

Disaster Crants , Public Assistance
(Presidentially Declared Disas@rs)

Subtotal U.S. Department ofHomeland Security

TOTAL

t4.871
14.238

l,t.23l

t4.241

14.228

33,404

69',t,010

1,4't2,339

26,758

26.758

$ 678,956
40,742

22,t61

380.214

225.419

93.515

93.1t3

t0.558

97.061

605,693

l,l1,969
141,969

2.216,159

See notes to Schedule of Erpenditures of Federal Awards.
65

ORT]Z. RIVERA. RI\'ERA & CO.

SukLrt P0Di\_i,t:.!jtr.ir.pR/r !16 jt5ir. p[frr \ i^ rr]t f.r\ -!r i-r i6r



l.

CoTI]UoNWEALTH oF I,T]TRIo RIco
luNrcrp.\LlTy oF NAGUAao

Notes to Schedule of Expenditures of Federrl Awards
June 30.201I

General

The accompanying Schedule of Expenditures of Fedeml Awards incl[ded the Federal grant
activity oflhe Municipality of Naguabo of $e Commonweahh of Pueno Rico and is presenled on
lhe accrual basis of accounting. The Municipality of Naguabo reponing entity is defined in Note
I on the municipality's basic financial slatements of OMB Circular A-133, Audirs of States, Local
Govemments and Non Profit Organizations, therefore, some amounts presented in this schedule
may differ from rmounts presented in our used in the prEparition of the basic financial
statemenfs.

Relatiooship to Basic Financial Statements

Expenditures of the Federal Awards as reported in lhe Statement of Revenues, Expenditures and
Changes in Fund Balances - Govemmental Funds. The reconciliation belween the expenditures in
the basic financial statemen$ and expenditures in the Schedule of Expenditures of Federal Award
is as follows:

Expenditures in the Basic Financial Statements

Non Major - Govemmental Funds
Less: Non-Federal Expenditures

Total Expenditures in the Schedule of Federal Awards

s 2,771,730
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INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTITER MATTERS

BAStrD ON AN AUDIT OF FINANCIAL STATEMENTS PERFORNTED IN ACCORDANCE
WITH GOVERNMENT AUDITING STANDARDS

To lhe Honomble Mayor and
Municipal Legislature

Municipality of Naguabo
Nrguabo, Puerto Rico

We have audi(ed the financial stalements of lhe govemmental activities, each major fund and the
aggregate remaining fund information of the Municipality of Naguabo, as ofand for the year ended
June 30, 201l, which collectively comprise the Municipality's basic financial s(atements and have
issued our report thereon dated November 29, 2011. We conducted our audit in accordance wilh
auditing standards generilly accepted in the United States of America and the standards applicable to
financial rodits contained in Govemment Auditing Standards, issued by the Comptroller General of the
United States.

Intemal Control over Financial Reoortine

ManaBement of the Municipality is responsible for establishing and maintaining effective intemal control
over financial reporting. In planning and performing our audit, we considered Municipality's intemal
control over financial reponing as basis for designing our auditing procedures for lhe purpose of
expressing our opinion on the financial statements, but not foa the purpose of expr€ssing an oprnion on
the effectiveness of the Municipality's intemal control over financial reporting. Accordingly, we do not
express an opinion on the effectiveness ofthe Municipality's intemal control ovet financial reporting-

A .leliciency in intemal cohtrol exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assiBned functions, to prevent, or
Jct.ct irnd cofiect misstltements on a timely basis. A material hea*ndsr is a deficiency, or combination
of deficiencies, in intemal control, such that there is a rea-sonable possibility that a material misstalement
ofthe entity's financial statements will not be prevented, or detected and corrected on a rimely basis

Our considemtion of intemal control over financial reporting was for the limited purpose described in the
first paragraph of this section and was not designed to identify all deficiencies in iotemal confol ovei
financial reporting that might be deficiencies, significnnt deficiencies oa material weaknesses. we did no!
idenriry any deficiencies in iotemal control over financial reponing dat we consider to be material
weaknesses. as defined above.
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Comoliance and Other Matters

As pan of obtaining reasonable assurance about whether the Municipality of Naguabo's financial
statements are free of material misstatemen!, we performed tests of its compliance with ceflain provisions
of hws, regulatioos, contmcts and grant agreements, noncompliince with which could have a direct and
material effect on the delermination of fioancial statement amounts. 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 of our test disclosed no instances of noncompliance or other matters that are

required to be reported undet Go\iemment Atulhinq Sta lalds.

This report is intended solely for the information and use of management, Commissioner Office of
Municipal Affairs. others wi$in the cnrity and the federal awarding agencies and pass{hrough entities
and is not intended to be xnd should not b€ used by anyone other than these specified panies.

San Juan, Puerto Rico
November 29. 201I &,/,,"4,-:'C

6E
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INDEPENDENT AUDTTORS' REPORT ON CONIPLIANCE WITH
REQUIREMENTS THAT COULD HAVE A DIRECT AND IVTATERIAL

EI'FECT ON EACH MAJOR PROGRAM AND ON INTERNAL
CONTROL OVER COIIPLIANCE IN ACCORDANCE

WITH ONIB CTRCULAR A.I33

To the Honorable Mayor
and Municipal Legislatur€

Municipality of Naguabo
Naguabo, Puerto Rico

Compliance

lve have audited Municipalily of Naglabo's compliance with the types of compliance requirements
described in the OMB Circular A-133 Conpliance Supplemenl lh^l co].rld have a direct and material effect
on each Municipality of Naguabo's major federal programs for rhe year ended June 30, 2011.
Municipality of Naguabo's major federal programs are identified in the summnry of auditor's results
section of the accompanying schedule of findings and questioned costs. Compliance with the
requirements of laws, regulations, contracts and grants applicable to each of its major federal programs is

the responsibility of Municipality of Naguabo's management. Our responsibility is to express an opinion
on Municipality ofNaguabo's compliance based on our audit.

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

United states of America; the standards applicable to financial audits contained in Governnent Auliting
Star.Jardr, issued by the Comproller Geneml of the United States; and OMB Circular A-133, Ad,h o/
States, Local Govemments, antl Non-ProJit orga aatio s. Those standards and oMB Circular ,{-133
require th we plan and perform the audit to oblain reasonable assurance about whelher 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 Naguabo's compliance with those requirements and performing such o&er procedures as

we considered necessary in the circumstances. we beliele that our rudit provides a re$onable basis for
our opinion. Our audi! does not provide a legal de(ermination on Municipality of Naguabo's compliance
wilh ihose requirements.

In our opinion, fie Municipality of Naguabo complied, in all material respects, with lhe requirements

referred to above that could have a direct and material effect on each of i$ major federal programs for lhe
y ear ended lune 30, 20ll- However the results of our auditing procedures disclosed instances of
noncompliance with those requirements, which are required to be reported in accordance with OMB
Circular A-133 nnd which are descrited in the accompanying schedule of findings and questioned cosls
r\ items I l-l rnd I l-2-
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Intemal Control over ComDliance

Management of Municipaliry of Naguabo is responsible for establishing and maintaining effecrive
intemal contol over compliance with the requirements of laws, regulations, contaacts and gmnts
rpplicable to federal programs. In planning and performing our audit, we considered Muoicipality of
Naguabo's intemal control over compliance with the requireftents that could have a direct and material
effect on a major fede.al progmm to delermine the auditing procedures for the purpose of expressing our
opinion on compliance and ro test and report on inlemal control over compliance in accordance with
OMB Circular A-133, but not for the pu4)ose of expressing an opinioo on the effectiveness of intemal
control over compliance. Accordingly, we do not express an opinion on the effectiveness of the
Municipality's intemal control overcompliance.

A defrciency in intemal control oyer compliarce exists when the design or opemtion of a conrol over
compliance does not allow management or employees, in the normal cou$e of performing their assigned
functions, to prevent, or detect and correct, noncompliance with a type of compliance requirement of a
federal program on a timely basis. A material weakness in intemal control over compliance is a
deficiency, or combination of deficiencies, in inlemal control over compliance, such that lhere is a
reasonable possibility that malerial noncompliance with a type of compliance requirement of a federal
program will not be prevented, or delected and coftected, on a timely basis.

Our consideration of intemal conrol over compliance was for the limited purpose described in the first
paragraph of this section and was not designed to identify all deficiencies in intemal control over
compliance that might be deficiencies, significant deficiencies, or maerial weaknesses. We did not
identify any deflciencies in inteoal conkol over compliance that we consider to be material weaknesses,

Municipality's responses to lhe findings identified in ouI audit are described in the accompanying
schedule of findings and questioned costs. We did not audit Municipality's response and, accordingly, we
express no opinion on it.

This report is intended solely for the information and use of management, Commissioner Office of
Municipal Affairs, others within the entiry and the federal awarding agencies and pass-ihrough entities
and is not intended to be and should not tre used by anyone other than these specified parties.

San Juan, Puerto Rico
November 29, 201I

ro rhe oriSinaloithis repon.
The namp El65l5 w6 affired
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Co IMoNWEALTH oF PUERTO RICo
MUNICIPALITY OF NAGUABO

Schedule of Findings and Questioned Costs
Fo. The Fiscal Year Ended June 10. 201I

I. SU}INIARY OF AI,'DIT RESULTS

Financial Statements

Type of auditor's repon issued:

Inremal control over [inancial reporling:

Material weakness (es) identified?

Significant deficiency (ies) identified?

Noncompliance material to financial slatements noted?

Federal Awards

Intemal Control over major programs:

Material weakness (es) identif ied?

Significant deficiency (ies) identified

Type of auditor's report issued on compliance for major
programs:

Any audit findings disclosed that are requircd to be reponed in

Unqualified opinion

Yes X No

Yes X No

Yes X No

Yes X No

Yes X No

accordanc€ with s€ction 510 (a) ofOMB Circular A-133? X Yes No

Identifiq{ion of major progfilms:

CFDA Number (s)

1.1.228

93.575
93 7 t:l

Unqualified

NNme of Federal Program or Cluster

State Block Cmnt Program
Child Care and Development Block Granl Program
ARRA Child Care and Development Block Grant

Program

Dollar threshold used to distinBuish bctween (ype A and Type B programs: $ 300,000

Audiled qualified as Iow-risk auditee?

1t
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2.

l.

CoilrsIoNwEALTH oF PUERTo RTco
MUNICIPALITY oF NAGUABo

Schedule of Findings and Questioned Costs
For The Fiscal Year Ended June 30, 201 I

FINANCIAL STATENIENTS FINDINGS

None

FEDERAL AWARDS FINDINGS AND QUESTIONED COSTS

Questioned
Costs_@__

CIDA No.
93,113
ARRA Chi|d
Care snd
Development
Block Grsnt
Prcgmm

Finding / Noncompliance

Condition ll-l

The Municipality does not have effective intemal controls
over compliance with the requirement to ensure that xll
laborers and nechanics employed by confactors or
subconractors to work on consfuction contracts in excess
of $2,000 financed by Federal assistance funds are paid
wages not less than those established for the locality of the
project (prevailing wage rates) by the Department of Labor
(DOL) (40 USC 276a to 276a-7). For rhe constnrction
projects selected for testing, we noted that the contmcls do
not have the prevailing wage rate clause updated. In
addition, none of the contracts selected include the
corresponding claus€s related to Davis-Bacon Act.

Criteria

The Davis Bacon Act requires that all laborers and
mechanics employed by contractors or subcontractors to
work on construction contracts in excess of $2,000 financed
by Federal assistance funds must be paid wages not less than
lhose eslablished for the locality of the project (prevailing
wage rat€s) by rhe DOL (40 USC 216a to 276a-7)

Cause

The program's management failed to monitor the laborers
employed by contactors to assure they are paid rhe
prevailing wage rates and includes the certified payrolls.
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CoMIIoNWEALTH oF PUf,RTo R]co
MUNICIPALITY OT NAGUABo

Schedule of Findings and Questioned Costs
For The Fiscal Year Ended June 30, 201I

Finding / Noncompliance
Questioncd

CostsProgrlm

CFDA No.
93.575
Child Car€
and
Development
Block Grant
Program

Effect

The continued failure to implement intemal controls and
ensure compliance with the above requircment may expose
the Municipality to cost disallowances.

Recommendation

The Municipality should require to the construction
confactots to make interviews to laborers to assure that
wages paid are not less than those established by the DOL
and to include the corresponding clauses related to Davis-
Bacon AcL

Condition ll.2

The Municipaliry did not comply with the requirement of
preparing and filling ils Accrued Expenditures repo( on a
timely basis. during our examination of the Accrued
Expenditures Repo(, we noted that the Mu[icipality did nor
send on time the quanerly report for the following period
ended.

Quarter Ended

June 30, 2011

Crileria

Du€ Date Datc Submitted

July 15, 201 I September 6, 201 I

The Municipaliry is not in compliance with 45 CFR74.52
which requires federal fund recipients to periodically
monitor the performance of g.ant-supponed activities ao

ensure that time schedules are being met, projected work
units by time periods are being accomplish€d, and other
p€rformance goals are being achieved by the preparalion of
federal financir.i reports. To achieve these goals, program
management should prepare rccurate and timely federal
financial repons.
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CoNtMoNwEALTH oF PUERTo RIco
MUNICIPALITY oF NAGUABo

Schedule of Findings and Questioned Cosis
For The Fiscal Year Ended June 30, 201t

ProErarr
Questioned

C06tsFinding / Noncomplisnce

Cau!€

The above situation occurred trcause the Municipality did
not ensurc lo verify and understand its reporting
requirements for this program.

Effect

The continued failure to file lhe required reports may result
in sanctions by lhe Federal grantor, such as glant payment
with holdings.

Recommendation

The Municipality should verify and become familiar with all
administmtive requirements applicable to each federal
financial assistance program, especially when new grants are
received. This can tre achieved by obtaining the information
applicable to the program form the pass-thru grantor, federnl
grantor, or the Catalog of Federal Domestic Assistance
("CFDA"), which is available from the federal govemment.
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CONT}IONWf,ALTTI oF PUERTO RIco
IlTI,NIcIPALITY oF NAGUABo

Schedule of Status ofPrior Yeaa
Audit Findings and Questiofled Cost

For The Fiscal Year Ended June 30. 201 I

During the current examination, follow up was given to the findings informed to the Municipality in prior

years. I[ was noted that co[ective 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 Findings

and Questioned Cosls.
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Co TMoNWEALTH oF PUERTo fuco
MUNIcIPALTTY oF NAcUABo

Schedule of Status ofPrior Year
Audit Findings and Questioned Cost (Continued)

For The Fiscal Year Ended June 30, 201I

Finding / Noncompliance
Questioned

Costs

CFDA No, 14.228 Condition lG01

Consruction contracts in excess of $2,000 financed by Condition was
federal assistance funds must be paid wages not less corrected.
than local prevailing rate.

CFDA No. 14.t71 Condition 10-02

As part of the eligibility test fo. participants, in 5 of I I Condition was
participants' files, the file application form was not corrected.
pres€nt in the file.
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ESTADO LIBRE ASOCIADO DE PUERTO RICO

Gobierno Municipal de Naguabo
DEPARTAMENTO DE FINANZAS

Naguabo, Puerto Rico

CORRECTTVE ACTION PLAN

November 29.201I

Cognizant or Oversight Agency for Audit:

Municipality ofNaguabo respectfully submits the follouiniE corrective action plan for the year ended June
10. 20r r

Name and address of independent public accounting tirm: Ortia Rivera, Rivera & Co., Suite 152, PO
Box 70250. San Juan. Puerto Rico 00936-7250.

Audit period: Fiscal year ended June 30, 201 I

The findings from the June 30, 201I schedule offindings and questioned costs are discussed below. The
findings are numbered consistently with the numbers assigned in the schedule.

FINDINGS - FEDERAL AWARD PROGRAM AI]DIT

Finding I l-l: ARRA Child Care rnd Development Block Grsrt Program - CFDA No.93.713

Reoortable condition: See Condition I l-l

Recommendation:

The Municipality should require to the construciton contractors to make the interviews to laborers to
assure that wages paid are not less than those established by the DOL and to include the corresponsing
clauses in the construction conracts related to Davis-Bacon Act.

Action Taken:

The Municipality will establish procedures to coordinate with the contractors the realizalion of interviews
to the employees to assure that wages paid are not less ta those established by the DOL.

Trabajatdo pam el Nagudbo que lodos merecemos.
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Finding ll-2t Child Carc and Devclopment Block Grant Pmglem - CFDA No.93.575

Reoortable Condition: See Condition I l-2

Ece.a!!!!r!.da!.a!:

The Municipality should verif and become familiar with all administralive requirements applicable to
each fedeml financial assistance program, especially when new grants are received. This can be achieved
by obtaining the information applicable to the program from the pass-thru gmntor, federal grantor. or the
Catalog of Federal Domestic Assistance ("CFDA"), which is available from the fedeml goverment.

Action Taken

The Municipality will verity and become familiar with all administrative requirements applicable to each
federal financing assistance program especially with new grants and received, This will be achieved by
obtaining the information applicable to the program from the pass-thru grantor, or the Catalog of Federal
Domestic Assitance (CFDA).

lfthe Cognizant or Oversight Agency for Audit has questions regarding this plan, please call Mr. Diego
Mel6ndez at (7E7) 874-3040.

Cordially, ^n
,f,lu
nde\|hanct Direcror

-fNaguabd

Die&,'M
unicipali


