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cPADtAZ-firARTttZ, PSC
cEmaED PuBlaacfln lt] rs|I{! @ sulttMs

INDEPENDENT AUOITOR'S REPORT

To the Honorable l,layor and
Member of the Municipal Legi6lature

Municipality of Naguabo of the
Commonwealth of Puerto Rico

Naguabo, Puefto Rico

Report on the Financial Statement3

We have audited lhe accompanylng financial statements oi lhe govemmental activities, each major fund, and the
aggregale remainlfg fund informalion of Municipality of Naguabo of the Commonwealth of Puerto Rico
(ilunicipality), as ol and Ior the llscal year ended June 30, 2013, and the rclated notes to lhe financial statements,
!'/hich collectively comprise Municipality's basic finan.ial statements as listed ln lhe Table of Contents.

iranageme,tb Resporsib ilily tot the Financial Statenents

l!4anagement is rcsponsible lorlhe preparation and fair presenlalion ofthese linancial slalements in accordance with
accounting principles generally accepted in the Uniled States of Amenca; this includes the design, implementation,
and maintenance of inlernal conlrol relevanl lo the preparalion and fair prcsenlalion of linancial statemenls lhal are
tree frcm material misstatemenl, whelherdue lo fraud orerror.

Aud ilo I s R es pon sib i I ity

our responsibility is to express opinlons on these linanclal slalements based on our audil. We conducted our audit in
accordance wilh audiUfg standards genemlly accepted in lhe United Slales ofAmerica and the standards applicable
lo llnancialaudits conlained it Govennent Audiling Standards, lssued bythe Comptroller General of the Uniled Slales.
those slandards require lhat we plan and perfofin the auditlo obtain reasonable assurance aboul trhelherlhe financial
slalemenls are free of maleial mlsslalemenl.

An audil involves performing procedures 10 obtain audit evidence about the amounts and disclosures in lhe linancial
stalemenls. The p.oced!rcs selected depend on lhe audilois judgment, incllding the assessmenl of the sks of
material misstalemenl oflhe financial slatements, $helher due to fraud or eror. ln rnaklng those isk assessments,
the audilor consideF internal conlrol relevant to the Municipality's preparation and fak presenlalion of lhe financial
statements n oder to design ald t procedures that are approp ale in the circumslances, bul not for the purpose of
expressing an op n onon the effectiveness ofthe entity's nlemalcontrol. Accordingly, we express no such opinion. An
audit also ncludes evaluating lhe appropraleness of the acco!|ting pollcies used and the reasonableness of
sgnifrcant accounl ng eslimales made by managemenl, as wellas evalualing lhe overall presenlaliof oflhe iinancial
slalemenls.

We believe lhat our audit evidence we have oblained is sufiicenl and appropriate to provide a basis lor our audil
opinions.

.nDlH6ib.{.PAkrRdi,kwBnshal,e.aig._?tmfrr"?'.-*



INDEPENDENT AUDITOR'S REPORT
To the Honorable Mayor and

Member of the Municipal Legislature
Municipality ot Naguabo of the

Commonnealth of Puerto Rico
Page 2

Basis tot Qualified Opinion on Govennentel Activities

During ouraudir rhe Municharity did nol provide a subsidia,y of capitarassets that agreed with rhe amounrs reporred
in govemmenral aclivities or the Governmeniar-wide Financi;r slatements and, accoraingty, tne depreciation expense

:lY:: T:"]: l:l.l:lpported. Accounring pnnciptes generafly accepred in the Uoired 6taG ofAmerica requiie thar
rnose caprtar assets been supported ro presen ne assers, ner posrlion, ano expense of rhe governmenrar activities.
The amountby which lhis depadure wourd afiecr rhe assets net position, and expenses or thelovemmenlar activities
has not been delermined.

Qualified Opinion

ln our opinion, excepl Ior the effects of the matters drscussed rn the"Basis lor eLtalilied Opinton, paragmph, the
financial sraremenls refefied to above present fairry, rn afl maleriar respect, rhe respective rinanirat posilion of lhe
govern mental activilies ol the Municiparity of Naguabo ot the commonwealth of puerto Rico, a; ofJune 30, 2013,
and the respective changes in linanciar poslion thereof for the fiscaryear rhen ended in accordanie with accounting
principles generally accepled in the United States ofAmerica.

Unnodilied Opin:ans

ln ouropinion, rhe financiar statements rcferred lo above presenl fairry, in a[ mareriar respecis, the respective financiar
position of each major iund, and the aggregate remaining fund rnlo;matron of the ti,tunicifaiity oiltaguam offte
commonwealrh of Puedo Rico, as ofJune 30, 20i3, and the respecrrve changes rn financrar josition thereor for the
fiscal year then ended in accodance with accounling principres generaly accepied in the Unrtei Stites otAmerica.

Enphesis-of.Mattet

N err/ ly Ad a p ted St an d a d s

As discussed in Note 23 to the linanclat stalem-eflls, the Municipality adopted new accounting glidance,
covemmenlal Accounling Standards Board (GASB) Slatemenl No. 63, Fir;rcra t i<eporting ot iilerret Oumows of
Resources, Defercd lnf,aws of Resoutces, and Net posiron, and GASB Stalement N;. 65, iiens prcviously Repoted
as Assels and l/ablities elleclive July 1, 20j2. Our opinion is not modifed with respect lo ihis matter

Restatenenl of Piot Year Financial Statenanls

As discussed in Nole 22 lo lhe basic financial statemenls, the 2012 Rnancial statements have been restated to corecl
misslalements. ouropinions is not modilied wilh respecl lo thls mafler.

."*:g%JfiiffiL".



INDEPENDENT AUDITOR'S REPORT
To the HonoIable ilayor and

Member of the Municipal Legjslalure
Municipality of Naguabo of the

Commonwealth of Puerto Rico
Page 3

Othet Mattets

Required Supplene ary Intotmation

Accounliflg principles generally accepled in the united states of Amedca require that the l!,4anagements Discussion
and Analysis on pages 6 lhrough 16, and budgetary compa son infomatio; on pages 60 and"a1 be presented to
supplement lhe basic financiarstatements. such information, a[hough not a parl of th'e basic i]nanciar siatements, is
required by Govemmental Accounling slandards Board wjro consid;rs itto be an essential part ofiinancial reporting
for placing the basic flnanciar statements in an appropriate operalionar, economic, or hisioricar context. we have
applied.cedain limiled procedures to rhe required suppremenlary informalion in accordance with audiring standards
geneElly accepted in rhe unired states ofAmerica, which consisied ofinquiries of managemenl about the melhods of
prepa nglhe infofinalion and comparing rhe information forconsistency wiih managemeni,s responses to ourinquiries,
lhe basic nnanciar srarements, and other knowredge we obrained during our audl oi the basic ioancial statemenls. we
0o n.lexpr-ess an opinion or provide any assurance on the information because lhe rimiled procedures do rctprcvide
us with sufficient evidence lo express an opinion or paovlde any assurafce.

S upplenent ary lntarnation

o!rauiil was conducled forlhe purpose offorming oplniofson the financial statements that collectively comprise the
fi'lunicipality's basic flnancial sratements. The accompanying Financial Data schedule - section g Housing choice
Vouchers Program, as rcquired by U.S. Depadment of Housing and Urban Development, on pages 63 througli 65, and
the schedule of Expenditures of FederarAwards, as requrred by rJ.S. office of r\,ianagement a'nd Budget circurarA-
133, Audrts ofstales, tocai Govemmenls, and Non-proft Oryanization, on pages iithrough 69, are presented for
purposes of addilional analysis afd are not required parts ol the basic financial ;latements.

rhe accompanying Financial Dara schedure - section 8 Housing choice vouche* program and lhe schedule of
Expenditurcs ofFederalAwards are the responsibiriry of management and was derived fro; and relates di,eclly to the
underiying accounting and olher records used lo preparc lhe financial statements. such information has been
subjected to the audiling procedures applied in the aldit of lhe basic linancial statements and certain additional
procedures, including comparing and reconciling such information dirccty to lhe underlying accounling and other
records used to prepare the fifancial statements or lo ihe financial slatements themselve-s, and other additional
prccedures in accordance with auditing slandards generally accepted in the uniled states ofAmerica. ln our opinion,
lhe.Financial Dara schedure - secrron I Housing choice voucherc progrcm and the schedlre of Expenditures of
FederalAwards are faidy slated, rn all material respecls, in relation io the linancial slatements as awhole.

-*rqairfff:ffift-*



INDEPENDENT AUDITOR'S REPORT
To the Honorable Mayor and

Member of the Municipal Legislature
Municipality of Naguabo ofthe

Commonwealth of Puefo Rico
Page 4

O'ther Reporting R€quked by Covemnental Auditing Standads

ln accordance wilh Govemment Audting Standads, we have also issued our report dated April 30, 20i4 on our
consideclion.of the Municiparity's intemar contrcr over financiar reporing on our iest of is coriprrance wilh certair

11"-rl:1"T, 
of li* ryrl.tions. conrracrs and grant agcements and othe; mafles. The purpose of lhat reporris to

oesclDe lhe scope of o"r lesli.g of ;nrernar conrror over linanciar reporting and compr;arce and rhe resulrs ot that
lesting, and nol to prcvide an opinion on lhe inlemal conlrol over financial iepoding ; on compliance. That reporl is
an integralparl ofan audit performed in accodance w h Govennenr Auditing stan;a/ds in co idered Municiparity,s
intemal conlrol over llnancial rcporling and compliance.

CPA Diaz-l\,ladinez, PSC
Certified Public Accounlants & Consultants
License Number 12, expires on December 1, 2016

Caguas, Puerlo Rico

April30, 2014

Slamp No. E100034 was afiixed to
lhe originalrepod.

iil..pA'}. Gddrcnd
.-'':- jY Alan oudlty c6t r
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) $4' 753'396' an increase of $6,009, 135 with respect 1o prior year.
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COMI ONWEALTH OF PUERTO RICO
MUNICIPALITY oF NAGUABo, PUERIo RIco

MANAGEMENT'S OISCUSSION AND ANALYSIS
FoRTHE FISCAL YEAR ENDED JUIE 30,2013

OVERVIEW OF THE FINANCIAL STATEMENTS

The l!y'unicipality's basic financial statements comprise lhrce componentsr (1) management discussion and analysis
(presented here), (2) basic financial slatements and (3) required sr.lpplementary infoima{on.

Covernfient-wide

Sartefients

Notes to the

Staaements

The l,lunicipality's basic linanc]al statements consist of two kinds of statements, each with a different view of lhe
l!4unicipality's finances. The governmenl-wde linancial slatements provde both long"lerm and short{erm inforrnation
aboul the i.4unicipalily's overall fnancial status. The fund financial stalements locus on major aspecls ol the
lvuniclpalily's operalions, repoding those operallons in more delailthan the govemmenl-wide statemenlsl

Basic Financial Statements

a eovemment-WidennancialStatenents

The govemmenlwide statements reporl information aboul the l\4unicipality as a whole lsing accounting
melhods similar to those lsed by private-sector businesses. They are prepared using the flow ol economic
reso!rces measurement focus and the accrualbasts ofaccounling.

Statenent oI Net Positon -The Statemenl of ly'et posltii, presents information on all of the lvuniclpality,s
assets, deferred outflows oI resources, liabilities, and deferred inflows of resources, wth the ditference
between lhem reported as nel position. over lime, increases or decreases in net position may serve as a
useful indicator of whether its linancial posiuon is improving or deterioraling. other non-financial iaclors, such
as the condlliof ofthe l\,4unicipality's roads and olher lnfrastruclure may need lo be considercd to assessthe
overall financial positon ollhe M-nicipat,ty.

Stetenent ol Activities - Ihe Statenent of Activities prcsents infomation showing how the l!,4unicipality s
nel position changed during the year. Allchanges in net position (current yeals revenues less expenses) arc
reporled assoon as lhe undedylng evenl giving rise to the change occlrs, rogardle s$ of the timing ol rciated
cash,Tows. Thus, rcvenues and expenses are repoded in this slatemenfiorsome itemsthal willo;ly resull in
cash flows in flllre Jiscal periods (e.9., uncollected taxes and eamed but unused vacation leave). The
Statenent of Activitiesisfacused on both the grcss and net cosl of va ous aclivities (including govemmental
and business-lype aclivities). This islnlended to summarizeand sirnplifythe reader,s analysis ollhe revenues
and cosls ofvadous state aclivilies and the degree to which activities are subsidized by qeneralrevenues

Both of these governmenlwde financial slalements disllnglish funclions of the l\,{unicipality lhat al€
prlncipally supported by laxes and intergovemmental reven ues (governmental activilies) from olher functions
thal are intended lo recover allor a signilicant porlion oftheir cosls thrcugh userfees and charges (buslness_
type aclivilies).

NTSOF



COIi,!MONWEALTH OF PUERTO RICO
MUIICIPATIY oF NAGUABo, PUERTo RIco

MANAGEMENT'SDISCUSSION ANDANALYSIS
FORIHE FISCAL YEAR ENoED JUIIE 30,2013

]L:g:T.TT"i!g1".riyli:: ot the [,{ Lr n ic patity include generat govemment, p!blic works and sanitarion; pubtic
satety_ cutlure and recreation housing, welfare, and community development and education. These activilies
are primarily financed through property taxes, olher localtaxejand intergovemmental revenues.

The governmeflwide llnancial slaternents can be found on pages 17-1g ofthis report.

. FundFinancialS|,tenents

Governmenral funds are used to accolnt for essentialy rhe same f.rncr]ons repofted as qovernmenraj
activities in the governmenfwide statements. However, unlike the governmenl.wide slaiements, the
goveflr menlal llnds financral statemenrs focus on neaFterm inflows and o-utfrows of spendable resolrces, as
well as on balances of spendable resources available al lhe end of the ,scal year. S;ch informaiion may be
useful in evaluaiing the l!4unicipalitys near-term financing requirements.

ln pa cular unassigned fund balance may serve as a useful measure of a governmenl,s net resources
available for spending al the end of the fiscal year. At lhe end of the cu'ent f;cal year, the l\,4unicipality,s
governmenlal.funds repoded combined ending fund balances oI $89g,631. Approximately ($4.j) miiJion of
this isnt availabb for spending at the govemment's discretion lunassigned iund Bab;c; (Deficiol. The
remainder of fund balance is resticled, committed or assiqned to indicate that rs not avaiiable for new
spending because it has already been commitied.

Eeca{rse rhe focus of govemmenlal funds is narrower than that of lhe government-wide iinanciai slalemenrs,
it is useful ro compare the informarion presented for govemmenlal rurds wilh simirar informalion presented
lot governnental activilies in the govemmentwide linancial statements. By doing so, readers may better
undemlard the longlerm impact oi the governmenls near-term llnancing d;cision;. Both lhe qovernmental
fund balance sheet and the govemmentalfund statemenl of revenues, expendilures, and ch;nges in fund
balances provide a rcconciliation lo facilitate lhis compa son belween govemrnertal funds and g;vernmental
actirilies.

The governmental f! nd statements focus on majorfunds. The l!,4unicipality,s majorfunds are the generalfund
(which accounls lor the main operating activities of the Ivlniclpalily) and funds that comply with-a mtntmum
crileion (percenlage ol the assels labilities, revenues or expenditures). Funds that do;oicomply with lhls
criterion are grcuped and presenled in a single column as other govemmenlal funds.

The governmenlal lunds financial slatemenls can be found on pages j 9-22 of lhis report.

Notes to he Flnancial Statements

Provide integral information needed lo explain lhe basis for lhe numberc used within lhe Basic Financjal
Stalemenls and provide more detailed dala.

Re q u i rcd Su p plen e ntary I nl om ation

Provides addilional inlonnalion to better undeBland the linancial position of the lvunicipality and conlains the
Budgelary Comparison Schedule for the ceneralFund

I



COIIIIiIONWEALTH OF PUERTO RICO

MUNICIPALIIY oF NAGUABo, PUERTo RIco
MANAGEMENT'S DISCUSSION AND ANALYSIS

FOR T,]E FISCAL YEAR ENDED JJNE 30,2013

FINANCIAL ANALYSIS OF THE MUNICIPALITYASA WHOLE

Statemenl of Net Position

Nel posirion(assets over liabillties) may serve overrime as a useful indicator of a govemments financial position. Nel
posilion forrhe year had an increase of 1i% with respect 10 prior year as resraled:The mosl significant change was a
decrease oi lhe Lrnreskicled deficil by 96,47s,r 16. Arso, an increase in capitarassers by $g17,36i (nel ofdepr;ciation),
wilh a decrease in current liabilities by $8,592,634, due to bank overd€ft recognizeO on prloiyeai.

The following Table presenls a sr.lmmary of the Slalemenls of Net position as of June 30, 2013 and 2012i

Table 1

Commonlveahh of Pueno Rico

Municipality of Naguabo

Statement ol Net Position
As ot Juno 30,

Currentand Non-CurrenlAsseb

CapiblAsseb

TotalAsset3

CurentLbbilites

Long-Term Liabiliiies

Total Liabitities

Net Posifon]

Net lnvestEnl in Capibl Asseb

Restictd

Unresticbd (Defcl0

Total Net Position

2013

$ 7,868,842

47,000,942

54,869,78{

3,447,891

693,539

13,167,528

2012

$ 11,613,26s

46,183,579

57,796,844

12,040,s2s

675,014

8,132,445

20,847,984

40,968,173

5,017,265

14,283,182)

43,507,438

4,199720
(107s8,298)

11,702,256 $ 36,948,860

The largesl porlion oi the l!4unicipality's net position reflecls its net investment in capitalassels (e.g., land, buildings
equlpmenl, and infrastrucllre) for $40,968,173t lotal capltal assets ($59,240,374) less accumulaled deoreclalion
($12,239,432) and less any related oulstanding debt (96,032,769) used io acqlrre those assets. The i/unrcrpahty uses
lhese assets to prcvide services to its cilizens and consequenlly, lhese assets are not available for future spe;ding.
The resolrces needed to repay the debt related to these capilalassels must be prcvided from othersources, because
capltalassels arc notgenerally liquidaled {orlhe purpose of reliring debt.

Reslricted net posllion .epresents resources that are subject lo external reslrlcl ons on howlhey may be used.

Unreslricled net position is the pa( of lhe nel assets that can be used to finance daylo{ay operalons wilholt
constrains established by debtcovenants, enabling legislation or other legal req uircmenls.

As of June 30, 2013 lhe lt4uniclpality presented lnreslricted (deficit) nel position of ($4,283 j82). This batance was
affected by long lerm obllgations such as compensaled absences gl,62j 406 and other debls for the amounl oi
$484,692 for which the [4unic]palily did not provide iunding in prcvious budgets. Hislo cally, such obligations have
been budgeted on a pay as you go basis wilholl providlng fud ng fortheirfuture liquidalion.



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY oF NAGUABo, PUERTo RIco
MANAGEMENT'S DISCUSSIONANDANALYSIS

FoR rHE FtscaL YE RE]{DEDJUIE 30,20.13

Statement of Aclivitles

The following Table comparcs the revenues and expenses Ior the clrrenl and prcvious fiscalyear.

W:lh respect to prior year, revenles
increased by approximalely $2.9 million or
18%, principally on operating granls and
cont butions.

Expenses decrcased 14% or $2 million in
comparison wilh 2012. Siqntilcanl decreases
were registered on Urban Development and
Heallh and Sanilation.

Iable 2

Comnonwealth of Puodo Rico
irunicipality of Naguabo

Slalement of Activiti6s
For FiscalYears Ending June 30,

2013 2012

Changes br Seruiies

operaling Granb and Contib!{ons
Capibl Grcnb and Contibulions

VdurE of Business Taxes

Sales and lJsage Taxes

Constuclion Exos€ Taxes

InbrgovernnEnbl

otler General Revenues

Donabd CapiblAsseb

Exp€nsesi

General Adninistafon

Publb SabV

Culture and Recrealion

Healh and Sanihlion

Solid Wbsbd Disposal

Humn Seruiies and \ blbre
Urban Developnpnt

Loss on Dispo$for ofAsseb

lnbrest Cosb

TotalExpense3

19,765,621

5,562,159

719 280

1,181,872

458,922

1,775,955

1,458,100

1,551,725

1,359,188

339,024

15,UZI1-5

4,753,395

36,948,860

$ 292,808

1,444,22A

4,348,815

2,567,678

597,914

999,858

614,241

5,394,597

244,062

277,131

16,181,t21

1,621,505

1,695,023

1,728.923

3,325,544

2.475.317

6 334,300

301,179

1?JS,t,?rl

(300,t67)

37,249,327

5,538,200

993,294

2,623,264

1,27S,096

1,038,695

275183
7,256,891

760,992

Chang8 In Net Position

Net Posilon-Beglnn n!, as Resbbd

Net Position.Ending $41 36

10



COMMONWEALTH OF PUERTO RICO
MUNICIPALIIY oF NAGUABo, PUERTo RIco

MANAGEMENT'S OISCUSSIONANDANALYSIS
FoRTHE FtscAr YEaR E{DEo JUNE 30,2013

Figure I presenls revenues compa son by sources of the govemmental actvities du ring the pasf two yeac:

FIGURE 1

Commonwealth of puerto Ri€o
Municipality of Naguabo

Revenues by Source-Governmental Activities
(tn Do ars)

Figure 2 presenls expenses by flnction of lhe govern menlal activ t es duing the llscalyeat 2012-2013

FIGURE 2

Comhorwelth of Pueno Ri@
Mui.iDaliw ot Naau.bo
Ape.*s by Functjo.

-1i-:-"""-/



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF NAGUABO, PUERTo RIco
MANAGEIi,IENT'S DISCUSSION AND ANALYSIS

FoR IdE FISCAL YEARE\DEDJJIE 30,20'I3

Approximalely 38.2% of the lt4unicipality's revenues came from interuovernmenlal, 13.8% from pmperty taxes, 29.1%
from granls and contribulions, and 18.9% from olher sources. The l!,4unicipalilys expenses cover a ranqe of services.
The largest expenses are GeneralAdminlslrallon with 37.1%, Public Works wilh 11.9%, Health and Sanitation with
11.8%, and Human SeNices and Welfare with 10.3%. Program rcve0ues of the l\,{unicipality covered 44% ol lotal
expenses.

The following Table focuses
on lhe cosi of each of lhe

[4unicipality's largesl
lunctions/programs as well
as each funclions/program's

net cost (total cosl less fees
generated by the programs

and program-specmc

inlergovemmental aid)l

2013 2012

Comne.hh ot Pueno Rico

unicipalityofflrsuabo
Nel Cost of iiunicipality'! Cov.nn it.l A.tivitie!

ForFhcllYe!6 End€d June 3t,

2013 2412

NunEn S€lvils and \ ehre

$ 5,562,159

719,284

1787,872

458,922

1,458,100

1.551,125

1,359188

2,114,979

I 1,621,505

1,695,023

1,128,923

?,01fi1;
6,334 300

3,626,723

$ 4,120,913

719280

1,232,67A

458,922

1 458,100

421,118
(2051.251)

2,111,979

$ 1,444,579

1 677,658

1458.362

1,281239

1,620135

l1 11,441,791 110,624,500

Some ofthe cost of governmental act viUes in 2013 was paid from olhergovernments and organizalionsthal subsidized
certain prcgrams wilh granls and conlrlbullors ($6,531,494). Other genelal revenues including prcperty, vollme of
business, sales and usage, conslruclion excise laxes, and intergovernmenlal revenues slbstantially covered lhe
$8,480,731 net cosl of services.

FINANCIAL ANALYSIS OF THE iIUNICIPALITY'S FUNDS

Governmental Funds

The focls of the l!4unicipality's governmenlal funds is lo provide information on neaFlerm inflows, outflows and
balances ol resources available for spending. Such informalion is useful in assessing lhe ltlunicipality's financing
requiremenls. F!nd balances forlhe governmenlalfunds are repoded in classificalions lhalcomprise a hierarchy based

on the extent to wh ch the govemment honoE
conslralnls on lhe specific pLrrposes for which

amolnts in lhose iunds can be spent. The

following Table presents a comparison of lhe

2013 and 2012 fr.rnd balances.

Table4

Coftmonu,eallh of Puerto Rico

Municipality of Naguabo

aund Bdance

As ot.Jum 30,

2013 2012

Total $ 898,631 t 114,571

Fund 3alaraer:
Nonexpendable $ $ 17000
Reshcled 3.774,934 5,019,058

Commrtt€d 1,290,194

Asslgned 5,219 219,245
Unassioned (oefcit) 14,171,1761 (4,810,732)
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COMII,IONWEALTH OF PUERTO RICO

MUNICIPAIITY OF NAGUABO, PUERTO RICO

MANAGEIi,IENT'S DISCUSSION AND ANALYSIS
FoRTHE FrscaL YEAR ENDEDJUIE 30,20i3

At the end oflhe currenl fiscal year, lhe
l\.iuniclpality's govemmenlal iunds
reported combined ending fund
balances of $898.631. Of this amounl
($4,171,776) isn't availabb for spending
at the govemmenl's discretion
(Unassigned Fund Ealance). The
rcmainder of fund balance is reslricted,
comrnitled orassigned to indicatethal is

not available ior new spending because
it has already been commltied. For the
fiscal year ended June 30, 2013, the
governmental funds reported cornb ned
ending furd balances ol $898,631, with

a net increase of M54,060 in
comparison wilh lhe prior year. This
increase was due primarily by new
cornmitted funds and a decrease in

unassigned fund balance (deflcit).

The generalfund is lhe operating fund of
lhe [4unicipalily. Unassigned fund
balance (deficit) of the genelal Iund
represenls 1 000/0 of lotal ending general

fund balance.

GENEML FUNO BUOGETARY
HIGHLIGHTS

The generclfund oriqinalbudgel for the
fiscal period 2012-2013 prcsented an
immaterial difference with respect to
p or year budget wllh an increase of
$186,000. The ivunicipalily does not
include an amendmenl to the budqet the
posilive and negative changes on other revenues, principally in construction exclse taxes ($475,177) due to some
conslruclion prcjects thal were supposed to produce significanl revenues but did not come lo lruition durinq the year,

volume of business taxes of ($3,40,904), and $247,273 flom lnlergovemmental revenues. Budget expenditures were
amended dlnng lhe year in accordance with funclions estimates (see Figure 3 below).

Table 5

Commonv/eallh of Puerto Rico
Municlpalilyof Naguabo

GeneralFund
As ofJune30,

Description

VolurE ol Busiress Taxes

Sale6 and Us3ge Taxes

lnbrgovernnEnbJ

Constuc{on Excise Taxes

Expenditu1e3:

G€neral GovernnEnl

Public Sab!,

Culfurc and Recreaton

Healh and Saniblbn

SoId Wbsb Di+osal
HuftEn Services and Vy'elbre

Urban DevebpfiBnt

CaprblOutay

ToblExpendiures

NelTransbr ln (0u0

Proceed ol Nobs

l{el Deooa3.ln Fund Balance

2013 2012

$ 1,982,274

1,279,096

650,670

7,002,403

275,183

760,992

11,950,618

5,447,778

620,411

1,201067

393,0'13

1,690,659

1,458,100

445 466-

22,858

$ 4,776,357

638,310

628,410

1,671,721

614,241

556,406

8,885,445

955,170

1,438,299

1.224.456

3,010,529

1.100.s13

3,092,558

41,541

22,986

11,279.358 10 882,452

1242 391) \77,510)
492,769

428 581,7

t3



COMI!,IONWEALTH OF PUERTO RICO

MUTICIPALITY oF NAGUABo, PUERTo RIco
MANAGEMENT'S DISCUSSION AND ANALYSIS

FoRIHE FISCAL YEAR ENoED JUNE 30,2013

FIGURE 3

The positive variance of $182,758 between revised budget and aclual results was due mainly lo a decrcase in
expenditurcs du.ing the year. The l!y'unicipality repoded morc appropdalons than expenditures in those fufctions for
payments lo pirrchase ofsupplies, professionaland nofprofessional services.

CAPITAL ASSET AND DEBT ADMINISTRATION

Capital Assets

At the end of the fiscal year, the l\,4unicipality has
invesled $47,000,942 (net of accumulated
depreciaiion) in a brcad range oI capital assets,

including buildings, land, infrastructure, construclion
in piogress and equipment. This amount represenls

a net increase ol$818,476 or2% from the prioryear.

The fi,lunicipalily invested a total of $3,813,802 of
capita, assets dudng lhe liscal year 2012-2013 as
follows:

. Construction in Progress - $1 ,482,21 5

. Acquisition of l\,4otor Vehicles - $159,005

Cotubnvuih ol Fleno Rico

iluniciFlily of li.gu.bo

2013 7012

No.-dep6iable.$elsl

Total $ 47

Land I 19433,560 $ 19,433,560

ub.rolAil i,500 1,5!0

CoEtldon n Prog.G 4,849,455 1,367 21O

Blldhgs 16,436,558 16,865,657

lntastuct/€ 5,564,252 5,751,110

ihdh{y, Equimt and Vsri*s 715,617 161,512

Other projecls related to repair and ma nlenance of roads (nol capitalized), were developed during lhe year 2013.

Conslruclion in progrcss was pr ncipally for lmprovemenls to exisling facililies, a recreal onal space in Rio Blanco, and
improvemenls lo lhe pa*ing atthe lvalecon (Beach Fronl)among olher projects around the [4unicipality.

Commonr,..hh ol Plcrio il(.
Munklp.lity ol ilrSu&o

rk l Y..6 lnd€d r!rl! 30,2013 a6d 2ql2
Sudg:rrry Conparllon

,*sr.^J
+f'

E



COMIiIONWEALTH OF PUERTO RICO

MUI.IICIPALITY oF NAGUAao, PUERTo RIco
MANAGEMENT'S DISCUSSION AND ANALYSIS

FoRTHE FtscaL YEaR EiloEo JUNE 30,2013

Figure 4 below presents the components ofcapitalassets dudng the liscalyears 2013 and 2012:

FIGURE 4

Long.Tem oebts

At year-end, the lt4unicipality had $6,920,000 in generaland speciat obtigations, a decrease of9% with respect to pdor
year. The following is a summary of lhe ltlunicipality's outslanding debls as ofJune 3A,2013 and 2Ol2:

Conmonweallh of Poedo Rico

unicipalityofNaguabo
Outstandin g Long.Tenn Debl!

GoYemnental Aclivities

2013 2012

General and Special Oblgafons

Law No.42-MRCC

LawNo.146MRCC
LII''S. MRCC

ChristrBs Bonus

DepaftrEnl ol Labor

ClanE and JudgerEnb

Tot.l

$ 6,920,000

108,683

73,985

133.612

67,412

21,000

1,621,406

$ 7,190,100

193 572
77,880

150.184

129,633

21,000

s

15

Commonwealth of Puert6 Rico
Munadpa,ity of Naguabo

Comporents of Capita I Assets

{1. Dollars}
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COiIMONWEALTH OF PUERTO RICO

MUNICIPALITY OF NAGUABo, PUERTo RIco
MANAGEMENT'S DISCUSSIONANDANALYSIS

FoR rrE F6car YE^R Er,DEo JUNE 30,2013

Figure 5 presents the components of long{erm debls d!ring lhe fiscalyear 2013 and 2012:

FIGURE 5

More delailed information about the fi.4unicipality's longlenn liabilities is prcsenled in Nole 11 lo lhe linancial
slalemenls.

ECONOMIC FACTORS AND NEXTYEAR'S BUDGET

The lt4unicipality's selecled and appointed officials considered many factors when setting the fiscal year 2012-2013

budget.one of lhese factors is ihe economy. Among economic areasconsidered are the population grcwlh eslimales,
personal income, housing statislics and unemployment rates. The iiunicipalitys unemployment rate now stands at

16.3%, which compares with lhe Commonwealth rate of 13.7%.

The fi,4unicipalily applied a conservative apprcach in development budget estimates. Amounts available for
appropriations in the GeneralFund for the fiscalyear20l4 are $11.2 million, approximately $258,000 morethan fiscal
year 2013. The N.4unicipallty expects a decrease of revenues in construction exclse laxes, but also an increase from

intercovernmental. Budgeled expenditures are expected to stabllize accordinglyto lhe projecled revenues.

CONTAC]ING THE fi|UNICIPALITY'S FINANCIAL MANAGEMENT

This report is designed 10 provide a general overview of the lvlunicipality's llnances and 10 demonstEle the

accountability for lhe money it receives. lf you have any questions aboul this retorl oI need addilional iniormation,

contact the lt4unicipality's Finance Depa(menl al (787) 874-0520, or PO Box 40, Naguabo PR 0071 8.

c. honwealth of tu€rto il.o
M!nl.lr.ilty o, l!.rEu:bo

Outir.ndlnl lon!-T.rm D.btl
llr oollarrl

ollt:ne Obrg.nois
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CoMMoNwEALTH oF PUERTo Rtco

MuNtctPALtTY NAGUABo
SIATE ENT oF NET PoSITIoN

JUNE30,20'13

ASSETS:

Cash and lnveshEnb

Cash witr FiscalAgenl

Receivables (ne0:

Property Taxes

Sales and Usage Taxes

Due from GovemnEnbl Unib

FederalGranb

CapiblAssebl

Land, hprovenEntand Consfucfon in Progress

oher Capihl Asseb [Net of Deprecia]jonl

ToblCapiblAsseb

TOTAL ASSETS

LIABILITIES:

Accounb Payable and Accrued Expenses

Accrued lnbrest

Due b GovernnEnhlUnib

Unearned Revenues - Voluflp ofBusinessTaxes

Noncurrent Liabllilies:

Due Wtrin one Year

Due in l,,lore han One Year

TOTAL LIABILI]IES

NETPOSIION:

Net lnveshEnt in CapihlAsseb

Resficbd br:
Capibl Project

DebtSeruice

Coflrunity DevebpnEnt Projecb

Unresficbd (Defco

TOTAL NETPOSITION

Ihe a@panlig Not6 io he Basic Finandal sialssts ae an integEt palr of uis slaie@t
1l

GOVERNMENTAL

ACTIVITI ES

$ 1,147,006

3,305,731

271,197

50,052

228,598

2,866,258

24,284,515

22,716,427

47,000.942

54,869,784

1,977,829

121,292

1,U8,770

693,539

1,869,014
.7,157,084

't3,167,528

40,968,173

1,252,321

1,905,736

1 859,208

(4,283,1821

!___4110r2s6



CoMMoNwE LTH oF PUERTo Rtco

MUNICIPALITY NAGUABO

STATEIVEIiIT OF ACTIVITIES

FoRTHE FrscaL YEAR EN0ED JuriE 30,2013

Nel {Expense)

Expenses

Operating Capilal Revenues and

Granband Grdnlsand Ch6ngBin
Contributions Contnbuilons NotPosition

Gov€mmenlal Activilies:

Mayor and Munidpal Legidatrre

PublcSably

Cuhire and Recreaion

Healh alrd Sanilajion

Solid Wbsts Disposal

Hxron Servhes.nd llbf.re

lnbreston Long-Term Debi

Total Govemmenlal A.tivities

$ 913,306

4648.853

719,280

1,787,872

458s22
1,775 955

1.458100
'1,551,725

1,359,188

339,024

-$
447 952

555 202

1fl4.6!;
3,410,139

9$ 29;
$ {913 306)

(3,207 60/)
(719.280)

{1232.670)

14s8,922)
(1775,955)

(1,458,100)

l42t,118)
2.451,251

(339,024)

(8,430,731)

1982,271

640,990

1,279,096

1,038695

275183
T,256897

186179

574813

13,2U,121

4753,396

36948,860

t_11102156

t__li!12225 ! _!,!!!l!9

PropervTaxes, levred tur C€neral PLrrposes

Properlylaxes, levied tor Debl Serv ce

VolufiE of Business Taxes

Sales and Usage Taxes

Consf uclion Exdse Tares

TotalGoneralRevenues

CHA},IGES I}I NET POSITION

Nel Positon - Beginning ol Year, As ResEbd

IrlEt POSITI0N - ENDING OF YEAR

ir€ a@panying Not€s to tr s Ba sD Fin ancial Slatmd b are a n n le! 6 parl of this statem enl
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COMMONWEALIH OF PUERTO RICO

Ii4 UNICIPALITY OF NAGUABO

BALANcE SHEET . GOVERNII,!EI,ITAL FUNDS

JUNE 30,2013

OEBT

COBG

OTHER IOTAL

@VMI{MEIIIAL @VERIIMEfiAL

FUI1DS FUIIDS

assErs:

or tri 6dell@d UdE

LIABILITIES:

U Eld Reac - vdume ot 36iBs Ta6

OEFERiE INFLOIG OF RESOURCES:

U@a6le Rwe@ ' C@nrwsddr ol

LJBd* FeeG - Fodsd Gdrb

ToiJ Ddnd lni solReu@

FUI{D &ALANCES (DEFICII}

Totd FuId Bdd€ (D.6dl)

rod Ll.bllltE, D.r.den hn@! of Reur6
d Fund Bds6 lD€6'it)

I 769,312

13949

2SZ7@

50 052

1@ 563

L1@

I 1 r{6 850

1,@,6m

693 sS

lm'329

2e5,534

I aaqr@

r*1

ls8;

$9
1,O3 S{

, ,-191gJ

$ a,@

I
2013,611

t zt 1,@

$

586 M

Lq7r0
269 137

161@

1,755 52

!______3!4@

t 53,24t

$291;

9,17,i01 €,m0 706,292

3,56 B1

271191

50 052

z,3g*
a&6 258

2211113

t _tg!4,!q

I 197,829

$5,m
121,82

1,344,774

2,211113

_,,____-!$e
,!6,151 t 3,sr,5/J

' 34,$6
aA,gl 1,91415

5tr9a,

u:

3A s&

-_ 

-: ----]@@
@,536 1,@,203

(4,006 6S3)

{40c6 6e)

06 @3) 14,171,7761

z$2,a &€,631

I 1623,35 ! 10,07!,95

I 252 321 1,3!0 n6

I 1,21,n1 t Zt1l,W

1252@1_ ,*,1 1,n1&1
1,290194

52X

12S0194

5,279

$ 1351,732 t 2,&6,509

The Mpanyrng Not6 lo he Easic Fineoal slatemmls e an integEl pad oi lhis slrlom{t.
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CoMUoNWEALTH oF PUERTo Rlco

MUNICIPALITY oF NAGUABo

RECOIICILIATIOI oF IHE GoVERNiIENTAL FUNos BALA cE SHEEI
TO THE STATEIUEIT oF NET PoSITIoN

JUNE 30,2013

TotalFund Balance3 -GovernmentFunds {Page 1g)

Anount Eported for Go\emmenlal lcliUdes ln he Stabment of Net Posilion (Paqe 19)

are difierenlbecause:

CapitalAssets used in go\emmental aclivties are nol fnanc ial €sources and herefore

are not reported in fie funds,ln lhe curcntperiod,lhese amounb are:

Non Depreciable Capital Ass€ts

Depreciable Capihl Asseb

lnfrastucfure Assets

Accumulated Deprecialion

T otal Capibl Assets

Some olhe lvl0nicipalilys ewnueswillbe collecbd afler lear+nd but are notalailable soon

enough lo payfor fre cunentperiod's expendifu@s and herefore are unar,ailable in the funds:

Comm unity Derelopfi enl Block crants/States Prograrn and Non Enttemenb cranis

in Hawaii (State CDBG)

Child and ldult Care Food Program

Child andldultCare Food ProgBm - AqRA

Child Care and De\€lopm ent Bloc k Granl

Prcperty T axes

ChfistnasBonus
-I 

olal lJnavailable Re\enues

Some liabililies ale notdue and paFble in he cunenlpeiod and herefore are not reported

in tre funds. Those liabililies corsistot

Genela| 0bligalion Bonds

Ch stnasBonus

Law Num ber 146-MRCC

Law Number42-MRCC

Depaltnenl of Labor and Human Resources

Claims and Judgments

Compensaled Absences

Tolal Long-Tenn Liabilitjes

Total NetPosition of Govemmental Aclivities {Page 17)

$ 24,284,515

25,612,965

9,342,8S4

112,239,432)

$ 898,631

41,400,942

2,243,181

(8,441,098)

1,859,208

12,650

175

42,162

262,780

66,806

(6,335 000)

033,612)
(188,683)

(73,985)

(67,412)

i21,000)
(1,621,406)

The aMpanying Noles lo he Bnslc F nancial Srlkmenb are an integral pan ortis shtflsl



C0MM0NwEALTH oF PUERTo Rtco

MuNtctPALtTY of NacuaBo

STATEMENT oF REVEiIUES, EXPEI,IDIIURESI AND CHANGES

IN FUND BALANCES- GOVERNMEIITAL FUiIDS

FoRTHE FrsaaL YEAi ENDED JUNE30,20l3

DBT
CDBG

OTH& TOTAL

@VMTME{IAL @VERIIMBITAL

FUiIDS

B(PB{DITUREi:

M4d d Murid Asg y

HuM sd6 d $rgb.

lnb6 rn olg cha!6

E(CESS Of REVE&EE OVER IIJNDR)

E(PEIDITIJRES

oii& FtllAtctilG souRcEs [rsEs):

Iohl 0{l* Finadis SouG [J*)
lachog.itr Fu BCo6

Fod odaB (0€&i$ - 8egitrins, 6 R6H

FU D BALA CTS OEnCl,)- S,rdXC

7 N2/03
275183

13617!

5/d8t3

n,950,513

6S 149

17& 6A
6@1n

1,Zi t$]

1,690,@

1,158,1@

1.15,466

z'858

lro!t;

(44:6 56?

!__3!g!E)

1,Wr4 t
1,2/9 066

610,S0 I

333.025

z6ab4
1,27! O$

1,033,695

3176,053

I {.13,619

275,18,3

13617!

6S,149

50/i,@
620,117

1,581,S03

3S,0T3

1,m 955

1,453,{{

1,309,i46

1,@1,24

6,884

1561231.

,,uorr,r- 1,04,m5

1,@1,8D

1,111,2$-

5/4 313

3,056,063 1?,$6,!0?

134,756

211,115

13&2

391,060

2b?,193

217 @

356

999.158

4z&;

863 S84

11,mi50 1,551,81 1,0r,871 1!20a9@ 4ts1,504 1?,117,82

671,260 0,0, 871) 1173,393) S,r 564 45{ 6

.T

1 340 A3

a 432,2t,

2423!1

1242Et)

91,544 4:40t0l1,0zt,a1) 31,4s

z@19? 12s9m

!___l4Eg !-,-_1@1S

236 !1

,i5,31 7,000

I

41t,571

!_______-qEl

The a@panying Noles lo he Easlc Fli ancial shtmsE are an i legra I pad ol tris sLlment.
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COMMONWEALTH OF PUERIO RICO

MUNICIPALITY OF NAGUABO

RECONCILIATION OF THE STATEMENT OF REVENUES'

EXPENDITURES, AND CHANGES IN FUNO BALANCES -
GoVERi.IMENTAL FUNOS TOTHE STATEI,ENT OF ACTMNES

FORIhE FISCALYEAR ENIED JUNE 30,2013

NetChange in Fund Balanc€s _Government Funds (Page 2l)

Anount repoded br Go\ernm ental lctvites in fie Statement of Lli'ilies (Page 18)

are dilterent because:

Go\emmenlalfunds reportcapilaloutays as expendifures' Howeler, in tle Slatement of

Aclivitjes he cost ol hose asseb is allocated o\er tleir estjmated useful liles and reported

as depreciation expense,In he curentperiod, tlese amounb are:

CapitalOutaF

Depreciaton ExPense

Excess 01 CaplLl Outays o€r oepreciaton Expense

Re\enues in be Statement of lct\ilies hat do not pro\ide curenl financial esources are

reported as re\enues in he funds and vice ve6al

Christnas Bonus

CommunityOer€lopmenlBlock GranHstates Prolram and Non Enttemenls Granb

in Hawaii (Slale CDBG)

Child and ldult Care Food Program

Child and AdultCa€ Food Program _ ARRA

Child Care and De\€lopm ent Block Granl

TotalolRe\enues

Repaynentorlong-brm principal is expenditure in tle go\emmenblfunds, butissuing debt

reduced NoncunentLiabililes in he StatementofNetPosilion- ln lhe curentpedod

Some expenses rcported in he Slatemenl of Actilites do nol require lhe use of curent

fnancialresoucesand berelole arc notlepofted asexpendifures in golemmenlal funds'

These act\,ides consist of

Decrease in Chistmas Bonus

Decrease in ComPensatei Absence

T otal Additional Expenses

Change in NetPosilion of Governmental Activities (Page 18)

'ih€ adpanimg Nol€s lo tE Basic Finan@l SLtemdls ae ai inlEgdl pad oi nris slalem{l'
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$ 1,641,220

(823,857)

454,060

817,363

2168,689

863,884

449400

$ 4J53,396

(8,286)

1,859,208

12,650

175

42,162

262,780

16 572

432,828



CoMMONWEALTH OF PUERTO RICO

MUIIICIPALTTY OF NAGUABO

NO'ES TO THE BASIC FINANCIAI STAIEMENTS

FoRTHE FrscAL YEAR ENoEo JUNE 30,2013

1. FINAIICIAL REPORTING ENTITY

The accompanying financial statements present informaUon on ihe fnancial activilies o, the Municipality of Naglabo of the

Commonweatitr'ot-puet nico (t4ur cipality) over which ihe Mayor and the MunicipalLegislalure, have direct or indireci goveming and

iscaicontrot. Tnese Iinanciatstitements hive been prepared in conformLty wilh accounling pdnciples generally accepted in the Uniled

States of Amenca (GAAP).

A. Organization

The Municlpality was founded in ihe year 1821, and operates as a govemmental unit of the Commonweallh oi Puerto Rico

(Commonwealtt), underlhe ActNumb;r 81 ofAugust30, 1991, kno$n as'Autonomy Municipalrties Law ol lhe Commonrcdth of

irrerto nico,,. fhe gove.menial system of the M;nicipality is composed of lhe execulive and legislatve bodies The l\,lunicipality

is oovemed bv a Mavor rnd is ele(ted eve.y lour years in he geleral eleclions ol tne Commonweallh. The legslalNe body

{M;a'cipal Leqistature) consislE ol14 _egEtators ahoetecteo rn the gere'aleteclols ol puerlo Rico lor a,ou'-year peiod.

T 
he MLrnicipaliiy provides servlces such ast health, public works, sanilation, aids and services to low_income and eldedy cltizens,

pullc sateiy, tr'ousing ano urtan devetopment, cuiiure and recreation, planning, zoning and olher general and adminislralive

iervices. As a govemmenl enlity, the [4un cipaliiy ]s exempt lrom botl lederal and stale taxes'

B. Repoding Entity

Areporllngentilyiscomprisedof(1)theprimarygovemment(2)componentunitorgan]zationslorwhichthepmarygovemment
is firianciai accountable (blended componenl units), and (3) other organizations lor Etich the nalure and signmcance of their

r;afionship with the pimary govemment is such ihat exclusion would cause the reporting enliys linancial slatements to be

misteaaing or inmmptete andihey are linancially accountable to lhe pnmary government (discrete component unih). The primary

govemme-nl consisis ot all lunds, depanments,ioards and agencies lhal are nol legally separate from lhe l\,{unicipality and for

whict' he Vunicipalty 6 ' raroal accountab'e

The accompanying basic financialstatements include aildepartnenls and organizalions unils whose funds are underhe clslody

and contoiof ihe-Muntcipality. ln evaluat ng lhe Municipalty as a reporling entity, management has addressed all the polential

io.pon"nt ,nit.. CnSa n".ornting Siandaids Codification Se c:ion 2600, Repoiing Entiy and Componenl unit Presenlation and

Drijosure, equires the inclusion oiorganizations lhai raise and hold funds ior the d ect benelil of the primary govemmeflt.

GASB Accounting Standads codiicalion Secton 2100, Defni,g the Faanclal Repoftlng.Enw' describes lhe c teria for

Jetermining whici organizations, funclions and actvities should be considered part of ihe l\,{unicipalrty lor frnancial reporting

purpo.a.. "fn" ptlr"ry 
"nt"tia 

i;clude appointing a volng majorty ol an organzation's goverflng body' and the Municipality's

lbifty to impose its *iiton hat oeanizauon orha poEntElfor the organrzatrcn to provde speohc linancialbenefits to, or impose

specif,c financalbudels on. $e Vunlcipalty.

A legally sepalate, iax€xempt organization should be discrelely presenled as a componeni lnit ifallofthe following criteria ale

meiitait e'econoric resources raeived or held by the separate organlzation are enlirely or almost entirely lor ihe direci benefLt

of thd primary govemment, its component uniis, or its constiiuents; (b)ihe primary governmenl, or ils componeni unils, is entitled

to, or has thj a-bitity to otheruise access, a majority ol ihe econom c resourc€s received or held by lhe separate oganlzation, and;

i"jm" u*noro 16**"".,*eived or hetd by an rnd vrdualorganizabon halthe spec ic pnmary govemment, or iis component

;;its, is entitled to, or has the abilitylo olheMise access' are signilicant io ihe pimary govemment'

The Govemmentat Accounting Standards Board (GASB) has issued Siatemenl 61, Ihe Financtal Repoding EnliA: Onnibus an

Anendnent of ]ASB Statenents No. 14 and IVo. 34. GASB 61 prcvides addliional crite a ior classiiying entities as component

,niS to l"tt". u".".. tt 
" 

u""runtabitity ol elected of{icials by ensuring thal thefnancialreporting entityincludes only oQanizations

Ior which lhe elected oillcials are linancially accountable ff lhai are determined by lhe government to be misleading lo exclude.

The l\,lunicipality adopted this stetemenl eJfeciive July 1,2012.

There are two metiods of presentation of ihe component unit in ihe financial statemenls: blendng - lhe financial daia ol the

component unit,s balances;td iransaclions in a mannersimllartohe presentalion oi the lllunicipalit.Y's balances and transactions;

and discrete - presenlaiion ol the component unils fnancial data in column sepaale from tie Municipality's balances afld

;nsactons. The €tative importance o,;ach crlieion rnust be evaluated in llght ol specilic circuslarces in order to determine

whictr omponents units are io be nclLrded as pad of lhe rcpofting entity. Based on lhese citeria, there are no olher organizalions

which should belncluded in lhese basic linancial stalements 
@ntnu€
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CoMMoNWEALTH oF PUERTo Rtco

MUNIcIPATIY OF NAGUABO

NoTES IO THE BASIC FINANCIAL STATEMENTS

FoRTHE FrscAL YEAR ENDED JUNE 30,2013

2. SUMiIARY OF SIGNIFICANT ACCOUNTING POLICIES

These financial slalements present the respective linancial position of the govemfienlal actrvilies, each major Iund, and the
aggregale remaining fund information ofthe I',{unicipality, as ol June 30 2013, andlhe respective changes in fnancalposition,
where applicable, thereol lor the fiscalyear lhen ended.

A. FinancialStatementPresentation

The basic fina ncial stalem en ts oflhe Municipality have been prepared in conformiiy wth accounling principles generally accepted
in lhe United Staled ol America as applcable to local governmental units. The basic fna ncial siate me nls inc{ude bolh govemmenl-
wide (based on the Mun cipality as a whole) and fLrnd financial slatemenls, which provide a more delailed level of frnancial
ifformation. Both the govemment-wde and Iund fnancial statemenls {within lhe basic financial statemenls) categodze primary

activities as govemmental type.

The financialinformalion olthe Muncipalily is presented inth s reporl as follows:

Requhed Supplanontary lnlormalion - lllanagenent's Discussio, ard Ararysis

Managemenl's Discvssion and Analysis is equlred supplementary information that rntroduces lhe basic finanoal stalements and
provides an analylical overview of he Municipality's Iinancial activities.

G ov em nanl-w i d e F in a n c i a I Stalemerts (61145)

lvhile separate govemmenlwide and lund financialslatements are preseflled, they are interrelated. The GWFS (lhe Slalemer,l of
Nel Posllon and lhe galemerl ofAciiv,ties) repod niornation ol all the act v(ies of the l\4unrcipality. For the mosi parl, the effecl
of inledund acUvit has been rcmoved lrom hese financial slalements. For lhe mosl parl the effect of intedund aclivity has been
removed from these lirancial statements, Exceplions to lhis general rule are paymenls in lieu of iares where lhe amounis are
reasonablyequivalenl in value lo the inter,und services provided and othercharges b€tween lhe qov€mments Puerio Rico Electdc
Power Authority lunciion oi lhe govemment. Elm nalion ol lh s charges ll.ould dislorl ihe d rect cost and program revenue reported
Ior the vanous lunct ons concemed. Govemfienlal aclivites wh ch normally are supporied by iaxes and inlergovemmental
revenues, are reported separalely from blsiness-type activities, fany, which rely, to a signifcanl exlenl on lees and charges lor
s!ppoil

The focls o{ 6e Slalemert of Net Posdion is designed to be similar lo boltom line results ,or the l\,4unicipality's govemmental

activities and business lype aclivilies, Th s statement combines and consolidates governmental fu nd's curenl linanoal resources
(short-lem spendable resources) with capital assets and long-ierm obligations. The Slaiemerl of /Vel Posiliol, presents the
reporting enlilies' assels, defered outflows o, resources liabilities, and delefied in{ows oi rcsources, wilh the difference reported
as nel posiiions. Net positons are classiried as nel nveslment in capilal assets, reslicled when conslrainls are placed on them
fiatare imposed by extemalparlies or by laws or regulations, and un@sldcled. Designalions solely imposed by the l\4unicipalily's

managemenl are nol presenled as resiricted net position, Vvhen both restricled and unrestricted resources are available ior use,
the I\4unicipality s policy rs to use lhe reslricled resources frst.

Ihe Slalement of Aclvilies demorslrales lhe degree to which the d recl expenses of a given function or segment is ofiset by
program revenues. Diieci erperses are tilose lhai arc cleady identiliable wlth a specilic funclion or segment, ln additron, to ihe
exlent that indirect cosis are allocated io the various funclions, lhe program expenses wll include both direcl and indirect costs.

Program Reu€nues indude charges to customers or applicants who purchase, !se, or directy beneft froan goods, setuices, or
privileges provided by a given functior orsegment and gGnts and con lrib! tions th al are reslricted to meeting lhe op€raiionalor
capital requirements o, a part cular funclion, Taxes and olher ilems properly excluded from program revenues are reporled inslead
as gene?l revenue$,

Cove/rmental Fuhds Financia, Statemer6 rGFFS)

The GFFS lhe Balance Sreet and lhe Slalement of Roven uet, Expendilures and Changes n Furd Balance] provide inlormalion
about the Municrpality's funds. The emphasis o, fund linancial siatements is on major govemmenlal funds, each displayed in a
separalecolumn, Non-major tunds are summarized ntoa singlecDlumn.
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CoMMoNWEALIH OF PIERTO RICO

MUNIcIPALITY OF NAGUAEo

NOTES To THE BASIc FINAI,ICIAL SIAIEMENTS
FoRTHE FrscAL YEAR ENDED JUNE 30,2013

2. SUlrllARY 0F SIGNIFICANT ACCOUIITING POLICIES -coitinuatioi

Each fund is a separate accounting entity with a sel{-balancing sel of accounts used to record lhe ,inaocial lransactions and

balances ofthat eniity. lndividualfunds have been established as stipulated by legalprcvisions or by administrative disffetion.
This presenlalion deemed most appropriale to 11)demonstrate legal and covenani compliance, (2) demonst ate t'le source and

use ol liquid rcsources, and (3) demonstrate how lhe lvunicipalily s aclual expe en@ conlonis 10 the budgetei liscal plan.

The l\4uniopality repotu the following major govemmental funds:

oglllalElllL- This is lhe general op€rating fund ofthe Municipality- lt is used to accounl for allfinancialresources,
except lhose @quired to be accounted for in anoiherfund.

qPE9lEq!!! - This is the fund lsed lo account for all lhe transactons of the Community Developmenl Block

Granlrstaies Program and Non Entillemenls Grants in Hawaii(Slale CDBG). The pnma ly objecllves ofthis progGm

is to development ol viable communilies by providing decenl housing, a sultable living envionment and expanded

economic opporlunities, principally lor peBons of low and moderale income.

Capital lmprovement Fund - Capital improvement fund is used to account for financial resources to be used ior lhe
acquisition or conslruction oi major capital fac liiies.

Debt Service Fund - Th s is used 10 accounl ior lie accumulalion of @sources for, and lhe payment of long-term debl
principal and interests.

The non-majoriunds are combined in a single column in the GGFS. As a general rule ihe eifect ol interfund aclivily has been

eliminaled fom the GWFS.

Snce the GFFS are presented in diflerenl measurementfocls and basis olaccountng ihan ihe GWFS, reconcillatioo is presented

and separale explanaior lor each d.'ferences,

The i,lunicipalitypedodically undedakes a comprehensive evalualion ol its fund stlrclure to ensurelhat il complles with aliaspects
lhal are of importance to users oi general purpose extemal financial repods. Consequenily, all supeduous fuflds and some

operalional funds cunendy used by the l,4unicipality ln the day-to-day accounting procedures have nol been reporled as individual
governmenlal funds in lhe accompanying fund financial statements, Accordingly, the accompanying fund fnancial stalements

include onlylhe minimum number of funds consistent with legaland operating requirements and, conseqoently, cerlain types of
similar operatiofal funds have been combined into singlefuids ln the accompanying fufld iinancial slaiemenls.

The fnancial statements ofthe govemmental funds are lhe following:

Balarce Sheel- Repoi{s informaiion atJune 30,2013 aboutthecurenl,inancialresources (assets,liabilities, deferred inllows

of resources and fund balanc€s)of each mator govemmental lund.

Slalenent of Revenues, Expendluos and Changes in Fund Ealarces - Reports infomaiion about the nflows, outflows and

balances of cunenl financialresources ol each major govemmenlal fund for the liscalyear ended June 30,2013,

Notes to tha Basic Financial Statenents

The fiotes io lhe financialstatements provide information that is essentialto a usels full undersiandlng ofthe data provided in the

basis fi nancial statements,

Requ ircd Su p p I en enta ry I nf o m an o n

The basic financialstalements are lollowed bya seclion oi required supplementary iniomation, Thls section includes a Erdgetery
Compaison Schedule - General Funtl, vhich nclldes reconciliation between the staiutory lund balancc lor budgetary purposes

and the tund balance lor the General Fu nd as presented n lhe GFFS.
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CoMMoNWEALTH oF PUERIo R]cO

Ii4 UNICIPALITY OF NAGUABO

NOTES TO THE BASIC FNA CIAL STATEIiIEI,]TS

FoRTHE FTSCALYEAR ENoED JUNE 30,2013

2, SUMi|ARY 0F SIGNIFICA}{r ACCOUNTING POLICIES- continu.rio.

B. Measurement Focus and Basis ofAccounting

The accolnling and linancial reportrng kealmenl is detemined by the applicable measu€nenl locus and basis oi accounting.

Measlrement focus indicates the type of resources being measured such as curent inancial rcsources or e@nomc resources.

The bas s oi acaounting indicates the tim ng of transactions orevenls for recognition ln he linancial stalements.

eovemnent-wide FinenciaI $tete ents

The govemment wde linancial statemenls are repoded using ihe ecoror,c resources measuenenl hcus arrl lhe full acfi)al
basis ofaccourling. Revenue (including inle@sl on deposils and investrents) is generally recorded *hen eamed and expenses

are recoded Fhen a liabilily is incuned, regardless of the iiming of related cash flows, Grants and similaritems are recognized as

revenue as soon as alleligibilily requi€ments imposed by lhe provider have been met

Nonexchange transactions, in lvhich the lt4unicjpalily gives (or receives)value wilhoul direclly receiving (or giving) equal value in

exciange, include propedy taxes, grants, entiilemenls and donations. On an accrual basis, revenue fom property taxes is

recognized in the liscal yefi for whlch ihe taxes are lev ed. Nonerchange transaclions, in wirich lhe 1\,{unicipality gives (or receives)

value wthout directly receiving (orgiving)equalvalue ir exchange, include propedy laxes, granls, eniillemenis and donalions.

On an accrual basls, revenue from property laxes is recognized in the fiscal year for \ tich lhe laxes are levied, Revenue Irom
granls, enlillementsand donalionsisrecognizei in the frscal year in which alleligibilily requiremenls have been satis,ied. Receipts

on anytype ol revenue sources collected n advance ior use inthe followng liscalyear are Ecorded as uneamed revenues,

G ove m no otal Fund s F i n a n c i a I Stalen enls

The GFFS are repoi(ed using lhe cunent linancial resaurces measurerred foaus and lhe modified a&rual basis af accountkg.

Underlhls melhod, revenues are recognized as soon as they are both measurable and available. Revenues are considered to be

available when lhey are colleclible within lhe ornent period or soon enough lhereafter lo pay liabililies ol the cuneflt pedod. For

these purposes,lhe l\,lunicipality considers revenues to be available if they are collected within sixty (60)days afrer the end of lhe
qinent frscal pe od. Reven ues that t re l\,lunicipality eams by incufiing obligat ons are recognized in ihe same period as when lhe
obligations are recognized. At June 30,2013, allevenues sources metihis availability crlterion.

Properly taxes, volume of business taxes, sales and usage laxes, conslruction excise taxes, and interest associated wilh lhe

cunent iscal perlod are all considered to be susceptible to accrual and so have been recognized as revenues of lhe cunent fscal
period. Enlitements are recorded as revenues when alleligibility rcquiremenis arc mel, including any tme requirements and lhe

amounl is received during lhe period orwlthin lhe avallability requiEmenls have been mel, and the amounl is rcceived d!ring lhe
period or wilhin lhe availabiliy pedod for thls revenue source (60 days ofyear+nd). Expendil!res-driven granls are recognized as

revenuewhenthequalifying expend ilu res h ave been incuned and all olher eligib lity requirements have been met, andlheamounl
s received durlng the peiod orwithin tre availabilily period lor this @venue source (within 60 days ofyear€nd). Allother revenue

rtems are clnsidered to be measurable and available only Men cash is received by lhe Mlnlc palily.

Expenditures are recorded wien the relaled fund liability is incuned, as under accrual accounting, Hov!€ver, debl service

expendilures, as wellas expenditures relaled to compensaled absences, and clams an jldgments, are recorded only when
payment isdue. General capital asset acquisitions are rcporled as expendilures in govemmental funds. Principaland inierest on

bonds payable are recorded when they malurcd (\ ten payment is due), except for princ paland inleresl of bonds due on JLily 1,

201 3, nhich are recorded as govemmenlal fund liabililies of June 30, 2013 which s lhe date when resources were avaihbb in the

debl servrce fund, Proceeds of general long-term debt and acquisilions undercapitalleases, i, any, are reported as otherlinancing

The accompanying Balance Sheel - Govemmental Funds genemlly reflects only assels that wll not be converled lnto cash to
saIsry cunent liabilites, Lorgiefln assels and lhose asseis tJal will noi be convened into cash to satisfy current liabilites are
generally nol accounied for in lhe accompanying Balance Sheel - Govemmental Funds.

The measurement focus of the GFFS is on decrcases of net financial resources (expendltures) ralher lhan expenses, Mosl

expenditures are measu€ble and are recorded when lhe related govemmentalfund liability is inclned, Allocation of clsts, such

as deFeciatjon and afiortization, are recoded n the accompanying Slatenenl af Actwltes, but are not recorded in the

accornPanYing GFFS 
@nlinue
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CoMMoNwEALTH oF PUERTo RIco

MUNICIPALITY OF NAGUABO

NOTES TO THE BAsIc FINANCIAL STATEMEI,]TS

FoRTNE FTSCALYEAR ENoED JUNE 30,2013

2. SUl l,tARY 0F SIGNIFICANT ACCOUI,ITING POLICIES- continuario.

C. Stewardship, Compliance, and Accou ntability

Budgelary lnfonnalion

The l\runicipality's annually adopts the Eudget Resolution for alloperaling funds ollhe Municipalliy except for certain restlicted

accounls. Budgetary conlrol is legally maintained at ihe fund level. The budget is prepaed using lhe modified accrual basis of

accouniing wilh encumbrance included as budgetary basis expend tures. lJnexpended appropriationsattheendofthe fiscalyear
generally lapse. How€ver, hey may be re'appropriated Ior expendilures ln lhe lollowing fscal year.

The ll/unicipality's Budgel Resolution provides lransfer aulhority (1)to the Mayor and the Management and Budget Director, within

and beiween departmenls and funds, as long as the totalbudget ol the Municipality (net of interfund tlaflsfels)is not increased;

(2)lo lhe l\,lanagement and Budget Direclor to lmplemenl grant budgets as the grant applications are accepted by the Munrcipalityl

and (3)lo the lllanagement and Budget Director to amend (e-appropriate) e.ch newyeals budget, io ihe exlent ol outslanding

encumbran@s, and/or unexpended project/grant approprjations at year end. Municipalilys Legislaturc aclion is required lor (1)

use of fre budgeted Legislalure conlingency, and (2)lhe appmvaloi a supplemental appropriation(s). During the year, several

su pplemenial approprialions were necessary,

For budgetary purposes, encumbrance accounling is used. The encumbrances (i-e., purchase orders, conlracts) ale consideEd

expendilures when incuned, FoTGAAP reporting purposes, encumbEnces oulstanding alyear+nd are reported as assigned fund

balances and do nol constitute expendifures or liabilities because the commitments will be honored duing lhe subseqirent year.

ln addition, underlhe budgetary basis ofaccouniing, revenues are recoded $'hen cash is leceived,

The unencumbered balanceoiany appropriation attheendoftheyearwlllapseatiheend ofsuch liscalyear. Otherappropriations,

mainly capitalproject appropiations, are coniinuing accounts for v!,irich the Municipal Legislalure has aulhorized that an unspenl

balance from lie pdoryear be caaied fo&ard and made available Ior currenl spending,

The Municipallty follows these procedures, n accordance with law, in order to establish lhe budgetary data re{lecled in he
Budgetary Comparison Schedule - General Fund

Otiginal Budget

1 . Prior of May 1 5 ol each frscal year, tile Mayor submils to lhe Municipal Legislaiure a proposed budget Ior he liscal year

commencing the following July 1 in addition of a budget message.

2. The budget document is availaue for public inspection prior to its approval by lhe lllunicipal Legislature.

3. The Oflice ol lhe Commissioner ol lr,{unicipal Affai6 examines tre budget to ve.ify il it complied with the la s standads

and sends il lo lhe Mayor lor any commenls or recommendalion belore lhe limited date establishes by the Law.

4. Prior to June 13 the annual budgei is legally enacted through passage of lhe annual approp ation ordinance to be

elfectve on July 1.

Snce he budgelary basis differs from accounling principles generally accepted in the United Stales of Americ, (GAAP), actual

amounts for the General Fund ln fie accompanying Budgetary Comparison Schedule, is presented on the budgetary basis to

enhance comparability.

Final Budget

The linal budgetary data presenied in tre Budgetary Comparison Schedule - Gene6l Fund refiects the follo'/,/ing changes io he
oiginalbudgeti

1 . Cerlain annual appropdations are budgeted on a poject basis. ll such prcjecls are not completed at the end o, the llscal

year unexpended appropriations, including encumbercd funds and unexpended grant appropnations, are camed

loNard to the following year- ln certain circumstances, olher regular annualappropriatjons may be carned fon ad aIler
appropriaie approval. Annually appmpdated funds, rol authorized to be camed ,oMard lapse at the end of he liscal

year. Apprcpriations caried foMard ,rom lhe prior year are included in the linal budgelary data. 
@tnue
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COMMONWEALTH OF PIJERIO RICO

MUI,IICIPALITY oF NAGUABO

NOTES IO TIIE BASIC FINANCIAL STATEMENTS

FoRTHE FrsaAL YEAR ENDED JUN€ 30,2013

2. SUIIMARY OF SlctllFICANT ACCOUNTING POLTlES - conrinuarioi

2. Appropnations may be adjusted during ihe year with the appoval ol $e l',layor and the Municipal Legislature, e.g.

supplemental apprcpdaUons. Additionally, the Mayor is aulhodzed lo make certain transfer of surplus within ihe

departments. Such adjustments are rcilected in ihe frnal budgetary data.

The Annual Appropiation o.dinance adopts lhe budgei ai the draracter level of expenditure within depairnenls. As

described above, tire l\,layor is authorized lo make certain ilansfe6 of appropiations within depadments. Acco.dingly,

the legal levelof budgetary conlrol by ihe Municipal Legislature is lhe departmeot Level.

The prinopal differences belween the budgetary and GAAP bases ale lie following:

1. Enclmbrances are recorded as expenditures underihe bldgetary basis and as restrjcted commltled and assigned fund

balances under GMP,

2. lnledund lransactions ofthe GeneralFund arc nol included in ihe budgetary basis.

3. Certaln accrued liabilities and olherdebls are nolincluded in the budgetarybasis.

4. Cedaln revenues susceptible to accrual, i.e., bolh measurable and available, are not included in the budgetarydata.

Budgetary Resulls lot the Fiscal Year

ForlheyeaIended June 30,2013. expenditues exceeded apprcpriations in the general government lthe legallevelol bldgetary
conirol)olthe gen€rallund by $200 858. While overspendlng oflh:s appropriaUon is authorized by law up to $100,000 i, related to

cases involving imminenl public endangemenl (e.9.. the need io irspecl propeides wilh damage lrom collision natural disaslef,

fire or water lo deierm ne therinherenl stability), which yvas the case lhrs year, il is neverlheless considered a budgeiary violation.

Furlher, lhe oversperding was covered by economies on lhe oihers lunclions levels in the amount of $699,194 with a net

ecrnomies 015498,336. This economies was suificient to cover lhe decrease rn revenues fo. a positive vadance oi $182,758.

The Special Revenue Fund has not been ncluded in ihe budgelary comparison because balanc€s are not budgeted. Also lhe

budget prepaed for lhe Federal FinancialAwards ProgEms included in the CapitalProjects and SpecialRevenue Funds is based

on a program peiod which is not necessarily the sane fiscalyear. Accoldingly, it's not practicalto presenl an annual comparison

oi budget for such programs.

D. Assets, Liabilili$, and Net Po3ition

1) Cash and lnyestnent, ehd Cash with Fbcal Agent

The lllunicipality's cash and investmenl are cofiposed ol demand deposits n commercial banks, demand deposils ln lhe

covemmental oevelopment Bank oi Puedo Rico (GDB) and cash Euivalents in commercial banks. The l\,lunicipalily has

adopted lhe Slalemenl oF UniIo m lnveshenl Gutdelines for lhe Municipalitbs af lhe Conmonweafth of Puelo Rico, issued

by t'le coB as prcmulgated by Act No. 113 ofAugust 3, 1995. The Finance Director of lhe l,lunicipality, Iollow the glidelines,

is responsible for invesling lhe available resolrces in certificates ol deposil and olher short-lefin investnenis. lnvestments

are made from lhe available combined funds of lhe lvunicipality and, accordingly, it is not praclicallo disclose cerUicaies ol

deposil and o$er shod-lerm investnents indLvidually by lund in the combined frnancial slalements. lnteresl eamed on

c€dificates oidepositand interest bearing commercialbank accounls are recognized as revenue in lhe GenealFund. Cash

in lhe Special Revenue and Capilal Poeci Funds are resiricied; ac.ordingly, resources available were not used ior pool

inveslments. Cash Equivalents are rnveslments wilh an originalmaturity oi90 days or less.

Cash wih fiscal agent in the Debt Servlce Fund reprcsents special additional properly tar colleclions retained by the

Commonwealth, deposit ir the GDB and reslncted lor lhe paymentofthe Mlricipality's debl service, as established by law.

Cash with fscalagent in other govemmentalfunds consrsls ofundsbuBed prcceeds ofcedain bonds and noies rssued for
ihe acqLiisition and conslruclion of major capitalimprovennenls, orgranls whlch are mainlained in a cash custodian account

by the GDB. This sinking fund is maintained by ihe GDB, agency whlch acts as ihe insurel and payer oi the lvunicipality's
bonds and noles issued in accordance wilh law.
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2. SUMiiIARY OF SIGNIFICANT ACCOUNTING POLICIES - continuation

2l Receivables and Payeblos

Acliviiy between Iunds that ae representative oIlending/borowing anangements ouistanding atthe end ofihefsc€lyear are

rcfered to as eilher 'due lo/irom other funds' (i.e., the cufient portion oi intedund loans) or 'advances to/from oiher funds'

(i.e.,lhe non-cunent portron oflnterlund loans). All other outstanding balances between funds are reported as'due to/lrom

other funds.' Any restdual balances outslanding between lhe govemmental activities and buslness-lype activities are reporled

in the govemmenl-wde f nanclal stalemenl as'inledund balances",

Advance beiween funds, as reported in the iund flnanc al slalements, if any, are oftset by a lund balance reserve accounl in

applicabte govemmental funds io indicale that hey ae noi availade lor appropriation and are not expendable available

fnancialresources,

Receivables consisl of all revenues earned but not collecled at June 30, 201 3, These account receivables are shown net of

eslimaled allowances for uncollectible accounts, which arcdetemined upon pastcollecllon e&erienc€, hlstoical trends, and

cufienl economic condilions. lnte0ovemmental rcceivables in lhe genelal lund represent moslly sales and usage taxes,

Iederal gani and contributions, property tax accounis that are levied by l,lunicipal Revenue Colleclion Center (MRCC), a

govemmental enlity created by the Commonwealih. lntergovemmefllal rec€ivables in the other governmenlal funds represenl

amounts owed to the Municipality Ior reimbuBemenl of expenditures incuned puBlant to federally lunded grani and

clntributions and stale appopriations, and the amount in the debt service fund represents ihe distrbution of propedy lax

mllecled $,hrh is resiric€d lor the debt service.

Acounts payable rcpresefll amounls, including salaries and wages, ovled Ior goods and services received priorlo yeEFend.

3l lovenlolies

The i,runicipality used the purchase melhod lo accounl ior tire purchases oilice and prnting supplies, gasoline, oiland other

oqendable supplies held tff consumptjon. Thls melhod rccods ilems as expenditures in the appropriale fund, when they

are acquired and, accordingly, the nventoryis not recorded in ihe basic finanoal slatemenls.

4) Capital Assels

Capitalassels, which ndude land, buildings and implovement, machinery andequipment, moiorvehicles, and infraslruciure

assets (e.g., roads, bidges, sidewalks, and smilar tems), are repoied ir the applicable governmenlal or business_$e

aclivilies columns i the GWFS. Captalassets, other tran inlraslruclure assets, arc defned by the Municipallty as asseis

wilh an initial, indlvidualcosl olmorethan $500 (amount not munded)and an eslimaled usefullife n excess of two years. For

improvemenls olher than buldings,lhe capitaloutlay must be greater lhan $10,000, extend lhe estmaied usefullife for ten

yeals, and be greaier than 10% of the orginalcost of lhe assel, The [lun cipality rcporls inlraslructure assets on a netwo*

and subsystem basis. Accord ngly, the amounts spentforiheconsiruciion oracquisition of infrasttcture asseis are capitalized

and reporled in the govemmenl-wide lnancial slatements legardless oflheir amount,

ln the case of the inliial capitalization of gene@l infrastructure assets (i.e., those reporied by govemmental aclvilies) lhe

Mun clpality chose to nclude allsuch items regardless ol thef acqlisition dale or amounl.

The Municipality was able lo eslimate the historicalcosl fol the inilalreporting of lhese assets through back tending (i.e,

esUmatrng lhe cunent €placemenl cost oJ the inlrastructure to b€ capilalized and usirg an apprcpriate pricelevel ndex to

defaie the cost to ihe acq! sit on year or estimated acquisition yea4. As the Municlpality conslructs or acquires addilional

capitalassels each perlod, including inlrastructure assels, they are capiialzed and leported at historicalcosi. The repofted

valueexcludes normal mainlenance and repailswhich areessenliallyarno!nls spenl in relation to capitalassets that do not

increase the capacity or efficiency ol the iem or exlend its useful life beyond the original estimale. ln lhe case ol donations

lhe l\,{unicipality values these cap ialassels at lhe esilmated fa r value of the item al lhe date oi its dooation.
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Capitaloutay is reclrded as expendilures ol the GeneralFund and olher govemmenlalfunds and as assels in lhe GFFS io

he extent lhe irunidpalily capitalization theshold is met. Depreciation

and amonizalion expense is rccorded only in the GWFS. Depeciable

capital assets are generally depreciated or amoriized over lheir estimated

useful lives under the st aight-line method, ercept for equipment held

under capital leases which is depreciated over the shoder of its eslimaled

userul lile or the lease tem. No deprecialion is recorded Ior land and

conslruclion in progress. The eslimated uselullives oI major capilalasset
caiesories are:

Deprecialion and amodizalron exp€nse ol capilal assets is recorded as a

Euildings

lmprovemeni Other Than Buildings

Vehicles and FumilurE

Fumitlre, Fixtures, Machinery

And Equipment

Equipment lJnder Capital Leases

30-50

20

20-50

5

*20

direct expense ol the funclion/program speci,ically identified with lhe assel. Depreciation and amoltizalion of inlraslruclule is

not allocaled to various funclion/programs but reported as d recl expense ol lhe public works and urban developmenl

functions.

The accounting policy for Works of M is that lhey are capilalized al lher histoical cosl or fair value at date of donalion

u,,hether they are held as individualitems or n a collecton. Capitalized collections or individual items ihat is exhaustible, such

as exhibits whose usefullives are difiinished by display or educationalor research applicalrons, aae depreciated overtheil

estimaled usefullives. Depreciation is nol required for colleclions or individual items that are inexhaustrble. Al June 30,2013,

allWork ofAd are considered nexhaustible.

lmpaired capital assels thal wll no longer be used by the fi,lunicipality, il any, are repofted ai ihe lower o, calrying value or

fairvalue. lmparmerl losses on capitalassets with physicaldamages that will continle to be used by the I'runiopality ae
measured using lhe restoraiion cosi approach. lmparmenls ofcapitalassels thal are subject lo a change in the manneror

duration ol use, or assets affected by enacimenl or approval of laws or regulatlons or other changes rn envionmental faclors

or assets lhat are subject to technologicalcianges or obsolescence, ifany, are measured using lhe setuice unils appmach,

D ele nEd O uttl o w sn n f bws of Re s o u rces

ln addilion lo assels, the Slatenenl of Financial Posilhn will sometimes eport a separale seclion for deiered outflows of
resources. Thls separale linancial stalemeni elemeni, deleffed oulffows of resources, represenls a consumplion of nei
posilion that appl es to a future period and so wi:l noi be recognized as an out low oi resouoes (e4ense/e&enditufe) until

ihen. The l\,lunicipality has no items that qualiry for reporling in tJis category.

ln addition to liabilities, lhe Slalenenl of Financial Position wll someiirnes reporl a separale seclion iol defened inflows of
aesources. This separale financial slatement elemenl defered inflows of resour@s, represents an acquisition ol net posilioar

lhai applies to a futue period(s)and so will not be recognized as an inflow ol resources (revenue) untilthat tme. The

Municipalty has no items that qualiiy Ior epo(ng in this calegory-

The l\,lunicipality has ltems, which arises only under a modified acxrual basis of accolnling thal qual,ies ior reportng in

defered infows of resources, Accordinqly. the ilems unavailable revenue, ls reported only ln the govemmenlal funds Balance

Sheel. The govemmenlal funds rcpotl unavaiable revenues irom iwo sources: Chrislmas Bonus Reimbu6emenl from ihe

Commonw€alih and FederalGranls. These amounts are delerred and recognized as an inflow oIrcsources in the peaiod that

lhe amounts become avalable.

ln lhe GWFS, defefied revenues arise only when the Munlcipaliy receives resources before il has a legalclaim lo lhem. ln

the GFFS, arlses when lhe iollowing situations occ1lr: polenlial revenue does not meet bolh the measurable and available

criteria lor revenue recognilion n tre cunenl peiod.
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2. SUttllllARY OF SlctllFlCANT ACCOUNTING P0LICIES- contrnuatron

7) Long-Term Obfigations, Eonds Issuarco Cosfs, ard Prcmium ot Discount

The liabilites reporied in the GWFS irclude the gene@l and special obligalion bonds, long-lerm notes, other noncunent

liabilities (e.9., vacalion, sick leave, claims and judgments, noncurrent liabililies to other governmental entities and ihird

paiies, and landliliposl dosure care costs). Bond premiums and discounls, il any, are delefied and amortzed over the life

of lhe bonds lsing he effeclive interesi metrlod. Bonds payable are repoded nel ofthe applicable bond prem um ordiscount,

ifany. Bond lssuance Costs incurred are reporled asexpense in the fiscalyear incurred,

ln the GFFS, govemmental ,und types recognize bond premiums and d scounls as other,inancing sources and uses,

respectively, and bond issuance costs as debt seryice expenditures. lssuance costs, whether or not withheld from the actLral

debl proceeds received, are reporled as debt setuice expendiiures. Expenditures for principal and intercst paymenis fol
governmental lund generaland specialobligalions bonds arc recognized in the Debt Service Fund when due.

8) CompersaledAbsences

The [lunicipality accrues accumulaled unpaid vacaUon and sick leave and associated employee-related c$sis Eten earned

(or estimaied to be eamed) by the employee. The l\,lunicipalily's employees are granted 30 days of vacalions and 18 days ol
sick leave annually. Vacations may be accumulaled up lo a fiaximum ol sirty (60) days and sick leave up lo a maximum ol
ninety(90)days.lniheeventofemployeeresignation theemployeels paid for accumulaied vacaiion days uplolhe maximum

allowed al ihe curenl rate. Sepa6lion lrcm employment pdorlo use of allor parl oflhe sick leave terminales allights Ior

compensalion, except for employees wilh len years of setuice wilo are enlltled lo sick leave pay up to the maximufir allowed.

The l\/unlcipalty accrued a liability for compensated absences, $'hich meet the lollowing criteriar (1) the Municipality's

obligaiion relaling to employee's rights lo receive compensation lor luture absences s attributable lo employee's seNices

akeady rendered; (2) the obligation relates to rights that vest or acclmulate; (3) payment of he compensaiion is probable;

and (4)the amountcan be reasonably esiimated.

ln acco.danc€ wilh lhe above crite a and rcquiremenls in conlomance wilh GASB Accounting Standards Codilication Section

C60, Compensaled Abserces, tre l\,lunicipality has accrued a liability for compensaled absences, which has been eamed bul

not taken by Municipality's employees, including its share of social securily and l\,ledicare payments made on beha,, of the

employees in the accrualfor vacalion and sick leave pay using salary rates effective al June 30, 2013. Allvacalion pay is

ac.rued when incufied in llre GWFS. For lhe GWFS, the cr nent portron is lhe anro! nl estimaied lo be used n the follow ng

year. For tre GFFS, allof ihe compensaled absences are considered long-term and lherelore, are iol a furd liability and

aepresenis a reconcillng ilem between the fund leveland govemment-wide presentalions,

9) Clains and Judgments

The estimated amount o{lhe llabllily ior cla ms and judgments, if any, which is dueon demand such as from adiudicated or

seftled claims, ls recorded in the General Fund when lhe liability is ncuned. The Long-Term Liabililies includes, when

appropriale, an amounl esumated as a contingent liabilily or liabilities with a rxed or expecled due date, which wll require

future availabb iinancial resources for ts paymenl.

10) Accounting fot Pension Cosls

The l\,lunicipality accounts for pension costs from the standpoint ol a padicipani in a multiple+mployer cost-sharing plan.

Accordingly, pension costs recognized in the accompanying basic financial slatemenls are equal to the stalutorily required

contibulions, with a liability recorded lor any unpaid required conlribllions.

For the purpose ofapplying he requi€ments ol GASBS No, 27, as amended,lhe stale govemment ol the Commonweallh is

considered to be lhe sponsd ol the Employees' Retrremenl System of the Govemment of he Commonwealth of Puerto Rico
(ERSI, a multiemployer cosi-sharinq delined benefit pension plan and System 2000, a hybrid defined contribulion plan, in

whici the employees ol lhe Municipality parlrcipate. The Municipalily is considered a participant, and not a sponsor, of lhese
retkement syslems since the majority ol the paftjcipants in lhe alorementioned pensioo t.usl funds are employees of lhe
Common$ealth and the baslc financial slatemenls ol such reliremenl systems are pad oi lhe ,inancial reporting entity of
Common\aealth. Act No.3 was enacled on Apdl4, 2013, amended fle Act No.447lorthe purpose oleslablishing a major
relorm of he ERS effeclive on July 1 , 2013 (see Note 18). 
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11) Nel Position/Fund Balance

32

Nei posilion represenl the difference belween assets, deferred outflo\ s ol resour@s liabililies, and delered inflows of
resources in the govemmenlwide linancial stalements.

The GWFS utilize a net position presenlalion, #nich are calegorized as follow:

. Net lnvested in Capilal Alseis - These conslsis of c€pilal assets, nel ol accumulaled dep@oation and amortzation,
reduced by the outstanding balances of bonds payable, notes payable and olher debts that are attributed to the

acquisliion, conslruclion or improvemenls ol those asseh. For the puPoses oJ determlning tre outstanding debt

aftibuled io capilal assets, the total long-term debt related to the acquisilion, conslructon oI impmvemenls of capital

assels has been reduced by any related unspent debl proceeds and any related unamodjzed debt issuance costs.

ln addition, the outstanding debl attibuled io capital a ssets does nol include accrued interest payable, non{aprtal
accrued liabilities, interfu nd loans and olherlinancial assels.

Net inveslment in capiialassels is comprised ofthe following:

Govemmental
Activitie3

Capital Assets, Net of Accumulaied Deprec aiion .............-.................. E47,000,942

Outstanding Ealance on Related Debt.................................................. (6,920,000)

UnspentCapita|DebtProceeds............................................................ 887 231

Net lnveslmenl in Capiial Assels...-.-.................................................... $4!l!LlZ]

. Reslicled ltet Position - These resuh when conslrainls placed on nel posilion use are eiiher extemally imposed by
creditors, grantors, conlribuiors, and ihe like, or imposed by law through constitutlonal provisions or enabling

legislation.

. Unresticled Net Posilbn - These consisl of net position which do not meet tie definilion of the two peceding

categories. Unreslricled iel posilion often arc designated, lo indicale that management does nol considerlhem to

be available for geneaal operat ons. Unrcstricied nel posilion ofien have conslEinls on resources hal are imposed

by management, but can be removed or modilied.

llet Position Flow Ass nption

Sometimes the l\,lunicipality will fund ou$ays for a particular purpose from boflr reslicted (e.9., restricted bond or granl
proceeds) and unestricted resources. ln oder io calculale lhe amounls lo report as reslncted - nel posilion and

unrestricted - net posiUon in the govemment-wide and prcprietary fund fnancial slatements, a fow assurnption musl be

made about lhe order in which the resources are considered to be applled. ll ls the l\,lunicipality's policy lo consider

restricted - net posilion to have been depleted before unrestricted - net position is applied.

B) FuodBalance

F a d B al ance C I a s s il ic atton

Fund balances for lhe govemmentalfunds are reMed in dassi,icalions that comprise a hierarchy based on the extent
to which lhe l\,lunicipaliiy honors constrainls on lhe speciiic purposes for which amounls in ihosetundscan bespenl.
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The nonspendable classificalion conlains amounts not ifl sperdable ,onn or legally or contaaciually requiaed to be

mainlained intact. Resticted amounls contain reslrainls on ller use extemally imposed by creditors, granlors,

contnbutors, or la$s or relulaton of olher govemrnents;or imposed by lawthrough conslitulionalprovisions orenabling
legislation. Comrnitted amounls can only be used for specific pumoses imposed by formal aciion ol the Municipality's

highest level of decsion'making aulhorily. The highesi level of dec sion-making authority is lhe Municipal Legislalu@

and lt lakes a resolution io eslablish afund balance commilment. Amounls intended to be used,orsp€cific purposes are

assigned. Assgnments should not cause defrcits n the llnassigned Fund Balance. Unassgned Fund Balance is ihe

residualclassificalion for the General Fund,

Fund Belance Fhw Assunption

Sometimes he Municipality *ll fu nd oudays for a partcular purpose from bolh restricted and unreslricled resources (lhe

total commrtted, asslgned, and unassigned fund balance). ln order to calculate the amounts to reporl as restncled,

commitled, assigned, and unassigned fund balance r the GFFS a flow assumplion must be made aboui lhe older n

Mich the resources are considered to be applied. lt is the l\,lunic pality's policy 10 consider reslricled lund balance to
have been depleted befoe using any ol the mrnponenls or unrestricted fund balance. Fui(her, when the components of
unreslricted ,und balance can be used for the same purpose, committed fund balance is depleted lirsi, followed by

assignedfund balance. UnassiEred fund balance is applied lasl.

The Municipality believes that sound fnanclal management principles requile thal suflicienl funds be elained by the

l4unicipality to provide a slable iirancialbase at alltimes. To retain this stable linancialbase the Mur cipalily needs to
mainlain a General Fund balance suffcient to fund allcash flows oflhe fi4unicipality, to provide iinancialreserves for

unanlicpated expenditures and/or revenue shortfalls ofan emergency natu€, io provide funds for the dispadty in timing

between lhe collecton oi property laxes and other main income. The purpose ol lhis policy ls to specit lhe size and

composition oi the Municipalty'sfnancialreserves and lo identify certain requiremenls forreplenishlng anylund balance

reserves utilized.

Polby on Connilting Funds

It is the polcy oflhe Municipality lhat lund balance amounts will be repoaed as'Committed Fund Balance'only after
fomalact on and approvalby Mlr cipalLegislature. The i,lunicipalLegislature hasthe authority to separate funds for
speclfc purposes. Any separale fund as Commrtled Fund Balance requires llre adoption oi a resolution by a simple

majority oi votes. The adoption ofthe resolution should be canied out before June 30 oilhe tiscalyear to implement.li

he aclual amount ol lhe commilment is nol available through June 30, the rcsolulion should esiablish the process or
fomula required lo calculate ihe exacl amouni as soon as infonnalron is available in lhe tollowing liscalyeal

Forexample, the l\,lunicipalLegislaiure rnay approve a resolulion prior to year€nd linancial statements, rfavalable, up

to a specified dollar amount as Comrnitied Fund Balance Ior capitalprojecls. The exact dollar amountto be repolted as

Committed Fund Balance lor capitalpOecls mayrot be known atthetime ot approval due lo tle annual tinancial audil

not yel being completed. This amountcan be deiermined ata later date when known and appropriately reporled wiihin

lhe yearend fnancial slatements dueto the MunlcipalLegislature approving th s resolution beforeyear€nd.

li is the policy of the l\4uniclpality thatthe l\runic palLegislalure may commillund balance lorany reason thal is consislenl
wiih the defrnilon of Commilted Fund Balance. Examples oi reasons to commit fund balance wDuld be to display

inlenlions to use porlions offund baiance for future capltalprojecls, slabilzalion funds, orto earmark specialGeneral
Fund streams unspenl al year€nd lhatare ntendedto be used lor spec iic purposes.

Afrer approvalby the Mun cipal Legislaiure, lhe amouni reporled as Commitied Fund Balancecannot b€.eversed wthoul
ulilizng the same process required to commtthe funds. There,ore, it is the policy of the I',4unicipality thatfunds can only

be removed from the Commilted Fund Balance category after resohriion and apprcvalby tre lvunicipalLegislature.
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Policy on Assuoing Funds

Funds lhat are intended to be used for a specifc pupose but have nol received tre lomal apprcval action at the

i/unicipal Legislalure level may be recorded as Assigned Fund Balance. Likewise, redeploying assigned resources lo

an altematrve use does not require formal aclion by the l\,lunicipal Legislature. Having reviewed the requiremenls for

assigning iund balance, lherefore is the policy of the i,4unicipalily that l\,layor shall have the authority to assign fund

balance of ihe Municipalily based on lhe inlentions oi lhe use ol ,unds by ihe Municipal Legislature. ln addition, the

Mayor can delegate to the Finance Dircctor or oher employee o, the lvlunic palily, lhe authority io assign the funds.

Polby on Unassigned Cene.,.l Fund Belance

ll is lhe goalolhe lvluniopalily lo aciieve and maintain an Unassigned GeneralFund Balance equallo 10% of budgeted

expenditures. The lrruniopalily considers a balance oJ less tran 5% to be a cause for concern, baring unusual oI
delibe€te circumstances, and a balance of mole lhan 15% as excessive. An amount in excess ol 1570 is to be considered

fo. reservation to a@umulale funding for purdEse of madinery and equipment, for capital projects, and/or lo reduce

he tax levy requiements, and shall be determined in conjunction wilh the annual budget process. ln the event that lhe

unassigned General Fund Balance is less than the policy anticipates, he Muniopality shall plan to adjust budget

resourc€s in the subsequent ,iscal years lo @slore lhe balance, Appropriation Irom Unassigned General Fund galance

shallrequie the approvalofthe lvuniclpal Legislature and shallbe only for speciic disbursements, sudr as onelime
expenditures and capilalassets purchases, and nol forongoing expendrturcs unless a viable plan designated to sustain

the expendrtures is simultafleously adopted. The l\runicipality has met iis GASB 54 fund balance targets at June 30,

2013.

Ptiotitization ol Fund Balance Use

ln circumslanc€s where expenditure is ior a pupose that quantites ae available in multiple fund balance classilications,

iheorderinwhich lhe.esources willbe used shallbe as ,ollowsi Restricted Fund Balanc€, followed by Committed Fund

Balance, Assigned Fund Ealance, and lasl but nol leasl, lJnassigned Fund Balance.

This spak hteation.ttb telt btdnk-



COMMONWEALTN OF PUERTO RICO

MUNICIPALITY OF NAGUABO

NoIES TO THE BASIC FINANCIAL STAIEIUENTS

FoRTHE FrscAL YEAR ENDED JUNE 30,2013

2. SUITMARY OF SIGNIFICANT ACCOUNTING POLICIES- conrlnuarron

C) Componenls ol Fund Balance

lntedund Tran3action3

lnterfund transactions ae reiecled as loans, re mbursemenls or lranslers. Loans are reporied as receivables and payables as

appropriate and are subject to eliminalion upon consolidaton. Reimbursemenls occur w,hen one lund incurs a cosi, charges he
appropriate bene,lting fund and reduces its relaled cost as a reimbursemenl. All olher interfund transaclions are taeated as

lansiers. TransfeB beiween governmental or proprielary funds are netted as paat of the reconciliation to lhe govemment-wide

columnar pcsentation. The i,iuniclpality hastheiollowing types oi iransactions among,unds:

lnteiund Translers - legally 'equired lransfers lhat are @ported when incuned as lransfers-in by lhe rec pient fund and

as transfers-oul by the dsbursing fund, wilh eceivables and payables presented as amountsdue to and due from other
lunds.

lntra-Enw Tensactnns - Advances beiween iunds are also presented as amounts due lo and due from other funds.

Ho$evea, drese transfers and relaled amounls receivables and payables ale considered inlernal balances and activrtes

lhat have been eliminaied in dre govemrnenl"wde financial slalements.

Risk Financing

The l\,lunicipality caries commercial insurance to cover poperty and casualty,lheft, todclaimsand olher losses. lnsumnce policies

are negoliated bythe Puerto Rico Trcasury Depadment and costs are allocaled among allthe fiunlcipalilies oI Puerto Rico. Also,
pnnc pal officials ol the l\,lunicipality are covercd under various surely bonds- Cost of insuance allocated to the Mun cipality and
deducled lrom ihe gross propeiy tax collectiors by the MRCC for the year ended June 30, 2013 amounted to approximately

$256,690. The current insurance polcies have rol been cancelled or teminated. In addition, |',{RCC deducted approxrmately

$201,100 for workers compensation insurance covering all municipal employees forlhe same penod.
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CoM oNwE LTHoF PUERToRtco

Ii4UNICIPAUTY OF NAGUABO

NoTEs T0 THE BAStc FrNAr,rcraL STATEMENTS

FOR IHE FISCAL YEAR ENDED JUNE 30, 2013

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES- co.iiiuaiion

UseofEElimates

The prepaGlion of lhe basic linancial slalemenls ln conlomity with GAAP req! res rnanagement io make eslimales and

assumpiionsthal affectthe reporled amounts ol assets and liabililies and disclosures ofcontingenl assets and labilliies at the date

ol the basic fin an cial slate me nts and lhe repofled revenue and expenses dudng the reporting period. Actualreslltcould differ irom

ihose estimates.

Recla!silications

Va ous reclassrfcaiions have been made a the accompanying basic financialstatements which affect the compaability Blth lhe
basic finanoal slatements issued lor previous liscal years,

Future Adoptjon of Accounting Pronouncements

The Govemmental Acrounling Siandards Board (GASB) issued lhe following pronouncements lhal have eflective dates after June

30,2013:

GASB Stalemeni No. 66, Technical Coneclions-2l12-an anendnenl of GASB Statenenls No. 10 and lla- 62.Ihe
obtective of th s Statement is to inprove accounling and fnancal reportng ior a govemmental francial repoding entiiy by

resolving conflcting gurdance that resulled frcm lhe issuance of tllo pronouncements, Slatements No. 54, Fund Balaflce

Repaling and Governnienlal FLnd fype Definttbns, andNo.62, Codtficalion of Accaunling and Financial Repoling Cuidance

conlained in Pre-No"emher 30. 1989 FASB and AICPA Pronouncenenls-

This Stalemeni amends Staternenl No. 10, nccourrng ard Financial Repafing for Risk Financing antl Relaled lnsuance

/ssues,byremovinqiheprovisionthatlimitsfund-basedrcporlingolanentiiy'srlsklinancingacliviliestothegeneralfundand
the ntemal servlce fund type. As a result, govemmenls should base their decisions about fund type class lication on the

nature of the actrvity lo be repoied, as required in Statement 54 and Staleneni No. 34, Basb Financial Stalements and
Managenent's Discussion and Aj,alysis--lor Slale antl Local Govenmenls,

This Statemeni alsoamends Slatement 62 by modifying lhe speciiicguidanceon accounting for (1)operating lease paymenls

lhai vary from a straighlline basis, (2) the difference belween lhe initial investment (pulchase price) and the princpal amount

of a purchased loan or goup oi loans, and (3) se icioq iees related lo mol€age loans lhat are sold when ihe slaled service

fee rate diflers signilicanuy frcm a current lnormal) servicing iee rale. These changes darit how lo apply Staiement No.

13, Accounling for Apeqting aeases wlh Sc,heduled Renl /rcleases, and result ia guidance lhal is consislenl wilh lhe

requirements in Stale.nent No. 48, Sa/es ard P/edges of Receivables and Fulure Re\enues and lntra-Enlily fftnsferc of
Assels and Frlure Reu€nues, respeclively. The provisions of this Slatemenl are e,fective for frnancial slalements lor penods

beginning alter Decenrber 15, 2012lF\ 2013-2014).Eaf'i€I applicalior is encouraged.

GASB Statement No. 67, Fina ncial Repodng far Pensian Plans. This Statement rcplaces the requkemenls oi Slatement No.

25, Fkancial Repoling for Defined Benefl Pension Aans and ilote Disclasutes lor Defined Codrbdion P/a[s and Statement

No. 50, Pension Dlsc/osures-an anendnent ol GASB Slatements N0.25 and No. 27, as they.elate to pension plafis lhat
are administered lhrough trusts or similar arangements meeting c€ftain crileria. The Statement builds upon the exisling
framewo for financial reports of defined beneft pension plans, *tich includes a slalement of liduciary net positon (the

amount held in a irusliorpaying relirerient benelits)and a slalement of changes in fiduciary nel posilon. Siatement N0.67
enhances note discloslres and RSlfor both delined benefrtand defned contribution pension plans. Statement No.67 also

requires lhe presentalion o, new infonnation aboul annua, money-weighled raies of retum in lhe notes to the financial

slalements and in l0-year RSlschedules. The provisions ofthis Slalement are ef,ective for frnancial stalements for periods

beginning after June 15, 2013 (ry 2013-2014). Earlier applicalion is encouraged.

G.

H.
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2. SUIU ARY 0F SIGNIFICANT ACCOUNTING POLICIES - coitinu.tioi

GASB Statemenl No. 68, , ccounling and Ftnancial Repofing for Perslors. This Statemenl replaces lhe requirements of
Statemenl No. 27, Accourling t'or Pensians by Slale and Local Govemnenlal Emplaye6 and Stalement No. 50, Pens/o,

Ascbsures-an anendnenl af GASB Slalenenb 
^lo. 

25 and lvo. 27as lhey relale to govemmenls that provide pensions

lhrough pension plans administered as lrusts or srmil arrangements lhal rneet cerla n criteria- Sialemenl N0.68 requires

govemmenls providrng defined benelil pensons lo recognize theirlong-lerm obligation ior p€nsion benefts as a liabilitylor
lhe lirsl lime, and to more comprehensively and comparably measure lhe annual cosls of pens;on benelits. The Slatemenl

also enharces accountability and transparency though revrsed and new noie disclosures and requiled supplementary

infomation. The provisions ofthis Siatemenl are ellectve lor linancial siatemenls lor periods beginning afler June 15, 2014

(FY 2014201 5). Earlier application s encouraled.

GASB Stalement No. 69, Gouemment Canbinatians and Disposals of Govemnent Operclions. This Statement establishes

accountinq and frnancial repoding standards rclaled to govemment combinalions and disposals of govemment operalions.

As used in this Statement, the lem gavemment conbinations includes a variely of lransaciions refened to as mergers,

acquisitions, and transfers of operations, The provis ons of this Statement are efleclive for {inancia stalements for periods

begnning afier December lS,2013 (FY 2014'2015). Earlier applcation se.

CASB Statement No.70, Accaunting and Financial Repoling far Nonexchange Financial Guarantees. This Stalemeni

rcquires a govemment that has issued an obligalion guaranteed r a nonexchange trarsaclion lo reclgnize revenue to the

extent ofthe rcduction in lis gua€nteed liabilities. This Stalemenl also requires a government that is required to repay a
guaranlor ior making a paymenl on a guaranteed obligalion or legally assuming the guaranteed obligaton to contnue to
recognize a lab liiy unlillegally released as an oblgor. When a govemmentis released as an obllgor,lhe governmefl should

recognize revenue as a result ol being elieved of the obligalion. This Stalemeni also provides additionalguidance for nha-
enlily nonexchange ,nancial guarantees involving blended componenl units. This Slatement specifes lhe infomalion
requhed to be disclosed by govemmenls thal extend nonexchange linancia, guarantees. ln additror, ihis Statemenl equires
new infomaUon lo be dlsclosed by governmenis lhai receive nonexchange fnancial guaranlees. The provisrons of lh s

Stalemeni are effeclrve lor repoding pedods beginning afier June 15,2013 (FY 2013-2014). Eadier applcation is encouraged.

GASB Stalement No. 71 , Pe, sbn lraislion fot Conlibdions Made Suhsequent lo lhe Moasurenont Date-an amehdnenl
of G,qSB slalemeri No. 68. This Statement eliminaies a poiential source of underslalement ol reslaled beginning nel position

and expense rn a governmenl's lirsl year of implemenling GASB Stalement No. 68, Accourting and Financial Repoling fot
Persbrs. To conecl6is polential undeBtalement, Stalement 71 requires a state or localgovemment, when transrtioning to
the new pension standards, to recognize a beg nning defefied oulllow ol resources for its pension conlribliions made durlng

he lime betwe€n lhe measurement daie of the beginning nel pension liabilrty and lhe beginning oflhe inilial fiscalyefi ol
implementation. This amount will be recognized regardless of wirether it is practical lo determine lhe beginning amounts o{
all olher delered outflows of resources and deferred inflous of rcsources relaled to pensions, The provislons are eifeclive
simultaneously with the ppvisions ol Stalement 68, which is required to be applied in frscal years beginning after June 1 5,

2014 lFv 2A13-2014).

The Municipality has not yet delermined the effecl hes€ slatements willhave on ihe Municipalily's financial slaiemenls.

3, CASH ANO INVESTI'ENIS

Cash in Ban,6

Munlcipalily'scash afd inveslmenls atJune 30,2013 arc composed oi (1)demand deposils in commercial banks, (2)demand deposits

in lhe Govemmenl Developmenl Bank of Puerlo Rco (GDB, fiscalagent), and (3) cash equivalents in commercal banks. Cash

equivalenls ol $4-7 million are deposits in commercialbank accolnts and interest bearing accounts in GDB, and are recorded at cost,

which apprcximates lair value.

Puerto Rico laws aulhorize governmentai entities to irvest in direcl obligations or obligalions guaranteed by the lederal govemmenl or
the Commonweallh. Municipality is also allowed to invest in bank acceptances, other bank obligations and certrlicales of deposit in

linancial inslifut ons auihorzed io do business underthe federaland Commonweallh laws.
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3. CASHANDINVEST ENTS-conrinuaiion

Ir,4unicipalily Iollows the practce of poollng cash. At June 30, 2013, the poot cash accou nt in nlerest bearing commerciat banks accounis
had a barance of 91.1 miflion ot which $769 312 in rhe Generar Fund, g97s in the sBGp runa, anJ$:i6,zto rn other covemmentat
Funds, allwas deposiled in Popular Sank of Puerto Rico. The balanc€ in the pooled cash accou;t is;;;ila;b to meel drnenr operatin!

l"ll,^T:l! 19-:lI llfttlcled excess, rrany.s generafly deposir in acclunrs wjih commerciat banks. Any deficiency in rh; poot;
casn account,s assumed by lhe geleralfurd and covereo lhrough future bJdgelary appropraUof,

Underthe laws and regulatlons oflhe commonweallh, public lunds deposted by the l!4unicipahty in commercialbanks must be fu[y
collalenalized for the amounts depostted in ercess ol the FederalDepos ilnsuranci Corporafu; (F6tC)coverage. Allsecuritres pledge;
as collateral are held by agents designated by the Commonweallh s Secrelary of the T;easury, iul noi in tie Municipatity's name. 

-

cash wilh fiscalagenl in the debt service fund consists ol poperty ta, collectrons and sales and usage raxes amounting to g2,0j8,611
that are-restricted ior the paymenl of the [lunicipality s debt seruice, as requred by law Cash with Frs;al Aqent in c€neral Fund consisl
oi $13,949, in capirar rmprovement Fund consist or gr 003,984 and in other g;vemmenrar lunds consr;t pnrcipafly or g269,187 of
unspent proceeds of bonds lhal ale reslricled lorhe acquisiiion construction or improvement ol najor capitalassets. The amounls
deposit in GDB is mainlained in interesl bearing accounts and is not collateralized_

Municipality iollows the provisions of GASB Accounling Standards Codificalion Section C20, Cash Deposit wik Financiat tn*itutions,
related wilh cash deposil and inleresl_eaming inveslmenl conllact with finarcial inslttulions. Acrodingly, lhe iollowing is essenliai
infofinalion aboui credit risk, Interest rate nsk, custodialcredit risk, and loreign exchange exposure of de-posits and investments of the
Munlcipalily at June 30,2013:

Credit Rkk

This is the risk thal an issuer or olhercounterpat to an inveslment will not fullilliis obligations. Al June 30, 2013, the luunicipality has
invested only in cash equivalents of 91.1 million cusisting of deposit in commercial b;nk accounts, which are insued by ihe iDlC,
generally up to a maximum 0f5250,000. As previously menlioned, publicfunds deposited by the l\4uni;ipatrty in comfiercial'banks musi
be fullycolkleraiized for the amounls deposited in ercess olthe FDlc coverage. No rnlestments ln debiot;quiiy securities wele made
durino lhe FjscalYear ended June 30. 2013. Thereforc, the Mfijcip?liiy,s ma;agementhas concluded ihat the credit risk retated to any
possible loss related to deiaults by commercialbanks on the Municipaiity's dep;sits isconsidered low al iune 30.2013.

Custodial Credit Risk

Thls is the isk lhat, in the event of the failure ofa depository linancial instrtulion, the Municipatity wiJlnot be able to recover its cash ard
investmenls orwllnol be able lo recover collateralsecur t es lhatare n the possession ol;n outsde party. plrsuanr to the lnveslment
Guidelines for the Commonu€allh adopled by GDB, the Munrcrpalily may inveslin obligatrons ol tte iommonvleatth, obligalions of the
united States cerlilicates of deposil, commercial paper, banker's acceptance, or in po;b of obligatrons of the municipatilies of puerlo
Rico, lrtich are managed by GDB. At June 30, 2013, the i,funicipality has balances deposited in;mmerciat banks anounling to g1.1
million which areinslred bythe FDIC upto lhe eslablished limit ahd the excess are lully collateralized asexplained above. De-posits in
GDB, amounting to $3.4 rnillion are uninsured and uncollaleralized. However, no 6sses related lo deiaults by GDB on deposit
iransaclions_lave been inclned bylhe Municipalltylhrough June 30, 2013.lt is managenent's poticy lo only maintai; deposits in b;nks
alfillated to FDIC to minimize the custodlalcredil dsk, ooept for GDB. Therelore, thei,{unicipatity's manag;ment has concluded that at
June 30 2013, the orstodiarcredii risk associated wilh lhe Municiparity's cash and cash equival;nts is co;srdered row.

/nleresf Rate Ris*

This islhe risk thal changes in interest rates of debt investmenls willadversely affect the fair vatue oi an investment. The lvunicjpality
m^anages its 

_exposure 
lo declines ln lair values by: (1) not including debt or equ ty investments in ils investnents porfuuo at June 30,

2013, (2) lirniling the Qeighled average malurity of ils.investmenrs ln certifica6s;i deposil to pedods of three months or tess, and (3j
keeping mosl of its banks deposits in certi,icates of deposii and rn nteresl bearmg accounts generabng inleresl at prevailing ma*ei
rales. Therefore, atJune 30,2013, the interest risk associated wrh lhe Munrciparris crsh and;sh equ;valent is considered row

38



CoMMoNWEALTH oF PuERTo Rlco
MUNICIPALIIY oF NAGUABo

NOTES TO THE BASIC FINAXCIAL STATE!'ENIS
FoRTHE FrscAL YEAR ENDEo JUNE 30.20i3

CASH AND IiIVESTflENTS - coniinu.rion

Foftign *change Risk

This is t\e risk that changes in exchange rates wil adve'sely alfecl he value ol an inveslmenl or a deposit. According to the
alorernenlioned investmeni guidelines, adopted by the Municipaiiiy, the Municipality is prevented lrom investing in forejgn secJrities or
any olher lypes of investments for $tich foreign exchange dsk exposurc rnay be sEnificani. Accrdingly, managemenlias concruded
lhallheforeign erchange risk retated to the i/unicipality,s deposits isconsidered tow at June 30,2013-.

DUE FROM GOVERNI'EIVTAL UNITS

Theduelrom govemmenlal unlts for he ,iscal year ended June 30,2013 conespondslo $66,806 from puerto Rico Treasury Departmenl
for the christ'lrs Bonus and $161,792 fom puerto Rico Depariiirent oi Labor and Human Resources lor Act Number 52.

ACCOUNTS RECEIVAELE- FEDERAL GRANTS

The due i.om ,ederal granis of lhe orher covemmental Funds for he fiscalyearended June 30, 2013 cofiesponds lo $2,805,s34 Jrcm
lhe,Communily Developmenl Block 

-Granls/-Slales 
Program and Non Entitlemenls Grants in HaMii (State iDBG) {i\rough the Office

0flhe Ljommissioner oI l\,lunicipal Aflails). s4.646 trom the chitd and Adutt care Food program (t'rrough tre puerd Ria;Depadmenl
oiEducalion), and $56,078 from Child Care and Development Block Grant.

INTERFUND RECEIVABLE, PAYABLES AND TRANSFERS

a. lnterfund Receivable and Payable Balances

Due lo/fom otherFunds atJune30,2O13 are summarized as iollowsi

IIITERFUND INTERFIJND

RECEIVABLE PAYABLE AMOUI,IT

Capibl lryrovenEnl Fufd ceneralFund $ 84,4j8
Oher GovernnBnbl Funds GeneralFund 1,155,252
GeneralFund CoBG Fund 188,563

Capibl lfiprovenerlt Fund oher GovemnEnbt Funds 1 82,910

Tobl $2,211,143

lntedund Tran3fers

Translers are indicalive of lunding for capital projects or debl service, and subsidies oi varjous operaljons,

INTERFUNO TRINSFERS WITHIN THE GOVERI,II,IENTAL FUt,IOS

SOURCES

GeneralF!rd

GeneralFund

TRAi{SFERTO

oher GovernnEnbl F unds S

Debl Service Fund

Tohl

At\40UNT PURPOSE

7,000 Operaiing Purpos€

235,391 Debt PayrEnb

$__M3e1
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7. UNEARNED REVENUES

Governmenl_wide Slalerrer, of /vel Posilio, does not rcport de fefied inflows af rcsaurces, brt reporl ureamed revenues for resources
receive before ir has a regar craim to rhem. covernmenlar funds balance sheet report ;ream;d ;;e;ues in @nnection with cash
collected for revenues dral are nor considered to be avalabre to riquidate riabirilies oithe cunent period as rolows:

8. DEFERREO Ii/FLOWOF RESOURCES

Govemmental funds balance sheel rcpoft defened inflows of resou,ces in conneclion ujih receivables for revenues thal are not
considered to be available lo liquldate liabilities of the cunent perlod (unavaiiable). covemmental funds also deler revenue ecognitu;
in connection wilh resources that have been received, bulnolyeteamed. Althe end ollhe c!fierlfiscalyear thevanous comp;nents
o' delered inflows al resources reported in lhe basic lilalcial slalements ere as loljows

Gov€mmental Fu nds:

ChrishEs Eonus - ConnDnwealh

Feded Granb:

CDBG Fund

Ofier GovernrcnblFunds

Tobl Debrred lnlows of Resources

$ 66,806

262,780

1,859,208

54,987

[J243131

Gov€mmenlal Fu ndB:

VdunE of 8lsiness Taxes $ 693,539

Toblunearned Revenues $ _!9!:!A

DUE TO OTHER GOVERNMET.ITAL UNITS

AsofJune 30' 2013, balance due to other governmental unils olthe GeneralFund for services rendered tolhe Municipalig, cansists
of lhe following:

AlitouNT

Wbbr and Sewer Auhorily $ 105,229
DepatrEnt ofTreasury of Puerb Rico 440.505
RelireftEnl Sysbm Admjn]stalion 787,880
AEELA 15,157

ToblDue b covernmnblunib S1g!lZ9
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,IO. 

CAPITAL ASSEIS

Capital Asseis actr'vities lor the fiscal year ended June 30, 201 3 was as folows:

Deprecialion expenses were cha$ed to govemmertal functions/programs as iollowsi

Al.lOUI{T

I\,fayor and l\,lunidpal $ 247,1|57

General GovemnDnt 49,431

Pub$csabv 98,863

Pubb lrbrks m5,9M
Cultlre, Recreafon and Educaton 65,309

Healh and \ bl6re 107,101

UIban and Econo c Developfipnt 49,432

TobloeprcciafonExpenses I__!4,!57

D ESCRIPIIOiI

Non-oepreciade Capid Asseb

CoNilclioi in Prcgrcss

Tobl Non-Deprccbble Capibt Aiseb

Depeciable CapiEl Asseb:

Buildings and Euildings hnprcvemenb

Vehicl4 M&hinery and Eqoipmed( and

fumituE and Firtrres

Tobl oep@iabte Caprbt Asseb

Less Accumulabd Deprcciation

Buildi Es and Build ogs lnpDvemenb

Vehi:les, M&h nery and Equ pment and

Fomit/e and Fixturcs

Tobl Accumohled &pEiadon

Tod Dep.e.iable Capibt AsseE (Net)

CAPITAL ASSEIS, NET

BALAIICE

JULY1,

2012 ADJUSTIIEI,IT INCRE.ASES

$ 19,433.560 I $

1,500

DECREASES

I

BALAI{CE

JUNE 30,

2013

3 19433 560

1,500

4,849,455

24,2U,515

21,454,974

9,3!2,894

4,157,991

34,955,859

(5,018,4r6)

i{3,178,642)

13,M2.3741

112,239,4321

22 716 42t

3,367,24A

22,802,3W

21,454,974

9,3,12,891

3,998,986

34,796,854

(4,589,317)

(3.591,784)

13,2U,4741

{1,113)

111,416,688)

23,380,r66

qiJla46!

1,482,215

1,482 215

159,005

1s9,005

(429,099)

(186.858)

(a7,9oo)

1,113

1113

1,113

$ 1r13

(023.857)

(664 854

!___qr.{! $ l-11!!!j4
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MUNICIPALITY oF NAGUABo

11. NONCURRENTLIABILITIES

A. Gen.ral Obligations Bol|& and Special Obligations Bonds

The princlpal long_term obligations oflhe Muniopalily are generaloblgabon bonds and specEl obtioation bonds issued to tinance
lhe conslruction and improvements ofpublic faolities.and pLrrchase ol machtnery and equrpment.-The i,tunicipality s obligations
long'term debl retirements are appropriated and paid from resources accumurate; in the Debl &rvice Fund (see N;b 1 2i
The following is a summary of geneGland special obligalion bonds ol the i,4unicjpatity as of June 30, 2013:

NoTEsTo THE Bastc FtNAl,lctaL STATEITENTS

FoRTHE FIS.AL YEAR ENoEo JUN€ 30.2013

Type of obllgaton and Purpose

Generd Ohligaton Bonds:

Pbp€.ly T d6 lncom€:

Gs'€rd C(rstl,ctoo

Gersd Co.6tuci0l

0psdjond PuDc6e

Gq'€rd CcrErlcto.r

Gerdal Corstucriof

Purchase of Eqrprnent

Told C*n€Ial Obligation Bonds

Spedal Obliqdion Bonds:

G$erd Cmstulim

Subblrl

S.le. and t sage Tdo6:

Purchase o{ EquiFnfft

Subtobl

Toral Spe.ial Obligdion Bonds

1998

1906

xu
2m0

r03
m05

2005

r09
n12

Date Rat€

4_lJyt

450%

4ffk
4n%
1.63%

1.63%

4.Tfk

1.6?k

1 63%

1.63%

1.63%

6.0P/"

Original

Bonowing

$ 5m,0m

514,0m

370 m0

zs,0m

285 m0

175000

1,140,0m

1,065,m0

104,0m

400,000

9S0.0m

5G5 0m

670,000

3,1m,m0

$ 316,00

na,m
145,0m

154 m0

m.fffr
115 m0

635,000

510,0m

91m0

a42o,om

1m,m0

z0 m0

630,000

255.0m

r0 m0

3 CA5 000

3.670.0m

4,500,000

r_qerggE

ZM
2020

2016

vJ25

nzr
n14
2019

2015

2019

D.1o

2016

n2t
1997

2013

2008

m09

n12

m15

n15

2!81

Toial C€n€ral and Special obtigdion Bonds

B. LegalDebt Limit and Legal Debt ltlargin

0r l\,{arch 9, 2009 the Commonwealth of Puerto Rico approves Law Number 7 that prov des tor revision of lhe vatuation of popery
subject to laxalion and imposes special poperty taxes for the Commonweallh. The i,t!nicipatity debt timits are t0% ofvatuation o,
properly subject to taxation, plus ihe balance ofthe specialad valorem tares in the Debt Servic; Fund. tn addiiion, before any new
bonds are issued ihe rcveiues of the Debl seruice Flnd should be sulficienl lo cover he prolected debl service require;ent.
Addillonal legal debt margin was determine for the rsslance ol the specralobtigatrons bonds l;alare pad through reteniion rnade
bylhe l\rRCC irom monihtyadvance oi arnualproperty tax and subsidysend to lhe Muricipalily.

42



CoMMotiwEALTH oF PUERTo Rtco

Mul,ltctPALtTY 0F NacuaBo
NOTESTOTHEBASICFINANCIALSTATEMENTS

FoR rHE FrscaL YEAR ENDEo JINE 30,2013

11. NONCURRENTLIASILmES-co.iinuarion

C. otherNoncurentLiabilitie3

Bofiowing frcn MRCC

On July 1 2007, the ft,lunicipality entered into a repaymenl agreement with he GDB and MRCC to repay the uncolleclible property
tax sale aulhorized by the enacted Law Number 146. The original amounl of debl is$97,362 to be paid dufing 25 years plusannuat
inielesl ot 2.504%.

On July 1,2002, the [,lunicipaliiy enlered inlo a repayment agreement with the GDB and IVRCC lo repay the uncolleclible property
tax sale audlorized by ihe enacted Law Number 42. The o ginal amount of debt is $227,77010 be paid during 30 years plus annual
interest of 6.1875%.

Chistnas Bonus

This amount repEsents the eslimated accrued Chistmas bonus accumulated as oi June 30, 2013 and payrclt related benelits,
represenling lhe benefit to employees to be paid during the lilst week ol December 2013.

Depafunent ol Labot and Hme, Resorrces

0n June 30, 2011, the Municipality entered into a rcpayment agreement wilh lhe Depaiment ol Labor and Human Resources to
repay ihe unemployment beoefit as of June 30, 2011. The repayment agreement is payable in monthly aggregate inslallments ol
principals and nterest of 8.00% of $6,144.83. The originalamouni ol debt is $221,213.96 lnderthe agreement to be paid during
3 years.

Clains and Judgmen6

This amount represents the amount accrued for possible claims arising fom litigations as recommended by the i,{lnlcipalily,s
altomeys and classrlied as due ailer ore year. Only claims is presenled as due wihtn one year tlten lhe {\,{unicipal Legistature
apprcved it in the flext {iscal year budget.

Compensated Absences

This amount represenls lhe esiimaled accrued vacalion benefils, accrued sick leave benefrts and payoll related benefits,
representing the 1\,lunicipality's comrflitrneni lo fund such cosls faom future operalions.

Following are the Odrer Noncunenl Liabililies:

DESCRIPTION

La{ N umb€r 42-M RC C

Pucb Rico D€patndrt of Labor

TOTAL

BALANCE

JULY 1,

2012

$

m2306

l{Ew

lssuEs

1$,61;

21.000

RET IREI.IENT S

AID
AD.-[JST MENT

$ 7e985

(1&623)

67,412

(348,779)

BATANCE

JIJI{E M,

2013

$ 73,985

1m,683

133,612

67,412

21000

1.621,4S

9__?J06!S

AI'OUNT'S

DUEWTHIII

ONE YEAR

$ 3 894

5196

133.612

d2,m
21,m0

914 486

$ 1 140,111

AlvoutilT's

DUEAFTER

N T YEqR

$ 70,081

183,487

5.186

m6.920

s 966,684

w77g
2,W,ZU

$ ?610,319 $ 1v512
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D, Changes in Noncunent Liabilities

Ihe following is a summary oi changes in noncurent liabililies for the year ended June 30, 2013:

E, DebtCompliance

Thele are a nlmber of limilations and restdclions conlained rn the various
compliarce wi$ all signilicanl limitations and resldctions.

The annual requirements to arnodize he noncunent liabililies outslanding as ofJune 30, 2013 are as follows:

Gas.loblisrionB.n& SodjCOblo*ona. r or\a iondrat obl,ori.n!

YEAR ENOING PRINCIPAL

JUNEO PAY EIT
Il{TEREiT

44.44 t
9,1il
60 466

51E6
,11,66

91,9i6

15 9S

PNNCIPAL IlllENEsT PRINCIPAT

PAY*B{T PAYMEXT PAYflEI{T

34,0c0 $ 2x2112 t 1421i2
3om m,7,a 9417

10,13n

10 525

9422
73,653

INTEfiEST

s 13147 $ 871,U 6 34843
13025 7!5,617 S4,r5
12S m564 528,A6

12,113 38aA3 29€,U€

1164 S4,615 ml\
19,860 1,&U 1m,076
3,191 1 41s 653 6A,310

PRINCIPAL ITTER*i
n14

n15
2016

zt?
418

2!192,23

zwztu
aa-z&

4Ca 6C0 $

1364
,00,8m

26,5m

€9 tm
&9 8m

1?@

3&,@ 46 A0
140,0C0 ZyN
1S000 24.b
920@ 916S

1,210,@ t41$
. ,0,50m .{/87, 30661 l.{t .@564 _q'Jl

!_l4q!q L !q!z ! !!!,!g !___-!Iqq L-- !q4 ! ra4 r___LM L !qql!

,2. DEBT RETIREIiIENT

Revenues of he debt setuice fund consists of the ad-valolem property laxes which are recognjzed as revenue wien collected lrom
la-\payers and reported by the lvunicipal Revenue Collection Center oi lile Commonweatth oi p;etu Rico to the l4unicipality (See Note
13).

These poperty laxes are accumulated by the MunrcipalRevenue Collection Center in costs of the general obligations bonds issued by
ihet'4unicipality (see Nole 11). Payrenls are made to lhe covemment Devetopmenl Bank o, he 6ommonweatth of puerto Ric! Ilom
slch accumulatedfunds bythe luunicipal Revenue Collection Cenierofpuefto Rico.

bond indenturcs. The Municipality believes il is tn

NoTEs To rHE Bastc FtNAr{ctAL STATEMEiiTS
FoRIHE FISCAL YEAR ENDED JINE 30,2013

DESCRIPTION

General obligalion Bonds

Special oofigafon Bonds

Oher obligalions

TOTAL

BATAT.ICE

JULYl,
2012

$ 2,s20,100

4,670,000

2,610,319

!_9,!!!l.t!

NEW

ISSUES

$

154.612

, "r*

RETIREI'ENTS

A',ID

ADJUSI ENT

$ (100,100)

(170,000)

(658,833)

5 1928.9331

BALAiICE

JUNES(),

2013

$ 2A20,AAA

4,500,000

2,106,098

!_9.q4p99

At ouNr"s
DUEWITHIN

OI{E YEAR

$ 408,600

320,000

1,M4,414

ql,!6ep!

Atit0uNrs
DUEAFTER

NEXT YEAR

$ 2,011,400

4,180000

u,!Lq1
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13, PROPERTY TAXES

The Municjpality is authorized by Act No. 81 to impose and collect properly taxes tronr any natural or tegal person ihat, ai January li
ol.each calendaryear (1)rs engaged in trade or busrness€nd rs lhe owner olpersonalo;real property used in trade or business, or(2)ow'rs resioenfial'eal o.openy witr a valde.n ercess ot $15.000 (at 1957 martet prce).

The I\,IRCC is responsible for ihe assessmenl oi all real and pe.sonal properiy located wilhtn the l\,lunicipality and for the le!y,
adminishalion and collection ofthe conesponding tax con tribution .

Thepersonalpmpe(ytaxssellassessedbythetaxpay-eronareturn,whichisiobetiledandpaidinfullbyl\4ayl5oleachyearwith
the MRCC and based on currenlvalues as ofDecember 31 oiprevious year Realproperly lax i; assessed bithe MRcc on e;ch piece
of realeslate and on each building or residence. The propefty lax cont;ibulion is l;vi;d e;ch year over the appralsed value ofthe real
property at the beginning ofthe calendar year. The realproperly assessment is based on the;unent value eristing in lhe year 1957.

The lvlRc0 is responsible for the bjlling ol real pmperty tares and colleclions oi both, pemonat and real poperty ta(es on behalf of all
fie nLn.cipali es or Puerto Rco. Pnor o fie oegirn ng ofeach liscalyear the MRCC hforms the Munrcrpat,ty oirhe estimaled amounr
oi ploperly tares expecled to be mllected for l,he ensuhg fiscalyear. ThroLg\oulthe year. tne I\,{RCC aovances lunds to the IVLr.crpalry
based on the inital estimaled colleclions. The [{RCC is required by lawto p@pare a setttemenl stalemeni on a liscal year basis,
$'hereby a comparison ls made belv/een iheamounls advanced to lhe Munrcipality and amounts actualty coll€cted frcm taxpiyers. this
seltlement has lo be completed on a prelminary basis notlaleruan three monh;afler fiscat yeaFend, ;nd a finalset emenl nrade nol
lalerlhan six months alter year+nd. lf the ]\,{RCC emits to the l\4unrcipality property laxes adv;nces, which are less than the lax aclually
coliected a receivable from lhe lvlRcc is recrrded at June 30. However, if advancis exceed lhe amount actually coltecled, a bonowini
from |',4RCC ls recorded al June 30. Al lhe time of the preparatron ol the financiatstatemenl, the diflerence between the advances an;
thefinalse ementto ihe ceneralFund is pending ol linal determinalion.

The tax rate for liscal year 201 3 is 9.83% Ior real property and 6-53% for personal propedy of which 1 .03% oi bolh are for the redemplton
ol public debt ssued byhe cofimonweafth of puerro fuco and 8.80% and 5.50*, rispea very, berongs to the l.{uniciparity. Taxp;yers
pay 9.6370 for real prcpeity and 6.33% Ior peGonalprop€rly andlhe remaining 0.20% is paro 6y the C-ommonweattr,s Secretary oi the
Treasury as a subsidy. As part of Act No. 83 of August 30, rg9r, as anreded, the e;empt;mount to be paid by the pue.io Rico

-S9crelary 
oi_the Treasury to the Municipallty was fozen as olJanuary 1, 1992. The remain g percentage is dislrjbuied asfollows:(a)

6.00% and 4.00%, respectively, Iepresents tte Murrcipalilys basic iar rate that rs appropriiud tor ge'neralpurposes and therefdre
accounled forthrough the generalfund. A podron ol such amouftis deposited n an equalzalror fund t;geher with a percentageofthe
nel revenues of lhe Pueno Rico eleclrcnic lottery and a subsidy from lhe Comm;wea[h of puerd Rico. The remainindpor{on
belonging to lhe i,4unlcipality of 2.80% and 1.50% resp€ctivety, ,Jpresents tLe aA-vatorem iropertyiaies wilhhetd by the MRCC and
reslricted for debt seruice, which h accounted for through the debt setuice lund (See Note 1 2). Th; Municipality haj not reached the
maximum stalulory lax rate limti lor the basic lax while therc ts no limitation lor ba ad-valorem tax rate.

ln addition,lhe law granls a complele exemption from pe rso nal p roperty laxes up to an assessmentvalue ol $50,000 to retailers wiih
an annual net sales volume oI ress than 9150,000. The r RCc advances lo ihe lvunrcrparrty, on monrhry payments, 100% of the
conlribulion assess€d over property for each liscalyear. ln accordance to Law, these adva;ces wil be contribuii;s by the ]!{RCC irom
laxpayers. The MRCC perlodically infoms to the l\,{unicipality lhe amounts collected ,rom taxpayers and apptjed to outslanding

The lr,lunicipalily ecords as rcveme in the general fund he propedy lax contribulion wiren recetved lrom monthly advances from MRCC.
Due io lhe lact thal clllections of propeo tax are applied to the advances of properly lax paid by lhe I,{RCC, the amodization o, the
advance at end oi year was nol available due to that is in pocess oi veritication by exiemal audilors.

14. VOLUIiIE OF BUSINESS TAXES

The volume o, business laxes is levied each year based on the prior yeaas gross revenues for all c{mmerciat and industrial
organizalion^s doing business in the l\,lunicipality and which ae nol totally or partialy;xempt ,rom lhis tax underthe lndustrjallncenlives
Acts oflhe Conrmonwealth ol fuerto Rico, This is a self-assessed tar basid on ihe business volume in gross sales as shown in lhe
Iax relum lhal is due fve working days afler Apnl 15 of each year. Entities with sales votume of $3.0 mil]on ;r more musl rctude audited
r nancrar slatemenls together with the la{ retum. During lhe frscal year ended June 30,2013, the tax rales were as tollows:

a. 1.50% for llnancialinstitulions and savrngs and loan associatons.

b. 0.50Toforalloiherorganizaiions.
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14.

15.

vOLUME OF BUSINESS TAXES - conrinurrion

Taxes are payable in lwo equal semi-annual inslallments on illy 1 and January 1 following the date of levy. li they are paid with

declaralion on or belore lhe due date, dre taxpayer is granted a 5% of discount. The volume of business lax rcceivable represenls filed

tax retums that were uncollecled as oi June 30 201 3. Colleclions of tares duing curenl fscal year coresponding oi the iax relum
based on lhe prior yeargross sales are applicable lo the nexl fiscalyear and recorded as defefied evenues in the GeneralFund.

SALES AND USAGE TAXES

Muficipalily imposes a Sales and Usage Taxes of 1.5% (1.0%collecled and belong lo the l\,lunicipality and 0.5% collected by the Puerlo

Rico S€cretary of the Treasury) on lhe sales price of a taxable item or on lhe purchase price of all usage, storage or consumplion of a

taxable ilem. Allmerchants required io collect the Sales and Usage Taxes, are required to lile a monthly Salesand UsageTar Retum

Form, no laler lhan the 10b of lhe lollowing monlh hom the monlh being eported. The Act also provides for restdclions on lhe use of
ihe resources (including the 0.5% collected by lhe Puerto Rico Sedetary oI Treasury) to be invested in solid waste and recycling
programs, capital improvements and heallh and public safely cosls.

The amounl collecled by lhe Puedo Rim Secretary of Treasury will be deposiled in accounts or special fuads ln GDB, subjecl to
reslrictions imposed and distributed as follo'rs:

a. 0.2% willbe deposited in a 'Municipal Development Fond'to rinance costs as restricted by the Act

b. 0.2% willbe deposited in a 'lr,trunicipal Redemplion Fund'lofinance loans to municipalities sublecl io resiictions imposed by

ihe Acti aid

c. 0.1% will be deposited in a'Muncipal lmprovemenl Fund" to linance capilal imp.ovement prolects. These Iunds will be

dislributed based on legislation from the Commonweallh's Legislature.

Sales and Usage Taxes receivable represenls filed sales tax returns that were collecled subsequent to Jlne 30, 2013, but pertaining

to the cunent year penod,

0n February 1, 2014 was enacted the Act Numbers 18 to ceale lhe'Law of Mur icipal Adminislralion Fund (MAF)'and 1g hal creales
the I',lunicipalFinancing Corporauon (COFIM by Spanish aconyms). These Acts amend the composilion ol the SUT effectile February

1, 2014 and thereafter. See Note 22 for the changes contemplated by these Acts.

CONSTRUCTION EXCISE TAXES

Muiicipalily imposes and collecis municipal conslruclion excise laxes lo most nalural and legal peGons and any govemmental

inslrumentality 6at carry oui actvities relaled to conskuction, expansion, major repa rs, relocations, alteratons and olher types of
permanent improvements lo residential, commercial and industrial buildings, and any structures within lhe territoial area oi lhe
Municipality. The lax is also appl cable 10 inlrasituclu re pOecls ihe inslallalion of machinery equ pment and fitures, and olher lypes
of construclion-relaled aclivilies.

The conslruction excise tax generally is a self-assessed tax imposed over the cosl of lhe projecl, nei of cerlain exemptions such as lhe
cosls associaled wiih he acquisition of land, existing buildings and improvemenls, projeci design and oherengineeing fees,licenses
and permits, consulting and legalfees. The generaliax rate is paid by lhe laxpayer belore the beglnnlng of the conslructon pOecl. Tax
rate are ,ixed at 4.070.

All single'lamily residential construclion projects noi related to houslng development projects, condominiums, or any similar poecls
are pania y exempl from constlrclion excise laxes. ln addition, a porlion of all singlejamiry residenlial improvement projects are exempt
from construclion excise taxes.

16.
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17. II,{TERGOVERNITENTAL REVENUES

Ta@s are payable before beginning consiruction or any aclivily related to the construction. Collections ol laxes dudng curent liscal

year, applicable lo the next liscalyear, ale recorded as de{ened Ievenues in the GenelalFund-

lntergovenmental revenues consisl primarily of funds received ftom the Commonweafth of Puerlo Rico, 'in lieu oi tax' paymefls Irom

th-" Quasi-pubtic Coporation, Puerio Rim Electric Power Auihority, and federalfnancial assistance received {rom lederal govemmenl.

Granls and subsidies received from the Commonweallh of Puerto Rico and lederalagencies include, among olhers, ageneralsubsidy

for urban development and capital improvemenls. lntergovemmental revenues are accounted forhmugh the General Fund excepl for

ihose d rectly related to urban developmenl and capilal ifiprovemenls, which are accounled for through the Special Revenue and the

CapitalProjeci Funds. Federal Financial Assistance is recorded in ihe SpecialRevenue Fund.

18. PE}ISION PLAN

Desuiptbn ol lhe Plan

Employees ofhe Municipality participate in the Employee's Retirement System ofhe Govemmenl of the Commonweallh of Puerlo

Rico (ERS). The ERS is cost-sharing muliiple+mployer delined benefil pension plan sponsored bythe Commonweallh underthe Act

N0.447, approved on l\,tay 15 1951, as amended. ERS covers allregular employees oflhe Commonwealth and ils inslrumentalities

and ol certain rnunicipalities and components urils nol covered by their own retrement systems.

Act No.3 was enacted on April4,2013, amended theActN0.447 for the purpose olestablishlng a major refom oi the ERS efleclive

on Juty 1,2013. Emptoyees paidcipating in lhe cunent system (ERS)should be retied as ofJune 30 2013 in oderto obtain the cunent

benefits. Also, Act No. 3 amended the Act No. 305 of September 24, 1 999 thal's created a Defined Contribution Hybrid Program known

as System 2000, incorporaling lhe provisions oflhe system to Chapter 5 ol lhe ERS. The Syslefir 2000 applied to employees ioining

lhe ERS on or afterJanuary 1, 2000.

Follow are the principal amendment of Act No.447 by Act No. 3:

Chapier 3 of the Act N0.447, established lhe lollowing date of retirement:

la) General Rule - The fi6l day of the month that coincides with or is subsequent to the date that lhe partcipani of lhe prcgram

reades the age of sixly (60), excepi as provided in clause (b)ofthls subseclion.

(b) Public Oflicers in High-Risk Posilions- ln the case of Public ofiicers in High-Risk Positions, it shall mean lhe lllst day of ihe

month that coinc des with or is subsequent to ttre dale that he Participant reaches the age of fiity-live (55) years. (Public

Olfcers in High-Risk Posilions shall mean lhe Commonwealth of Puedo Rico Police the Municipal Police, the Commonwealth

Fireighter Corps, tie Municipal Firelighler Corps, and the Cuslody oificers Corps )

(c) Effectiveness ofthese prcvisions:lhe nomaldale of reiirement established in subsectjons (a)and (b)ol this definition shall

be in force untilJune 30,2013.

Retirement age for participants whojoined public se.vice afrerJune 30, 2013. The reliefierl age shallbe 67 years, excepl in the

case of Plblic Offcers in High-Risk Posilions, Ior whom t sha[ be nfry eight (58)yeaB

Panicipanl ol the Pmyam

Shallmean, untilJune 30, 2013, every person for whom he Adm nishalor maintains an accouri underthe Retirement Savings Account

Program pursuant lo lhe provisions of Chapter 3 of Act No.447. Beginning on July 1, 2013, it shall mean every person lor whom the

Administrator mainta ns an account underlhe Defined Contribution Hybid Program puEuanl lo the provisions of Chapter 5 oflhis Act

The membership of ihe System shall be constituted by every per.son !\,ho holds a r€gular positjon as a €teer, trust, temporary employee

orwilh probationary personnelstatus in any oGcutive departmenl, agency, adm nistration, board, commission, oflice, or instrumentality

of the Executive Branch, by the Justices ol the Peace, the regular employees and oflicials ofthe Judiciary Branch, and by allregular

oflicials and employees of the municipaltes, including the mayo6. Temporary mLrnicipal employees shall not participate in the

Reliremenl Syslem, 
@Diue
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18. PENSION PLAN-bitinmti.h

MembeBhip in the Retirement Syslem shall be optional for lhe Govemor of Puerio Rico, Ior allthe Secretaries ol Govemment. heads
of public agencies and instirmenialities, lhe Govemo/s aides,lhe members ofcommrssrons and boards appoinled byUle Govemor,
the members of lhe Legislalive Assembly oi Puerlo Ric!, for the employees and of,icials of the Legislalive Assembly ol Puerto Rico,
the Oflice of Legislat ve Services and lhe olfice of the Superintendent oI the Capitol, and tre Complroller oi Pue[o Rico. These officials
may, at any tme, request to be discharged lrom, or readmitled into the System. The pedod of seNices rendered to the covemment
whlle sepaGted from the System, shall be credited as c@ditable service, pDvided said offcials pay the individual and emptoyer
contributons, plus interest, that conespond lo the period of separatjon, to the system.

As of July 1,2013, every ernployee who is a participant ol lhe Sysiem, including mayors regardlesso,lhe date when he/she was lirst
appointed to be Govemmenl ol ihe Commonwealth oi Puedo Rico, its instrumental ties, munrcipalilies or parlicipating employers of the
S)stem, shall become part of the oefined Contdbution Hybrid Pmg.am.

Notwthstanding lhe lact that a supelannualion retirement annuity is payable fo.liie, ifannuilants relum to ihe service, the paymenl of
their annuityshalibe suspended. A,ler an annuitanl sepamtes fom service, paymenl ofhe suspended annuily shall resume ind he/she
shall also have lhe option to wiihdraw he contributions made since lhe dale he/she retumed to setuice up until he/she separales Irom
servic€ il aiter retuming to setuice, he/she wodcd less lhan live (5) yeals or accrued contributions for less than ten thousand dollars
($10,000). ln the event lhe annuitant worked fve (5) years or more and conlribuled len thousand dollars ($10,000) or mo.e, afrer
reluming lo selvice, he/she shall be entited, after his/her separalion hofi service and aller read ng the age eslabtished in Seclion 5-
110 of Act N0.447, to receive an addilional annurty computed puEuant to Section 5110 of this Act, on ihe basis oi the conlribulions
made sincethedale said annuitanl @lumed to service uniilhis/her separalion from il,

Annuity fot Years ol Sevice

As per Acl No.3, retilement shallbe optionalfor new parlicipantsjoining ihe System for the rirst lime afrerApritl lgg0, asofthe daie
in lvhich they Ieach lhe age of sixty-live {65), have completed a minimum of len (10) years of accredited services and have not requested
or received the reimbursement from the accrued contributions. The amount of lhe annuiiy shallbe one point five perc€nt (1.5%)oftrre
average compensation muluplied bylhe yeals o, accredited services. However, a minjmum pension olfive hundred dollals ($500) per
month, eflective July 1 , 201 3, is hereby frxed lor those participants who .etrred in acmrdance wilh fre provisions ol his Chapter 2.
Every pensioner $ho rcceives a pension o,less lhan live hundred dollars ($500) per mont\ shall receive, effeclive July 1, 20i3, he
increase required Ior his/her pension lo be rve hundred dollars {9500).

Public Offcels in High-Risk Posilions may voluntarily opi io relie after reaching lhe age of fifry-live (55)and thirty (30)years ol service.
Relirement shall be mandatory on the date the parlicipant reaches both lhiny (30) years of setuice and the age of fifly€ight (5S).
Provided, that lhe Supednlendentoithe Puerlo Rico Police, the Chiefofhe Fire,ighter Corps orhe corcsponding appointing ;uhority
may grant dispensations authonzing members of this group to work for an additional maximum period of two (2)years per,oming $;
functions assigned lo them;provided thatiheirhealth and sarety are notcompromlsed. Such a req uest lor dispen aation sha[ be;ade
by tle member, nol later lhan ninety (90)days beforc hisher relireme.rt daie. ltis herebyprovided that tte Superintendentolthe puerto
Rico Police, the Chief of the Firefighler Corps or ihe cofiesponding appolniing authonty shallmake lhe necessary regutatory provisions
to comply wilh lhis Act.

Reliemenl shallbe opiionallorthe members of the Syslem in actve seMce, on and afler the dale they have aft€ined the age of lifry-
Iive (55) yeaB and have completed at leasl lwenty-five (25) years ot creditable servrce, and lor members of lhe System wio having
reached lhe age oI fifty€ight (58)years, and have completed al least ten (10)years ol crcditable service. The members ol the Po[c;
Corps orlhe Fiefghting Corps shallalso have the option lo availhemselves of a relirement annuity on and after the date on $,hich
they have atlained the age of lifry (50) yea6 and have completed at teast twenty-tive (25) years of credjtabte service.

Any pa,licipant whose separallon Irom the servce ocdrrs prior to having aft€ined the age of frB+ighl (SB) years, who shall have
comp'eled al least ten (10)years ol credilable seryice, and who shallhave nol applied for, nor received reirnbursement oi accumulaled
conlribulions shall be entided to receive a defefied retirement annuity. Said partjcipanls shall receive a delered relirement annuity
which shall commence uPon attaining the age ol lifty eight 158) years or afler atlain ng the age of f,ty (50) years ln the case ol potjceme;
or firemen, and fifty-five (55) years n lhe case ol lhe other padicipants, if they have clmpleted at least iwenty-tive (25) yeaB of service
in one case or lhe other
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The amounl ol ihe annuity shall be one and one-half perceni (1.50%)of the average compensaUon multrp,ied by the number of yeals

of creditable seruice up to twenty (20)years, plus two percent (2%) ol the average compensaton multplied by the number of years of
(editable seruice in excess ol twenty (20) years. Said annuify shall be payabte n full to tre members who retire at the age of fifly€ight
(58) years or more, and to the members ol ihe Police Corps [or] ihe Firelighting Corps who relirc al tre age of,ifry 150) years or more

and lrto have clmpleted at least twerty-fve (25) years of creditable service. The maximufl reliremenl annuily for the participants shall

be seventy'live percent (75%) of the average compersalion.

The amounlofihe superannualion retrrcment ann uity of mayors who are paldcipanls ol lhe Sysiem shallbe computed on the basrs of

the hlgheslsalary hdshe may have ecelved while discharging his/her govemment dules in the lollowing manner:

(1) For services performed as mayor, frve p€rcent (5%) of said salary for each year of c.edilable service up lo a max mum o{ ten

(10)years or fifry percent (50%), plus

(2) Forotherseruices perlomed notincluded in the above compulation, oneand one half percent (1.50%) of said salarymultiplied

by tte number ol years of such olher crediiable services up to trventy (20) years, or two percent (2%) of said salary multiplied

by ihe numberofyeals of sudl other credilable seruices in excess ol twenty (20)years.

The olaximum supe€nnualion reliremenl annlity to be granled underlhis subsectron shallbe ninety percent (90%)ofthe hlghesisalary

ihai lhe mayor may have received- The paymenis oi the retirement annu ty shall beg n on and afler lhe dale of separalion lrom seruice,

bul never belore lhe mayor has attained fifty (50) yeals ol age.

Rei rement shall be optonalfor any pafticlpant ol the System in aciive seryice who shall have compleled at least th rty (30) yeals of

creditable service. Said parlicipanl shall be entitled to receive the Mert Annuity for thirty (30)years or more of serv ce in accordance

wilh subseclions (b)and (c)oftris seclion thereol P arlicipa nts of the System under the Coodinaling Plan and receiving SocialSecurily

benefts, who have nol atlained slxty-five (65) years oi age, shall receive a merit annuity to be clmpuled as provided lor hereinalter:

(1) For lhose padicipants \lho have completed thirty (30) yeals or more of cred table services and have not atained fily-fLve (55)

years olage or mole sixiy-live percent (65"/0)oflhe average compensalion.

(2) For those who have completed thirty (30) years or more o, cr€{itable seruices and have attained flty-five (55) years of age or

more, seventy-fi ve (75%) ollhe average comp€nsalion,

(3) Years in excess of thirty (30) may only serve as basis 10 calculate ihe average compensation

As per Act No.447the following pmvsions shallapplyto employees who partiopale in lhe System ihai (i)began to work beiore January

1 , 2000, (ii) as of June 30, 2013, are nol parlicipants oi the Ret remenl Sav ngs Accouni Program establlshed n Chapter 3 of ihis Act

and (iii) as of June 30, 2013, do not meel lhe reqliremenls of years of service and age lo retire lhal are required in Chapter 2 of ihis

(1) New Retirement Age for padicipants wholoined the System for the lirsttime before Apd|1,1990. For those padic pants E'ho,

asoiilne 30,2013, have not rcached lhe age of 58 andcompleted at least 10 yeals of service, or have nol reached lhe age

ol55 and completed at least 25 yea6 ol servrce, relirement shallbe optonal\,!ten they meet the following age and service

requiremenis

(i) lf, as ol June 30, 2013, the parlicipant is 57 years of age,lhe retirem€nt willbe optionallt'hen he/she reaches 59 years

of age and has completed at least 10 years of service.

(ii) lf, as of June 30, 201 3, the participant is 56 yea6 oI age, lhe retrement will be optional wlren he/she reaches 60 years

of age and has compleled at least 10 years of service.

liii) lf,asolJune30,2013 the parUcipariis55 years of age or less, ihe retirement willbe opiionalwhen he/she reaches 61

yea6 oi age and has completed al leasl 10 yeals ol se ice.

(2) Ret remenl Age ior parlicipants whojoined the System for the,irst time between April1,1990, and oecember 31,1999 - For
pa.trcipants vrto, as of June 30, 2013, have not reached lhe age of 65 and compleled at least 10 years of service €lirenenl
shallbe optionalwhen lhe parlicipant reaches 65 years ol age and has compleied 10 years olservice. 

@iiue
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l3l For Publlc olficers in H|qh-Risk Pos ions who began to wok before Apil 1, 1990 and who, as of JUne 30,2013, have not
' ;ched the age of 50 a;d compteted at leasl 25 years of setuice, or who have not compleled 30 years of service, regadless

ol lhek age, relirement shall be optional when they each 55 years of age and have compleled 30 years ol seNic€'

(4) Fol Public oificels in High.Risk Positions who begalr to !vo* between Api 1,1990, and December 31,1999, and !tto, as of
'' 

June 30,2013, are nol55 years old and have compleled 25 years of service, or who have not mrnpleted 30 years of service,

rcgardless of iheir age, re ement shatt be opiional wher lhey reach 55 years of age and have cornpleted 30 years ol service.

(5) pubtic Ofcers in High-Risk Positions $to separaie from aclive service belore meeting lhe requiremenls ol age and service

provided in subsedi;n (a)(3)or (a)(4) ofthis Seciion may only receive lheir acctued penslon when ihey meel ihe iollowing

age and selvice requirements:

0 lf ihe participani ioined the System ior lhe first time belore April 1, 1990, alter he/she meels lhe age and service

requirements established in subsection (a) 1 of lhis Section

(il) li ihe padicjpantioined ihe System forlhe frsttime belween April'1, 1990, and December 31,1999, after he/she meets

lhe age and service rcquiremenls established in subsection (a)2 of lhis Section.

Pension Conpu,:tion

!!hen ihe parlicipant meets lhe age and setuice requiremenis established above, heJshe shall be ertitled lo rece ve an annuity

computed on the basis of years of service accrued as oi June 30' 2013' in accordance whh the following rules:

(i) The average salary of employees who began lo woft before Apdl1, 1990, shallbe the one established in definition number

15 of S€ction 1104 of Act No 447-

(ii) The average salary ol employees who began to work between April 1, 1990, and De'€mber 31, 1999, shall be the one

eslablished in Seciion 1108 oithisAct.

(iii) The pension computalion of employees who began to v/ork before Aprill, 1990, shallbe made on the basis o, one and one
' ' 

hatf percent (1 .5i") of the average aalary, multipiied by the number of years of crediiable service up to lwenty (20) years, plus

two percent i2.oyoiof the average satary, multiplied by lhe number ol yeals of credilable service in excess of twenly years,

in each case uP io June 30,2013.

(iv) The pension computation of employees who bEan 10 work b€tween Aprill, 1990 and December 31,1999, shallbe made on
''lhebasisotoneindonehatlpercent(1.5%)oftheaveragesalary,multpliedbythenumberolyearsofcredliablesefticeup

lo June 30 2013.

(v) padicipants ot lhe Sysiem who, as of June 30,2013, have ava led lhemselves to ihe Coordinaling Plan and are receiviflg

Sociatsecunty beneits willhave thelrannuities adiusied in accodance wth lhe provisions ofsubsection (e)of Section 2_101

ofthis Act. pr;vided hat untilthe padiclpani is entilled lo recelve the Social Security benefts, he/she may receive an annuity

in accordance wilh Secton t1 03 of this Ac{

(Vi)Thispensionshallbereceivedlogetherwilhtheannuityaccruedbyaparticipantunderseclion5ll0oflhisAct

Beoinn nq on Julv I , 20 I 3, parlicipanls shall not accrue any more years of service lbr the delemination ol the avelage salary and

"o,ip,rtafi-on 
of i pensiol ;nder Seclion 5l03ia)(4). ln addiUon, padicipants may not have seruices nol crediled recognized,

confibuiions transf;ned or retumed tor periods worked before June 30, 2013, excepl lor hose exceplions specilically established in

AciNo447.

Those participants who began to work on or atter January 'l , 2000, or those who as of June 30, 2013, were parlicipants in the Retirement

Savingl erogram and wtrias of June 30, 2013, could rclire rrom service becalrse lhey are sixty (60)yeaB old, may retire on any later

date a'nd lhe-y shallbe entitied to recerve the annuily that cluld be acquied with the balance ol lhe contributons under the Retirement

Savings Accounl Program and ihose accrued underthe Defined Contnbuton Hyblid Program.
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The savings accounts under he Retiremenl Savings Accouni Program ol employees who joined lhe System for the first iime on or altel

January 1, 2000, shall be rolled over to the Defined Contribotion Hybrid Program. Be it povided that if, as of June 30, 2013' lhe

employees have not reached the age of sixty (60), hey shall be entilled to the annuity eslablished in Seclion 5_1 10 of Acl No. 447 vlten

they meet lhe lollowing age requiements:

(i) lf, as ol June 30 2013, the parlicipant is 59 years old lhe retirement willbe opiionalwhen heJshe has reached 61 years ol

age.

(ii) ll, as ofJufle 30,2013, the participant is 58 years old, the retirement willbe optionalwhen he/she has reached 62 years of

age.

(iii) ll as ofJune 30,2013, the padicipant is 57 yeaE old, the reUrementwitlbe oplionalwhen he/she has reached 63 yeals of

age.

( v) ll as of June 30, 201 3, the padicipant is 56 yea6 old, the retiremenl will be oplional when he/she has reached 64 years of

age,

(v) ll, as of June 30, 201 3, the participarl is 55 years old or less, lhe retiremenl wilt be optional $'hen heJshe has reacied 65

years ol age,

For Public Olficels in High-Risk Posilions who began to work efter December 31, 1999, and who, as ofJune 30,2013, are not 55 years

old, relirement shall be oplionalwhen they readl55 years of age.

The authority under which the flnding policy and the obligalions to contribuie lo the ERS and System 2000 by tre plans' members,

employelsand olher conldbuting entities (slale of municipalcontribulions), are established or may be amended by law.

Contributions of Paftcipants of Defined Eenefit Proolam

Conlribulion requirements are established by law and are as follows:

Complete supplementation plan beiween ERS and the

Federal Social Securl9
Hired on or belore l\4arch 31 , 1990 8.275% of grcss salary

Coodination plan between ERS and the

Federal Social Security

Hired on or belore lvlarch 31, 1990 5.775% of gross salary up 10 $6'600
8.275% of gross salaryover $6,600

Mayo6 andrnembeB of the Police Corps 8.275% ol grcss salary

contdbutions of Particioanb of Hvbrid PmqEm

Contribution equirements are eslablished by law and are as followsi

(a) Every participant of the Hybrid Program shall compulsorily have to coniibule ten percent (10%) oI hisfter salary while he/she

is an employee,

(b) Conldbutions lnder the Plan of Coordinatron witr Social Security benefits.- The participants of lhe Sysiem vdro, as ol June

30, 2013, have availed themselves lo lhe Ptan of Coordinalion with Social Security benefils shall conlribute lo the Hybrid

Programi

(1) Efieclive July 1, 2013, shall clnliblle seven percent (7%) of lheir monthly salaries up to five.trundred flty dollars ($550)

and ten percent (10"1)ollheir monthly salaries in excess ofsaid amounl.
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(2) Effective July 1 2014, shall contribute eighi point five percent (8.5%) ol thelr monlhly salaries up to iiv+hundred flty
dollars ($550)andten percenl (10%)oltneir monihlysalaries in o(cess ofsaid amouni.

(3) Eifeclive July 1,2015 shallcontribute ten perceni (10%)oftheir fullmonthly salaries.

The participants of the Program under subseclions (a) and (b) of lhis Section may voluntarily contribute to freir accounl an

amount in additon to lhe one established here. These confibutions shall be credited to the conlibulion accounl of each
partrcipant ol lhe Hybid Program. The Administrato. shallestablish the way in which the partjc pants may make additional

coniribulions,

(c) l,landatory Conldbulion ior the Purchase oi D]sabiliiy lnsurance - Every pafticipafll o, the Hybid Program shall mandalorily

contribute to lie d sab lity insuance eslablish€d in Seclion 5l 12 ol Chapler 5 of Acl No. 447 ior which he/she shall have to
conlribule such sums, lixed in dollars or a percent ol lhe salary, lhal the Adm nistrator, wilh the approval oi lhe Board,

delennines thatare needed to provide lhe disability benefit, prcvided thecontibution equ red by lhe Adminislralor is equal

to or lessthan point twenty live perce.t (0.25%)oithe participant's salary. Thecontributions made pursuantlothis subsection

may be c,?dited agalnst and will redlce lhe cont butions that ihe partcipant ol the Program is bound to pay to the
Commonwedh of Puerlo Rico Employees Association as provided ln Secton I of Act No. 1 33 of June 28, 1 966 as arnended.

The contrbul ons made underthis s!bsecuon shallnot be dedited lo lhe padicipanl's accounl-

Emplover Conlribution3 to the Swtem IERS and Hvbrid Prooram)

Every employer shall mandatodly contdbute to the System ihe following:

luly 1,2011

July 1 2012

Ten poinl two hundred seventy-live percent (10.275%) ol the salary of each pairiopant

Eleven point hi/o hund@d sevenly-five perceni {1 1 .275%) o, ihe salary o{ each partrcipant

Every employer, beginnlng on July 1 , 2013 and thereafter, shalL mandato ly contribute to the System the following:

July 1 2013

July 1,2014

July 1,2015

July 1,2016

July 1,2017

July 1, 2018

July 1, 2019

July 1,2024

Twelve point two hundrcd seventy-fve percent (1 2.275%) ol lhe salary of each pariicipanl

Thirteen point two hundred seventy-fve percent (13.275%)ofhe salary of each parlrcipanl

Foude€n poinl two hundred seventy-frve percent (14.275%)of the salary of each pafticipani

Fllteen point live hunded twenty-ive percent (1 5.52596) of lhe salary ol each parlicipant

Sixteen pointsevenly hundred seveniy-frve percent (16.775%)ofthe salary ofeach partiopant

Eighteen poifi twenty-five percent (18.025%)oithe salary o, each participant

Nineleen polnt lwo hurdred seventy-five percenl (19.275%)ofthe salary oi each padlcipant

Twenty poini live hundred twenty-iive percent (20.525%) of the salary ol each participant

It is provided that the established incrcases applcable to the municipalities forfiscalyears 2012-2013 and 2013-2014, shallbe included

in he budgel petilion submitted by the Offrce of Management and Eudget to lhe Legislative Assembly.
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Deelh, Disahw ot feminal lllness Benelits

Death of a Participant in Active Selvice

Upon death ol any person who is rendeing services and who had coniibulions accrued in ihe Hybrid Program, lhese conllibutions

shall be reimbuGed to he persor or persons lhe participanl had designaled throlgh writen order duly acknowledged and submltled 10

the Adfirinist|ator, orto his/her heirs, in the event such designalion had not been made. The reimbursemenl shallbe equalio lhe sum

olthe ctntributions and the investmenl yields !p to the date ofihe demise ofthe parlicipant. The Administralor shall collect from the

contributions any debt the panicipant may have with he Syslem.

Death ofa Pensioner

li a pensionerdres \,yithout having consumed allof hther pension payme nt contd bution s, his/her designated beneficiades or, absenl

such desgnation, his/her hers, shall continue receiving the monthly pension payments untillhe conilibutions of the parlicipant are

completely consumed.

Separation from Se ice fol Di3abilitv or Terminal lllne33

The balance in the contrjbution ac@unt of every participant of the Hybrid Program who is permanen(y sepalated ftom seruice due to

total and permanent disabilry, due to disability pursuant io Act No. 127 ol June 27, 1 958 as amended, or due to terninal illness, as

determined by he Administrator, shall be distribuied to the paidc pant by the Adminlstrator in a lump sum, or thrcugh ihe grant of an

annuity, or any other optionaliom ofpaymenl pursuanl io Section 5-110 of Act No.447, al lhe opiion of the participant

Beginnirg on June 30,2013, no disabilty pensions shallbe awaded pursuant to Sections 2107 hru 2_111 oi Act N0.447.

Disability lnsurance

The Administrator, wilh tre approvalof ihe Boad, shallestablish a disabiliiy benefts progam, which shallprovide a temporary annuiiy

in lhe event of total afld permanent disab lity. Bisabilily benefts may be provided lhrough one or more disability insurance mnlracts

wilh one or mo€ insurance companies authorized by the lasurance Commissioneroi Puerto Rico to conducl business in Puerto Rico.

The determination as io whethera person is padially or totally and pemanenty disabled, shallbe made by the insurance company lhat

issues the insurance policy covering the pelsor. AIlthe participants of lhe Program who ale employees shallavailthemselves to the

disabliiy benefts pogram in tremannerand form established by the Adminisirator.

Ad d itio n a I B en el iE P rogn n

The Addilional Berefrts Program is eslablished for pensioners oflhe ERS; said benelits ale separale and shalinot form palt of tle
pension or annuily.

Except for ihose pe.sons \"ho relire lnder Chapter 5 o{ Act N0.447 of May 15, 1951, as amended, every person who was receiving a

pension or beneft lnderAct No.447, or lhe pension plans supeEeded by ii or any olher law adminislered by the Administrator oI he
ERS, excluding any person who is receiving a pension or benelit under Acl No. 12 ol October 19, 1954, as amended, shallbe entitled

to receive ihe following benelits:

(a) A fi,{edication Bonus equalto one hlndred ($100), which shallbe paid no laler ihan July 15 ofeach year;

(b) A Chdslmas Bonus equal io tvlo hundred dollars ($200), wh ch shall be paid no later than Decernber 20 of each year; and

(c) A Govemment contribuiion for health benefits ior employees covered by healh benefrt plans under Act No. 95 of June 29,

1963, as amended, of one hundred dollals ($100) monlhly for pensioners of lhe Employees Retiremenl Slslem of the

covernmenl of the Commonwealih ol Puerlo Rico, bul il shall noi exceed the tolal amounl ol the conesponding lee to be paid

ioanyemployee.

ln order to fund the Additjonal Benefts Program and the ERS, beginning on fiscalyear2013-2014 and every subsequent,iscalyear,

the ERS shallreceive a contribution equalto tlvo thousand dollars ($2,000)as olJuly 1 ol every year lor every pensioner of the ERS

who beqan to work in the Public Service on or before o, oecember 31 . 1999. 
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The Administralion oi tre ERS shalldeiermine the tolal amount ofthe specialadditionalconl bulion provided in the above paragraph

and shallsend a certfcation to the Director of the Ofrce of Managemenl and Budget and to each public corporation and municipalrty

whose employees are retred under the ERS, informing them the arnountcofiesponding io lhe special addilional ctnlributiofl

The funds io cover the contribulion descnbed above, wilh respect to pensioners ol ihe Cenlral Govemme.l shall b€ allocated in the

Budget of Expenses of lhe covernment ol lhe Cornmonweallh of Puefto Rico. Public corporations and municipalities whoseemployees

are aoveed under this Act shallprovide the funds to mver the contribution described in Seclion 2 wilh respect to lhe r pensioners.

The persons who relire under lhe provis ons of Aci 305_ 1999, known as Reliremeni Savings Accounts Pro€ram', and under Chapter 5

o{ Act No.447 ol May 15, 1951, as amended, shallbe excluded from receiving the bene,iis granted under Act

Annual Contibution

The Municipatity'scontribulions dudng the year are ecognized aslotalpension expenditures/experses in lhe calegory oi administraiion

as follow: Defi ned Benelit $156,428 and Hybrid Program $167,674.

These amounts repesented the 100% of lhe requiled cont bution ior the corresponding year. Addliionally, changes made in ihe lypes

and amounls of benefits offered by speclallaws and costs ofliving adjustrnents, led to a one-tme recommended conlribuiion to fund

the relroactive adjustment related to the changes-

The Employees Retirement System of the Govemment of the Commonwealth o, Puerto Rico provides additional infomation of the

Defined Benetit Program and Hybrjd Pmgram. They issue a publicly available financial repori lhal includes financial slatemenls and

equired supptementary inionnaion for ERS, as a componenl unit of the Commonwealth. That report may be obtarned by wrjting to the

Adminlsiralion at PO Box42003, i,llnillas Stat on, San Juan, PR00940-2003.

HEALTHCARE COSTS

Oudng the year ended June 30 2000 he Govemor of the Commonwealth of Puerlo Rico required to lhe municipalities of Pueio Rico

an annualcontribulion to subsidy the cost of the lmplernenlation and administralion oi lhe Healihcare Refom. Such contibutions arc

required to be dsbursed Irom generallund operaling budget. Toialconlribulions made by tle Municipality amounted lo approximately

$365,618lorlhe fscalyear ended June 30,2013.

CONTINGENCIES

A. Claims.nd Judgments

The Municipality is, at present, a delendant in a number o{ legal fiatters thal a se frcm alleged impopel appllcaiion o, policies

and negtigence in the ordinary cou6e ofthe Municipality's activities. The legal counsel of the l\,lunicipallty has advised that al this

stage in the proceedings ol lawsuils he cannot olter an oplnion as lo the probable outcome.

ln addition, the fi,lunicipal]ty is a defendantor co{efendanl in several legal prcceedings, r,!'hich arc in dismvery stage. Ceriain ol

hese daims are covered by insurance. Legal counsel wilh lhe infomallon curently available cannol detemine the frnaloutcome

of thes€ claims. Accordingly, the iinancial stalements do not include adjustment, if any, ihat could resuft lrom lhe resolution of this

legal proc€eding. However,lt has been the Municipaliiyt experience thatsuch aclions are settled ioramounts subslanlially less

lhan the claimed amounts,

B. FedelalGEnts

ln the nomalcourse of operaiions, lhe lllunicipality receives grants from vaious Federaland Slate agencies. The grant programs

a.e subject to audit by agents ol the graniing althority, the purpose ofwhich is to ensure compliance u/ith condilions precedenl lo

he gra;ting ollunds. The expendiures frnanced by granls are subiecl to prcgam compllance audils bylhe grantorand passed_

through agencles in order lo assure compliance wilh grant requiremenls. ll expendiiures are disallowed dueto noncompliancewith

granl prcgram requirements, lhe Municipality may be required to reimburse the grantot or pass-lhrough agencies. Any liability for

reimbuBemenl vy'nlch may aise as lhe rcsull of these audits ls not believed to be material,
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COMMONWEALIH OF PUERTO RICO

Ii4 UI,IICIPALITY OF NAGUABO

NOTES TOTHE BASIC FINA}ICIAL STATEI.,IENTS

FoRIHE FIscALYEAR ENOED JUNE 30,2013

21, COMIiIITMENTS

OpeBting Leases

The l4unicipalily leases realprope(y, bu]ldings, and equipment undervadous operating lease agEements, which generally have

te,ms ot one ye'ar or tess anA are auiofiatically reneued lor the same tenn- Rental e&enditures,/expenses recorded in lhe geneml

irnJioi ttre y'ear enaeA lrne e0, 2013, amou;ted lo approximately $15,000. lranagement believes ihat the sufimary of the lulure

minimum ,-1.1 commilments under noncancelable rcal property and equipmenl lease with terms exceeding one year is nol

maierial lo lhe basic financlalslaiemenls taker as awhole,

Construction

The Municipality had encumbrances at June 30, 2013 f the consiruclion, improvemenls, or rcnovation ol several nunicipal

Iacilities in the following tunds:

B.

Amount Reporled ihinFundaalanceClassilication

90 963 Resticbd b lrprdemnl and Cqisludjs ol Faotl€s

16 098 Re*ied b ltrproverenl and cfrstudion olFadls

C. Solid Waste Dbposal Contracl

The l!4unicipality has a sol]d waste disposal conlract with I\,|,R, Waste, lnc, Untll June 30, 2019, to prcv]de the seruice lor the

recotbaion, ma'nagement and disposalol solid waste. ln the contract it was established that the lrrunicipality is commitled to pay

t,li. Waste tnc. Si.SS per unii s;rved applted lo a starting r0inimum of 12,163 units wilh annual increase of 0.04% up to fiscal

yearto be ended atJune 30,20lg. Erpenditurefortheyearended June 30,2013forths se ice amounts to $1,458,100'

ln addiiion, the Municipality is @mrnitied to pay an addilional cost for ecollection oi such solid wastes for special aciivities suc+l

as feslivals promoted by ihe Mun clpality. Fulure commilments a.e schedlled as follows:

$1,458,100
1,458 100

1,458,100

1,458,100

1,458,100

1.458100

98J4!.000

D. Other Commitments

At June 30, 20i3, the generalfund and other governmentalfunds had a denclt of $4,171,776. The delicils lesult liom the accrual

ol expendiires withouiaccruing inlergovemmanlal revenues for reimbursemenl oi expendilures. As required by current standards,

the unicifatity recorded interloverrimenlal revenues for reimbLrrsement-based (e4enditurediven) grants on GFFS when all

"ppfii"ti"ii'ibility 
r"qrir"runis have b€en mei and lhe resources areavailable. Anyamounl noi covered by the conesponding

award willbe covered wth tuture budgetary approprialions of the generallund, ifnecessary'

2414

2015

2016

2017

2018

2419
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CoMMoNWEALTH oF PUERIo RICO

Ii4 UNICIPALITY OF NAGUABO

NOTES TO THE BASIC FII.IANCIAL STATEiIIEI,ITS

FoRTHE FTSCALYEAR ENDED JUNE 30,2013

22. NET POSITION / FUND BALANCES RESTATEIiIENTS

A. tlel Position

The iollowing reconciles ihe June 30 20'12 Net Position, as previously reported to B€ginning Net Position, as restated, July 1,

20l2forthevadousrundsi

GOVERNIISITAL

ACTIVITIES

Nd P6iton, as Previo(rly R€po.tsd.

AtJune 30 m12 $ 39245,2s5

AdjL6tnsb b AccumulaEd o€slcialon {Wc[i( d Arb) 1,113

Adjustnsb (FLmd Accofir[) Q270,671j

Adj6tnab b Laws 42 ard 146 64, 146

Adjl6tnc$ tr Chl6h1d Bonln (75,tr82)

Adjlrstnslb b RecoqnLzed Depatncl d tdor D€u 129,638

Adiustnah b C ldms ad Jr&msl6 fi,m
Adjustns6 b Long Tffn oeh (473,308)

Beginning Nel Podl,on, as R€datod,

At July 1, fi2 I !!,q4@

Fun Bdare (Ddcio, as Previously Repo.bd,

AtJuP30 2012

Io Rshssifrd M ai'n Funds Bdrce

Recl6situd Fund Bdarce b lmdens'l GAS B N o v
Adj6tncin Recogni2ed AccornE Payade FEMA

AdlL6tns b Fud Bdane

Adlustnsl b Secion 8 H ousl,lg C tr ce vordss Fun Bdare

Adlushrs b RevffL€s

BeqinnirE Flni Brlare as R€sfrd, AiJr, 1, 2012

GEI{ERAL

FUND

$ (3,731140)

1.621nl

(1,030 s54

(115.0m)

(1,124,152)

q_j1I!6r)

CAPITAL

titPRovEflExT

FUND

$ 3 833,594

(1,668,404

115 000

OEAT

SERVICE

FUI{D

1,259,238

OTHER

GOVERI{MEI'ITAL

FUND

$ 1 358,560

1 668,402

(1621,297)

(156,935)

89,973

22N 192 1,340,693

B. Fund Balance

The following reconciles the June 30,20.l2 Fund Balance, as previously repoited to Beginning Fund Balance, as reslated, July 1,

2012 for the various funds:

56

23, NEW ACCOUNTING STANDARDS

The GASB has issued Siatement 62, Codifcation of Accounting and F nancial Reporling Guidance Contained in Pre'Novembe.30,

1989 FASB and AICPA Pronouncements. GASB62 incorporates intolhe GASB'S authoritalive literaiure cerlain accounting andfnancial

reporting guidanc€ that are induded in fle followng pronouncements issued or or belore November 30, 1989, wiriclr does not conflict
wilh or conkadict GASB pronouncements: Financial Accounling Standards Board (FASB) Statemenls and Interpretations, Accouniing

Principles Board Opinions, and Accounling Researdr Bullelins oi ihe A,neric?n lnstitule of Certilied Public Accountants (AICPA)

Committee on Accounting Procedure- GASB 62 does not have any impact on the l'runicipality's financial slatements.



CoMMoNWEALTH oF PUERTo Rrco

MurirctPALtTY oF NAGUABo

NOTES TOIHE BASIC FINANCIAL STATEMET.ITS

FoRrrE FTSCALYEAR ENDEo JUNE 30,2013

23. NEW ACCOUNTING STANoARDS -conlinuatiM

The GASB has issued Statemenl63 F nanclal Repoidng of oeiered outflo$s of Resources, Defened lnffows oi Resources, ard Net

Position. GASB 63 provides gu idance ior reporting delened ouiflows ol resources, delefied inffows of resources, and net posilion in lhe

slatementolfinancialposilion and related disdosures. Delered outflows is defined astheconsumpiion of net assels by the govemment

thai is applicable to a luture reporling penod and delened infiows is defned as lhe acquisilion of net assets by the governmentthal is

applicable to a future reportrng pe od. ln compliance wih CASB 63, the Statement of Net Assets has been renamed he Statement of

Net positton and includes four components as applicable: assets, deiered oulflows of resources, liabilities, and defered in{ows of

resourc€s. The adoption of lhis Slatement resulled in a change in lhe tem 'Nel Assets' to 'Net Position' lhroughout lhe financial

statements,

GASB Statement No. M ("GASB 64")Deivalive lnslru menls: &plication of Hedge Accounling Temination Povisions _an amendfienl

oi GASB Staternent No. 53 was issued in June 2011. The objecwe oi this Statement is lo clarify ntether an effeclive hedging

relalionship ffrnlinues afler the replacement of a swap counierpafty or a swap countepany's credil support provider. This slalement

sets forth criteria 0tat establish when lhe effeciive hedging relationship corlinues and hedge accounting should continue to be applied.

The requiremenis of Statement N0. 64 are effectrve tor financial statements lor pe ods beginning after June 15, 201 1 and were adopled

the Municipality efiective July 1,2012 wih no signilicant lmpacl on the frnanoal slatements.

GASB Statement No. 65 ("GASB 65) ltens Previously Reporled as Assets and Liabilities was issued in March 2012. This Stalemenl

establishes accounting and iinancial repontng standards that edassit, as defened oumows of resources or defered inflows oI

resources, @dain ilems lhal weae previously repoded as assets and liabiliiies and recognizes, as outflows of resources oI inflows ol

resources, certain items that $ere previously reported as assets and liabililies. The requirements of this Statement imprcve linancial

repoding by clariiying fle appropriate use of the ,nancial statement elemenls defered outllows of resoulces and defened inflows of

resources to ensure consistency in financial €porting, The requirements of lhis Stalemenl are effective for fnancial slatemenls for

periods beginning afrer December 15, 2012 and uere early adopted by the Municipalily effec{ive July 1, 2012 As a result ol

implemenling this statement the Municipalrty changed fte classifcation ol cedain liabilities to deler.ed inffows

SUBSEQUENT EVENI

On Oc{ober 2,2013, the Muntcrpalily authorized the mayor to rent the lacilities and adminishation of the Family Heallh C€nter of Peia

Pobre. The lerms and conditions ol lhe contract arc pending to be formalize.

On October 15, 2013, the l,.rtuniopality approved the issuance of general obligation bonds, Sedes of 2013_2014 ln the amount of

$1.685,000lor operational purpose and bond issue cosls;principaland variable lnterest at 6.070, payable semi-annually on lhe lstday

olJanuary and July of each yearhough 2033.

on october 15, 2013, the Municipality approved tie issuance of general obllgalion bonds, series of 2013-2014 in lhe amount of

$740,00010 refinance a special obligation bonds and bond isslre costs;prjflcipaland va able inleresi at6.0%, payable seml-annually

on the 1st day ofJanuary and July of each year lhrough 2027.

As per Act Number 18 012014 was created the'Law ol Municipal AdministBtion Fund (MAF)'to establish a special fund called lhe

Mu;icipal Administraiion, authorize municipalities to pledge the funds deposited in the Local Govemmenl Fund to which they are to

seqtre lhe repaymenl of any loan , bond , note or olher evidence of indebledness , $tich are lhe source of repayment funds deposited

in the SpeciaiFund and to meet any expenditure budgel ol lhe i\,lunicipality and the Municipality any aclivity or project, aulhorize the

Govemment Development Bank tor Puerlo Rico to make disbursemenls for purposes set oui in lhis Acl.

This measufe is intended, first, to strengthen the fnancialcapacily of the corporation Tax Fund of Puerlo Rico (coFlNA, by spanish

acronyms), established under Law N0.91-2006, as amended, known as the'Law Fund of Sales and lJsage Taxes', adiusling lhe sales

and u;ag; taxes (SUT)by increasing the slate portion to 6.0% wnibthe municipalSUT is reduced to 1 0%, elfeclive February 1, 2014.

Through this legislation a mechanism under which lhe SIJT collections enlitled to receive the Commonwedh oI Puedo Rico each fiscal

year, ;fter comptying with hedeposits in the Tax Fund requnes by Act No.91-2006, shallbe deposited in a speciallund created lor ihe

6enefi1ot and assigned lo the municipalities. This specialtund is called the 'Local Govemment Fund' ('LGF ), whlch willbe guarded

by the Govemment Development Bank of Puerto Rico.

24.
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CoM[ioNwEALTN oF PUERTo Rtco

MUNICIPALITY OF NAGUABO

24. SUBSEQUENT EVENT - conti.uatioi

Also, on February 1,2014wasenacledlheAcl No.19 that ceates lhe l\runicipal Financing Corpomiion (COFllV, by Spanish acronyms).

The COFI[,|, attached to the Govemmerl Development Eank (GBB), wilh lhe power to issue bonds or use ou]er mechanisms to pay or

rerinarce debt incuned by municipalities, the paymenl ol principaland interesl s backed by the municipalSUT.

ln additon, ceale the Redemption Fund ofCoF|M, towhich the resources of lhe existing MunicipalFund Redemplion willbe transferred

erlective February 1, 2014, and facilitaied he distribution of funds lrom the l\,lunicipal Redemplion Flrnd, the l\4unicipal Development

Fund and lhe lllunicipal lmprcvement Fund. Provides ihat the iirst proceeds ol ihe mlnicipal SUT ol 1% shall be collected by lhe

Treasury Department and deposlied directly into the Redemption Fund ofCoFlM. Pmvides that bonds and noies issued by the CoFIM

be payable ard secured bythe pledge ol a frxed amounl, or municipalSIJT conespond ng to a fxed rate 010.3% has been collected

dudng ihe peviols fiscalyear, whichever s grealer.

l\,lunicipatity has evaluated subsequent events through April30, 2014, the dale which the frnancial slatemenls were avallable to be

issued. Excepl for the su bseq uent even is mentioned above, no additionalevenls were identilied thatshould be disclosed oradjusled

in the Financial Stalements or its Notes.

NOTES TO THE BASIC FINANCIAL STATEMENTS

FoR IHE FISCAL YEAR ENDEO JUNE 30,20,I3

ENO OF NOTES
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CoMMoNWEALTH oF PUERTo Rlco
MUNIcIPALITY OF NAGUABo

REOUIRED SUPPTEMEI,ITARY INFoRMATIoN

BUDGETARY COI.TPARISON SCHEDULE - GENERA! FUND

FoRTHE FTSCALYEAR ENoED JUNE 30, 2013

8UoG€TARYFUt{D BAAXCE {DEF|CtT), JULY 1,2012

VolullE of Business Taxes

Sales and Usage Taxes

lntslgovernrEnhl Revenues

Constuclion Acbe Taxes

Total Resourc6 (lnfl o!r,s)

AmunE Avalable br Apprcprialjon

Charges b Appropr alons {Oufo"s)

lVayor and [,{ u n ic]pal Leg blatrre

Public Sably

Cuture and Recreaton

Eealh and Sanib{on

Hunlan SeryiEs and firblbre

Capilaloulays

Transtu r, Ofier Ftrids

Tobl Cha{es b Approprialions

BUDGETARY FUND EAAI.|CE (DEFICtT), JUNE 30, 2013

Oiginal

$ (4,455,977t I t4,a55,977) S (1,155,977)

1982,214

1 279,096

650,670

5,1n207
215,183

186179

574813

10,966,000 10,986,000 10,670,122 (3i5,578)

6.530.021 6.530.023 o21a.^4h (315.578,

(EudsetaryBasis)

(seA@Dpayiig VadanceBilh
rJoles) FinalBudgol

(340,904)

48,995

241273
(415117)

u 407

1982,274 1982274
1,620,000 1,620,000

601,67s 601,675

5,474,9U 5,474,934

750 360 750,360

151772 151,It2
404 985 404,98s

992,832

4,468,454

809,298

1,248027

408459

650,401

1,538,886

529,128

39,01s

69,000

232 5@

918852

4,568,793

710.598

1,324,621

424 609

647,801

1 538,886

535,428

35,015

39 000

242,391

10986000

725 4U
4769,651

622,744

1,231,968

396,048

548,149

1458100
416,368

10.251

36,000

242,391

193,418

(200,858)

87 894

92 659

28,561

99.052

80,786

89,060

24764
3 000

10986.000 10487664 498,336

q___l!l!!!11) ! =r!d!!,91, !____1!]131]9 l_____l-a!!!

The a@mpanyinq Notes to Requ @d Suppbmenlary tntomatroi are an ntegdtparrofthisscnedule
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CoMMoNWEALTH oF PuERro Rrco

MuNtclPAL|TY oF NAGUABo

NoTES To REOUIRED SUPPLEMENTARY INFoRMATIoN

Bu0cETARy coMpaRtsoN ScHEDULE - GENERAL FuND

FORITE F6CAL YEAR ENDEO JUNE 30,2013

1. Budgetary Roporting

The Budgelary Comparison Schedule - ceneral Fund s presenied as Required Supptemenlary tnfoniafon n accordancewitr
G,ASB ,Accounfng Standards Codificafon Secl,on 1700, Ihe Budget and Budgatary ,kxf,untng Fonnat and tegat budgetary conirct
is based upon major classes of expenditures known as tuncbons. The Mun c pativs exp€nd tr€s in Generat co\€mmenlfuncljon
exceeded lfe budgehryamouftby$200,858, due to hr greal$ lhan expecred inc@ased expenditures for protessonat servcesand

2. EQlanation ofDifferences BetrEen Budgetary lnio!6 and Outttor6 and cAAp Revenues and Ependiturcs

Sourco3/lnfl 01/3 of Resourc€sl

LUral Arnounts (Budgelary Basls) 'Ala lable lor &prcpriaton' fom fie
BudgelaryCompadson Schedule (See P3ge 60)

Diffe.ence - Budget b GMP

Non-Budgehry Re!€nues (Medical Diagnoslic and Trcat €nbCenler)

Ihe Fund Balance (Deficrt)al he Beg nn n! ofYear is a budgelaryrcsource but is nola

C!nenl-Year Re\€nue lor fnancial reponing puAoses

T olal Relenues as Reporled on lhe Stalemenl ol Rewnues, ErpendluGs and

Chanqes n Fund &lance - co\€mmenlal Funds (See Page 21)

Usesroutfl o$E of Resources:

,a.lual Anounls (Budgelary Basi9 'T otal Chaqes to Appropdation'Irorn he
BudgetaryComparlson Schedirle (See Pale 60)

Difference - Budget lo GAAPI

EncLrnr brances lor slpplies and equipment ordered bul not receiwd are €poned
in lhe )€ar he oder is placed for bldgelary Epodng purposes

Non BudgehryExpendltures ([,led]cal Diagnoslc and Treatnenls Cenlei

T ransfeB b oher tunds arc oufows ol bLrdgelary resources bul are nol

expend hrreslorf nanc al reporling purposes

Tolal Ap€nditu€s as Reponed on lhe Slatementol Relenues, Erqendilures, and

Changes nFund Babnce Gowmrnenhl Funds (See Page21)

$ 6,214445

1280,196

4,455,977

!_-.11950q!

$ 10487,664

(233,731)

1267,816

/.242,391)

$ 11 279,358

END OF THIS SECTION
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CoMMoNwE\LTH oF PuERro Rlco

MUNICIPATIY OF NAGUABO

SECTION 8 HOUSII,IG CHOICE VOUCHERS-

FrNANcrAt- DATA scHE0ur-E (R0047)

ENTITY WIDE BALANCE SHEET SUIVI,IARY

JuilE30,2013

Line lted No.

Assets Value

Liabilities

and Equity

333

310

300

$ 71/72

33,239

$ 5,000

35,148

111

113

't00

CurrentAssets.Cash:

Cash - lJnrcsbicled

Cash -Oher Reslricted

TotalCash

Total Cu rrent Assets

Total Assets

150

190

105,011

105,011

$ 105,011

511.1

512.1

513

600

Current Liabilitiesl

Accounb Palable <= 90 dals

kcounb Palable - OherGo\ernmelt

Total Current Liabilities

TotalLiabilities

Equityl

Restricted Net Position

Unrestricted Net Position

Total Equity/Net Position

Total Liabilities and Equity/ Net Posiiion

40,'t48

40,148

33,239

31,624

64,863

t_19!q_1

The ac@paDrng Noles lo F nanqal Dab Schedle a@ atr nlegE pad oi his Supplnenlary lnlomatm
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COMMONWEALIH OF PI]ERTO RICO

MUNIcIPALITY OF NAGUASO

SEcTroN 8 HoustNG CH0rcE VoucHERs -
FIIANCIAL DATA SCHEDULE (RQO47)

PRoGMM REVENUES AND EXPENSES SUMMARY

FORIHE FTSCAL YEAR ENDEO JUNE 30,2013

Line lted No.

Revenues Value

70600

70700

71400

71500

70000

ESenges

91100

91500

91600

91900

91000

96900

97000

97300

97350

90000

97000

-110030

.11170

11180

'11190

'11210

$ 589,838

s89,838

4,612

11,812

606,262

67,286

12,341

1,425

5,000

86,052

86,052

HUD PHAOperaiing Grcnts

Total Fees Revenues

Fraud Recovery

0her Re\enue

TotalRevenues

Administrative:

AdminislratiE Salaries

Emplo!€e Benefi t Contibutions - ldminisbali!e

Ofice Expense

Oher

Total Operating - Administrative

Total 0perating Expenses

Excess ofOperating Revenue over

Operating Epenses

Housing Assitance Palmenb

HPAPorhbilitl|ln

TotalEpenses

Excesg (Deficiency) of Tolal Revenue over

(under)Total Expenses

Memo Account lnformation:

Beginning Equity

Adminishali!e Fee Equity

Housing Assishnce Palmenb Equity

Llnil l\,4onhs A\,ailable

Numberof Unit l\4onhs Leased

520,210

535,720

9,600

631,372

$ (2s,110)

$

$

$

89,973

31,624

33,239

1,336

1,299

fte aMpanyinq Mtes lo Finandal Dah Sde<trle are an inleg.d p6n of 6is Suppl€mstary tnlomalio.
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SEcTtou 8 Housltlc cH0lcE voucHERs-

NoTEs To FrNAxcrAL 0ArA SCHEDULES (RQ047)

FORTHE FISCAL YEAN ENDEO JUNE 30,2013
COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF NAGUAEO

1. BASIS OF PRESENTATION

TheaccompanyingFinancialDataSchedule(FDS)includesthesectonSHolsingchoice.Vouchersiederal
p.s;'diritL.""f th. Municipality of Naguabo ol the Commonweallh of Puerto.Rico (N4unicipalily) The

inr,irution in tn" ros i, presenied in accordance with the requrrements of HUD'S lJnlam Financial Repoting

ituiiiii" it uuo no*ing Programs. Because the FDS presents only a selected podion of the operations of

ft]l-rni"ipi|ity, ,r i. not ,t"nJed tiand does not present the llnancial position, or change in net poslion of the

[.,4unicipaliiy.

Therefore, some amounts presented in this Schedule may differ irom amounts presenled.in, or used in the

preparition ot, te Oasic nnancial statemenls. The ft'lunicipality repoding enlily is defined in Note (1) (A)to the

basic iinancial slalements

2, SUI/tIiIARY OF SIGNIFICANT ACCOUNTING POLICIES

Assels, Llablilies, Nel Assets, Revenues and Expenses reporled on the FDS, are reporled^on lhe full accrual

Ui.uti".o*ting. fn"V are recognlzed followng the HIJDs lJnlom Financat Reponng Slandards for HUD

Housing ProTams.

3. RELATIONSHIP TO gASIC FINANCIAL STATEilIENTS

Assels, Liabililies and Net Posilion are presented in the Municipalily's Statemenl of Nel Position' Revenues and

expenses are reported in the Statement ofAciivities'

ENO OF NOTES
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PART II

SCHEDULE OF EXPENDITURES OF FEDERAL AWAROS

AND REPORTS REQUIRED BY GOVERNMENT AUDITING

STANDARDS AND OMB CIRCULAR A.133
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CoMMolrwE LTHoF PUERTo Rrco

MU[!cIPALITY oF NAGUABo

SCHEDULE oF EXPENOITURES OF FEDERALAWARDS

FoRIHE FISCAT YEAR ENDED JUNE 30,20,I3

FEDEML GRANToR/ PAss THRo!GH

GRANToR / PRocRAM oR cL!sTER TTTLE

FEDEML

CFDA

NUMBER

FEDERAL

ExPENDlIuREs

PASS.THROUcH

ENIIIY IDENTIFYING

NUMBER

lJ.S. Departmenl ot Aqricufture:

Pass-Throuqh Puerto Rico Departmenl of Educalion:

Child and Adull Care Food Program.... . . . .. . .- .-. . .--.

Tolal U. S. Departmenl ol Agrcrllure........... ... .... . ......

U.S. Depaiment ol Housing and Urban Developrnent:

Direct Program:

Srller PlJs Ca'e.................
Ho,.rsi1g Opporu,ltEs lor oersons with A1DS.................

Section 8 holsing Choice Vouche's. .. . ................... .....

SutslotallJ.S. Departrnenl o, Housing and Urban

Developmenl - Direcl Progra"l

Pass-Through State - Oflice of lhe Comm ssioner of
I\,lunicipal Aflairsi

Community Development Block Granwstates Program

and Non Enlitements Grants in Hawaiiislale CDBG)...

ToialU.S. Department of Housing and Uban
Deve|opment.......................

U. S. Department ol Energy:

Pass-Through Pueio Rico Energy Afiairs Administralion:

,4RRA - Energy Efliciency and Conservation Block

crant Pros am (EECBG)

_otal J S. Deparlmerl of EnerSy. . . ..----.-.--.,--.

U.S. Department of Heallh and Human Services:

Pass-Through Admlnistration ior the Childhood Care

and Integral oevelopmeni:

Child Care and Development Blor{ Granl...... ............. ...

Tolall.l. S. Departnent of Heallh and Human Setuices.

10.558 CCC.176

14 238
14 241

14871

14.228 12-A841

81.128 EAA,FOA,0013,27

93.575

$ 15.018

15 018

28,134

40,139

690.045

1551.231

140.994

140.994

280.477

280.477
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COMMONWEALTH OF PUERIO RICO

MUNICIPALITY OF NAGUABO

ScHEDULE OF EXPENDITURES OF FEDERAL AIIYARDS

FoRTHE FISC^L YEAR ENDED JUNE 30,2013

FEDERAL GRANTOR/ PASS THROUGH

FEDERAL

CFDA
NUMBER

PAss.THRouGH

ENT[Y loENrtFYlNG

NUM8ER

FEDEML

EXPENOT'IURES
GRANToR /PRoGRAM oR cL!sTERTITLE

U.S. Depatunenl of Homeland SecudtY:

Pass-Through Puerto Rico Ofllce ior Public S€curiiy:

Disaster Granis - Public Assislarce (Presidentially

Declared Disasters) .......... .... 97 036

ToralU. S. Depaflment ol homelard Securily ..... ... . ..

TOTAL EXPENOITURES OF FEDERAL AWARDS"".""".

FEMA 1798 FEi,IA 4017 241 039

247.039

t232t !!4

The a@npanri [g NolE6 to S.h edu le oi Erp4d h 6 of Fen€d Amds are a^ ile96l part oi lhis schedu h'
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CoMMoNwEALtH oF PUERTo Rrco

MuNtctPAL|TY oF NaGUABo

NOTESTO SCHEDULE OF EXPENDITURES OF FEDERATAWARDS

FoRTHE FISCALYEAR ENDED JUNE30.2O13

1. BASIS OF PRESEMTATION

The accompanying Schedule of Expenditures of FederalAwards (the Schedule) includes the federalgrant activities ol lhe

fi,lunicipality ol Naguabo oi the Commonweallh ol Puefto Rico (l.lunicipality). The iniornraiion in ihis Schedule is preserted in

accordance wilh lhe requirements of Offce of Management and Budget (OltlB) Crrcular A-133, ,4udils of Siales, Local

5oremnents, and Non-Prafl organzalions, Because ihe Schedule presents only a selecled portion ol the opelations of

l\,lunicipalily, ilis not ntendedto and does noi present the iinancialposilion orchange in netassets oi the Municipallty.

Therelore, some amounls presented in this Schedule may differ from amounls presented in, oI used in the prcparation of lhe

basic,inancial slaiements. The Municipaliiy eporting entjty is delined in Note (1) (A) to the basic fnancial siatemenls All

Iederal financal awards received dilectly frcm iederal agency as well as iederal linancial awards passedlhrcugh other

govemmenl agencies are included on lhe &hedule.

SUIiIMARY OF SIGNIFICANT ACCOUNTING POLICIES

A. Expendilures rcported on the Schedule are reponed on the moditied accrualbasis olaccounling Such expendilures are

recognized following lhe cosl pr nciples contained in oMB Cirtular A-87, Cosl Pn ciples for Slate and Local Govennen|
wherein certain types oI expenditures are nol allowable or are limiled as lo reimbursemenl,

B. Negative amounts, if any, shown on the Schedule represenl adjuslments or credits made in lhe normal course of

busness lo aroulls reponed as erpenorlL'es r pro'years,

C. Pass'through entity idenliting nlmbers ae pesented where available.

FEDERAL CFOA NUMBER

The CFDA rumbers included 1n lhis Schedule are detemined based on the program name, teuew of grant contract

information and the office ofManagementand Budgets Catalogue of FederalDomesiic Assisiance

RELATIONSHIP TO FEDERAL FINAI'{CIAL REPORTS

Expenditues oifederalawards ae repoded in the lllunicipality's Statemenl ol Revenues, Expendilures and Changes in Fund

Balances - Govemmenla,Fund as follows: CDBG Fund - $1,551 231 and other Govemmenial Funds $1,373,573.

END OF NOTES

3.
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INOEPENDENT AUDITOR'S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON
COMPLIANCE AND OTHER IiIATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN

ACCORDANCE WITH GOVERNIIIENI AUDIflNE SIANDARDS

To the Honorab,e Mayor and
MembeB of the Municipal Legislature

Municipality of Naguabo of the
Commonwealth of Puerto Rico

Naguabo, Puerlo Rico

We have audited, in accordance with the auditing slandards generally accepted in ihe United States of America and
the standards applicable lo iinancal audits contained ir Governmenl Auditing stardards issued by the complroller
General of the Unlled Slales, lhe fnancial statemenls of the governmental aclivilies, each major fund, and the
aggregate remainin! fund lnformation of the Municipality ol Naguabo of the Commonwealth of puerto Rico
(Municipality), as of and for lhe rscai year ended June 30, 20i3, and lhe relaled notes lo the financial slalements,
which collectively comprise Municipality's basic linancial statements, and have issued our qualilied repod lhereon
dated Aprl 30, 2014. our repori was qualified because the Municjpality did not provide a subsidiary oi capital assels
lhal agrced wth the amounls rcpoded in governmental acliviries of the Govemmental-wide Frnanciil staternenls and,
also, the depreciation expense on lhose assets is not supported. ln addition, no construclion in progress is rcponed.

lntemal Control Over Financial Reporting

ln planning and performing oLrr aLrdil ol the financial statements, we considered Municipality's internal conlrcl over
financial repoding (intemal control) to determine the audit procedures lhat are appropriale in the circumstances forlhe
purpose of expresslng our opinions on the linancial statements, but nol for lhe purpose ofexpressing an opinron on
the effectiveness of M u n icipality's inlemalcontrol. Accordingly, we do not express an opinion on lhe effecliveness of
Municipality's internal control.

Our consideEtiof of inlernalcontrol was for the lirniled purpose described in the precedlng paragraph and was nol
designed to identify all deficiencies in intemal conlrol thal mighl be material weakness or slgnificant defciencies and
therefore, malerial weaknesses or significant deficiencies may exisl lhal were not identified. However, as described in
lhe accompanying Schedule of Findings and Queslioned Costs, we identified cerlain deliciencies in internalcontrol
lhal we considerto be malenal weaknesses and significant deficiencies.

A deficiency in i,rtemal co,frol exsls when lhe design or operation oI a conlrcl does nol allow managemenl or
employees, in lhe normal couase of performing their assigned funclions, to prevent, or delecl and correcl,
misslatemenlson alimely basis. A naleral weakness isadeficiency, orcombinalion oldeficiencies, in internalconkol,
such that lhere ls a reasonable possibility that a malerial misslatement of the ilunicipality's financial slalements will
not be prcvented or delecled and corecled on a timely basis. We conslder the deficiency descnbed in lhe
accompanying Schedule of Findings and Questioned Costs as ilems 2013-OO1 through 2oji005 to be matedal
weaknesses.

[@ndbdtAlcPAkrrn6ftwnDyE0s
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INDEPENDENT AUDITOR'S REPORT ON INTERNAL CONTROL OVER FINAI{CIAL REPORTING AND ON
COiIPLIANCE AND O]HER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN
ACCOROANCE WITH GOVERNMENT AUDITING STANDARDS
To the Honorable ilayor and
Membe13 of the Municipal Legislature

Municipality of Naguabo ofthe
Commonwealth of Puerlo Rico

Page 2

Compliancr and other Matters

As parl of obtaining reasonable assuEnce aboul whetherthe lll unicipality's linancial stalemenls arc frce of ma{erial
misstatemenl, we performed tesls of its compliance with certain prolisions of laws, regulations, contracls and grant
agreements, noncompliance with which could have a dlrcc1 and maledal effect on the delerminalion of ,inancial
slatement amounls. However, providing an opinion on compliance wtlh those provisions was noi an obieclive of our
audit and, accordingly, we do nol express such an opinion. The resulls of our tests disclosed instances of
noncompliance or other matters that are required to be rcpoied under Goyemmert ,4ud,tlrg Sia,,?dards and which are
described in the accompanying Schedule of Findings and Questioned Costs as items 2013-003lhrough 2013-005.

Municipality's Response to Findings

lrunicipality's response to lhe findings identilied in ouraudil is descdbed in the accompanying Schedlle of Findings
and Questioned Cosls. Municipality's response was nol subjected to the audiling procedures applied in the audit of
lhe financial statement and, accordingly, we exprcss no opinion on il.

Purpose ofthis Report

The purpose of this repod is solely to describe the scope of our lesting of intemal conlrol and compliance and lhe
rcsults of thal lesling, and not to provide an opinion o,r lhe efiecllveness of the Municipality's internal control or on
compliance. This reporl is an inlegrcl pad of an audit reformed in accordance with Govennent Auditing Standards in
considering lhe enlily's internal conkol and compliance. Accordlngly, this communicaiion is nol suilabl,A for any olher
p!rpose.

a@a2-41[5(
CPA Diaz-Nlarlinez, PSC

Certified Pu blic Accor.rftants & Consultants

License Number 12, expircs on December 1, 2016

Caguas, Puerto Rico

April30,2014

Stamp No. E1 00035 was aflixed lo
the originalreport.
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INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE REOUIREI'ENTS FOR EACH MAJOR PROGRAM AND
ON INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCIJLAR A-133

To the HonoEble Mayor and
Members of the llunicipal Legislature

Municipality of Naguabo of the
Commonwealth of Puerto Rico

l{aguabo, Puerto Rico

Report on Compliance for Each Major Federal Program

We have audited Municipality of Naguabo ofthe Commonwealth ot Puerto Rico (Municipality),s compliance with
lhe lypes of compliance requirements descibed in the OMB Arcutu A-l jj Conpliarce Supp/emerl lhat could have
a dlrecl and malerialeffecl on each of Municipality's majorfederal programs for the liscalyear ended June 30, 2013.
Municipality's major federal programs are idenlilled in lhe Summary of Aud itols' Result Section ofthe accompanying
Schedule of Findings and oueslioned Cosls.

Ma n age n ent's R e spo n si b i I ily

l\y'anagemenl is responsible forcompliance y/ilh lhe requirements oflaws, regulations, contracts, and grants applicable
to its lederal prcglams.

Au d itot's Res p o n s i b i I i ty

Our responsibility is lo express an opinion on compliance for each of Municipality's rnajor federal prog rams based on
our audit of lhe types of compliance requirements refeffed to above. We corducled our audil of compliance in
accordance wlh alditing standards gene€lly accepted in the Un ted Slates ofAmerica; lhe standards applicable lo
llnancialaudits cortained ln Gavernnent Auditing Standards, issled bylhe Comptroller Generalof the l.lnited Stales;
and 0[,48 Circular A133, Audits ol States, Local Governnents, and NonPrcft Organzations. Those slandards and
OMB Ckcular Al33 rcquire that we plan and perfom the audit lo obtain reasonable assurance about whether
noncompliance with the types ofcompliance requiremenls referred to above that could have a direct and materialeffect
on a major federal program occuned. An audit lnclldes examining, on a test basis, evidence about Municipality,s
compliance wilh those requiremenls and performing such olher procedures as we considered necessary in the
circurnstances.

We believe lhal our audit provides a reasonable basis for ouropinion on compliance foreach major federal progIam.
However, ourauditdoes not provide a legaldeterm nallon of Municipality's compliance.

Basis tot Qualified Opinion (See the tollowihg Table)

As described in the accompanyifg Schedule of Findings and O.teslioned Costs, Munjcipality did not comply wlh
rcquiremenl rcgard ng lhe followingl

3qbi*H:IY.."*.
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INOEPENOENT AUDITOR'S REPORT ON COMPLIANCE REQUIREMENTS FOR EACH MAJOR PROGRAM AND

ON INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCEWTH OMB CIRCULAR A.IJJ
To the Honorable Mayor and

Memberg of the Municipal Legislature

Municipality of Naguabo ofthe
Commonrr/ealth of Puedo Rico

Page2

Finding
Number

CFOA

Number Prooram (orCluster) Name Compliance Requirement

2013-006 14.871 Section 8 Houslng Choce Vouchers Cash lManaqemenl

2013-007 ALL ALL PROGMI,4S Repodina

2013-008 14.228

and

14.871

Community Development Block Grants/Slales
Drogram and Non Enl lemenls Grarls tn Hawaii

(Slate CDBG);

Section 8 Housina Choice Volchers

Reporung

2013-009 14.871 Seciion I Housin! Choice Vouchers ReDorl nq

Compliance with such requkements is necessary, n o!ropinion, forthe Municipality to comply with the requirements

applicable to those programs.

Qualified Opiniot (See the above Tahle)

ln our opinion, excepl fol the noncompliance descrbed in lhe 'Basis for Qualilied opinion' paragraph, lilunicipality

complied, in all material rcspects, wilhthetypes ofcompliance requirements referred to abovethatcould have adirect

and materialeffect on the major federal programs described in the above table ior the liscal year ended June 30, 2013.

Other Maftets

The rcsults oiour auditing ptocedures disclosed an instance of noncompliance, which are lequired to be reported ln

accordance with O[48 Circular Al33 and whch arc described in the accompanying Schedule of Findings and

Questioned costs as item 2013-010. our opinion on each maior federal program is nol modilled with respecl to these

matler.

Municipality's response 10 the noncompliance rnding identified ln our aldit are described in the accompanying

schedule of Findlngs and oueslioned cosls. Municipality's response was no1 subiecled lo the auditing procedures

applied in lhe audil ofcompliance and, accordingly, we express no opinion on the response

Report on lnternal Control over Compliance

Mafagement of Municipality is rcsponsible for eslabl shing and maintaining effeclive intemal contrcl over compliance

with the lypes ofcompliance rcquirements relerred to above ln planning and performing ou r audll of com pllance, we

considered ti4unicipality,s internal conlrcl over compliance with thetypes of requiremenls lhatcould have a direct and

material effect on each majol federal program lo delemine lhe audllng procedures that are appropnale in the

circumstances for the purpose ofexpressing an opinion on compliance for each majorfederal program and to test and

reporl on inlernal conlrol ovel compliance in accordance wilh Olt4B CircularA_133, but notforthe purpose olexpressing

an opinion on lhe effectiveness of internal conirol over compliance. Accordingly, we do nol exprcss an opinion on the

effectiveness of Municipality's lntemal control over compliance.
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INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE REOUIREMENTS FOR EACH MAJOR PROGRAM AND

ON INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WTH OffA flRCULJ.R A.133
To the Honorable Mayor and
Member5 of the Municipal Legislature

Municipalily of t{aguabo of the
Commonwealth ot Puerlo Rico

Page 3

A defrciency in intemalcontral over compliance exisls when the design or operation ofa conlrclover compliance does
nol allow management or employees, in lhe normalcourse ofperforming their assigned fLlnctions, to prevent, or detect
and mrrect, noncompliance wilh a type ofcompllance requirement of afederalpmgram on a limely basis. A maleral
woaknoss in intenal control ovet campliance is adeficiency, or combinalion of deficiencies, n internal conlrol over
compliance, such thal there s a reasonable possibility that malerial noncompliance wilh a type ol compliance
requlremenl ofa federalprogram wi,lnot be prcvented, or detected and cofiecled, on a limely basis. We considerthe
deficiencies in internal conlrclover compliance described in the accompanying Schedule of Findings and Questioned
Costs as items 2013'006lhrough 2013-00910 be maler al weaknesses.

A significant defrciency in intenal control avet conpliance is a deiiciency, or a combination of deficiencies, in inlernal
contrclover compliance with atype ofcompliance requirement of a federalprogram lhal is less severe than a material
weakness in intemal conlrol over compliance, yel imporlanl enough to menl attention by lhose charged wilh
governarce. We considerthe deficiency in internal contrcl over compliance described in lhe accompanying Schedule
of Flndings and Qlestioned Costs as llem 2013-010 to be significant deficiency.

Municipality's response to lhe intemal control over compliance finding idenlified in our audit are descdbed in the
accompanying Sched ule of Findings and ouestioned Costs. Municipality's response was notslbjecled 1o the auditing
procedures applled in lhe audit of compliance and, accodingly, we express ro opinion on the response.

The purpose ofthis reporl on rntemal control over compliance is solely lo describe lhe scope ofourtesting ol intemal
contrcl over com pliance and the resulls ofthal testing based on lhe requirements of 0[,4B Circular A-133. Accodingly,
lhls rcpod is not suitable for any olher purpose.

a4ildz.rry(=
CPA Diaz-[4adinez. PSC

Cedilied Public Accounlants & Consultants
License Number 12, expires on December 1,2016

Caguas, Puerlo Rico

April30,2014

Slamp No. E100036 was afllxed to
the originalrepod.
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CoMMoNWEALTH oF PUERTo Rlco

IIIIUNIcIPALITY oF NAGUABO

ScHEOULE oF FINoINGS AND QUESTIONEOCOSTS

FoRTHE FISCAL YEAR ENDEo JUNE 30,2013

SEcTtoN l- SUMMARY oFAuotToR's REsuLTs

Financial Slatements

Type oi auditols report issued: tr Unmodifred opinion
Modified:

B Yes

tr Yes

I Yes

tr

lntemal control over fnanoal reporting:

. Material weakness (es) idenlifed?

. Signilicant defic ency {ies) identfed?

Noncompliance mate al to linancral slatements noied?

FederalAward3

lntemal control over major programs:

. Material weakness (es) identified?

. Signincanl deiic ency lies)idenlried?

Type oi ald tor s rcpod issued ofl compliance for

I\,laior Programs:

Any audit lindings disdosed that are required lo be reported

in accordance with Secuon 510 (a)ofOllB CrrcularAl33?

ldenlifcaiion of Major Programs:

CFDA Number

Unmodifed 0pinion
Oualilied opinion
. Cornmuniiy Developmenl Block

Grants/States Prog€m and Non

Enlitlements Grants in Hawaii(Slate CDBG)

. Section 8 Housing Choicevouchers
Adverse Opinion tr Disdaimer opinion

I Qualifed opnion
tr Adverse Opin on

! D sclaimer opinion

!No

I None Repoited

trNo

No

None Reported

!

tr

I Yes

E Yes

C
E

I Yes

N ame ol Federal Program orClusler

!No

14.225

14.871

Dollar hreshold used to distrnguish bel{een
Type A and Type B Prc€rams:

Auditee qualified as low-rjsk auditee?

Community Developmeni Block Grants/States Pogram and Non Entitlements G6nts in Hawaii

(State CDBG)

Section 8 Housing Choice Vouchers

$300,000

n Yes 8No
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CoMMONWEILIH OF PUERTO RICO

MUNIcIPALITY OF NAGUABO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FoRTHE FTscALYEAR ENoED JUNE 30,2013

SEoIION II- FIflANCEL STATEMENI FINDINOS

FINDINGREFERENCENUMBER 2O13'OO1

TYPE OF FINDING MATERhL WEAKNESS IN PREPARED FINANCIAL STATEMENTS

CRITERIA AIJ_C Sect on 265, Communri ating tnlernal Contral Related Mallers ldenlified in an Au1il,

Paraglaph.A11, states lhe {ollows:

'lndicators ol material weaknesses in inlemal @ntd include

. restalement ol Dreviouslv issued financial statements to retecl the conection ol a
material misslalement due lo ermr orfraud;

. idenlilicaton bv lhe auditor of a material missiatemeni of lhe fnancial statemenls

under audil ln circumslances hat indicate lhatthe mlsslatemenlwould nol have been

;and' lunderly nq bY usl

Parc$aph 4-23, Connunicating Defrcbncies in lnlernal ConltoL Fraud, Noncanpliance

wifh Provislons of Laws, Regulafions, Conlracls, and Granl Agreemenls, and Abuse al

t\e Gavennenl Aut:llling Standards issued by the Comptroller General of the uniied

States.2011 Revision states the follovls:

"423 When perfonning GAGAS linancial audits, auditols should communioale in lhe

reporl on iniemal contol over frnancial repoding and compliance, based upon ihe wo*
perlormed, 11) sionincani defciencies and malerial weaknesses in ifliemal control; ..

"[underlying by !s]

Pa(,g(lph 4.24, Deficbncies k lnlenal Contral ol lhe Gavenmenl Audiling Slandatls

"4.24 The AICPA €quiremenls to commln cale in wriiing signilicant deficiencies and

naieial weaknesses identified during an audit form the basis for reporting signlicanl

deficiencies and male al weaknesses in lhe GAGAS repod on inlernal contol over

financial rcporling when defcencies are ldenlified durng the audit.'

lependixl, Supptemental Guidance, paragraph A.06 Exanpies of Deficieroies in lntenal

Conttol, cl lhe Govennenl Audl,ng Slandards states the followsi

"A.06 The lollowing are examples of contol defrciencies:

4...,

b....

c. Contml svstems thal did not orevenl, or detecl and corect mateial m sslaiemenls so

that t was necessarv to reslate oreviouslv issued financial slatements or ooerational

reEub. Conlrol systems that did nol prevent or detect maierial misslatements in

perlonnance or operatonal resulls so lhai il was later recessary to make signl,icant

conections io those resulis. lunderlying by usl

d. Control syslems that did not prevenl, or deleci and conecl matedal misstatemenls

identi,ied by the auditor. This includes misstatements involvino estimation and iudoment

Ior ghich the audiior ideniifies polenlial matedal adiuslmenls and conections of the

!e!9d4-g!9ub.' [Underlying by Lrs]

@ntnue



COMMONWEALTH OF PUERIO RICO

MUTICIPATIY OF NAGUASO

SCHEDULE OF FINDINGSAND QUESTIONED COSTS

FoRTHE FISCAL YEAR ENDED JINE 30.2013

SECIION II- FINANCIAL STATEMEIiIT FINDINGS

FINDING REFERENCE NUMBER 20'13'001 - @ntinu.tion

CONDITION Dunng ihe peparation of the fnancial statemenls by the Municipality, they noted material

misstatements in prior yeal audited inancial statements that required signilicant

adiustments tothe assets liabilities, evenues, and inlerfund expenditures/expenses'

CAUSE The Municipality accounting system does noi prolide for some mechanized transaclion

that could lead to enors f proper trace ls not mainlained.

EFFECT OR POSSIBLE EFFECT The financial stalemenls for the fiscal yeff ended June 30, 2013, prepared by the

Municipalily presented mateial adjustments and restaternenl ol the beginning balance of

the net positionflnd balance in order to reconcile the trialbalances data with aging and

schedules.

RECOITMENOATION We recommend the Municipality lo monitor subsidiaries oi interfund and payable

iransactrons in order to make he required adjustments and lake ihe corective acfions

iimely.

RESPOIISIBLE OFFICIAL'S
RESPONSE AND CORRECTIVE

ACTION PLANNED Dunng lhe contract process of hiing a consulting lirm io generate the next Financial

Repoits cyclel we will include provisions io ensure ihat necessary measures ale taken lo

correcl and prevenl lhe delioencies lound

IMPLEiIEUTATION DATE Fiscal Year 201 3-2014

RESPONSIBLE PERSoN Mr. Luis Cruz, Finance Dircctor
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CoMMoNWEALTH oF PuERro Rlco

MuNtctPAL|TY oF NAGUABo

SCHEDULE OF FINOINGSAND QUESTIONED COSTS

FoRTHE FrscAL YEAR ENoEDJUNE 30,2013

SEcIIoN II- FINANCIAL STAIEMENT FINDINGS

FINDING REFERENCE NUMBER

TYPE OF FINDING

CRITERIA

2013-002

MATERIAL WEAKNESS IN PREPARED FINANChL STA]EIiIENTS

Codilicalion of Govemmental Accounting and Financial Reporting Standads, Section

1400.101 states lial lhe repoiting enlilies should reporl general capiial assels in

govemmental activites, propietary and fiduciary funds. Capital asseis includes land,

improvementsto land, easements, buildings, building improvements, vehicles, machinery,

equipment, works of art and histodcal lreasures, inlrastucture, and all other tangible or

intangible assels lhat are used in operatrons and that have inilial useiul lives extending

beyond a single reporting period (AU S 1400.103). The l/lunicipality should have

established intemal contol policies and procedures in order to p.operly accounl for capital

assets and lo maintain adequate and updaled inventory records that provide suflicient and

competent evidence lo support lhe existence, rights and obligalions, completeness, and

valualion and allocation, applicable lo lhe capital assets in govemmental activities of the

Govemmental-Wde Financial Stalements.

During ourauditthe Municipality did notprovide a subsid ary of capital assets that agreed

wiih lhe amounts reporied in govemmental activities of the Governmenial-Wide Financial

Stalements. Capital assets are the most significant assets of lhe lluniciPality and

therefore, have a signillcant rmpacl on ihe Goveffmenlal-Wde F n ancial Statements.

The Municipalitys intemal conirol system, failed to keep ira* of the additions of capiial

assets and lo assure that the subsidiaries agree with the amounts pesented in the

Govemmental'Wde Financial Slalements.

The linancial slalemenls prepared by lhe Municipality presented the capital assets and

depreciation expense in ihe Govemmental-Wde Financial Staiements ihat do not agree

wilh lhe $bsidiaries provided.

We recommend lhai lhe lllunicipality @view the subsidiaries o, capilal assets ln order to

assure lhat they reconcile with the amounts presented in Governmental-Wde Flnancial

Stalements.

ljpon rcceipi of this iinding, instruclions $€re given lo create a subsidiary joumal for capiial

assets, This shall provide certainty regardlng capital tran saction s and thus achieve a more

asserlive conlrol ol this area.

Flscal Year 2013-2014

lvlr, Luis Cruz, Finance Director

coN0tTtoN

CAUSE

EFFECT OR POSSIBLE EFFECT

RECOMMENDATION

RESPONSIBLE OFFICIAL'S
RESPONSE AND CORRECTIVE

ACTION PLANNED

II/lPLEIIIENTATION DATE

RESPONSIBLE PERSON



CoMMoNwE LTH oF PUERTo Rtco

MUNICIPALITY OF NAGUABO

ScHEDULE oF FINOINGS AND QUESTIoNED COSTS

FoRIHE FISCALYEAR ENoED JUNE 30,2013

SEcTtoN ll - FtNANCtaL STATEMENT FTNDtNGS

FINDING REFERENCE NUIIBER

TYPE OF FINDING

CRITERIA

2013'003 (See FINDING REFERENCE NUIIBER 2013-007)

IiIATERIAL NONCOI{PLIANCE AND MATERIAL WEAKNESS IN PREPARED

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

Ol'l8 Circular Al02 (Common Rule) Seclion_.20 Standards foI linancial managemenl

sislems slatesr (a) A State musi expand and account lor grant funds in accordance wilh

Stale laws and procedures for expending and accounling for ils own lunds. Fiscal conirol

and accounling pocedures of ihe State, as well as its subgrantees and cosltype
conlractoB, mlsl be sullicient to- (1 ) Permil prcparalion of reports required by th s part

and the statutes authorizing he granl, and (2) Pefinit the lracing of funds to a level of
expendilures adequate to establish tial such funds have noi been used I volaUon of lhe
rcsirictions and prohibitiofs of applicable slatules. The objectives of intemal control

pertai.ing to the compliance requirements for Federal programs (lnternal Conlrcl over
Federal Programs) as Iound in S_.105 ofOMB Circ!larA-133, includesiTransactio.s are
propedy recorded and accounted ior to pemit the pEparation of reliable financial

slatemenls and Federal rcpons.

Duing our audii procedures ol the SEFA prepared by the Municipality we idenlifred

material misslatements related lo the expenditures presenled o, all Federal programs.
CONDITION



CoMMoNWEALTH oF PIJERTO RICO

MUNIcIPALITY oF NAGUABO

SCHEDUTEoF FINDINGSAND QUESTIO EO COSTS

FORTHE FISCAL YEAR ENDEO JUNE 30,2013

SECTION II. FINANClAL STATEMENT FINOINGS

FINOING REFERENCE NUMBER

TYPE OF FINDING

CRITERIA

2013-004 (See FINDING REFEREI.ICE NUITBER 2013.008)

fiIATERIAL WEAKNESS AND IiIATERIAL NONCOMPLIANCE - REPORTING

PACI(AGE OF SINGLEAUDIT

O1\,{B CircularAl33, Subpart C, Seclion .320 (a), (c), slate allthe audtshallbe c$mpleted

and the Data Colleclion Forrn and Reporlrng Package shall be submitted to the Federal

Audii Clearinghouse designated by Oi/B within the eadier of 30 days afrer receipt of lhe

auditor's repoi(s), or nine months afier the end olihe audit penod, unless a longerpe od

is agreed lo in advance by the cogn zanl or oversight agency lor audil.

The Municipality d d not submitthe Data Collettion Form and Reporting Package to the

Federal Audil Cleainghouse ol liscal year ending June 30, 2013 during the required

period.

CONDITION

8l



COMMONWEALTH OF PUERIO RICO

MUNIcIPA!ITY oF NAGUABo

ScHEDULE oF FINDINGSAI.ID OUESTIoNED COSTS

FORTHE FISCAL YEAR ENDED JUNE 30,20'I3

SEcIIoN II- FINANcIAL STATEMENT FINDINGS

FINDING REFERENCE NUMBER

IYPE OF FINDING

CRITERIA

2013.005 {See FINDING REFERENCE NUMBER 2013.009)

MA]ERIAL WEAKNESS AND I'ATERIAL NONCOfiIPL|ANCE

24 CFR Section 5.801 (c)(1)statesthatlhe financial inlormation to be submitled to HUD

in accordance wih paraqraph (b)ollhis section, must be submilted lo HUD annually, no

laler than 60 days afrer lhe end ol lhe {iscal year of the reporting period, and as olhetuise
provided by law.ln addition, on Section (d)(1)siates that audited linancial statemenls will

lhen be required no later ttran I months aller lhe PHA'S frscal year end, in accordanc€ wilh

the Single Audil Act and oMB CircularA-133.

The ilunicipality did nol submit the required Financial Reporls to the US Housing and

Urban Development of fscal yeff ending Jlne 30, 2013 durlng he rcquired pedod. The

unaudited verslon was submitted or August 28, 20'13. Although, the audited Financial

Reports were nol submilted on due date of l\,larch 31,2014.

CONDITION

82



COMMOIWEALTH OF PUERIO RICO

MUNICIPALITY oF NAGUABO

ScHEoULE oF FII,IDINGSAND QUESTIONEO COS]S

FoRTHE Frscal YEAR ENDEo JUNE 30,2013

SEcTloN lll- FtNANctal SrarEMENr FlNotNcs

FINDING REFERENCE NUMBER

FEDEML PROGRA

AWARD NUMEER

COMPLIANCE REQUIREIiIENT

TYPE OF FINDING

CRITERIA

2013.006

sEcIoN8 HOUSTNGCHOTCEVOUCHERS{CFDAN0. 14,871)

U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPIi4Ei.{T

R0047

CASH IiIANAGEMENT

t{ONCOiIPLIANCE AND IiIATERIAL WEAKNESS

Notice PIH 2011-67 states that Disbursements willcontinue lo be scheduled to anive at

the PHA'S bankson lhe first business day ol which is the date on which PHA'S issuetheir

Housing Assislance Paymenls checks lo propedy owners, This schedule ensures that

PHA'S do not receive advances from HUD for more lhan each PHA'S immediate

disbursement needs,

Durirg our audit over HAP paymenllo oltners we noted lhalhe lrunicipality (PHA)made
paynerls to tour owners within one through three monlhs after scheduled day as requied
byHUD.

The ilunicipality does noi have adequale intemal conlrol procedures in order lo made

payments on lhe irsl business day ol the payment period.

This is a systematic defrciency due io the fact lhal {re Municipality don'l have iniemal

control n order to verliy lhat the payments to the owners were done within the rirst business

days ol the paymenl period-

The lllunicipality could suffer a reduclion on llre advances received from H UD due to ihey

are nol used he advances for im|nediate disbursements needs.

None Noted

We recommend managemenl to implemenl adequate intemal conlrol procedures in order

to assure lhalthe paymenis lo ow)ers are done n lhe first business day of the payment

pedod.

Assign Responsibility to a staff member lo oversee ihe signing of the contract and pay lhe

owners wthin lhe period ol lime required by law

lmmediately

Marisol Melendez Viquez, Section I Coordinalor

CONDITION

CAUSE

INFORIIATION TO PROVIDE

PROPER PERSPECTIVE

EFFECT OR POSSIBLE EFFECT

OUESTIONEO COSTS

RECOIiIMENDATION

RESPONSIBLE OFFICIAL'S
RESPONSE AND CORRECTIVE

ACTION PLANNED

IMPLEI'ENTATION DATE

RESPONSIBLE PERSON
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CoMMoNWEALTH oF PIERTo Rtco

MUNICIPALITY OF NAGUABO

SCHEDULE OF FINDINGSA}'ID QUESTIONED COSTS

FoRTHE FrscAL YEAR ENDED JUNE 30,2013

SECIION III- FEDERIL AWARO FINDINGSAND QUESTIONED COSTS

FINDING REFERENCE NUMBER

FEOERAL PROGRAMS

AWARD NUI,lBERS

COIl!PLIANCE REQUIREMEI{T

TYPE OF FINDING

CRITERIA

2013.007 (See FINDING REFERENCE NUMBER 20'13-003)

ALL

(See Schedule of Erpenditures of Federal Awards)

REPORTING

t ATERIAL NONCOITPLIANCE AND lrATERlr{L WEAKNESS lN PREPARED

SCHEDULE OF EXPEI/DITURES OF FEDERALAWARDS

O[,lB Circular A-'102 (Common Rule) Section .20 Standards for firarcial management

systems slatesr(a)A State musl expand and accouni for grant funds in accordance with

State laws and procedures forexpending and accounling lor ils own lunds Fiscalclntrol

and accounting procedures of the State, as well as its subgrantees and cost"type

contlaciors, must be sulficient to- (1) Pennit prcparation oi repolts required by this parl

and the staiutes aulhorizing the ganl, and (2) Pemii the tracing of funds to a level oi
oeenditures adequale lo eslablish that such funds have noi been used I violat on of the

rcslriclions and pohibiUons ol appllcable statutes. The obieciives of intemal conlrol

pertaining to the compliance requlremenls lor Federal prcgrams (lnte.nal Contrcl over

FedelalPrograms) as Iound in $-.105 ol0MB CircularAl33, includes:Transactons are

properly recorded and accounled ,or io permit lhe prepaEiion of rellable linancial

staiements and Fedelal reporls,

During our audil procedures of the SEFA prepared by the lllunicipality we identilied

malerial missiatemenls related io lhe expendilures presented ol all Federal programs.

The SEFA prepared by the lllunicipality was understated because $e expenditu@s

reponed were lnder lhe cash basis ofaccounting, noi under the modified accrualbasis of

arcounting, as disclosed in the notes ofthe SEFA.

The SEFA prepared bythe Municipatity presenled inconrplete lnlormation related io total

Federal expenditures for the fsczl year under audit Adiusimenls were .equired lo

lemncilethe SEFAamountswith lhose reported in the audited linancialstalements.

None Noled.

We recommend hat the litunicipality rnaintain records in order to assure thal all

erpenditures incured from federalawards are propedy incorporaled in dle SEFA

To ensure the coneclness of lhe SEFA Repon, we wllhie a consulting lirm to assist in its

generation;lherelore minimze erors n lhls repod.

FiscalYear20l3-2014

i,,lr. Luis Cruz, Flnance Director

coN0troN

CAUSE

EFFECT OR POSSIBLE EFFECT

OUESTIONEDCOSTS

RECOIiIIllENDAIION

RESPONSIBLE OFFICIAL'S

RESPONSE AND CORRECTIVE

ACTION PLANNED

II.tPLEIiIENTATION DATE

RESPONSIBLE PERSON



COMMOI,IWE:ALTH OF PIERTO RICO

MUNICIPALITY oE NAGUABO

SCHEDULE oF FINDINGSAI,JD OUESTIONEO COSTS

FOR THE FISCAL YEAR ENDED JUNE 30, 20,I3

SEcTloN lll - FtNANctaL STaTEMENT FINDINGS

FINDING REFERENCE NUtr'IBER 2013.008 (See FINDING REFERENCE NUITBER 2013'004)

FEDERAL PROGRAI, COITMUNTry DEVELOPMENT BLOCK GMIIS/STATES PROGRAIiI AND NON

ENTITLEMENTS GRANTS IN HAWAII (STATE CDBG) (CFDA NO, 14.228)

U S. DEPART ENTOF HOUSING AND URBAN DEVELOPmENT

AWARD NUMBER I2.AB-47'O{)1

FEDEML PROGMM sEcTloN 8 HOUSING CHOICE VOUCHERS (CFDA NO.',ll.87l)
U.S, DEPARTI.IENT OF HOUSING AND UREAN DEVELOPMENT

AWARD NUI{BER RQO47

COI.TPLIANCEREOTJIREMENT REPORTING

TYPEOFFINDING I,ATERTAL WEAKNESS AI,{O I,ATERIAL NONCOITIPLIANCE - REPORTING

PACKAGE OF SINGLE AUDI

CRITERIA OI B Circular A-1 33 Subpart C, Section .320 (a), {c), stale all lhe audit shall be compleied

and the Data Colleclion Form and Reporling Package shall be submitied to ihe Fedeal

Audit Cleannghouse designated by oMB wilhin ihe earlier of 30 days aiter receipt ofthe
aud iols reportls), or nire montrs a,ter the end ol the audit period, unless a longer period

is ageed io n advance by lhe cognizantor oversighi agency for audil

CONDITION The lllunicipality did notsubmtlhe Data Collection Forfi and Reporting Package io the

Federal Audit Clearinghouse of fscal year ending June 30, 2013 during the rcquned

penod.

CAUSE The Municipality were unable to provide timely lhe financial stalements and relaled

sLrpportiflg docurnenlation in order to apply required audit procedules.

INFORI'ATION TO PROVIDE

PROPER PERSPECTIVE Duringrscalyear20l2'2013,the Municipalitydid nothave adequale accounting recolds

in order to produce lhe iinancial statements with supporting documentation timely

EFFECT OR POSSIBLE EFFECT The Municipality d d noi complywith the submisslon daie required lorthe Data Colleciion

Form and Reporling Package.

OUESIIONED COSTS None Noled.

RECOT MENDATION we recommend managementto implemenl adequate internal conlrol prccedures in order

lo assure ihat accounling records and supporting documentation is available on a iimely

mannel-

RESPONSIBLE OFFICIAL'3
RESPONSE AND CORRECTIVE

ACTION PLANNED Wlhin lhe specilicaiions ol the new consulling firm conlract we will require the subnrission

oi lhe necessary reports on or belore December 31"r, ihis will allow us lo meel the

submission deadllne requirements

ImPLE ENTATION DATE FiscalYear 2013-2014

RESPONSIBLE PERSoN Mr. Luis Cruz, Finance oilector
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COMMONWEALTH OF PUERIO RICO

MUN|C|PAITY oF NAGUABo

ScHEoULE oF FINDINGS ANo QUESTIoI.IED COSTS

FoRTHE FrscAL YEAR ENDED JINE 30,2013

SECNON III- FINANCIAL STATEMENT FINOINGS

FINDING REFERENCE NU BER

FEDERAL PROGRAM

AWARD NUI.lBERS

C0MPLIANCE REQUIREII,IENT

TYPE OF FINOING

CRITERIA

2013-009 (See FINDING REFERENCE NUiIBER 2013.005)

sEc oN 8 HoUS|NG CHOTCEVOUCHERS (CFDA NO. 1L871)
U.S, DEPARTI.lENT OF HOUSII./G AND URBAN DEVELOPMENT

RQ047

REPORTING

MATERhL WEAKNESS AN0 MATERIAL N0NCOIiIPLIANCE

24 CFR SecUon 5.801 (c)(1)statesthatthe,lnancialrnlormatiofl to be submilted to HUD

in accordance wilh paragraph (b)ofthis section, must be submitled lo HUD annually, no

later tiEn 60 days alterthe end oflhe fiscalyear ol the reporung penod, and as otherwse
provided bylaw ln addition, on Section (d)(1)states that audlied financlalstaternenls will

lhen be required no later ihan I monhs ailer lhe PHA'S fiscalyear erd, in accordance wilh

the Single Audil Act and 0MB C rcularA-133.

The ilunicipality did not submit tre requ red Financal Reports to lhe US Housing and

Urban Development offscalyear ending June 30, 2013 during the required period. The

unaudited vers on was submilted on Augusl28,2013. Although, ihe audited Financial

Repods were nol submilted on due date oJ March 31, 2014.

The ilunicipalig accounting records related to the linancial slatemenl audli were not

available timely in order lo comply with the Single Audit requirement.

The Municipality accounling records did noi reconclled with the audited financal

stalemenis of pnor year. Fufthemore, dunng fiscalyear2012'2013, the Municipality did

not have adequale a@ounling records in order to produce lhe linancal siatements with

supportrng documentalion limely.

The lllunicipality did not comply wth the submission dale required for the Financial

Reporis to lhe IJS Housinq and Urban Developmenl, and this can afiect ihe funding

amounts relaled lo Administation

None Noied.

We recommend rnanagemenl to implement adequate intemal contml procedures in order

to assure tral accounting records and suppofting documentation is available on a timely

CONDITION

EFFECT OR POSSIBLE EFFECT

CAUSE

INFORIiIATION TO PROVIDE

PROPER PERSPECTIVE

OUESTIONED COSTS

RECOI'IMENDATION

RESPONSISLE OFFICIAL'S
RESPONSE AND CORRECTIVE

ACTION PLANNED

IIIIPLEMENTATION DATE

RESPONSIBLE PERSON

A dause willbe added to the new consulting firm cont6ct, rcquidng lhe submission oi the
unaudited Preliminary Financial Reporls on or before ihe 30h of August and lhe
Prclifiinary Financial Statements on or before January 31d. This provision willenable us

to slbriit our Financial Reporls on a limely manner,

Fiscal Year 2013-2014

I\,1r. Luis Cruz, Finance Director
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CoMMoNWEALTH oF PUERIO RICO

MUNICIPAIITY OF NAGUABO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FoRTHE FISCALYEAR ENDED JUNE30. 2013

SEcloN lll - FEoER L AWARD FINoINGS AND QUESTIoNED Cosrs

FINDINGREFERENCENUI'BER 2013.0'IO

FEDERAL PROGMM SECTION 8 HOUSII'IG VOUCHERS (CFDA NO.14.87I)

U.S, DEPARTIltENT OF HOUSING ANO URBAN OEVELOPMENT

AWARD NUMBERS RQO47

COI{PLIANCEREOUIREIiIENI SPECIALTESTSANDPROVISIONS

TYPE OF FINDING

CRITERIA

NONCOI.IPLIANCE AND SIGNIFICA}IT DEFICIENCY

Code oi Federal Regulations, 24 CFR, Subpad K Seciion 982.517(4) (d) slated that the

i/lunicipality must use lhe appropriate utility allowance for the size ofdwelling unil aciually

leased by fia lamily (ratherthan the family !nit size as determined underthe PHA subsidy

slandards). Also, at reexaminations, lhe PHA m!61 use the PHA cunent utlily allowance

schedule.

During our ullliiy allowanc. scheduletest we noticed lhat the ['lunicipality didnt used tie
appropnate a ulilrty allowance Ior one unii leased The Municipality used the 2 bedrcoms

liiiity allowance rale inslead of the 4 bedrooms rate accodlng to lhe annual re'

exam naiion iile

l{unicipalig don't have approPriate iniemal conlrol in order to monitor the annual re_

examination fle.

INFORIIATION TO PROVIDE

iiopen penspecrve This is a systemalic deticieocy due to the fact that the Municipatity don'r have internal

control in order to ve fy the detemination ol eligibility and amount approved for HAP and

ulility aliowance.

EFFECToRPosslBLEEFFECTMunicipalityisnoipayingtileUti|i'allowancethatwasappropriatefollhesizeollhe
dwelling unit.

OUESTIONEDCOSTS None Noted

RECOIiII ENDATION We recommend managemenl lo monitollhe delerminations of ullity allowance ir oderto

assure ihe accuracy of lhe mtes !sed.

RESPONSIBLE OFFICIAL'S

RESPONSE AND CORRECTIVE

liiioH iLlffrgo By uninlentional mistake, we used 2 bedrooms uiility allowance rate when it should have

been used lhe 4 bedrooms €le- When ihe participants was re-examined' it was corected

immediately according io the currenl uullty allowance rates

It PLE ENTATIoN DATE lmmediately

RESPONSIBLE OFFICIAL llarisol MeEndez Vazquez_ Seclion 8 Coordinator

CONDITION

CAUSE

END OF SCHEOULE
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SUMI'IARY SCHEDULE OF PRIORAUDITS FII{OINGS

FORTHE FISCALYEAR ENDED JUNE30, 2013
CoMMoNWEALTH OF PUERTO RICO

MUI{ICIPAIITY OF NAGUABO

(l) Audit Findings that have been Fully Conected:

NONE

(2) Audit Finding3 not Corected or Partially Corrected:

NONE

(3) Conec{ive aclion taken is significantly different fiom corective action previously repoded:

NONE

(4) Audittindings is no longervalidl

NONE

END OF SCHEDULE
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