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QO Abberts Grtiz Catrors

Certified Public 4 ccountant & Profossional Co nsultant

Menber of: The American Instituts of Certified Public
Aecountansy {A1CPA)
Puerty Rico Board of Certified Puplic
Aceetintants

INDEPENDENT AUDITOR'S REPORT

To the Honorable Mayor and
Municipal Legistature
Municipality of Naranjito
Naranjito, Puerto Rico

We have audited the accompanying financial slatements of the governmental activities, the
business-type activities, the aggregate discretely bresented component units, each major fund,
and the aggregate remaining fund information of the Municipality of Naranjito of the
Commonwealth of Puerto Rico {the "M unicipality”), as of ang for the year ended June 30, 2010,
which collectively comprise the Municipaiity’s basic financial statements as listed in the table of
contents. These financiai statements are the responsibility of the Municipality's management.
Cur responsibility is to €Xpress an opinion on these fina nciat statements based on my audit,

We conducted our audit in accordance with auditing standards generaliy accepted in the United
and the standards applicable to financial audits contained in Government

respective finangial statements are free of material misstatement. An audit includes examining,
On a test basis, evidence Supporting the amounts and disclosures in the respective financial
statements. An audit alse inciudes assessing the accounting principles used and the significant
estimates made by Management, as well as evaluating the overall firancial statements
présentation. We balieve that our audit provides a reasonabje basis for gur opinion,

in our opinion, the financial statements referred to above present fairly, in all matoriai respecis,
the respective financiai pasition of the governmental activities, the business-type activities, the
aggregate discretely presented Component units, each major fund, and the aggregate remaining
fund information of Municipality of Naranjito of the Commonweaith of Puerto Rico, as of
June 30, 2010, and the respective changes in financial position, thereof for the year then
ended in conformity with accounting principles Benerally accepted in United States of America.



In accordance with Government Audit Standards, we have also issuad our report dated
February 21, 2011 On our consideration of the Government's internal control over finangial
reporting and on our tests of its compliance with certain provisions of laws, regulations,
contracts and grant agreements and other matiers. The purpose of that report is to describe
the scope of aur testing of internai contral over financial reporting and compliance and the
results of that testing, and not to Provide an opinion on internal control over financial reporting
OF on compliance. That reporl is an iniegral part of an audit performed in accordance wilh
Government Audit Standards ang should be considered in assessing the resuits of our audit.

Our audit was conducted for the purposs of formfng Opinions on the financial Statements taken
as a whole. The accompanying scheduije of expenditure of federai awards is presented for
pUrpose of additiona] analysis as required by US Office of Management and Budget Circuiar A-
133. Audit of States, Local Government, ang Non-Profit Organizations, and is not a required
part of the generaj Purpose financial statements. Such information has been subjected to the
auditing procedures a pplied in the audit of the general purpose financial statements and, in our
opinion, i fairly stated, in ajl Mmalerial respects, in relation to the general purpose financial
slatements taken as a whole.

The accompanying Management’s Discussion and Analysis and the Budgetary Comparison
Schedule are not required parts of the basic financiai statements referred to above, but are
Supplementary information required by GASB. We have applied certain limited procedures,
which consisted principally of 'nquires to management regarding the methods of measurement
and presentation of the reguired Supplementary information, However, we did not audit the
information ang €Xpress no opinion on jt.

/j’i "’?JM“{Z"Z;’:IAQZ-BM{/ ---- )

"Febriary 21, 2011

CPA Gil Alberto Ortiz Cabrera
License 1332, Gxpires

In December 1, 2013

Stamp #2586939 was affixed
to the original report.

PMB 444 HC-0} Box 29030 Cagnas, Pucrte Rico D0725-8900
TH7-7HI-7699 & 930-069-2400

il cgagi)agr{izngw:hotm ail.com



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NARANJITO

MANAGEMENT'S AND DISCUSSION ANALYSS

YEAR ENDED jUNE 30, 2010

This discussion ang anaiysis of the Municipality of Naranijito (the Municipality} financial
i i ICipality's financigl activities for the figcal
year ended on June 30, 2010. The Management Discussion and Anaiysjs {(MD&A)
should be read in conjunction with the accompanying basic financial statements and
the accompanying notes to those financia statements. The discussion and analysis
includes Gomparative data for prior year as this information is available for the fiscal
year ended on June 30, 2010. This MD&A is prepared in order to comply with such
pronouncement and, among other purposes, to Brovide the financial statements users
with the following major information:

1. abroader basis in focusing important issues;
2. acknowledgement of an overview of the My nicipality's financial activities;

3. provide for an evaluation of its financial Cendition as of the end of the indicated
fiscal year, compared with prior year results;

4. identification of uses of funds in the financing of the Municipality's variety of
activities and:

5. assess mg nagement's ability to handle budgetary functions.
FINANCIAL HIGHLIGHTS
1. Total Net Assets of the Municipality as of the end of the indicated fiscal year
2010 amounted 1o § 61,422,284, or Sevenly nine percent (79%) of total

asgets,

2. At the end of fiscal year 2010, total labilities amounted to $16,746,790. Oyt
said amount, $14,185,519 corresponded to long-term liabilities of which

and contributions; $1,050,183 from capital grants and contributions obtaineq
from other sources, and $1.2,203,156 from general revenues available;

4. As of the close of the current fiscal year, the Mun icipality's Governmental E unds
reported combined ending fund balances of $1.3,192 596 or $1,715,398 uver
the similar figure Gorresponding to the previoys fiscal year 2008-20090.



COMMONWEALTH OF PUERTO RiCO
MUNICIPALITY OF NARANJITO

MANAGEMENT’S AND DISCUSSION ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2010

FINANCIAL HIGHLIGHTS (CONTINUED)

8. In the fund financig statements, the gavernmental activities revenye decrease
$1,535,375 (or 7%y while governmental activities expenditures decrease
1,836,493 {or 9%).

8. The General Fund (the primary operating fund) reflected, on a current financial
résaurce basis, an increase of § 16,8286.

7. On 3 budgetary basis, actual revenues exceeded actual expenditures by
$1,129,040.

FUNDAMENTALS OF FINANCIAL STATEMENTS PRESENTATION

The approach used in the presentation of the financial statements of the Municipality
is based on g government-wide view of such statements as well as 5 pPresantation of
individual funds behavior during fiscal year 2010. The combination of these two
perspectives provide the user the opportunity to address significant questions
concerning the content of saig financial statements, and provide the basis for g

meaningful and useful management toal for Municipal management in the decision
making process.

Under the aforementioned approach, assets and liabiiities are recognized using the
accrual basis of accounting which is similar to the methed used by most private
enterprises. This means that Current year's revenues and gxpenses are accounled for
regardless of when cash is received or paid.

FINANCIAL STATEMENTS COMPONENTS

The basic financial Stalements consist of the gaovernment wide financial statements,
the major funds financial statements and the notes to the financial statements which
provide details, disclosure and description of the most important items included in said
statements,

The Statement of Net Assets reflects information of the Municipality as a whole of g
consolidated basis and Provides relevant information about its financial strength as
reflected at the end of the fiscal year. Such financial level is measured as the
difference between total assets and liabilities, with the difference between both items
reported as net assets. |t is important to note that aithough municipalities as
governmental public entities were not created to operate under a profit motive
framawork, tho return on assets performance plays an important role in their financtai



COMMONWEALTH OF PUERTC RICO
MUNICIPALITY OF NARANITO

MANAGEMENT’S AND DISCUSSION ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2010

FINANCIAL STATEMENTS COMPONENTS (CONTINUED)

overations. The higher the mcrements achisved in net revenues, the higher the
capacity to increase the nat assets figure either thru additional borrowings or thru
internally generated funds. This in tuin will henefit the welfare of Naranjito
constituents.

The Statement of Activities is focused on both gross and net cost of the various
activities of the Municipality, It presents information which shows the changes in the
Municipality's net assets at the most recent fiscal year. Based on the use of the
accrual basis of accounting, changes are feported as soon as the underlying event
occurs, regardless of the timing of the related cash flows. Under said approach,
revenues and expenses are reported in the Statement of Activities based on the theory
that it will resuft in cash flows 10 be realized in future periods,

A brief review of The Statements of Activities of the Municipality at June 30, 2010,
shows total expenses incurred to afford the cost of all functions and programs

from other sources, General revenues for the year amounted to $12,203 156. When
such figure is added to the $7,492,420 previously mentioned, (otal revenues available
for the financing of activities amounted to $18,695,576. There was an excess of
revenues over expenses in the amount of $2,404,886 which contributed to the figure
of net assets altained at the end of the fiscal year. -

The Fund Financial Statement is another important component of the Municipality’s
financial statements. A fund is a grouping of related accounts that are used to
maintain accountability and controls over economic resources of the Municipality that
have been segregated for specific activities. The Municipal fund type of accounting s
used to demonstrate compliance with related legal requirements, Information offered
thru this Statement is fimited o the Municipality most significant funds and is
particularly related to the local government only, instead of the government as a whole,
Government funds are used to account for essentially the same functions as those
feported as governmental activities. The funds are reportod using an accounting
method known as modified accrual accounting which measures cash and all ather
financial assets that can be readily converted into cash,

The fund statement approach gives the user a short term view of the Municipality's
government operations and the basic services it provides. Since the focus of
government funds is narrower than that of the financial statements as & whole, it also
helps the user with comparabie information presented in the governmental activities



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NARANJITO

MANAGEMENT’S AND DISCUSSION ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2010

FINANCIAL STATEMENTS COMPONENTS (CONTINUED)

report. By doing so, readars of the basic financial statements may understand better
the long-term effect of the Municipality's short-term financial decisions,

The fund statement approach gives the user a short term view of the Municipality’s
government operations and the basic services it provides. Since the focus of
government funds is narrower than that of the financiat statements as a whole, it also
helps the user with comparable information presented in the governmental activities
report. By doing so, readers of the basic financial statements may understand better
the long-term effect of the Municipality’s short-term financial decisions.,

INFRASTRUCTURE ASSETS

Historically, a government's largest group of assets {infrastructure-roads, bridges,
underground pipes [uniess associated with a utility], eic.) have not been reported nor
depreciated in government financial stalements, GASB 34 requires that these assets
be valued and reported within the Governmental column of the Government-Wide
Statements. Additionaliy, the government must elect to either {a) depreciate these
assets over their estimated useful life or (b) develop a system of asset management
designed to maintain the service delivery potential io near perpetuity. If the
government develops the asset management system (the modified approach) which
periodically -(at least every third year), by category, measures and demonsirated its
maintenance of locally established levels of service standards, the government may
record its cost of maintenance in liey of depreciation. The information about the
condition and maintenance of condition of the government infrastructure assets
should assist financial statement users in evaluating a local government and its
perforinance over time,

The Municipaiity commenced the reporting of infrastructure assets since July 1, 2003.
Also, the Municipality elected to depreciate infrastructure over the assets ugeful life
instead of using the modified approach,

FINANCIAL ANALYSIS OF THE MUNICIPALITY AS A WHOLE

Net Assets

As noted earlier, net assels may serve over time as a useful indicator of a
government’s financial position. The Municipality's combined net assets (excess of
assels over liabilities) totaled $61,422,584 at the end of 2010, compared 10
$59,017,698 at the end of the previous year. Such increase in tho total assets is
mainly due ta the capilalization of infrastructure assets and construction in progress.



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NARANJITO

MANAGEMENT’S AND DISCUSSION ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2010

FINANCIAL ANALYSIS OF THE MUNICIPALITY AS A WHOLE (CONTINUED)

Condtensed Statemant of Net

Asacls 20 oo o Chang
Curient snd ofher assets $ 150854144 § 132979085 $ 1rag959 13%
Capital assets — ©3082430 857202797  _ 5870633 10%,
1olal assets . 78,169,374 . Jo500,782 o TEEB692 11%
Current and other fiabitities 2564971 1,820,187 740,484 41%
Long-term diabilities _ .ﬁ-.“:ﬂ-mi . 9@52.23?_ 45237222 ) 47%
Total fibilities — 16746790  _  114¢3084 _ ___5.263./08 6%
Invested in capital assets, net

of related doht 50,733,430 A9.863,797 869,623 2%
Restrictad 12,593,975 10,895,403 1.698572 16%
Unrestricted deficit _ _lasosgeny B.741602)  _ (183319) 9%
Total net assets, as restared _ % 61422584 3 58017698 $ 2404288 a8,

80,000,000
70,000,000
60,000,000
50,000,000
40,000,000
30,000,000 ]
20,000,000 ' $13,483,084
10,000,600

$61,422,584

$16,746,790

Total assets
Total liabilities

Total net assets

L H2010 w2005



COMMONWEALTH OF PUERTG RICO
MUNICIPALITY OF NARANJITO

MANAGEMENT'S AND DISCUSSION ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2010

FINANCIAL ANALYSIS OF THE MUNICIPALITY AS A WHOLE (CONTINUED)
Changes in Net Assets

The Municipality’s net assets increased by $2,404,886. Approximately 26 percent of
the Municipality's total revenuve came from taxes, while 71 percent resulted from
grants and contributions, including federal aid. Charges for service, Intersst and
investment eamings, and miscellaneous categories, provided 3 percent of the total
revenues. The Municipality's expenses cover a range of services. The largest expenses
were for general government, public works, and health and welfare services. A
comparative analysis of government-wide data with prior year is presented as follow:

Condensed Statement of Activities __ 2010 __2008 Lhenge %
Program revenues;
Cherges fuz services 3 120,038 $ 254453 3 (134416} {53)%
Operating grants and contribustions 6,322 202 5,398,232 923570 17%
Capitail grants and contributions 1,050,183 3,433,254 (2,383.071) {689)%
Gonersf revenues;
Property taxes 2578577 14452¢7 1,131,300 8%
tunicipal sales and use ax 1377,473 1,366,779 10,694 1%
Muaiips! licenso tax 1,079,195 1076,33¢ 2,858 2%
Grants and contriliutions not restricted to
specific yrograins 6,688,127 7,204,680 {506,553) (756
Interest anrd investniont earnings 216,065 310,325 {94,280} (30)1%
Miscellanecus _ ___2‘§§i49_ o __1(1‘9_._._15} . _ ___1a6b9g 1345
Total revenugs 1989576 205984865 (902879) (4w
Expenses:
General goveinment G.i66,474 6,167,380 {4,004} .
Public safaty 922,080 353,469 (862,621) {157
Fublic vurks 7,208,808 2,818,208 (4,390,601) {156)%
Culture and recreation 152.289 917,804 765,515 83%
Herlth and welfaze 226818 2,715,275 5G7,100 18%
Comntunity development 234,548 1,429,582 1,185,034 84%
Urban develgpment 34,131 {314,131) {1.007%
Education 61,425 15,737 {45,688} {2901%
Interest on long tarm daht — 82149 _298148 53,398 18%
Tolal expanses _— ;ﬁuﬂ _ v_:l.:l_, fﬂmg_ . {ﬂﬁ,l& (17
Chonge in net assets 2,404 886 5,823,855 (3,418,969) (59%%4
Net assets, beginning of year . 159_0_1__?@ T ___.‘;;{,Lg}_&_@_ __ 5823855 11%
Mol assels, end nf year % B1,422584 _ £ 50.017.698 $ 2,404.88{5_ 4%




COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NARANJITO

MANAGEMENT’S AND DISCUSSION ANALYSIS - {CONTINUED)

YEAR ENDED JUNE 30, 2010

FINANCIAL ANALYSIS OF THE MUNICIPALITY AS A WHOLE (CONTINUED)

Revenues 2010

1.3% ¥ Charges for services

1.1% 0.6% E Operating grants and contributions

& Capital grants and contributions

B Froperty taxes

B Municipal sales and use tax

B pAunicipal license tax

8 Grants and contributions not
restricted to specific programs

B Interest and investment earpings

# Miscellaneous

Expenses 2010

0.20%

8 General government

W Public safety

& Public works

& Culture and recreation

M Health and weifare

M Community development
i Urban develapment

M Education

if Interest on long-term debt



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NARANJITO

VIANAGEMENT’S AND DISCUSSION ANALYSIS ~ (CONTINUED)

YEAR ENDED JUNE 30, 2010

FINANCIAL ANALYSIS OF THE MUNICIPALITY'S INDIVIDUAL FUNDS

As noted earlier, the Municipality uses fund accounting to ensure and demonstrate
compliance with finance reiated legal requirements.

Governmental Funds

The focus of the Municipality's governmental funds is to provide information on near-
term inflows, outftows, and balances of spendable resources. Such information is
useful in assessing the Municipality's financing requirements. In particular, unreserveri
fund balance may serve as 2 useful measure of a government's net resources
available for spending at the end of the fiscal vear,

As of the end of the current fiscal year, the Municipality’s governmental funds reported
combined ending fund balances of $13,192,596 an increase of $1,715,398 in
comparison with the prior year. Thare are reservations of fund balance amounting to
$12,612,025. This is the fund balance that it is not available for new spending
because it has already been committed 1) to liquidate contracts and purchase orders
of the prior fiscal year {$18,050), 2) to pay for capital projects ($8,875,926), 4) for
other purposes ($1,950,204), and in the debt service fund {$1,767,845),

Within the governmental funds, it is included the general fund which is the chief
operating fund of the Municipality. As of June 30, 2010, the general fund has & fund
balance of $598,621.

GENERAL FUND BUDGETARY HIGHLIGHTS

Over the course of the year, the Municipality Council revised the Municipality’s budget
in arder to include carryover resulted from prior vear operations that positively affected
the Municipality’s finances. Increases in budgeted expenditures were also made since
the law mandates a balanced budget.

The actuai General Fund budgetary activities resulted in a favorable balance of
$1,128,040, mainiy to unexpected variances in revenues and expenditures.

10



COMMONWEALTH OF PUERTO RICC
MUNICIPALITY OF NARANIJITO

MANAGEMENT’S AND DISCUSSION ANALYSIS ~ (CONTINUED)

YEAR ENDED JUNE 30, 2010

CAPITAL ASSETS AND DEBT ADMINISTRATION
Capital Assets

The Municipality's investment in capital assets as of June 30, 2010, amounts (o
$74.,703,130, with an accumulated depreciation of ${11,620,700), leaving a net book
value of $63,082,430. This investment in capital assets includes land, buitdings,
improvements, equipment, infrastructure and construction in progress. Infrastructure
assets are items that are normally immovable and of value only to the state, such as
roads, bridges, streets and sidewalks, drainage systems, lighting systems, and similar
items.

The total increase in the Municipality's investment in capital assets for the current
fiscal year was $5,879,633 in terms of net book value. Depreciation charges for the
year totaled $ 1,091,594

The Municipality finances a significant portion of its construction activities through
bond issuances. The proceeds from bond issuances designated for construction
activities are committed in its entirety for such purposes and cannot be used for any
other purpeses. As of June 30, 2010 the Municipaiity has $8,875,926 of unexpended
proceeds from bond fssuances that are committed to future construction activities.

Debt Administration

The Puerto Rico Legisiature has established a limitation for the issuance of general
uhbligation municipal bends and notes for the payment of which the good faith, credit
and taxing power of each municipality may be pledged.

The applicable law also requires that in order for a Municipality to be able to issue
additional general obligation bonds and notes such Municipality must have sufficient
“payment capacity”. Act No. 64 provides that & Municipality has sufficient “payment
capacity” to incur additional general obligation debt if the deposits in such
municipality’s Redemption Fund and the annual amounts collected with respect to
such Municipality's Special Additional Tax (as defined below), as projected by GDB, will
be sufficient to service to maturity the Municipality's outstanding generagl obligation
debt and the additional proposed general obligation debt (“Payment Capacity”).

The Municipality is required under applicable law to levy the Special Additional Tax in
such amounts as shall be required for the payment of its general obligation municipal
bonds and notes. In addition, principal of and interast on all general obligation
municipal bonds and notes and on all municipal notes issued in anticipation of the
issuance of general obligation bonds issuad by the Municipalily constitute a first lfen

<t



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NARANJITO

MANAGEMENT’S AND DISCUSSION ANALYSIS — {CONTINUED)

YEAR ENDED JUNE 30, 2010

CAPITAL ASSETS AND DEBT ADMINiISTRATION (CONTINUED)

on the Municipality’s Basic Tax revenues. Accordingly, the Municipality's Basic Tax
revenues would be available to make debt service payments on general obligation
municipal bonds and notes 1o the extent that the Speciat Additional Tax levied by the
Municipality, together with moneys on deposit in the Municipality’s Redemption fund,
are not sufficient to cover such debt service. It has never been necessary to apply
Basic Taxes to pay debt setvice on general obligalion debt of the Municipality.

The Municipalily relies primarily on property and municipal taxes as weil as federai and
state grants to carry out the governmental activities. Histlorically, property and
municipal taxes have been very predictable with increases of approximately five
percent. Federal and State grant revenues may very if new grants are available but the
revenue also is very predictable. Those factors were considered when preparing the
Municipality’s budget for the fiscal year 2010-2011.

ECONOMIC FACTORS AND NEXT YEAR'S BUDGETS AND RATES

The Municipality relies primarily on property and municipal taxes as well as federal
grants to carry oul the governmental activities. Historically, property and municipal
taxes have been very predictable with increases of approximately five percent. Federal
grant revenues may very it new grants are available but the revenue also is very
predictable.

Those factors were considered when preparing the Municipality's budget for the 2010-
2011 fiscal years.

FINANCIAL CONTACT

The Municipality's financial statemenis are designed 1o presemt users (citizens,
taxpayer, customers, investors and creditors) with a general overview of the
Municipality's finances and to demonstrate the Municipalily’'s  finances and to
demonstrate the Municipality's accountability. if you have questions about the repoit
or need additional financial information, contact the Municipality’s Chief Financial
Officer at PO Box 53 Naranjito, PR 00719-0053.

12



Commonwealth of Puerto Rico
Municipality of Naranjito
Statement of Net Assets

iune 30, 2040

Assets
Cash and cash equivalents
Cash with tiscal agent
Accounts recelvable;
Municipal license tax
Intergovernmental
Federal grant
Capital assets
Land, improvements, and construction in progress
Other capital assels, net of depreciation
Total capital assets

Total assets

Liabilities
Accounts payable and accruad liabifities
Bue te ather governmental entilies
Deferred revenues:

Municipal license tax

Federal grant revenues
Noncurrent Jiabilities:

Duc within one year

Due in more than ohe year

Tatal liabilities

Net Assets
Invested in capital assets, net of relgted debt
Restricted for:
Capital projects
Debt service
Federal and state grant funds
Unrestricted {deficit}

Tetai net assets

Governmental
Activitles

$ 4,564,852
8,761,524

469
710,247
649,852

44,372,839
18,709,591

63,082,430

78,169,374

1,048,561
231,260

603,242
10,285

666,923

14,185,519

16,746,790

50,733,430

8,875,926
1,767,845
1,950,204
(1,904,821)

$ 61,422,584

The notes to the financial stateiments are an integral part of this statoment.



Commonwealth of Puerto Rlco
Munlcipality of Naranjite
Statement of Activilics
For the Year Ended June 30, 2010

et {Expensa) Revenve ang
Program Revenuves Changes in Net Asseis
Dperating Capital
Cnarges for Granis and Grants and Bovesnmental
Funclions/Programs Expenses - Stivices ) Cantributions Contribulmng Activitles

Ganarat povermment % 5,166474 $ 2,650 § 2,933,053 $ {3,230.771)
Publlc safety 922,090 2,086 319,969 {600,025
Pyllic works 7,208,800 850,375 1,050,183 (5,308,251)
Headlli and welfura 22684179 1,885,145 {382,980)

Culture srd recicution 152,289 118,299 333610 296,620
Commuatity development 234,548 {234,648}
Urban development 34,131 (34,131)
Education 61,425 {61,425)
fiterazt on lung-term debt 242,749 {212,749
fo1al governmenlal actwitics 5 17,280,680 £ 120035 $ 6,372,202 5 1,050,183 s, 798,2?_01_

General revenues:

Froparty tares 2576577

Mumicipal licensa tax 1,679,105

Municipal seles and use tax 1377473

Grants and santributions nol restricied 1o specific programs 6,698,127

Interest and invesiment carninga 218,045

MiscCllanagus 255,719

Total geacral revenucs
Change in nut assets
Met assels - beginning
Nel 28501 - ending

The noles to the financial slatemenls are an integral part of Lhis statoment,

12,203,156

2,404,886
59,017 658

61,422,584
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Commonmwealth of Puerto Rico
Muntcipality of Naranjito
Balance Sheet
Governmental Funds
June 30, 2010

Special Revenue Capltal Other Total
General State and Federst Projects Governmentai  Govornmental
Fund Graats .. _Fund Funds Funds
Ageots
Cash end Gash equislenls H 875089 S 2,015,744 $  20/5u1M s 2 4,984,952
Cash with fscal ggeal 3.882 6,%00.00¢ 1,7R7.945 B.781.524
AODouNtS feceiw bl
Muaizipal hCENSE A2 460 ¢Eq
Intzrgevernaental 02480 7.787 24«
redesal grenl B a5y 342852
Nue Trem other funds 1,160,585 LAGGERS
Tolal as=ets S DR 441 H 3371628 S 071,903 s 176784 £ 16,441 BT
Liabilities and Fund Balances
Liaoilities
Acpounts payabie and acorwed labililing 3 BU3.318 S 214243 $ 32,000 & - £ 1,049,565
Due to 6ined governminla] antties 231,260 231,260
Tue to ciner funds 1,126,906 163977 1.380.883
Seleread revanues:
Muniigal license 18k 503,242 0322
Tefl¢eal grant fevenuUEs 10,285 10,245
Tolz| ligyiliias 1637824 1,471,434 195977 > 3,255,291
Fund delanres:
liassenrvad fon
ENcumbrences 1R.O5Q 14,050
Capial proicets 28750928 B8,875926
Qther prrposes 1,850,204 1,950,204
ltaserved repoitod i nanneg for funds:
Nehuservics fund 1,767 8415 1,167,845
Unresened:
Uindesignated SR0.5T1 SROSTL
Tulal fund balances 548,621 1,950,204 9,875,925 1767840 13,192 596
Tenat liabizilies £ v fund belancos 3 2205441 3 3.3s14038 5 9,071,903 5 1,767.R40 5 16,447 327

The noles Lo Lhe financial statements are an itegral pact of this statement,



Commonwealth of Puerto Rico

Municipallty of Naranjito

Statoment of Revonues, Expenditures and Cha nges in Fund Balances

Governmentai Funds

For the Year Ended Juno 30, 2040

Revenues
Properly taxes
Municipal 3108 and use tax
Murricipal license ures
licenses purmits and cther lucal taxes
Interdavemmenial
Renlof propsry
hacs and forfeitures
lalgrast
LChargr 101 services
Fedearal grants
Miscellanenus

Tolal revainwes

Expenditures

Current;
Ceneral gavernment
Pubiic sufety
Pubilie works
Health and walfare
Culture and recreation
Cormnumty davelpprmant
Urban devalopment
Edfucation

Dabt s¢1vive:
Principat
intestst

Total exgenditures

Dxeess (deficiency) of revenues ovar
(unater) cxpandilures

Cther financing sources (uses)
Transfers in
Iransfers oul
Leng-tesn dehl lssuad

Total ather financing aartos (USes)
Net changes in fund balannes

Fun balgnco, heginning
Fund Brzlance, onding,

Special Revenue Capital Other Total
General State and Federal Projects Governimontal Govenimental
Fund Grants Fund Funds Funds
§ 1,/30,833 3 s 45,714 s 2576,4547
957,844 423,530 1,3/7,473
1,079,195 1079,195
445,750 445,750
6,252,367 3,250.967 1,050,183 10,562,517
115,299 115,299
2,088 2,086
216,085 216,06
2,850 2,640
2,840,62¢ 2,849,537
430,102 49,269 25617 304,988
$ 11,028,199 5,168,863 3 1,075,800 § 1,269,374 § 19532236
5,155,083 450,22¢ 1,158 5,720,468
20,649 142,683 863,337
3,494,355 2,210,588 2,991,443 K, 763,364
906,138 1,564,887 101,740 2,604,765
437 580 90,041 1,819,028 2,416,649
1566619 522,711 2,089,330
34,131 31,131
BILSA7 1,800 32,147
470,000 570,000
242,749 242,144
10,913,343 62276106 H,443,090 812,:49 23,356,838
114,816 (68,753} (4,367,230} 455,624 {3,864.502)
50.376 17.614 47,090
{97.580) (97,990
5,580,000 5,580,0u0
[@¢.480) 50,376 5,580,000 47,614 5,500,000
16845 (18,37N) 1,412,710 504,219 1,115,398
581,705 1,954,581 7,603,216 1,263,606 11,477,198
3 508,621 1.950.204 % !_i'.lﬁ_?ﬁ.*‘-.lﬁs E LFETHEAn % L3, 495,50t

The notes to the financial stafements are an integral part of this statement,
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Commonwealth of Puarto Rico
Municipality of Naranjito
Recongl|lation of the Balancgy Sheet - Governmental Funtis
ta the Statement of Net Assets

For tha Year Ended June 30, 2010

Total Fund Balances - Governmental Funds

Amaunts reporled for Governmental Activities in the Staternent of Net Assuls
are gifferent because:

Capital Assets used in Gavernmental Activities are not finandial resources and therefare,
are nol reported in ¢he funds. In the curienl period, these amounts are;

MNon Depreciable Capilal Asasts 3 44,372,839
Dopraciable Capilal Assets 30,330,251
Arcumulated Depreciotrin {11,620,700)

Totel Capital Assets

Sarne liabilites are not dug and payable in the curent perwd and therefora, are not
eeported in the funds. Those liohilities congst of:

Genersl Bonds and Motos Payable 12,349,000
Law 42 673,858
LIMS Repayment Plan 17,068
Peoparty Taxes Deid 1372
Law 146 68,937
Compensated Absences 1,661,835
Final CRIM Liquidation . 90,272

Total Long-Term Lixbifities

$

13,192,506

64,082,430

Total Net Assels of Governmental Activities

$

61,422,584

rha notes to the financial statements are an infegral part of this statement.
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GCommenweaith of Puerto Rico
Municipailty of Naranjito
Reconciliation of the Statement of Revenues,
Expenditures, and Changes In Fund Balances of
Governmental Funds to the Statement of Activities
For tho Year Ended June 30, 2010

MNet Chiange In Fund Baiances - Tota! Governmental Funds

Amaunis reporled for governmental activities in the Stetement of Activities a¢e different because:

Gevernments| Nunds fegort capitat outtays 35 expenditres. However, in the Govarnmonk-wide Statement of Activitics and
Clianges in Net Assiets, [he cost of those assets is allocated over their estimated nseful fives a5 depreciation capense, This s
the amounl of cagilal agsols recordud in the current pexiod,

Capital sssols recelved 83 a donation ara not 1eearded i the Governmental Funds, bocause current financis! tesourees are
riot involver!; however, the transaclion must he reffected in Lhe GovernmentWida Financial Statemeads based on the fair
vaiue of the dunated property. This is lie amount of donated capilal assets reuorced 10 the current pericg,

Qisposal ol capital assets require removal of Lost of the capial assels lrom e capital BSsot account on 1he Govemmenl-
Wide Stotement of Nol Assets, resulung in a8 ss on dispassl of capital assets on lhe Government-Wide Statement of
Activitics and Changes in Net Assels.

Depreciation expense on capital assais 1S ropnited in the Government-Wide Staloments of Activities and Change in Net
Assets, but they do not require e nse ol currenl financial rEsauCes. Therefore, depreciatian expense is not ragorted as
axpeaditures in Covesmimeantal Funds.

Bands anr notes proccads provide cuiront financid resources to Governmental Funds, but issuing detxt increase long-term
halilities in the Governmont-Wide slatemonl «f Kel Assets. Repaymont of bonds and notes principal is an cxpenditure in
Governmental Funds, bot the repaymant reduces iong -lerm fisbilities in tha Government-Wido Statement of Net Assets. This
is the amaint by which the debt proceeds axceed debt service pringipal raymenls.

ltepuyment of long term proprity tax advance debt s an exgenditire In Gaveramenial Funds, bit the repayment reduces
iang; -4cum proLorly LK advange debt in the Governinent-Wide Statement of Not Assets, | he foltowing amaunt (opzesent the
change in longtenm property tax advance debt fom pnAr year,

Lenggteim tompensated absences are reporled in the Goveramant-Wide Statement of Actwvities and Changes 1n Net Assels,
bul they de not require the use of current financial resources, IMerefore, fong-lerm compensated absencos were not repanted
8 oxpenditures in Govermental Funds. The following amount represent the change in !nng-toam enmpcnsated abeences
Troer Orlor year,

Repayment of long term Land Informatian Management System (LIMS) is an expenditure in Governmental Funds, bul the
repaymenl seduces lang, term LIMS In the Government-Wine Statement of Net Asscls. The following amouant reépresent the
change in long leem LIMS debt from priar yoar.

Change in Net Assets of Governmental Activities

The notes to the financial statements are an integral part of this statement.

1,715,398

8,808,440

363,340

{653)

(1,081,554)

{5,010,000)

{38,782

{151,936)

10,573

2,404 8315
—_—tee——— o
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NARANJITO

NOTES TO BASIC FINANCIAL STATEMENTS

YEAR ENDED JUNE 30, 2010

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Municipality of Naranjito (the Municipality) was founded on the year 1824. The
Municipality's governmental system consists of an executive and legislature hody. It is
governed by a Mayor and a fourteen-member Municipal Legislature who are elected for a
four-year term.

The Municipality provides a full range of services for its citizens. These services include
public safety, public works, culure and recrestion, health and welfare, community
development, education, and other miscellaneous services.

The accounting policies and financial reporting practices of the Municipality conform to
accounting principles generally accepted in the Uniled States of Anerica ("USGAAP") as
applicable to governmental units,

In June 1999, the Governmental Accounting Standards Board (GASB) issued Statement No.
34, “Basic Financial Statements and Management's and Discussion and Analysis for State
and Local Governments.” This Statement, known as the Reporting Model, provides for the
most significant change in Tinancial reporting for state and local governments in over 20
years and affects the way the Municipality prepares and presents financial information. The
Statement was adopted as of July 1, 2002, In addition to this Statement, GASB Statement
No. 37, “Basic Financial Statements and Management's Discussion and Anzlysis for State
and Local Governments: Omnibus” and GASB Statement No. 38, “Certain Financial
Statement MNote Disclosures” have been adopted and are reflected in these financial
statements.

As part of this Statement, there is a new reporting requiremaent regarding the capitalization
of local government infrastructure {roads, bridges, traffic signals, etc.). This requirement
permits an optional four-year delay for implementation to fiscal year ended on June 30,
2008. The Municipatity implemented the capitalization of infrastructure as of July 1, 2007.
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COMMONWEALTH GF PUERTC RICO
MUNICIPALITY OF NARANJITO

NOTES TO BASIC FINANCIAL STATEMENTS {CONTINUED)

YEAR ENDED JUNE 30, 2010

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

A. Component Units

In evaluating how to define the Municipality for financial reporting purposes, management
has considered afl potential component units. The decision to inclode o potential
component unit in the reporting entily was made by applying the provisions of Statement
No. 14, The Financial Reporting Entity, of the GASB, as amended by the GASB Statement
No. 39, “Determining Whether Certain Organizations Are Component Units an amendment
of GASB Statement 14", The basic¢, but not the only criterion for including a potontial
Component unit within the reporting entity is if elected officials of g primary government are
financially accountable for the enlity. Financiai accountability exists if the primary
governmental appaints a voting majority of the entity's governing body, and if either one of
the following conditions exist: the primary government can impose its will on the other
entity or the potential exists for the other entity te {1) provide specific financial benefits to
or {2) impose specific financial burdens on the primary government, A second criterion
used in evaluating potential component units is if the nature and significance of the
refstionship between the entity and a primary government are such that to exclude the
entity frorm the financial reporting entity would render the financial statements misleading
or incomplete. Based on the above Criteria, the Municipality does not have component units
to incitde within its reportin E entity.

Government-wide and fund financial statemenis
Financial information of the Mu nicipality is presented in his repoit as follow:

1. Management's discussion and analysis infroduces the basic financial stalements and
provides an analytical overview of the Municipality's financial activities,

2. The government-wide financial statements (i.e. the statement of net assets and the
statement of activities) report information on all the activities of the Municipality and its
component units, if any, Governmental activities, which normally are supported by taxes
and intergovernmental revenues, are reported sepgrately from business-type activities, if
any, which rely to a significant extent on fees and charges for support. Interfund activity
has been removed fram these statements to minimize the duplicating effect on assels
and liabilities within the governmental activities.

The statement of activities demonstrates the degree to which the direct expenses of a
given function or segment is offset by program revenue. Direct expenses are those that
are charges to customers or applicants who purchase, use, or directly benefit from
goods, services, or privileges provided by a given function or segment and grants and
contributions that are restricted to meeting the operational or capital requirements of a
particular function or segment. Taxes and other items not broperly included among
Program revenues are reported instead as general revenues.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NARANJITO

NOTES TO RASIC FINANCIAL STATEMENTS (CONTIN UED}

YEAR ENDED JUNE 30, 2010

1. ORGANIZATION AND SU MMARY OF SIGNIFICANT ACCOUNTING POLICIES (COP;!T!NUED)

3. Fund financial statements focus on infermation ahout the Municipality's major
governmental funds, Major individuai governmental funds are feported as separate
columns in the fund financial statements, The Municipality reports the following major
governmental funds:

General Fund- is the accounting entity in which ali governmental activity, except that
which [s required to be accaunted for in another fund, is accounted for, Its revenues
consist mainly of taxes, licenses and permits, intergovernmental revenue, charges for
services and other.

Special Revenue Fund - State and Federal Grants- is the accounting entity in which
revenues derived from state and federai grants, Is accoumted for. The uses and
limitations of each special revenye fund are specified by Municipality ordinances or
federal and state statutes,

Capital Projects Fund - is the accounting entity in which revenues derived from local
funds, state and foderal grants or other restricted revenue sources related to capital
projects, is accounted for. The uses and limitations ot each capital project fund are
specified by Municipality ordinances or federal and state statutes,

4. The noles to the financial statements provide information that is essential 1o a user's
understanding of the basic financiai Statements,

5. Required supplementary information such as the budgetary comparison schedule-
general fund and other types of data required by GASB.

©. Notes to the budgetary cormparison schedule-goneral fund.

C. Financial reporting presentation

The accounts of the Municipality are organized on the basis of funds, each if which is
considered a separate accounting entity. The operations of each fund are accounted for
with @ separate set of scif-hala ncing accounts that comprise its assets, liabilities, fund
equily, revenues, and expenditures.

For financial reporting purposes, the Municipality clessifies funds within the following
categories:

Governmental Fund Types

General Fund- General Fund is the generat operating fund of the Municipaiity. It is used
1o account for all governmental activity, except those required to be accounted for in
another fund.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY. OF NARANJITO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED JUNE 30, 2010

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Special Revenue Fund - Federal Grants - Special Revenue Funds are used to account
for revenues derived from federal grants. The uses and limitations of each special
revenue fund are specified by Municipality ordinances or federal and state statutes.

Special Revenue Fund - Local and State Grants - Special Revenue Funds are used 1o
account for revenues derived from locat funds, stale grants or other restricted revenue
sources. The uses and limitations of each special revenue fund are specified by
Municipality ordinances or federal and state statutes.

Debt Service Fund- Debt Service Funds are used to account for the accumulation of
resources for and the paymenl of, general Ic»ng term debt principal, interest, and
related costs.

Capital Projects Funds - Local, State and Federal Grants - Capital Praject Funds are
used to account for financial resources uqod for the acquisition or construction of
major capital facilities.

Dther Governmental Funds - The other gavernmemial funds are non-major
governmental funds used by the Municipality to account for revenues derived from
grants, contributions or olher revenue sources that are either self-restricted by the
Municipality or legally restricted by outside parties for use in specific purposes.

D. Measurement focus, basis of accounting and financial presentation

Except for budgetary purposes, the basis of accounting used by the Municipality conforms
to accounting principles generally accepted in the United States of America ("USGAAP)
as appiicable to governmental units. The accounting and financial repnrlmg trecatment
applied to a fund is determined by its measutement focus.

The government-wide financial statements are reported using the economic resources
measurement focus and the accrual basis of accounting. Revenues are recorded when
earned and expenses are recarded when a liability is incurred, regardless of the timing of
related cash flows, Property taxes are recognized as revenues in the year for which they
are levied. Grants and similar items are recognized as revenue as soon as alt eligibility
reguirements imposed by the provider have been met.

The Municipality has elected not to apply all Statements dnd Interpretations issued by the
Financial Accounting Standard Board after November 30, 1889, in acc,ordance with GASB

Statement No. 20.

Governtental fund financial statements are reported using the current financial
resources measurement focus and the madified accrual basis of accounting. Revenues
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NARANJITO

NQTES TO BASIC FINANGIAL STATEMENTS (CONTINUED)
YEAR ENDED JUNE 30, 2010

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {CONTI NUED)

are recoghized as soon as they are both measurable and available. Rovenues are
considered o be available when they are collectible within the current petiod or soon
enough thereafter to pay liabilities of the current period. For this purpose, the government
considers revenues to be available if they are collected within the current period or soon
enough thereafter, Expenditures are recorded when the related fund liahitity is incurred,
except for principal and inlerest on general long-term debt, ciaims and judgments, and
compensated absences, which are recognized as expenditures when payment is due.
General capital asset acquisitions are reported as expendilures in governmental funds.
Proceeds from issuance of general tong-term debi reported as other financing sources.

Property taxes, other taxes, licenses, rent, and interest associated with the current fiscal
period are all considered o be susceptible to accrual and so have been recognized as
revenues of the current fiscal period. All other revenue items are considered to be
measurable and available only when the government receives cash.

Private-sector standards of accounting and financial reporting issue prior to December 1,
1989, gencrally are followed in the government-wide financial statements 1o the extent
that those standards do not canflict with or contradict guidance of the Governmentai
Accounting Standards Board. Governments also have the option of following subsequent
private-sector guidance for their business-type activities and enterprise funds, subject to
this same limitation. The Municipality has elected not to follow subsequent private-sector
guidance.,

Amounts reported as program revenues include 1) charges to customers or applicants for
goads, services, or privileges provided, 2} operating grants, and contributions, and 3)
capital grants and contributions, including special assessments, if any. Internatly
dedicated resources are reported as general revenues rather than as program revenues.
Likewise, general revenues include all taxes.

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

The preparation of the financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to_ make
estimales and assumptions that affect the reported amounts of assets and liabilities at
the date of the financial statements and the reported amounts of revenues and expenses
derring the reporting period. Actual results could differ from those estimates.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NARANJITO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED JUNE 30, 2010

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

E. Assets, liabilities and net assets

: [ Cash, cash equivalents, and cash with fiscal agent- The Municipality's ¢ash and cash
equivalents are considered to be cash on hand, demand deposits, and short-term

investments with original maturities of three months or less from the date of
acquisition.

Cash with fiscal agent in the debt service fund represents special additional property
tax colleclions retained by the Commonwealth of Puerto Rico and restricted for the
payment of the Municipality's debt service, as established by law. Also, cash wilh
fiscal agent consists of unused proceeds of bonds and notes issued for the
acquisition of equipment and construction of major capital improvements.

2. Receivables and payables- Activity between funds that are representative of
lending/borrowing arrangements Gutstanding at the end of the fiscal year are referred
lo as either “due to/from other funds” (i.e., the current portion of interfund loans) or
“advances to/from other funds” {i.e., the non-current portion of interfund loans). Alj
other outstanding balances between funds are reported as “due to/from other funds.”

Advances between funds, as repoited in the fund financial statements, if any, arc
offset by a fund balance reserve account in applicable governmental funds to
indicate that they are not available for approprialion and are not expendable
available financial resources. :

Receivables are stated net of estimated allowanees for uncoliectibie accou nts, which
are determined, based upon past collection experience and current economic
conditions. Intergovernmental receivables in the general fund represent mostly
contribulions from the Puerto Rico Electric Power Authority, which contribute a
specific percentage of their revenues as payment in lieu of taxes. Intergovernmental
receivable in the special revenue fund represent amounis owed to the Municipality
for reimbursement of expenditures incurred pursuant to federally funded programs,

3. Inventories- Inventories in the general fund is recorded as expenditure and,
consequently, the inventory is not recorded in the stateiment of nel assets.

4. Capital assets- Capital assets, which include properly, equipment and infrastructure
assets (e.g., roads, bridges, sidewalks and similar items), arc reported in the
governmental activities column in the governmental-wide financial statements. The
Municipalily defines capital asset as assets-with an initial, individual cosl of more than
$25 and an estimated useful life in excess of one year. Such assets are reported at
historical vost o1 estimated historical cost if purchased or constructed. Donated
capital assets are recorded at estimatad fair markel value at the dale of donation.

24



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NARANJITO

NOTES TO BASIC FINANCIAL STATEMENTS {CONTINUED)
YEAR ENDED JUNE 30, 2010

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {CONTINUED)

The cost of normal maintenance and repairs thal do not add to the vaiue of the asset
or materially extend assets lives are not capitalized. Major outlays for capital assets
and improvements are capitalized as projects are constructed.

Capitai assets of the Municipality are depreciated using the straight-line method over
the following estimated useful lives:

Description Usetul Life Capitglization threshold
Buildings and site improvements 40 yeats $1
Infrastructure 49 years %1
Works of art 10 years %1
Vehicles 5 years $1
Furniture and fixtures 5 yeors $25
Machinery and equipmoent 3to 5years $25

5. Longterm obligations- The liabilities reported in the government-wide financial
statements included general and special obligation bonds and notes, and other long:
term liahilities, such as vacation, sick leave, fitigation, leng-term liabilitles 1o other
governmendtal entities,

In the fund financial statements, governmentai fund types recognize bond issuances
cost, during the current period. The face amount of debt issued is reported as ather
financing sources, while bond issuance costs, whether or not withheld from the actual
debt proceeds received, are reparted as expenditures in the general fund.

6. Compensated absences- Empioyens accumulate vacation leave at a rate of 2.5 days
per month up (o a maximum of 80 days. Linpaid vacation time accumulated is Tully
vested to the employses from the first day of work. All vacation pay is accrued when
incurred in the government-wide financial statements.

Employees accumulate sick leave at a rate of 1.5 days per month up to @ maximum of
90 days. Upon retirement, an employee reccives compensation for all accumulated
and unpaid sick leave at the current rate, it the empioyee has at least 10 years of
service with the Municipality. All sick leave pay and salary related benefits are accrued
when incurred in the governmental-wide financial statements when the emplovee
meets such criteria.

7. Claims and judgments- The estimated amount of the liability for claiins an_d
Judgments, which is due on demand, such as from adjudicated or settled claims, is
recorded in the general fund when the liability is incurred,
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NARANJITO

NOTES TO BASIC FINANGIAL STATEMENTS {CONTINLED)
YEAR ENDED JUNE 30, 2010

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCCUNTING POLICIES {CONTINUED)

8. Reservations of fund balance- Reservations of fund balance in the fund financial
statements represent portions of fund balances that are legally segregated for

specific future use or are not appropriated for expenditure. The Municipality has the
following reservations of fund balance:

a. Capital Projects- Represent lhe reservation of amounis to be used for future
expenditures for capital projects under contacts and other commitments. These
committed amounts generally will become liabilities in future periods as the
projects are completed.

8. Encumbrances- Represent future expenditures under purchase orders, contracls
and other commitiments. These committed amounts generally will become
liabilities in future periods as the goads or services are received.

c. Other Purposes- Reprosents net assets available for specific use and/or legaliy
segregated for other specific future use.

d. Debt Service Fund- Represents net assets available to finance future debt service
payments.

9. Net Assets - |n the government-wide statements, net assets are segregated into
three categories:

a. Invested in capital assets, net of related debt: Consist of capital asset balancey
net of accumulated depreciation and outstanding balances of any bonds, notes
and other borrowings that are attributable to the acquisition, construction, or
improverment of those assets. This category should not include cash that is
restricted to capital assets acquisition or construction {unspent bond proceeds)
and any unamortized debt issue costs.

b. Restricted net assets: Represent net assets that are subject to restrictions
beyond the Municipal's control. These include restrictions that are externally
impased {by creditors, grantors, contributors, or laws and regutations of other
governments) or restrictions imposed by the law through constitutional provisions
or enabling legistation (including enabling legislation passed by the government
itself).

¢. Unrestricted net assets: Represent net assets that do not meet the definition of
nel assets invested in capital assets, net of related debt or restricted.
Unrestricted assets are often designated to indicate that management does not
consider them to be available for general operations. These types of constraints
are internal and management can remove or maodify tham. Designations are not
reported on the face statement of net assets.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NARANJITO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED JUNE 30, 2010

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {CONTINUED)

10. Accounting for Pension Costs- For the purpose of applying the requirements of GASB
Statements No. 27, Accounting for Pensions by State and Loeg! Government
Employers (GASB No. 27), the state government of the Commonwoalth of Puerto Rico
Is considered to be the sponsor of the Employee’s Retirement System of the
Government of Puerto Rico and its Instrumentalitios (CRS) and Syslem 2000, a multi-
employer cost-sharing defined benefit plan and a hybrid defined contribution plan,
respectively, in which the employees of the Municipality participate. The Municipality
is considered a parlicipant and not a sponsor, of these retirement systems since the
majority of the participants in the aforementioned pension lrust funds are employees
of the Commonwealth of Puerlo Rico. Accordingly, no portion of the net pension
obligation (NPQO} refated to ERS has been allocated to the Municipality in the.
accompanying basic financial statements. The basic financial statements of the
Commonwealth of Puerto Rico report the total amount of the net pension obligation
of ERS, including any arnount that may correspond to the Municipalily.

11. Interfund and intra-entity transactions- The Municipality has the following types of
transactions among funds:

a. Operating Transfers- Legally required transfers that are reported when incurred as
“Operating transfer-in™ by the recipient fund and as “Operating transfers-out” by
the disbursing fund.

b. Intra-Entity Transactions- Transfers between the funds of the primary government
are reported as interfund transfers with receivables and payables prescnted as
amounts due 10 and due from other funds.

12 Risk financing- The Municipality carrics commercial insurance to cover casualty, theft,
tort claims and other losses. Insurance policies are negotioted by the Puerto Rico
Treasury Department and costs arc allocated among all the Municipalities of Puerto
Rice. Cost of insurance allocated to the Municipality and deducted from the gross
property tax cotlections hy the CRIM for the year ended June 30, 2010 amounted to
approximately $245,000. The current ingurance policies have not been cancelled or
terminated. The CRIM also deducted approximately $178,000 for workers

compensation insurance covering all municipa! employees.

2. CASH AND CASH EQUIVALENTS
The Municipality maintains its deposits in various commercial banks located in Puerto Rico

and in the Government Development Bank for Puerto Rico {GDB). Proceeds from bonds
and funds related to centain grant awards are requited by law to be held with GDB.
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2. CASH AND CASH EQUIVALENTS (CONTINUED)

The Municipalily adopted the provisions of GASB Statement No. 40 {GASB No. 40), Deposit
and Investment Risk Disclosure, an Amendment to GASB Statement No. 3. This statement
requires that state and local governments disclose essential risk information about
deposits and investments. The disclosure requirements cover four main areas: {1) credit
risk, {2} interest rate risk, (3) custodial credit risk, {4) foreign exchange exposure.

Credit risk - This is the risk that an issuer or other counterparty 10 an investment wil
not fulfifl its obligations. In compliance with the laws and regulations of the
Commonwoealth, the Municipality has adopted, as it's custodial and credil risk policy,
the Statement of Investment Guidelines for the Government of the Commonwealth of
Puerto Rico, Accordingly the Municipality invests only in obligations of the
Commonwealth, obligations of the United States of America, certificates of deposils,
commercial paper, bankers’ acceptances, or in pools of obligations of the
municipalities of Puerto Rico, which are managed by GDB. According to the
aforementioned investment guidelines, the Municipality does not invest in marketable
securities or any types of investments for which credit risk exposure may be significant.
Therefore, the Municipality's management has concluded that the risk related to any
possible foss related to defaults by commercial banks on the Municipality’s deposits is
considered low at June 30, 2010.

Interest rate risk - This is the risk that changes in interest rates of debt investments
will adversely affect the fair value of an investment. The Municipality manages its
exposure to declines in fair values by (1) not including debt investmentis in its
investment portfolio at June 30, 2014, (2) limiting the weighted average maturity of its
investments to three months or less, and (3) keeping most of its bank deposits in
interests bearing accounts generating interests al prevailing market rates. At June 20,
2010, the Municipalily’s investments in certificates of deposits are recorded at cost,
which approximates their fair value. Therefore, the Municipality’s management has
concluded that at Jume 30, 2010, the interest rate risk associated with the
Municipality's cash and cash equivalents is considered low.

Custodial credit risk - In the case of deposits, this is the risk that in the avent of a bank
failure, the Municipality's deposits may not be recovered, Pursuant to the Statement of
Investment Guidelines for the Government of the Commanwealth of Puerio Rico the
balances deposited in commercial banks by the Municipality are insured by the Federal
Deposit Insurance Corporation (FDIC) generally up to a maximum of $250,000 per
depositor.

Custodial credit risk -in addition, public funds deposited in commercial banks by the
Municipality are fully securities pledged as collaterat are held, in the Municipality's
name, by the agents of the Commanwealth's Secretary of Treasury. Deposits with GDB
are uninsured and uncollateralized. However, no losses related 1o defaults by GDRE on
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2. CASH AND CASH EQUIVALENTS {CONTINUED)

deposit transactions have been incurred by the Municipality through June 30, 2010.
Therefore, the Municipality’s management has concluded that at June 30, 2010 the

tustodial credit risk associated with the Municipality's cash and cash equivalents is
considered low.

Foreign exchange risk - The risk that changes in exchange rates will adversely affect
the value of an investment or a deposit. According to the aforementionsd investment
guidelines, the Municipaiity is prevented from investing in foreign securities or any
other types of investments in which foreign exchange risk exposure may be significant.

Accordingly, management has concluded that the foreign exchange risk related to the
Municipality’s deposits is considered low at June 30, 2010.

Under Commenwealth of Puerto Rice statutes public funds deposited in commercial
banks must be fully collateralized for the amount deposited in excess of federal
depository insurance. All securities pledged as collateral are held by the Secretary of
the Treasury of Puerto Rico. In addition, the Municipality maintains deposits with the
Governiment Development Bank for Puerto Rico (GDB).

The Municipality's bank balances in commercial banks of approximately $875,089,
$2,015,744 and $2,074,019 in the general fund, special revenue fund - federal and
state grants, and capital projects fund, respectively, were fully collateralized at June
230, 2010.

The deposits at GDB of $3,582 that is restricted for specific purposes in the special
revenue fund, $6,990,097 in the capilal projects fund and $1,767,845 in the other
governmental fund that is restricted for debt sewice are unsecured and
uncollateralized, as no collateral s required to he qarried by governmental banks.

3. RECEIVABLES

A. Municipal License Tax- The Municipality imposes a municipal license tax on all
businesses that operate within the Municipality, which are not tolally or partialty
exempt from the tax pursuant 1o the industrial Incentives Act of the Commonweaith of
Puerto Rico. This is a self-assessed tax based on the business volume in gross sales
as shown in the lax return that is due on April 15 of each year. Entities with sales
volume of $1,000,000 or more must include audited financial statements together
with the tax return. During the fiscal year ended June 30, 2010, the tax rales were as

follows:
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3. RECEIVABLES (CONTINUED)

1. Financial business- 1.50% of gross revenues

2. Other organizations- 0.50% of gross revenues

This tax is due in two equal installments on July 1 and Jan uary 1 of each fiscal year. A
discount of 5% is allowed when full payment is made on or before April 15. Municipal
license tax receivable represents filed municipal ficense tax relurns that were
uncollected as of June 30, 2010, net of allowance for uncollectible accounts,
Municipat license taxes, collected prior to Junc 30 but penaining to the next fiscal

year are recorded as deferred revenues.

B. Intergovernmentai Receivable- intergovernmental receivables and payables recorded
in the accompanying GWFS and GFFS are as follows:

Program Description Amount
Tratfic Safely Commiszion $ 89270
SH Program 7,811
OMEP 10,862
Family Deparimeni - ACUDEN 99,478
Others __502.698

Total § 010247

C. Federal Grants Receivable- Federal grants receivable in special revenue state and
federal grants represents expenditures incurred not yet reimbursed by the pass
through grantor. Following is a detait of the federal grants receivable:

Program Description _ Amount
Community Development Block Grant State Pragram % 444,170
Chilgd Care 55,295
FEMA . lcanne 62,451
Section 8 57.032

Total $ 640.852
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4.

INTERFUND TRANSACTIONS

If‘aterfund receivables and payabies at June 30, 2010, and interfund transfers during the
fiscal year ended at June 30, 2010, are summarized as follows:

a. Due from/to ather fund:

Fund

General Fund

Special Revenue State and
Federal Fund

Other Governmental Fung

Tolat

Receivable Fund
$ 1,380,883

$ 1,360,883

b. Transfer in/out to other fund

Payable Fend
s r

1,156.806
e XB39 1Y
3 1,360,883

Following is a summary of interfund transfers for the year:

Transfer qui

Geaeral Fundg

General Fund

Total

Transfer in

Special Revenue - State and
Federal Fund

Cther Gavernmental Funds

Purpose

Transter fuads to
cover projacts aad
improvemsnts
Transfer funds to
cover debt service
pawnents

Amount

$ 50376

47814
$ 97,990
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5. CAPITAL ASSETS

Capital assets; those with an estimated useful live of one year or more from the time of
acquisition by the Municipality and a cost of $25 or more, are primarily funded through the
issuance of long-term bonds and loans. A summary of capital assels and changes occurring
in 2010, inciuding those changes pursuant to the implementation of GASB Statement No.
34, follows. Land and construction in progress are not subject to depreciation:

Balance Balance
Governmentai Activities: July 1, 2009 AddRions Retirements  june 30, 2010
Capital asset, not beoing depreclated:
Land $ 21,935,964 g 163,339 3 - § 22099303
Construetion in progress 21495877 . 3022243 {2.244.284) 22273536
Total capltal assets not being
depreciated 43,431,541 31885 . {2.244,284) _ _44,372839
Capital assets, being depreciated:
Ruildings $ 5128857 § 2823062 $ - % 7652019
Buildings improvernents 2812112 880,048 - 3,802,161
Infrastructure 6,540,804 287,241 - 6,838,045
Infrasiructure improvements 3,581,491 2,149,215 - 5,730,706
Equipment 1,731,034 73,857 {8,155) 1,796,736
Furiishing 251,895 9,096 {1.348) 269,643
Warks of art 1,965 435 - 2400
Compulers 244,887 87,527 (7,508} 324905
Yehicles 3923676 - - 3923676
Total capitaf assots being
depreciated $ 24.316.821 ¢ 6,030.482 $_.. {17012y % 30,33Q.291
Less accumuiated depreciation far.
Buildings $ (2,036,523) $ (131,773} $ - % {2.168,296)
Buildings improvements {369,096} {84,468} - {453,562)
Infrastruciure (2,275,248} (166,389} - {2,441.638)
Infrastructure improvements {812.061) {296,555) - (998,616}
£quipment {1,320.283) {159,799) 7,666 (1,472,416)
Furnishing (192,654) (21,888) 1,344 {271.3.'1.953
Warks of art {616) (169) - (Ifﬁi)
Compuiers {179,128) (52,047) 7,449 (223,726)
Vehicles _{3,559.958) __(178515) - L {3.738.470)
Total accumulated depreciation ${(10545565] ${1091.5941 § 16450 $(11620.700)
Total capital assets being i
depreciated, net $ 13771256 $. 4936888 $ = {553) § 18709501
Governmental activities capital
assets, net $ 5 97 58124470 $(2244837) § G3.082430
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5. CAPITAL ASSETS (CONTINUED)

Depreciation expense was charged to functions/programs of the Municipality as {ollows:

Governmental activities: Amount
General government ¥ 209,616
Public safety 95,680
Public works 136,291
Culture and recreation 58 464
Health and welfare 17,376
Community development 218,452
Education e ALTLG

Total depreciation expense-govermniental actlvities % 1,091,504

6. PROPERTY TAXES

The personal property tax is self assessed by the taxpayer on a retum which is Lo be filed by
May 15 of each year with the CRIM, a governmental entity created hy the government of
Puerto Rico as part of the Municipal Governmental Autonomous Law of August 1991. Redl
property tax is assessed by the CRIM on each piece of real estate and on each building.

The assessment is made as of January 1 of each year and is based on current values for
personal property and on estimated vaiues as of 1957 for real property tax. The tax on
personat property must be paid in fuli together with the return by May 1.5. The tax on real
property may be paid in two installments by July 1 and January 1. The CRIM is responsible
for the billing and collections of real and personal praperty taxes on behalf of all the
municipalities of Puerto Rico. Prior to the beginning of each fiscal year, the CRIM informs the
Municipality of the estimated amount of property tax expected to be collect for the ensuing
fiscal year. Throughout the year, the CRIM advances funds to the Municipality based on the
initia| estimated collections. The CRIM is required by law to prepave @ settlemenlt statement
on a fiscal year basis, whereby a compatison is made between the amoumnts advanced to the
Municipality and amounts actually collected from laxpayers. This seltlement has to be
completed on a preliminary basis not later than three months after fiscal year-end, and a
final settlement made nol later than six months after year-end. If the CRIM remits to the
Municipality property tax advances, which are less than the tax actually coliected, a
receivable from the CRIM is recorded at June 30. However, if advances exceed the amount
actually collected by the CRIM, a payable 10 the CRIM is recorded at June 30. The CRIM
issued the preliminary liguidation noting that the advances exceeded collections by $56,388
on an alleged inadequate procedure for the estimate of revenues applicable to the CRIM
liquidation. In the government-wide financial statements, ihe entire amount has beaen
recognized as long term debt.
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6. PROPERTY TAXES (CONTINUED)

On December 31, 1992, the Municipality entered inlo an agreement with the
Commonwealth of Puerta Rico for the repayment of excess property lax advances. As of
June 30, 2010, the relatéd unpaid property 1ax advances presented in the statement of
net assets amounted to approximately $ 1,372 and is payable as follows:

Year Ending

June 30, Amount
2011 $ 921
2012 — 4581
Total £1372

On January 26, 2000, Public Law No. 42 was enacted, which authorized the CRIM to
obtain a loan up to $200,000,000, and for a term not to exceeding 10 years, to-atlow for
the financing of the debt that the Municipalilies of Puerto Rico have wilh the CRIM arising
from final settiements of property tax advances versus actual collections through fiscal
year ended June 30, 2000.

On June 26 1997, Public Law No. 21 was enacted, which authorizing the CRIM, among
other things, to sell the property tax receivables related o taxpayers who owed property
taxes from 1974 to 1996. Such property tax receivabies were purchased by the Public
Financing Corparation, a subsidiary ol the Government Development Bank of Puerlo Rico
(GDB} using the proceeds of a bond issuance executed for such purposes. Said Law
imposed the CRIM the obligation to replace uncollectible property tax receivables with any
valid property tax receivable or equivalent in money. Subsequent to the approval of the
Law and to the sale transaction, it was detected that a substantial percentage of the
receivables sold were uncollectible. In order to protect the economic damage to the
financial structure of municipalities caused by the substitution of uncoliectible tax
receivables with sound collectible receivables, on October 11, 2001, Public Law No. 146
was approved and enacted. Through this Law, the CRIM was authorized te obtain a loan
from any qualified financial institution and pay in advance the outstanding balance of the
bonds issucd and any related cost incurred for the purchase by the Public Financing
Corporation (a GDB subsidiary) of the tax receivables.

Residential real property occupied by its owner is exempt by law from the payment of
property taxes on the first $ 15,000 of the assessed value. Far such exempted amounts,
the Puerto Rico Treasury Department assumes payment of the basic tax to the
Municipalities, except for property assessed at less than $§ 3,500 for which no payment is
made. As part of the Municipal Autonomous Law of 1991, the exempt amount to be paid
by the Puerto Rico Treasury Department to the Municipalities was frozen as of January 1,
1992. In addition, the law grants a tax cxcmption from the payment of personat proparty
taxes of up to $ 50,000 of the assessed value to retailers having annual net sales of less

than $ 150,000.
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6. PROPERTY TAXES (CONTINUED)

The annual tax rate is 7.83% for real property and 5.83% for personal property of which
1.03% of hoth tax rates are for the redemption of public debt issued by the
Commonweaith of Puerto Rico. The remaining percentage is distributed as follows: (a)
5.8% and 3.8%, respectively, represents the Municipality’s basic property tax rate which is
appropriated for basics and accounted for in the general fund. A portion of such amount is
deposited in an equalization fund together with a percentage of the net revenues of the
Puerto Rico electronic lotlery and a subsidy from the Commonwealth of Puerto Rico. From
such fund, a distribution is made to all municipalities; (b} 1.00% represents the ad valorem
tax restricted for debt service and accounted for in the debt service fund.

Property tax revenues in the general and other governmental funds amounted to
$1,730,833 and $845,744, respectively, for the fiscal year ended June 30, 2010.

. MUNICIPAL SALES AND USE TAX

On November 8, 2008, the Municipal Legislalure approved the Ordinance No. 7, Series
2006-2007, which imposes a Municipat Citizen's Contribution {sales and use tax) of 1.5%.
The collection of said Contribution began on November 15, 2006. The Municipality
collected approximately $1,377,473 during the year ended on June 30, 2010.

. ACCOUNTS PAYABLE AND ACCRUED LIABILITIES

Accounts payable and accrued liabilities at June 30, 2010 are su mmarized as foilows:

Special Revenue  Capital Projects QOther
General Fund - State &  Fund - State & Gaverminental
Description Fund Local Grants Logal Grante Fund Total
Accounts payable $ 793,448 § 214,243 $ 32000 % . $1,039,691
Accrued fiabilities  __ . 9.870 = - m .._9870
Total $ BO3AIR 3 214,243 $ 320008 . = $1.049.561

. DUE TO OTHER GOVERNMENTAL ENTITIES

The amounts due 1o other governmental entitics in the general fund include the following:

Governmental Entlty mount
General Services Administration £ 2,868
Retiremeant System Adminstration 176,806
Commonwealth of Puerto Rico Employee Assoc ialion 14,760
Puerto Rico Telephone 10,294
Puerto Rico Aqueduct and Sewer Autharity 29532

Total $ 232.760
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10. DEFERRED REVENUES

A. Municipal License Tax- The deferred revenues of approximately $603,000 in the
general fund relates to municipal license tax coitecled in fiscal year 2009-10 Lhat

will he earned in fiscal year 2010-1.1..

B. Federal Government- The defetred revenues presented in other governmental funds
represents the portion of federal grants received for which qualifying expendilures
have not been incuired. Defarred revenues from the federal government are

$10,285.

Program description
Housing Preservation Grant

Child Care
Total

11. LONG-TERM LIABILITIES

Apount

$ 2.614

1,671

Long-term liability activity for the year ended June 30, 2010, was as follows:

Beginning Borrowings  Payments or Ending Due Within

Description Balance or Additlons  Deductions Balance One Year
fionds and Notes Payable $7,339,000 $5,580,000 § (570,000) $12,349,000 $191,000
Compcnsated Abscnees 1,499,999 267,605 (115,669) 1,651,835 112,370
Properly 1ax Debt- Law 42 687.410 . {13,5562) 673,868 14,403
LIMS- Repayment Plan 27,641 {10.573} 17,068 11,241
Due 0 atiwer goveramaental

entity - Lew 144 12,070 . (2.133 68,837 3.134
Advances Property Fax 33,881 56,388 - 90,272 33,884
Properly Tax Debl- Treasury L ..22093 - g2y L1372 " Y §
Total $0662297 $4903093 8 (713.848) $14.802442 $ 866923
1. Legal debt margin- The Municipality is subject to a legal debt margin requirement,

which is equal to 10% of the total assess
Municipality plus balance of the ad valorem 1axes in the debt service fund, for bonds
of property taxes restricted for debt sarvice. In
enues of the debt service fund

payable to ba repaid with the proceeds
addition, before any new bonds are issued, the rev
should be sufficient to cover the projected debt service requirement. Long-term debt,
excepl for the bonds and notes payable (excluding notes payable to the Land Authority),

is paid with unrestricted funds.

ment of propenty located within the
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11. LONG-TERM LIABILITIES (CONTINUED)

2. Bonds and notes payable- The Municipality issues general and special obligation
honds and notes to provide funds for the acquisition and construction of major
capital facilities. Bonds and notes payable outslanding at June 30, 2010 are as

follows:
Maturity Original Range of Balance at

Type of honds Date Ampunt Interest Rates June 30, 2010

1995 Series 7-1-16 400,000 6.00 % to &.00% 3 180,000
1996 Series 1-1-16 275,000 4.50% 117,000
15999 Series 7-1-24 56,000 4 50% 39,000
2000 Scrics 7125 38.000 4,50% 28,000
2004 Series 7-1-1Q 785 000 4.17% 10 5.00% 135,000
2007 Serics 7-1-31 3,185,000 1.63% 1o 7.00% 3,060,000
2008 Series 7116 40,000 4.15% to 6.50% 35,000
2008 Series 7-1-14 880,000 1.53% to 6.50% 630,000
2008 Series 7-1-32 2,685,000 1.53% to 7.25% 2,600,000
2009 Series 7-1.34 350,000 5.00% to 7.00% 345, 000
2003 Series 7-1.34 335000 5.00%to 7.00% 335,000
2009 Series 7-1-34 3,620,000 4.75% ta 7.00% 3,620.000
2009 Senes 7-1-35 1,010,000 5.00 to 7.50% 1,010,000
2009 Series 7-1-34 225,000 5.00 10 7.50% 3 225 000
Total general obligation bonds $ 12349 000

These bonds are payable from the special ad valorem property tax of 1.00% which is
restricted for debt service and retained by the Government Davelopment Bank for
Puerto Rico for such purposes.

Annuat debt service requirements 1o maturity for bonds and notes payable are as

follows:
Year Ending
lune 30 Principal Inferest
2011 5 500,000 $ 61,109
2012 396,000 803,172
2013 422,000 718,257
2014 489,000 765,073
2015 320,000 739,498
2016-2020 1,697,000 3,436,752
2021-2025 2,200,000 2,742,814
2026-2030 3,235,000 1,760,149
2031-2035 2,935,000 504,186
2036-2040 __.._B5000 . 3,188
Total $ 12349000 $ 12084198
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41, LONG-TERM LIABILITIES (CONTINUED)

12

3. Compensated absences The government-wide statement of net assels includes
approximately $1,651,935 of scerued sick leave and vacations benefits,
representing the Municipality's commitment to fund such costs from future
operatlions.

4. Property Tax Debt- This amount represent (he balance owed to the CRIM at June
30, 2010 as described in Note 9, from propenty tax advances in excess of actual
collections.

5. LIMS Repayment Plan- During the fiscal year 20002001 the Municipalily
authorized the CRIM to retain the corresponding portion for the fina neing project of
Land Information Management System- LIMS, contracted by the CRIM. A total of
$810,183 is to be retained in ten years period at an interest rate of 5.95% until
November 28, 2011. At June 30, 2010, the outstanding balance is $17,068.

6. Due to other governmentai entity - This amount represents the balance owed to
the Government Development Bank related to a loan 1o pay a debt to the CRIM
from the accounts sold to a collection agency, as described in Note 9.

7. Advance Property Tax - This amount represent the property tax advances in excess
of the amount actually collected by the CRIM during the fiscal year 2003S-10.

PENSION PLAN

The Employee’s Retirement System of the Commonwealth and its Instrumentatities
(the Retirementl System) is a cost-sharing multiple defined benefit pension plans
sponsored by, and reported as a component unit of the Commonwealth of Puerto
Rico. Al regular employees of the Municipality under 55 years of age at the date of
employment become members of the Retirement System as a condition to their
employment. The Retirement System provides retirement, death and disability
benefits pursuant to legislation enacled by the Commonwealth’s legislature.
Disability retirement benefits are availuble to members for occupational and non-
occupational disabilities. Retirement benefits depend upon age at relirement and
the number of years of creditable service. Benefits vest after ten years of plan
participation,

Members who have attained 55 years of age and have completed al least 25 ysars
of creditable service or members who have attained 58 years of age and have
completed ten years of creditable service are entitled to an annual benefit payable
monthly for life.
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12. PENSION PLAN (CONTINUED)

The amount of the annuity shall he one and one-half percent of the average
compensation, as defined, multiplied by the number of years of creditable service up
to twenty years, plits two percent of the average compensation, as defined, multiplied
by the number of years of creditable service in excess of 20 years. In no case will the
annuity be less than $200 per month.

Participants who have completed at least 30 years of creditable service are entitied
ta receive the Merit Annuity. Participants who have not attained 55 years of age will
raceive 65 percent of the average compensation, as defined; otherwise they will
receive 75 percent of the average compensaiion, as defined. No benefits are
payable if the participant receives a refund of his/her accumulated contributions.

Commonwealth legislation requires employees to contribute 5.775% for the first
$550 of their monthly gross salary and 8.275% for the excess over $ 550 of monthiy
gross salary. The Municipality is required by the same statute 10 contribute 9.275%
of the participant's gross salary. Total Municipality contributions during the year
ended June 30, 2010 amounted to approximately $377,247, this amount
represented 100% of the required contribution.

On September 24, 1999, an amendment to Act. No. 447 of May 15, 1851, which
creatad the Retirement System, was enacted with the purpose of establishing a new
pension program (System 2000). Employee’s participation in the current system as
of December 31, 1999, may clect to stay in the defined benefit plan or transfer to
the new program, Persons joining the Municipality on or after January 1, 2000, will
only be allowed to become members of System 2000. System 2000 will reduce the
rotirement age from 65 years to 60 for those employees who joined the current plan
on or after April 1, 1990.

System 2000 is a hybrid defined contribution plan, also known as a cash balance
plan. Under this new plan, there wil be a pool of pension assets, which will be
invested by ERS together with thosc of the current defined benefit plan. The
Commonwealth of Puerto Rico will not guarantee benefits at retirement age. The
annuity will be based on a formuta which assumes that each year the employee's
contribution (with a minimum of 8.275% to the smployee's salary up 10 a maximum
of 10%} will be invested in an account which wilt either: (1) cam a fixed rate based
on the two-year Constant Maturity Treasury Note or, {2} earn a rate equal 10 75% of
the return of the ERS's investment pertfolio (net of management fees), or {3) ¢arn a
combination of both alternatives.
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12. PENSION PLAN (CONTINUED)

13.

Participants witl receive periodic account statements similar 10 those of defined
contribition plans showing their accrued balances. Disability pensions wilk not be
granted under System 2000. The employer's contribution (8.275% of the employee’s
salary) will be used to fund the current plan.

Additional information on the Retirement System is provided in its financial
statements for the year ended June 30, 2010, a copy of which can be obtained from
the Retirement System, Minillas Station, PO Box 42004, San Juan, PR 00940.

RISK MANAGEMENT

The Property Department is responsible of assuring that the Municipality's property is
properly insured. Annually, the Property Department Division compiles the
information of all property owned and its respective market value. After evaluating
this information, the Property Department Division submits the data regarding the
Municipality's properties to the Area of Public Insurance Department at the
Department of the Treasury of the Commonwealth of Puerto Rico who is responsible
for purchasing all property and casualty insurence policies of all municipalities.
Settied claims have not exceeded commercial coverage in any of the past three fiscal
years.

14. COMMITMENTS AND CONTINGENCIES

A. Federal Grants:

The Municipality participates in a number of federal financial assistance
programs funded by the Federal Government. Although the Municipality's grant
programs have been audited in accordance with the provisions of the Single Audit
Act of 19986, threugh Junc 30, 2010, lhese programs are still subject to financial
and compliance audits by the granting agencies and the resolution of previously
identified questioned costs. The amount, if any, of expenditures which may be
disallowed by such audits cannot be determined at this time, although the
Municipality management expeets such amounts, if any, not to be material.

B. Claims and [awsuits:

The Municipalily is a defendant in severat legal proceedings that arise in the
ordinary course of the Municipality's activities. Certain of these claims are
covered by insurance. The administration believes that the ultimate liability, if
any, would not be significant. As a resuit, the accompanying basic financial
statements do not incluge adjustments, if any, that could result from the
resolution of these legal proceedings,
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NARANJITO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED JUNE 30, 2010

15.FUTURE ADOPTION OF ACCOUNTING PRONOUNCEMENTS

The GASB has issued Lhe foilowing statements that have effective dates after June 30,
2010:

a. GASB Statement No.54, Fund Balance Reporting and Governmental Fung
Type Definitions, which is effective for periods beginning after June 15, 2010.

b. GASB Concepls Statement No. 5, Service Efforts and Accomplishments- an
Amendment of GASB Concepts Statements No. 2. This Statement provides 2
framework to be used by the GASB in considering guidance for reporting SEA

by state and local goveramental entities and amends terminology and other
information in GASB.CS-2.

The impact of these statements on the Municipality’s basic financial statements has not
yet been determined. '
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COMMONWEAILTH OF PUERTO RICO
MUNICIPALITY OF NARANJITO

BUDGETARY COMPARISCON SCHEDULE-GENERAL FUND
YEAR ENDED JUNE 30, 2010

Variance with

Aclugl Ameounts Final Budget
Budgeted Amoynts {Budgetary Bagle) Posltive
Original Final {See Note 1) (Mogative)
REVENLIES: '
Property tazes $ 1,730,832 $ 1,730,832 $ 1.730,833 5 1
Mumicipal kcense tax 1,048,000 1.5348,000 1,079,195 31,195
Municipal sales and use tux 876,930 876,920 953,813 76,913
Licenses, permits and other local taxes 480,000 480,000 445 759 {(34.247)
Charges for sorvice 3,000 3.000 2,650 {350}
Intergovernmental 6,013,702 §,013.702 8,252,367 238,665
Rent of propedy 75,000 75,000 115,289 40,299
Fines and forfeitures 4,000 4,000 2,086 (1,914}
taterest ’ 195,000 195,000 216,065 21,085
Miscellaneous = SR.000 58,000 230,102 172,102
Total revenues . 10.484,464 _13,484 4864 __13028,393 _ 543735
Budget carryover (1) . _B01.0258 BQ7,025 _.. _BO7.025 o
Total revenucs after carryover 11.091,489 11,031 485 . 118352724 543735
EXPENDITURES, ENCUNMDBHANCES AND OTHER
FINANCING USES;
Curient:
General government $ 5,082,627 $5,218,78% $4,921821 3 296,864
Pubiit safety 815,727 808,300 721,924 87.98%
Public works 3,517,559 3,461,823 3,323,943 137 880
Health and welfarc 808,038 928,897 906,138 22,759
Culture and recreation 615,239 562,539 537,580 24959
Educatinn 110,389 73,504 §0.547 124957
Urban develupment 41.530 36.032 34,131 1901
Total expenditives, encumbrances and other
financing uses — 11081489 11,0914 —10506,184 585,305
EXCESS (PEFICIENCY) OF REVENUES QVER (UNDER)
EXPENDITURES, ENCUMBRANCES AND OTHER
FINANCING SOURCES (USES) e - 1129040 _ 1,129,040
Expfanation of Differences:
Sources/inflows of resources:
Actual amounts (budgaetary basis) available for approgrigtion” from the budpgelary comparnson schedule $ 11,635,224
Lifferences-budget to USGAAR;
Budgel carryover ._[607,025)
Total revenues as reperted on the statement of revenues, expenditures, and changes in fund balances § 11028199

Uses/outflows of resources:

Aclual amounts (budgetary basis)*lotal charges io appropriatiang™ from the budgetary compaiison schaedule

Differences-budaget lo USGAAP:

$ 10,506,184

Non-budgeted expanditures 4U§.?4Q
Operating transfer out to other funds 97.890
Pricr year encumbrances recorded as current year expanditures tor USGAAP basis 16,500
Current year encumbrances recorded as expenditures for budgetary purposes . _[18.050)
Tatal expenditures and other financial uses as reported on the staternent of revenues, expenditures, and
changes in fund bafances $14,011.373

(1) Represents fund balance carried aver from prlor years
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NARANJITO

NOTES TO SCHEDULE OF FEDERAL EXPENDITURES AWARDS

YEAR ENDED JUNE 30, 2010

1. STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY
A. Budgetary Control

The Municipality’s annual budget is prepared on the budgetary basis of accounting,
which is not in accordance with USGAAP, and reprasents deparlmental appropriations
recommended by the Mayor and approved by the Municipat Legislature prior to the
beginning ol the fiscal year. Amendments to the budget require the approval of the
Municipal Legisiature. Transfers of appropriations within the budget, known as
Mayor's Resolutions, do not reqguire the approval of the Municipal Legislature,

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

For budgelary purpases, encumbrance accounting is used. The encumbrances {i.e.,
purchase orders, contracts) are considered expenditures when incurred. For USGAAP
reporting purposes, encumbrances outstanding at yearend are reported as
reservations of fund bafances and do not constitute expenditures or ligbilities because
the commilments wili be honored during the subsequent year.

The unencumbercd balance of any appropriation at the end of the fiscal year will lapse
at the end of such fiscal year. Other appropriations, mainly capital project
appropriations, are continuing accounts for which the Municipal Legislature has
aulhorized that an unspent balance from the prior year he carried forward and made
available for current spending.

The annual budgel as presented in the Budgetary Comparison Schedule-General Fund

is the budget ordinance at June 30, 2010 representing the original budgct. There were
no supplemental appropriations for the year ended June 30, 2010.
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REPORT ON COMPLIANCE AND ON INTERNAL
CONTROL OVER FINANCIAL REPORTING
BASED ON AN AUDIT OF FINANCIAL
STATEMENTS PERFORMED IN ACCORDANCE
WITH GOVERNMENT AUDITING STANDARDS



il Alborto @ntiz Guabrera

Certified Public Accountant & Professional Consultant

Member of:

The American Institute of Certified Public
Accountants (AICPA)

Puerto Rico Board of Certified Public
Accountants

REPORT ON COMPLIANCE AND INTERNAL CONTROL OVER FINANCIAL
REPORTING BASED ON AN AUDIT OF FINANCIAL STATEMENTS
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Honoranble Mayor and Members
of The Municipal Assembly
Municipality of Naranjito
Naranjito, Puerto Rico

We have audited the financial statements of the Municipality of Naranjito as of and for the
year ended June 30, 2010, and have issued our report thereon dated February 21, 2011.
We conducted our audit in accordance with auditing standards generally accepted in the
United States of America and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Municipality of Naranjito internal
control over financial reporting as a basis for designing our auditing procedures for the
purpose of expressing our opinion on the financial statements and not to provide assurance
on the internal control over financial reporting.

A deficiency in internal control exists when the design or operation of a control does not
allow management or employees, in the normal course of performing their assigned
functions, to prevent or detect misstataments on a timely basisi. A material weakness is a
deficiency, or combination of deficiencies, in internal control, such that there is a reasonable
possibility that a material misstatement of the Municipality of Naranjito financial statements
will not be prevented, or detected and corrected on a timely basis.

Our consideration of internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and would not necessarily identify all
deficiencies or material weaknesses. We did not identify any deficiencies in internal control
over financial reporting that | consider to be a material weaknesses, as defined above
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Compliance and other matters

As part of obtaining reasonable assurance about whether the Municipality of Naranijito
financial statements are free of material misstatement, we performed tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements,
noncompliance with which could have a direct and material effect on the determination of
financial statements amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit, and accordingly, we do not express such an
opinion. The results of our tests disclosed no instances of noncompliance or other matters
that are required to be reported under Government Auditing Standards.

We noted other matters that we reported to management of the Municipality of Naranjito in
a separate letter dated February 21, 2011.

This report, is intended solely for the information and use of the Major, the Municipal
Assembly, the Municipality’'s management, the Department of Housing and Urban
Development (Cognizant Agency), and federal awarding agencies and pass-through entities
and not is intended to be and should not used by anyone other than these specified parties.

/,Lz/fzzmé% A

CPA Gil Alberto Ortiz Cabrerd (8;\
License 1332

Stamp #2586949 was affixed
to the original report

San Juan, Puerto Rico
February 21, 2011

PMB 444 HC-01 Box 29030 Caguas, Puerto Rico 00725-8900
787-781-7699 & 939-969-8400
email: cpagilaortizpr@hotmail.com
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REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE
TO EACH MAJOR PROGRAM AND INTERNAL CONTROL OVER
COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133



CGil Blberte Ortiz Gabrora

Certified Public Accountant & Professional Consultant
Member of:
The American Institute of Certified Public
Accountants (AICPA)
Puerto Rico Board of Certified Public
Accountants

REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE
TO EACH MAJOR PROGRAM AND ON INTERNAL CONTROL
OVER COMPLIANCE IN A ACCORDANCE WITH OMB CIRCULAR A-133

Honorable Major and Members
of the Municipal Assembly
Municipality of Naranjito
Naranjito, Puerto Rico

Compliance

We have audited the compliance of Municipality of Naranjito with the types of compliance
requirements described in the U.S. Office of Management and Budget (OMB) Circular A-133
Compliance Supplement that are applicable to each of its major federal programs for the
year ended June 30, 2010. The Municipality of Naranjito major federal programs are
identified in the summary of auditor's results section of the accompanying schedule of
findings and questioned costs. Compliance with the requirements of laws, regulations,
contracts, and grants applicable to each of its major federal programs is the responsibility of
the Municipality of Naranjito management. Our responsibility is to express an opinion on the
Municipality of Naranjito compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally
accepted in the United States, the standards applicable to financial audits contained in
Governmental Auditing Standards, issued by the Comptroller General of the United States;
and OMB Circular A-133 Audits of States, Local Governments, and Non-Profit Organizations.
Those Standards and OMB Circular A-133 require that we plan and perform the audit to
obtain reasonable assurance about whether noncompliance with the types of compliance
requirements referred to above that could have a direct and material effect on a major
federal program occurred. An audit includes examining, on a test basis, evidence about the
Municipality of Naranjito necessary in the circumstances. We believe that our audit provides
a reasonable basis for my opinion. Our audit does not include a legal determination of the
Municipality of Naranjito compliance with those requirements.

In our opinion, the Municipality of Naranjito complied, in all material respects, with the
requirements referred to above that are applicable to each of its federal programs for the
year ended June 30, 2010. However, the results of our auditing procedures disclosed
instances of noncompliance with those requirements, which are required to be reported in
accordance with OMB Circular A-133 and which are described in the accmpanying Scheduie
of findings and questioned costs.

46



Internal Control Over Compliance

The management of the Municipality of Naranjito is responsible for establishing and
maintaining effective internal control over compliance with the requirements of laws,
regulations, contracts, and grants applicable to federal programs. In planning and
performing the audit, we considered the Municipality of Naranjito internal control over
compliance with requirements that could have a direct and material effect on a major
federal program in order to determine our auditing procedures for the purpose of expressing
our opinion on compliance, but not for the purpose of expressing an opinion on the
effectiveness of internal control over compliance.. Accordingly we do not express an opinion
on the effectiveness of the Municipality of Naranjito internal control over compliance.

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

Our consideration of internal control over compliance was for the limited purpose described
in the first paragraph of this section and would not necessarily identify all deficiencies in
internal control that might be significant deficiencies or material weaknesses. We did not
identify any deficiencies in internal control over compliance that we consider to be a
material weaknesses, as defined above.

This report is intended for the information of the audit committee, the Municipality’s
management, the Department of Housing and Urban Development (Cognizant Agency), and
federal awarding agencies and pass-through entities. However, this report is not intended to
be and should not used by anyone other than these specified parties.

PUERTO RICO

CPA Gil Alberto Ortiz Cabrera Licencia 1332
License 1332

Stamp #2586950 was affixed
to the original report

San Juan, Puerto Rico
February 21, 2011
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NARANJITO

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

YEAR ENDED JUNE 30, 2010

Federal
Federal Grantor/Pass-through CFDA
Grantor/Program or Cluster Title Number

Pass-through
Entity Identifying
Number Expenditures

U.S. DEPARTMENT OF HOUSING AND URBAN
DEVELOPMENT

Direct Program:
Section 8 Housing Choice Voucher 14.871

Direct Program:

Supportive Housing Program 14.235
Pass-through the Commonwealth of Puerto
Rico Municipality of San Juan:

Community Development Block Grants -
State's Program 14.228

Total U.S. Department of Housing and Urban
Development:

U.S. DEPARTMENT OF TRANSPORTATION:

Pass-through the Commonwealth of Puerto
Rico - Transit Safety Commission:

incentive Grants 20.600

Total U.S. Department of Transportation

U.S. DEPARTMENT OF HOMELAND SECURITY
Homeland Security Grant Program 97.067

Total U.S. Department of Homeland Security

U.S. DEPARTMENT OF HEALTH AND HUMAN
SERVICES:

Pass-through the Commonwealth of Puerto
Rico-Family Department:
Child Care and Development Block Grant 93575

Total U.S. Department of Health and Human
Services

TOTAL EXPENDITURES OF FEDERAL AWARDS

NOT AVAILABLE
$ 761,539

NOT AVAILABLE
57,027

NOT AVAILABLE

1,588,361

2,406,927

NOT AVAILABLE

98,856

NOT AVAILABLE 98,856

NOT AVAILABLE 119,908

119,908

NOT AVAILABLE 219,541

219,541

$2,845,232
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NARANJITO

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

YEAR ENDED JUNE 30, 2010

1. BASIS OF PRESENTATION:

The accompanying Schedule of Expenditures of Federal Awards includes the federal grant
activity of the Municipality of Naranjito and is presented on the modified accrual basis of
accounting. The basis of accounting is the same used to prepare the fund financial
statements. The information in this Schedule is presented in accordance with the
requirements of OMB Circular A-133, Audits of States, Local Governments, and Non-Profit
Organizations.

2. RELATIONSHIP TO FEDERAL FINANCIAL REPORTS:

Amounts reported in the accompanying Schedule are included in the Special Revenue
Fund in the Municipality’'s fund financial statements. The reconciliation between the
expenditures in the fund financial statements and the disbursements in the Schedule of
Expenditures of Federal Awards is as follows:

Special
Revenue
Description ~ Funds Total
Per Schedule of Expenditures of
Federal Awards $2,845,232 $2,845,232
Non - federal programs Expenditures 1,171,369 1,171,369
Total expenditures in the fund
financial statements $4,016,601 $4,016,601
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NARANJITO
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2010

SUMMARY OF AUDITOR’S RESULTS
Financial Statements

Type of auditor’s report issued: Unqualified
Internal Control over financial reporting:
» Material weakness (es) identified? Yes _X__ No
> Reportable condition(s) identified that are not
considered to be material weakness? X _Yes No
Noncompliance material to financial statements noted? Yes X__No

Federal Awards

Internal Control over major programs:

> Material weakness (es) identified? Yes X No
» Reportable condition(s) identified that are not
considered to be material weakness? Yes _X_ No

Type of auditor’s report issued on compliance for major programs: unqualified.

Any audit findings disclosed that are required to be reported
in accordance with section 510 (a) of Circular A-133? Yes __ X _No

Identification of major programs:

CFDA Numbers Name of Federal Program of Cluster
14.228 CDBG
14.871 Section 8

Dollar threshold used to distinguished between type A and the type B programs: $300,000

Auditee qualified as low risk auditee? X __Yes No

50



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NARANJITO
SCHEDULE OF FINDING AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2010

SECTION Il - FEDERAL AWARDS FINDINGS AND QUESTIONED COSTS

Program Finding/Noncompliance Questioned Costs
CDBG - Condition 10-1
Community
Development The Municipality Keeps bank balances over
Block Grant $5,000. $-0-
CFDA 14.228
Criteria

OCAM procedures manual states that you should
not Keep balances to $5,000 for non-interest
bearing account.

Effect
Noncompliance with OCAM requirement.

Recemmendation

In those cases in which the balances available
exceed $5,000 the Municipality submit a
certification to OCAM indicating the justification for
that condition.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NARANJITO
SCHEDULE OF PRIOR YEAR FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2010

SECTION II - FEDERAL AWARDS FINDINGS AND QUESTIONED COSTS

Our audit of revealed that the Municipality of Naranjito has maintained an effective system
of internal control over compliance with requirements of law, regulations, contracts and
grants applicable to federal programs. There no prior year findings because all of them have
been resolved.
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