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INDEPENDENT AUDITOR'S REPORT

To the Honorable Mayor and
Munrcipal Legislarure
Municipality of Naranjito
Naranjiio, Puerto Rico

We have audited the accompanying financial statements of the governmental activities, the

business-type activities, each major fund, and the aggregate remaining fund information of the

Municipality of Naranjito of the Commonwealth of Pueno Rico (the "Municipality"), as of and for

the year ended June 30,2011, which collectivety comprise the Municipality's basic financial

stat;ments as listed in the table of contents. These flnancial statements are the responsibility

ofthe lvlunicipality's management. Our responsibility is to express an opinion on these financial

statements based on our audit.

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

States of America and the standards applicable to financial audits contained in Gavernment

Auditing Standads issued bythe Comptroller General ofthe United States Those standards

requirelhat we plan and perform the audit to obtain reasonable assurance about whether the

res pective fl na ncia I state me nts are free of material misstatement. An audit includes examining,

onatestbasis'evidencesupportingtheamountsanddisclosuresintherespectivefinancial
statements. An audit also includes assessing the accounting principles used and the significant

estimates made by management, as well as evaluating the overall financial statements

presentation. We believe that our audit provides a reasonable basis for our opinion'

tnouropinion,thefinancialstatementsreferredtoabovepresentfairly,inallmaterialrespects,
the respective financial position of the governmental activities, eaci major fund, and the

aggregaie remaining fund information of Municipality of Naranjito of the Commonwealth of
puirto nico, as of June 30, 2077, and the respective changes in financial position, thereof for
the year then ended in conformity with accounting principles generally accepted in United

States ofAmerica.



In accordance with Government Audit Standards, we have also issued our repon dated
February 22,2012 on our consideration of the Government's internal control over financial
reporting and on our tests of its compliance with certain provisions of laws, regulations,
contracts and grant agreements and other matters. The purpose of that report is to describe
the scope of our testing of internal control over financial reporting and compliance and the
results of that testin& and not to provide an opinion on internal control over financial reporting
or on compliance. That report is an integral part of an audit performed in accordance \ryjth

Government Audit Standards and should be considered in assessingthe results of our audit.

Our audit was conducted for the purpose of forming opinions on the financial statements taken
as a whole. The accompanying schedule of expenditure of federal awards is presented for
purpose of additional analysis as required by US Office of Management and Budget Circular A-

!33, Audit of States, Loca, Government, and NoftProfit Organizations, and js not a required
part of the general purpose financial statements, Such information has been subjected to the
auditing procedures applied in the audit ofthe general purpose financial statements and, in our

opinion, is fairly stated, in all material respects, in relation to the general purpose financial
statements taken as a whole,

The accompanying Management's Discussion and Analysis and the Budgetary Comparison

Schedule are not required parts of the basic financial statements Ieferred to above, but are
supplementary information required by GASB. We have applied certain limited procedures,

whlch consisted principally of inquires to management regarding the methods of measurement

and presentation of the required supplementary information. However, we did not audit the
information and express no opinion on it.

1-4 a/z.f-A* /Z'-'-
Febtuary 22,20L2
CPA GilAlberto Ortiz Cabrera
License 1332, expires
ln December 1, 2013
Stamp #2586984 was amxed
to the original report.

PMB 444 HC-01 Box 29030 Caguas, P{eio Rico 00725-89U
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COMMONWEALTH OF PUERTO RICO
IVIUNICIPALITY OF NARANJITO

MANAGEMENT'S AND DISCUSSION ANALYSIS

YEAR ENDED JUNE 30,2011

This discussion and analysis of the Municipality of Naranjito (the ivlunicipality)financial
performance provides an overview of the lVunicipality's financial activities for the fiscal
year ended on June 30, 20L!. fhe ft4anagement Discussion and Anal]sis (MD&A)
should be read in conjunction with the accompanying basic financial statements and
the accompanying notes to those financial statements. The discussion and analysis
includes comparative data for prior year as this information is available for the fiscal
year ended on June 30, 2010. This N4D&A is prepared in order to comply with such
pronouncement and, among other purposes, to provide the financial statements users
with the following major information:

1. a broader basis in focusing important issues;

2. acknowledgement of a n overview ofthe Municipality'sfinancialactivities;

3. provide for an evaluation of its financial condition as of the end of the indicated
fiscalyear, compared with prioryear results;

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

5. assess management's ability to handle budgetary functions.

FINANCIAL HIGHLIGHTS

The following comments about the financial condition and results of operations as
reflected in the financial slatements prepared for fiscal year 2011 deserve specjal
mention:

1. Total Net Assets of the lvunicipaljty as of the end of the indicated fiscal year
2011 amounted to $ 65,923,780, or seventy nine percent (79%) of total
assets.

2. At the end of flscal year 2011, total liabilities amounted to $17,467,048. out
of said amount, $15,082,645 corresponded to long-term liabilities of which
$13,309,000 represented the outstanding balance of bonds and notes issued.
The Municipality continued to meet all debt service requirements, most of which
was paid from self-generated revenues.

3. Total revenues available for the financing of activities as reflected in the
Statement of Activities amounted io $20,227,506, derived from the following
sourcesi $116,982 charges for services; $7,246,920 from operating grants

and contributions; $243,266 frcm capital grants and contributions obtained
frorn other sources, and $12,620,338 from general revenues available



COMIVIONWEALTH OF PUERTO RICO

MUNICIPALIIY OF NARANJITO

MANAGEMENT'S AND DISCUSSION ANALYSIS - (CONTINUED)

YEAR ENDEDJUNE 30,2011

FINANCIAL HIGHLIGHTS (CONTINUED)

4. As ofthe close ofthe current flscalyear, the I\4unicipality's Governmental Funds

reponed combined endingfund balances of $15,079,772 ot $1,887,776 over
the similarfigure correspondlng to the previous fiscalyear 2009-2010

5. ln the fund financial statements, the governmental activities revenue increase

$293,238 (or 1%) while governmental actjvities expenditures decrease

3,968,540 (or 2O%).

6. The General Fund {the primary operating fund) reflected, on a current flnancial

resource basis, an increase of $ 60,012.

7. On a budgetary basis, actual revenues exceeded actual expenditures by

$7,O7a,245.

FUNDAMENTALS OF FINANCIAL STATETIIENTS PRESENTATION

The approach used jn the presentation of the financial statements of the [4unlcipality

is based on a government'wide view of such statements as weil as a presentation of
individual funds behavior during fiscal year 2OLt. fhe combination of these two
perspectives provide the user the opportunity to address significant questions

concerning the content of said financial slatements, and provide the basis for a
comparable analysis of future years performance. The comparative analysis is a

meaningful and useful management tool for municipal management in the decision

making process.

Under the aforementioned approach, assets and liabilities are recognized using the

accrual basis of accounting which is similar to the method used by most private

enterprises. This means that current year's revenues and expenses are accounted for
regardless of when cash is received or paid.

FINANCIAL STATEMENTS COMPONENTS

The basic financial statements consist of the government 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 a

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.
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COMI'4ONWEALTH OF PUERTO RICO
MUNICIPALITY OF NARANJITO

MANAGEMENIS AND OISCUSSION ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2011

FINANCIAL STATEMENTS COIVIPONENTS (CONTINUED)

It is important to note that although municipalities as governmental pub'ic entities
were not created to operate under a profit motive framework, the return on assets
performance plays an important role in their financial operations. The higher the
increments achieved in net revenues, the higher the capacity to increase the net
assets figure either thru additional borrowings or thru internally generated funds. This
in turn will benefit the welfare of Naranjito constituents.

The Statement of Actlvities is focused on both gross and net cost of the various
activities ofthe Municipality. lt presents information which shows the changes in the
I\4unicipality's net assets at the most recent fiscal year. Based on the use of the
accrual basis of accounting, changes are reported 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 result in cash flows to be realized in future periods.

A brief review of The Statements of Activities of the 
^/lunicipality 

at June 30, 2011,
shows total expenses incurred to afford the cost of all functions and programs

amounted to $15,726,310. Upon examining the sources of revenues for the financing
of said programs, the Statement reflects that $7,607,168 was derived from the
following sources: $116,982 charges for services; $7,246,920 from operating grants

and contributions; and $243,266 from capital grants and contributions obtained from
other sources. General revenues for the year amounted to $12,620,338. When such
,lgure is added to the $7,607,168 previously mentjoned, total revenues available for
the financing of activities amounted to $20,227,506. There was an excess of
revenues over expenses in the amount of $4,501,196 which contributed to the figure
of net assets attained at the end ofthe fiscalyear.

The Fund Financial Statement is another important component of the lvlunicipality's
financial statements, A fund is a grouping of related accounts that are used to
maintain accountability and controls over economic resources of the [4unicipality that
have been segregated for specific activities. The Municipai fund type of accounting is

used to demonstrate compliance with related legal requirements. lnformatjon offered
thru this Statement is limited to the Municipality most significant funds and is

pafticularly related to the local government only, instead of the government as a whoie.
Government funds are used to account for essentially the same functions as those
reported as governmental activites. The funds are reported usjng an accounting
method known as modifled accrual accounting which measures cash and all other
financial assets that can be readily convened jnto cash.

The fund statement approach gives the user a sho( term view of the lvlunicipa,ity's
government operatjons and the basic services lt provides. Since the focus of
government funds is narrower than that of the financial statements as a whole, it also



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NARANJITO

MANAGEMENT'S AND DISCUSSION ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2011

FTNANCtAL STATEMENTS COIiTPONENTS (CONTTNUED)

helps the user with comparable information presented in the governmental activities
report. By doing so, readers of the basic financialstatements may understand better
the long-term effect ofthe l\runicipality's shortterm financial decisions.

Because the focus of governmental funds is narrower than that of the government
wide financial statements, it is useful to compare the information presented for
governmental funds with Similar information presented for governmental activities in
the government wide financial statements. By doing so, users of the basic financial
statements may be better understand the long'term impact of the Municipality's near
term financial decisions. The Government Fund Balance Sheei and the Governmental
Fund Statement of Revenues, Expenditures and Changes in Fund Balances (Deficit)
provide a reconciliation to facilitate this comparison between governmental funds and
governmental act jvilies.

INFRASTRUCTURE ASSETS

Historically, a government's la€est group of assets (infrastructure-roads, bridges,
underground pipes Iunless associated with a utiiityl, etc.) have not been reported nor
depreciated in government financial statements. GASB 34 requires that these assets
be valued and reponed within the Governmental column of the Government-Wide
Statements. Additjonally, the government must elect to either (a) depreciate these
assets over their estimated useful life or (b) develop a s)stem of asset management
designed to maintain the service delivery potential to near perpetuity. lf the
government develops the asset management system (the modified approach) which
periodically (at least every third year), by category, measures and demonstrated its
maintenance of locally established levels of service standards, the government may
record its cost of majntenance in lieu of depreciation. The information about the
condition and maintenance of condjtion of the government infrastructure assets
should assist financial statement users in evaluating a local government and its
pedormance over time.

The Municipality commenced the reporting of infrastructure assets since .July 1, 2003.
Also, the N4unicipality elected to depreciate infrastructure over the assets usefu, life
instead of usingthe modified approach.

FINANCIAL ANALYSIS OFTHE 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 N4unicipality's combined net assets (excess of
assets over liabilities) totaled $65,923,780 at the end of 2011, compared to
$6L,422,5a4 at the end of the previous year. Such increase in the total assets is
mainly due to the capitalization of infrastructure assets and construction in progress.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NARANJITO

MANAGEMENT'S AND DISCUSSION ANALYSIS _ (CONTINUED)

YEAR ENDEDJUNE 30, 2011

FINANCIAL ANALYSIS OF THE MUNICIPALIry AS A WHOLE (CONTINUED)
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COMMONWEALTH OF PU€RTO RICO
MUNICIPALITY OF NARANJITO

MANAGEMENT'S AND DISCUSSION ANALYSIS - (CONTTNUED)

YEAR ENDED JUNE 30, 2011

FINANCIAL ANALYSIS OF THE MUNICIPALITY AS A WHOLE (CONTINUED)

Changes in Net Assets

The Municipality's net assets increased by $4,501,195. Approximatety 26 percent of
the Municipality's total revenue came from taxes, whi,e 70 percent resulted from
grants and contributions, including fedetal aid. Charges for service, lnterest and
investment earnings, and miscellaneous categories, provided 4 percent of the total
revenues. The Municipality's expenses cover a range of services. The largest expenses
were for geneml government, public works, and health and wettare services. A
comparative analysis of government-wide data with prior year is presented as follow:
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COMMONWEALTH OF PUEBTO RICO
MUNICIPALITY OF NARANJITO

MANAGEMENT'S ANO OISCUSSTON ANALYSIS - (CONTINU€D)

YEAR ENDED JUNE 30, 2011

FINANCIAL ANALYSIS OFTHE MUNICIPALITY AS A WHOLE (CONTINUED)
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COIVIMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NARANJITO

MANAGEM€NT'S AND DISCUSSION ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2011

FINANCIAL ANALYSIS OF THE MUNICIPALITY'S INDIVIDUAL FUNDS

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

Governmental Funds

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

As of the end of the current fiscal year, the Municipaljty's governmental funds repofted
combined ending fund balances ot $75,079,772 an jncrease of $1,887,176 in
compadson with the prior year. There are reservations of fund balance amounting to
$14,439,189. The combined fund balances include restricted fund balance amounting
to $13,976,455. Ihis is the portion of fund balance that reflects resources that are
subject to externally enforceabie legal restrictions 1) to pay for specific progmm
purposes ($3,301,340), 2) to pay for capital projects ($8,156,637),3), to pay debt
services ($2,518,478). There are committed fund balance amounting to $444,6A4
that can only be used pursuant to constraint formally imposed by the L4unicipal
Legis{ature by ordinances and resolutions, the $444,684 are completely to pay for
specific programs purpose. There are assigned fund balance amounting to $1g,O5O
that represenl resources for specific purposes but do not meet the definitton to be
classified as restricted or committed (generally executive orders approved by the
Nrayor), the $18,05O are completely to pay for specific programs purposes.

Within the governmental funds, it js included the general fund which is the chief
operating fund of the Municipalily. As of June 30, 2011, the general fund has an
unassigned fund balance of $640,583.

GENERAL FUNO BUDGEIARY HIGHLIGHTS

Over the course of the year, the Municipaljty Councit revised the Municjpality,s budget
in orderto include carryover resulted from prior year operatjons that positiveiy affected
the Municipality's finances. lncreases in budgeted expenditures were also m;de since
the law mandates a balanced budge.t.

The actual ceneral Fund budgetary activitjes resuhed in a ravorable balance ot
S1,078,245, maialy to unexoected variances in revenues and expenditures.

10



COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF NARANJITO

MANAGEIVIENT'S AND DISCUSSION ANALYSIS _ (CONTINUED)

YEAR ENDED JUNE 30, 2011

CAPITAL ASSETS AND DEBT ADMINISTRATION

CapitalAssets

The Municipality's investment in capital assets as of June 30, 2011, amounts to
$79,346,240, with an accumulated depreciation of $\72,752,449), leaving a net book
value of $63,593,791. Thjs investment in capital assets inctudes tand, bujldings,
improvements, equipment, infrastructure and construction in progress. Infrastructure
assets are items that are normally jmmovable and of value only to the state, such as
roads, bridges, streets and sidewalks, drainage systems, lighting systems, and simitar
items.

The total increase in the Municipality's investment in capital assets for the current
fiscal year was $3,511,361 in terms of net book value. Depreciation charges for the
yeartotaled $ 1,152,384.

The Municipality finances a significant portion of its constnrction 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 purposes. As of lune 30, 2011the Municipatity has $8,156,637 of unexpended
proceeds from bond issuances that are committed to future construction activitles.

Debt Administration

The Puerto Rico Legislature has estab,ished a limitation for the issuance of general
ob,igation municipal bonds and notes lor the payment of which the good faith, credit
and taxing powe. of each municipality may be pledged,

The applicab'e law also requires that in order for a Municipality to be able to issue
additjonal general obligation bonds and notes such l\rlunicipality must have sufficient
"payment capachy". Act N0.64 provides that a Municipality has sufficient,,payment
capacity" to incur additional general obligation debt,f the deposits in such
municipa)ily's Redemption Fund and the annual amounts collected with respect to
such Municipality's Special Additional Tax {as defined below), as projected by cDB, wi
be sufficlent to service to maturity the Municipality's outstanding general obtigation
debt and the additional proposed genemt obtigation debt (,,payment Capacjty,,).

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. ln addition, principat of and jnterest on all generat obligation
municipal bonds aod notes and on all municipal notes jssued in antjcipatjon of the
issuance of generai obllgation bonds issued by the Municipality constituie a first lien
on the Municipality's Basic Tax revenues.

n



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NARANJITO

MANAGEMENT'S AND DISCUSSION ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2011

CAP|TAL ASSETS ANO OEBT AOMTN$TnAION (CONTTNUED)

Accordingly, the lvlunicipality's Basic Tax revenues would be availabte to make debt
service payments on general obljgation municipal bonds and notes to the extent that
the Special 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. lt
has never been necessary to apply Basic Taxes to pay debt service on general
obligation debt of the Municipality.

The Municipality relies primarily on property and municipal taxes as well as federal and
state grants to carry out the governmental actjvities. Historically, propeny and
municipal taxes have been very predictable with increases of approximately five
percent. Federal and State granl revenues mayvery if new grants are available butthe
revenue also iS very predictable. Those factors were considered when preparing the
Municipality's budget for the fiscal year 2011-2012.

ECONOMIC FA,CTORS AND NEXT YEARS BUOGETS AND RATES

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

Those factors were considered when preparing the Municipatity's budget for the 2011-
2012 fiscalyears.

FiNANC|AL coNTAcr

The Municipality's financial statements are designed to present users (citizens,
taxpayer, cuslomers, investors and creditors) with a general overview of the
Municipality's finances and to demonstrate the Munjcipality's finances and to
demonstrate the l\4uhicipality's accountability. lf you have questions about the report
or need additional financial information, contact the Municipality,s Chief Financial
Officer at PO Box 53 Naranjito, PR 00719-0053.



Cdmmonwealth o, Puerto Rico
llunicipalily of Naranjito
Statement of Net Assets

Juhe 30, 2011

Aasets
Cash and cash equivalents
Cash with flscat agent
Accounts receivable:

I\runicipal license tax
lntergovernfiental
Federalgrant

Caplt€l assets
Land, lmprovements, and construction in proCtess
othet capital assets, net of depreclaflon
Totai capltal assets

Totalassets

Llabilltles
Accounts pa)€ble and accrued liabitities
Due to other govemmental entities

lrunicipal license tax
Federal lr€nt revenues

Noncurent tiabilities:

Due within one year
Due in more than one year

Totalliabilities

Net Assets
hvestecl in capital ass€ts, net of related debt
Rest cted for:

Capital projects

Federal a nd state gram funds
unrestricted (deflcit)

Total net assets

Gov6rnmental
Actlvities

$ 7,776,292
4,034,595

853,26X
726,777

46,507,53a
20,086,253
66,593,791

83,390,828

9a2,456
7o8,a2a

6Aa,72a
14,460

667,1:)4
15,082,645

!7,467,O4a

53,2a4,790

a,156,637
2,5t4,474
3,746,024
0,,742,449)

$ 65,923,780

The notes to the fina ncial statements ate an integralpart ofthls statement.
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aommonwealth of Puerro Rico

Munlcrp.nt ot Nahhllto
Statem€nt ol Acttvlttes

Fo.ihe Year En&dJune 30,2011
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58,626

$ 3,804
4,798
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$ 3:a6,7O1
354,549

2,0a93O6
463,624

243,266

$ p,a65,017)
. (494,799)

e,445,o33)
(512,369)

t12!,O731
(636,ft8)

(54,307)

147,7711
(54,626)

(440,069)

$ (a,119,142)$ 15,726,310 $ 116,9a2 $ 7,246,920 S 243,266

Mu.iclpals.l6and@Er
GGnL.nd @n6ulonr nol e{nded & .p&fic prcgatu
hia@l and ln6rlMt €ahhcr

2,445,557

!142,401
!,265,925
6,593,724

4A6,a51

12,620,*a

67,4225A4
65,923,780

The noles to the financialstalements 5re an i.togralpan of fiis statement. L4



Commonwealth oI Puerto Rlco
lvlunlclpallty of Naraniito

Balance Sheet
Governmental Funds

June 30,2011

caprtal clthor Tokl
Governmental Covernm€ntal

Funds Funds

llabllltlos and Fund Balances

A@nrs p€y.bre and adtoed ri:rbiritr6

D!6 ro olhq 3@hd.ntd 6ntlu66

\344,745

$ 2140,535 I 5O41,O79 $ 3,443,690 $ 2,57A,47A a 7A,743,7A2

I 76a953 t 36,397

1.193'7s3

r,4sl,soz 1295,0s5 2A7,O53

$ 2,140,535 $ 5,041,o7s $ 3,443,5so t 2.513,473 $ 13,143,7a2

The notes to the fhancial slatements are an integlalpart otthis statement.
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Commonweallh ot Pueno Rico
mu.lclpallty of NaEnJlto

Statement of Revenues, Expendltures and Changesh Fund Balanc€s
Governmental Funds

Fo, theYear €nded June 30,2011

other Total
Governmental covemmental

Funds Funds

Lk€ns,p.mils 6nd othe, ro.!l taE

Fede,.l gaitr

litor€t

ExB (defrieiq) of G€.u@ oEr

other flnanclng sorr.c€s (uses)

Ior.r ot"er Iinancing sou@ (u*s)

t 1,/63.154 , t

6,0f,523 4,036351 243:66

2 653,4L
8at5a4 95,13 9,rt96 .3O120s

! 11,100,67s J 6A44aA3 
' 

252,162 $ 1,627,149 $ 19,a25r474

7357,i32

1,490,000

\,767,445

1,490,0O0

13.192,596

-t__-Ew
1,950,204

16

Nel chanS€s rn tuid baranc€s

notes lo the linancial stale menls are an integralpart of this stalemeot.



Cornmonwealth .t Pueno Fbo
Mu.l.iF.li9ol Na-nlho

Reco.clliatlon of the Balance Sheet - covornmental Funds
to lhe stat€ment of Ner Assots

Forrhe Year Ended lune 30,2011

Total Flnd Eala.G - coEhmenr,r Funds

Aments reponed for Govelnmomat Activitis in the statefient ot Net A*et
ae differe.'t be@usq

Capitll A$ets N6d in GoEmhental Acrivitros 6e not tinanchl ,6
a e not .eponed in the funds, In the cutrent penod, the* amounts are;

Non Depr@LbJe Capir.l Assets
Deptsciablo Gpital A$sts
Accumulatod oepreclaion

Iolal Gpftal Assels

sofre liabillus are not due and pay"bre in fie cu em p€rcd 6nd theefore. are not
reporled in the funds. Tn6e iabilities coNist oi

$ 46,507,$a
32,83A,102

112,752.449)

75,479,712

Gene6lgonds a.d Notos tuJdble
Law 42

l,tMS Repayment Oan

Propery Taxes oebr
L.w r.46
coh pen*ted Auserces

Fi€l CRIM Liquidation

. Total Long'Term U.bilities

Total tl6t A$eis of Gde.nm6nt6r Actlvlrre

13,309,000
659,455

5,457

65,403
7,652,829

56344

(15 749,743)

$ 65,923,7A0

The noles to the ,inancial statements arE an integElpalt of lhis statemenr. 77



commonwealth oi Pueno Rlco
Munlclpalty of NaEnJito

Recohclliatloh ol the Statement ot Revenues,
Expenditures, and Changes in Fund Balances ol

c.Ernhertar Fund6 io rh. Srateft.nt oa ActrvHes
For tne Year Ended lune 30. 2011

xot change In Fund aalane. - Total Gowmhenlar F!nd.

r'frounrs reponed for gd6hmental euillG in the statement of Acllviu€s a6 dlireGnl b€a@:

Gowmfrenlal Funds 6port cepitaloulbF as qpenditra. Ho*wr, jn the G@ro@nrwde stalemenr ol actrvites and

crrang6 in Net A$ets, lh€ 6t ot lhce asets is ,ll@ted o@r thelr es1lhated 6ef!r livds as deprddtion erpense. Thls rs

lne a@nt of c.pJt l a$els ecorded rn the drBt perod.

capiral aseG ,@ cd 6s € dom on a e nq remrded '. lho GMnmnr!' Eunos, b*6use (J,inr
nol involEdi h@eEr, the tEnsactron must De Ellecled i. the G@rnmnlwde fimnclal Stltements baed @ lhe tan
va lue ot lhe d@aled propedy. Ihls i5 lh 6 a@nt of donaiod ca phal 6ssrs /&ord€d in tho cur.d !e od.

DGpGa oi €drar osls €quib €mv6r or cr;r oi ine caprrar a3s.1s fiod the coprtdr arser ac@uhr on tne G@emmenl-
wlde stat€ment ol Nel As*ts, r6ultjng ii a i6 M dispo*l ot eprllr asis on th6 G@rnmentwde $ale6enr of
activitie. and chEn36 in NetAsrs.

Dop@ia$on qp€.se on capltal a$sts ls repoded ,n tne G*onmont-wd€ statem€nls o, acrivlues and ch.nge In Nel
As*ls, but they do nor requre th6 ue ol curEnt nnarciar 6soo@, Inedfo€, dep€cianon ekpense is nor @ported as
expenditures h Goreheen€l Funds.

Bonds and nols pr@eds pr@ide cumnl lii6.c6l GsrM to Golehmntar Funds, but l$urng deu rrc@* bnelelm
llabllltl* in the G@nmentwldo statemdnl of Na Asseb, R6payned of bo^ds and not6 p.incipar is .n erpendnuE in
Gmrnmontd Fundg bul lhe reparr€nt Gd(G tog -tem r,.biritres t. tne G@nhent wd6 siateft6nr ot Ner asts This
is the adtunt by whlch lh6 drbt poceeds red debl sofrie pnnclpar palnents.

Rep.rnent ol rong lem pbpe/ry tax sdvone debl is 6n *p6.ditu€ in Gorem@n(dr Funds, but dre rep€yment redu@s

ronc -toro oop6riy l adEn€ debt ln $e G@orenl wde sraGfreot ol Net Asts. The lorTNing .mouit r€pEent the
chango l. long-r6m pop€ny td €dv.n6 debl fom lnor )€6r,

Lon*tefr compenetod abs6nc6s a€ €pod€d ln iho Gdahmoil-wid€ sL(gmnt oa Activlues 8nd change rn Net Assets,
but rhey do not ,equiie the use of cure nn.ncial .etuG. TheGfo6, rong{m @mpen$ted 3b6enc€ @re not Eponed
a6 dDendrtur6 ln Gdrement€r Funds. Ihe f.rr rng.munt @p@*nr ue change In bng,retr cofrp€nsred absenes

Repayheni of long tern Land lnfomatim M.na&nent System (UMS) js an expenditu€ in Gowhmdtal Funds, but the
repaldont r€dlces lo.g tdm LlMs in l,\e GMirnm.nl.wde siatement of N6l lssers. The foll4ing amoun!.ep6ent the
cn.igo n lon6lerm LIMSdebtf@mpdoryear,

Change h N€t A$6rs o, eoEn@it r Acrtvtllq

402,O32

52,342

{394)

77,271

The notes to the financial staternents are an integrat part ofthis statement, 18



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NARANJITO

NOTES TO BASIC FINANCIAL STATEMENTS

YEAR ENDED JUNE 30, 2011

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Muhicipality oI Naranjito (the MunidpalM was founded on the year 1824. The
Municipality's governmental system consists of an executive and legislature body. lt is
governed by a Mayor and a fourteen-member Municipal Legislature who are elected for a
four-yearlerm.

The Municipality provides a full range of services for its citizens. These services include
public safety, public works, culture and recreation, health and welfare, communjty
development, education, and other miscellaneous seryices.

The basic financial statements of the Municipality have been prepared in conformily with
Generally Accepted Accounting Principles as applied to local governmental units in the
United States of America (US GMP).

The Municipality's basic financial statements consist ol government-wide statements,
including a statement of net assets and a statement of activitjes, and fund financial
statements, which provide a more detailed level offinancial information.

ln lune 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 Repoting Model, provides for the
most significant change in financial 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. ln addition to this Statement, GASB Statement
N0.37, "Basic Financiat Statements and Management's Discussion and Anallsis for State
and Local Governments: Omnibus" and GASB Statement No. 38, "Certain Financial
Statement Note Disclosures" have been adopted and are reflected if these financial
statements.

As part of this Statement, there is a new repoding requirement regarding the capitalization
of local government infrastrLjcture (roads, bridges, traffic signals, etc.). Thjs requ,remenl
permits an optional four-year delay for implementatlon to fiscal year ended on June 30,
2008. The Municipality implemented the capitallzation o{ infrastructure as of luly 1, 2007.

ln N4arch 2009, the Nrunicipality adopted the provisions of GASB Statement No.55, Ihe
Hietarchy of Generally Accepted AccountinE! Pinciples fot State and Local Governments
(GASB No. 55), and GASB Statement No.56, Codification of Accountin{ and Financial
Reporting Guidance Contained in the AICPA Statements an Audltinq Standards (GASB No.
56).
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NARANJITO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30,2011

1. ORGANTZATION AND SUMMARY OF StcNtF|CANT ACCOUNTTNG pOLtCtES (CONT|NUED,

GASB No. 55 incorporated the hierarchy of USGMP for state and local governments into the
Governmental Accounting Standards Board's (GASB) authoritative literature. The
requirements in this Statement codify all |]SGAAP for state and local governments so that
they dedve from a single source.

GASB No. 56 incorporated into the Governmental Accounting Standards Board's (GASB)
authoritative iiterature certain accounting and financial reporting guidance presented in the
American lnstitute of Certffied Public Accountants'Statements on Auditing Standards, This
Statement addressed three issues not included in the authoritative literature that
establishes accourting principles-related party transactions, going concern considerations,
and subsequent events.

ln the current year, the lMunicipality adopted the provisions of GASB Statement No. 54, Furd
Balance Repofiing and Governmental Fund lype Derinitiors (GASB No. 54), which modified
the interpretations of certain terms within the definitjon of the special revenue funds and
the q/pes of activities the Municipality may choose to repon in those funds. GASB No. 54
also clarified the capital projects fund type definition for better alignment with the needs of
preparers and users. Definitions of other governmental fund types were also modified for
clarity and consistency.

-Ihe following is a summary of the significant accounting policies of the l\y'unicipality:

A. Componoht un its

ln eva luating how to define the Municipality for financlal reporting purposes, management
has considered all potential component units. the decision to include a potential
component unit in the reporting entity was made by applying the provisjons of Statement
No. 14, The Financial Reponjng Entity, ofthe 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
potential component unit within the reporting ent,ty is if elected officials of a primary
government are financially accountable for the entity. Financial accountability exists if the
primary governmental appoints a voting majority of the entity's governing body, and if
either one of the following conditions existi the primary government can impose its will on
the other eotity or the potential exjsts for the other entity to (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 signfficance of
the relationship between the entity and a primary government are such that to exclude
the entity from the financial reporting entity would render the financial statements
misleading or incomplete. Based on the above criterja, the Municipality does not have
component units to include within its reporting entity.



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NARANJITO

NOTES TO EASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2011

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

B. Govemment-wide and fund flnancial statements

Financial information of the N4unicipality is presented in this report as follow:

1. Management's discussion and analysis introduces the basic financial statements and
provides an anal).tical 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 l\4unicipality and
its component units, if any. Governmental activities, which normally are supported by

taxes and intergovernmentai revenues, are reported separately from business-type
activities, if any, which rely to a significant extent on fees and charges lor support.
lntertund activity has been removed from these statements to minimize the duplicating
effect on assets 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 properly included among
program revenues are reported instead as general revenues.

Fund financial statements focus on inforrnation about the Municipality's major
governmental funds. Major individual governmental funds are reported as separate
columns in the fund financial statements. Pursuant to the provisions set forth by GASB
No. 54, the Municipality reported the following governmental funds jn the
accompanying GFFSi

General Fund - is the Municipality main operating fund used to account fo! and report
all financial and reported resources and governmental activities, except for those
required to be accounted for in another fund. lt is presumed that the Municipality's
governmentat activities have been reported in the general fund except for transactions
for which one of the following compelling reasons has required the use of another
fund: (1) legal requirements, (2) USGMP requirements or (3) the demands of solnd
financial administration requiring the use of a governmental fund other than the
general fund. lts revenues consist mainly of taxes, licenses and permits,
intergovernmental, charges for services and other.
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COMMONWEALTH OF PUERTO RtCO
IlIUNICIPALITY OF NARANJITO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2011

1. ORGANTZATTON AND SUMMARY OF SIGNIFTCANT ACCOUNTTNG POLtCtES (CONTINUED)

Speclal Revenue Fundsstate and Federal GlanG - is a maior governmental fund
used to account for and report the proceeds of speciflc revenue sources lother than
trusts for individuals, private organizations, or other governments or for major capital
projecG) that are Iegally restricted or committed to expendilure lor specified purposes
other than debt service or capital projects. Resources restricted or committed to
expenditure for purposes normally flnanced from the general fund are generally
accounted for in the generalfund provided that all applicable legal requirements can
be appropriately satisfied and the use of special revenue funds is not required urless
they are ,egally mandated.

Capltal Project Funds - is a major governmental fund used to account for and repo(
financial resources that are restricted or committed to expenditure for capital outlays,
including the acquisition or construction of major capital facilities, including those
outla!€ fjnanced by the genera! obligation bond proceeds (other than those financed
by proprietary funds or in trust funds for indivjduals, private organizations, or other
governments). The use of the capital projects funds has been limited to only for major
capital acquisitions, construction or improvement activities that would distonfinancial
resources trend data if not reported separately from the other Munjcipality's operating
activities. The routine purchases of minor capitalizable assets (such as furniture,
ofiice equipment, vehicles and other minor capital assets or improvements) have
been reported in the governmenta I fund from which financial resources were used for
the payment.

The other governmental funds of the N4unicipality account for grants and other
resources whose use is restricted to a particular purpose.

The Municipality periodically undertakes a comprehensive evaluation of its fund

. structure to ensure that it complies with all aspects that are of importance to users of
general purpose external financial reports.

Consequently, all superfluous lunds and some internal funds currently used by-the
Municipality in the day-to-day accounting procedures have not been reported as
individual governmental funds in the accompanying fund financial statements.
Accordingly, the accompanying fund financial statements include only the minimum
number o, funds consistent with legal and ope€ting reqLrirements and, consequently,
ceftain types of similar internal funds have been combined into single funds in the
accompanying f und financial statements.

3. The notes to the financial statements provide information that is essentialto a useas
understanding of the basic financial statements.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NARANJITO

NOTES TO BASIC FINANCIAL STATEMiNTS (CONTINUED)

YEAR ENDED .IUNE 30, 2011

1. ORGANTZATION AND SUMMARY OFStGNtFtCANT ACCOUNTTNc pOLtCtES (CONTTNUED)

4, Required supplementary information such as the budgetary comparison schedule-
generalfund and othertypes of data required by GASB.

5, Notes to the budgetary comparison schedule-general fund.

C. Flnancial reporting presentation

The accounts of the Munic,pality are organized on the basis of funds, each of wh;ch is
considered a separate accounting entity. The operations of each fund are accounted for
with a separate set of self-balancing accounts that comprise its assets, liabjlities, fund
equity, revenues, and expenditures. Fund rypes are as follows:

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

Special Revenue Fund - Local and State Grants - Special Revenue Funds are used to
account for revenues derived from local funds, state grants or other restricted revenue
sources. The uses and limitations of each special revenue fund are specified by
l\.4unicipality ordinances orfederal and state statutes.

Debt Setvice Fund- Debt Service Funds are used to account for the accumulation of
resources for and the payment of, general long-term debt prjncipal, jnterest, and related
costs.

Capital Prcjects
used to account
capital facilities.

Funds - Local, State and Fedetal G/arts - Capital Pro.ject Funds are
for financial resources used for the acquisition or construction of major



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF NARANJITO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30,2011

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

Other Govemmental Funds - The other governmental funds are non-major governmental

funds used by the Municipatity to account for revenues derived from grants,

contributions or other revenue sources that are either self-restricted by the Municipaiity

or legally restricted by outside parties for use in specific purposes'

D. Measurement focus, basis ol accountlng and financial pre6entation

Government-wide financial statoments - The accompanying GWFS are prepared using

the economic resources measu rement focus and the accrual basis of accounting Subject

to the additionat rules and limitations detailed below, revenues (including interest on

deposits and investments) are generally recorded when earned and expenses are
generally recorded when a liability is incurred' regardless of the timing of related cash

flows.

All revenues, expenses, gains, losses, assets and liabilities resulting from exchange-like

transactions are generally recorded when exchange takes place ln exchange

transactions, each party to the transaction receives and gives up essentially equal values'

An exchange-like transaction is one when there is an identifiable exchange and the values

exchanged, though related, may not be quite equal. The accompanying basic financial

statements include exchange'like transactions such as license fees, f'nes, penahles,

forfeitures, permits, charges for services, and most miscellaneous revenues, which are

recorded as revenues when collected because they are generally not measurable until

actually received,

The Municipality groups its non-exchange transactions into the following four (4) classes

in the accompanying basic financial statements: (a) derived tax revenues, (b) imposed

non-exchange revenues, (c) government mandated non-exchange transactions, and (d)

voluntary non-exchange transactions

ln the case of derjved tax revenue transactions, which result from assessments that the

Municipality places on exchange transactions, receivables and revenues are recorded

when the underlying exchange has occurred.

ln the case of imposed non_exchange revenue transactions (such as property taxes and

municipal license taxes), which resuh from assessments made by the Municipality on

non-governmental entities, including individuals, other than assessments on exchange

trans;ction, receivables are generally recorded in the period when an enforceable legal

claim has arisen. Property taxes and municipal license taxes are generally recorded as

revenues (net of amounts considered not collectible) in the fiscal year when resources

are required to be used for the firstfiscalyear thatthe use ofthe resources is permitted.
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF NARANJITO

NOTES TO BASIC FTNANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2011

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

For government-mandated non-exchange transactions (such as intergovernmental grants

and-contrioutlons), receivables and revenues are generally recorded when all eligibility

iequirements iniposed by the provider have been met For the majority of grants' the

Municipality musi expend resources on the specific purpose or project beforethe provider

|.uirOuts"" any amounts. Therefore, revenue is generally recognized as qualifying

reimbursable expenditllres are incurred.

For voluntary non-exchange trilnsactions (such as donations and ce(ain grants and

entitlementsi receivables and revenues are generally accounted for in the same manner

as government_mandated non exchange transactions discussed above'

Events that are neither exchange nor non-exchange iransactions are recorded when it is
probable that a loss has been occurred and the amount of loss is leasonably estimated'

Interests on deposils are recorded when earned since these revenues are considered

both measurabie and available at June 30, 2011. Receipls of any type of revenue

sources collecied in advance for use in the following fiscal year are recorded as deferred

revenues.

According to GASB No. 34, all general capital assets and the unmatured long-term

liabilileJ are recorded only in the accompanying Statement of Net Assets The

measurement focus and the basis of accounting used in the accompanying GWFS differ

significantly from the measurement focus used in the preparation of the GFFS Therefore,

th-e accompanying GFFS include reconciljations, as detalled in the accompanying table of

contents, to bettei identlfythe relationship between the GWFS and the GFFS.

Govemment Fund Financlal Statements - The accompanying GFFS are reported using

the current financial reso{rrces measurements focus and the modified accrual basis of

accounting. Revenues are generally recognized as soon as they are both measurable and

available.ievenues are considered to be available when they are collectible within the

current fiscal year or soon enough thereafter to pay liabilities of the current fiscal year'

For this purpose, the Municipatity generally considers most revenues (municipal licenses

taxes, construction excise taxes, sales and use taxes, interests on deposits,

intergovernmental grants and contributions and certain charges for services) to be

availible if collected within sixty (60) dals after June 30' 2011. At June 30' 2OLL' all

revenues sources met this availability criterion.



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF NARANJITO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2011

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

Property taxes are all considered susceptlbte to accrual if commonly collected within sixty

(oOi a# fotto*ing tt'e end of the fiscal period, unless unusual circumstances justify a

greater period.

other revenue sources considered susceptible to accrual include municipal license taxes'

sales and use taxes, construction excise taxes, intergovernmental grants and

contributions, interests on. deposits and charges for services These principal revenue

sources meet both measurability and availability criteria in the accompanying GFFS

ln a manner similar to the GWFS, but subject to and limited by the availability criteria

discussed above, all revenues, expenses, gains, losses, assets and liabilities resulting

from exchange, exchange-like transactions are also generally recorded when the

exchange takEs place while alt revenues, expenses, gains, losses, and assets resulting

from non-exchange transactions are rccorded when an enforceable Iegal claim arises or

when all eligibillty requirements imposed bythe provider have been met, applicable'

lnterests on deposits are recorded when earned since these revenues are considered

both measurable and available atJune 30, 2011.

Pursuant to the provisions of GASB lnterpretation No 6, Recog'/tion a"?d Measureinent

of Ceftain Liabilities and Expenditures in Governmental Fund Financial Statements

(GASBI No.6), in the absence of an explicit requirement (ie, the absence of an

;pplicable modification, .discussed below) the Municipality generally accrues a

lovernmental tund tiability and expenditure (incluoing salaries, professionar services'

Suppfies, utitities, elc.) in ihe period io which the government incurs the Uability, to the

extent that these liabiiities are normally expected to be liquidated in a timely manner and

in full with current available financial resources. The accompanying Balance Sheet -
Governmental Funds generally reflects only assets that will be converted into cash to

satisfy current liabilitiel. Long-term assets and those assets that will not be converted

;to c;sh to saiisty current liabilities are generally not accounted for in the accompanying

Balance Sheet - bovernmental Funds At the same time' long-term liabilities (generally'

those unmatured that will not require the use of current financial resources to pay them)

are not accounted for in the accompanying Balance Sheet - Governmental Funds'

The measurement focus of the GFFS is on decreases of net financial resourpes

(expenditures) rather than expenses. Most expenditures are measurable and are

iecorded when the related governmental fund liability is incurred Allocation of costs,

such as depreciation and amortization, are recorded in the accompanying Statement of

Activities, but are not recorded in the accompanying GFFS.
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF NARANJITO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30,2011

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

E. Assets, liabillties and net assets

1-.

2.

3. lnventorles- lnventories in the general fund i5 recorded as expenditure and'

consequently, the inventory is not recorded in the statement of net assets'

4. capital assetg Capital assels, which incllde property, equipment and infrastructure

as;ets (e.g., roads, bridges, sidewalks and similar iterns), are reported in the

governmen-tal activities c;lumn in the governmental-wide financial statements' The
"Municipality 

defines capjtal asset as assets with an initial, individual cost of more than

$25 and an estimated useful life in excess of one year. Such assets are reported at

historical cost or estimated historical cost if purchased or constructed Donated

capital assets are recorded at estimated fair market value at the date of donation

Cash, cash equivalents, and cash wlth fiscat agent- The lvlunicipality's cash 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 collections reGined by the Commonv(ealth of Puerto Rico and restricted for the

payment of the Municipality's debt service, as established by law Also, cash with

iis;al agent consists of unused proceeds of bonds and notes issued for the

acquisition of equipment and construction of major capital improvements,

Receivables and payables- Activity between funds that are representative of

lending/borrowing arrangements outstanding at the end ofthe fiscal year are referred

to as e]ther "due tolfrom other funds" (ie., the current portion of interfund loans) or

"advances to/from other funds" (i.e, the nonturrent poftion of interfund loans)' All

other outstanding balances between funds are reported as "due to/from otherfunds "

Advances between tunds, as reported in the fund financial statements, if any, are

offset by a fund balance reserve account in applicable governrnentalfunds to indicate

that th;y are not available foI appropriation and are not expendable available

financialresources.

Receivables are stated net of estimated allolvances for uncollectible accounts, which

are determined, based upon past collection experience and current economic

conditions. lntergovernmental receivables in the genera{ fund represent mostly

contributions fro; the Puerto Rico E!ectric Power Authority' which contribute a spegific

percentage of their revenues as payment in lieu of taxes. lntergovernmental

receivabl-e in the special revenue funcl represent amounts owed to the Municipality for

reimbursement of expenditures incurred pursuant to federa'ly funded programs'
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I.oRGANIZATIoNANDSUMMARYoFsIGNIFIoANTAccoUNTINGPoLIcIES(col{TlNUEo)

The cost of normal maintenance and repairs that do not add to the value of the asset

ormateria{lyextendassetslivesarenotcapitatjzed'l"4ajoroutlaysforcapjtalassets
and improvements are capitalized as projects are constructed'

Capital assets of the iVunicipality are depreciated using the straightline method over

the lollowing estimated useful lives:

Descrlotlon

Buildings and site imProvements

Furniture and flxtures
Machinery and equiPment

5- Defefied revenues- ln the GFFS, deferred

situations occur:

revenues arises when one of the following

UsefulLlte

10 years
5years
5years

3 to 5 years

capitallzatlon threshold

$1
$1
$1
$1

$25
$25

a. Potential revenue does not meet both the 'measurable" and "available" criteria

for revenue recognition in the current period (unavaitable revenue) As previously

discussed, availibte is defined as due (or past due) at June 30' 2011 and

cottectea 
'witnin 60 days thereafter to pay obligations due at June 30 ln

sunsequent periods, wh;n both criteria are met, the liability for deferred revenue

is removed and revenue is recognized'

b. The Municipality receives resources before it has a legal claim to them (unearned

revenue). ln su'bsequent periods, when the revenue recognitjon criterion is met

the liabiiityfordeferred revenue is removed and revenue is recognized'

Oeferred revenues at the government-wide level arise only when the Municipality

' receives resources before it has a legal claim to them'

6. Long'term obligations- The liabilities reported in the government-wide financ;al-' 
siatEments inctiaed general and special obligation bonds and notes, and other long-

ieim tlauitities, suchls vacation, sick leave, litigation' long-term liabilities to other

governmental entities

ln the rund financial statements, governmental fund types recognize bond issuances

lost, arting tn" current period. The face amount of debt issued is reported as other

tinancing s6urces, wnile bond issuance costs, whether or not withheld from the actuai

debt pro;eeds received, are reported as expenditures in the general fund'
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YEAR ENDED JUNE 30, 2011

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

7. Compensated absence!- Employees accumulate vacation leave at a rate of 2.5 days

per month up to a maximum of 60 days. Unpaid vacation time accumulated is fully

vested to the employees 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 a maximum of
90 days. Upon retirement, an employee receives compensation for all accumulated

and unpaid sick leave at the current Iate, if the employee has at least 10 years of
servlce with the Municipality. All sick leave pay and salary related benefits are accrued

when incurred in the governmentalwide financial statements when the employee

meets such criteria.

8, Claims and iud$nents- The estimated amount of the liability for claims and
judgments, which is due on demand, such as irom adjudicaled o. settled claims, is

recorded in the generalfund when the Iiability is incurred.

9. Fund balances" ln the current year, the Municipality adopted the provisions of GASB

statement No. 54, Fund Balance Repofting and Governmental Fund Type Definitions
(GASB No. 54), which enhanced the usefulness of tund balance information by

providing clearer fund baiance classifications that can be more consistently applied'

This statement establishes fund balance classifications that comprise a hierarchy

upon the use ofthe resources reported in governmental fu nds.

' Pursuant to the provisions of GASB No. 54, the accompanying GFFS report fund

balance amounts that are considered restricted, comrnitted, assigned, and

unassigned, based on the relative strength of the constrains that control how specific

amounts can be spent, as described as follows:

COMMONWEALTH OF PUERTO RICO

IVIUNICIPALITY OF NARANJITO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

a. Restricted - Represent resources that can be spent only for the specific purposes

stipulated by constitutional provisions, external resource providers (externally

imposed by creditors or grantors), or through enabling legislation (that is,

legislation that creates a new revenue source and restricts its use). EfFectively,

restrictions may be changed or lifted only with the consent of resource providers.

b. Commifted - Represent resources used for specific purposes, imposed by formal
action of the Municipal's highest level of decision makjng authority {Municipal
Legislature through resolutjons and ordinances) and can only be changed by a

similar law, ordinance or resolution, no laterlhan the end of fiscalyear.

c. Ass/gned - Represent resources intended to be used by the lv,unicipality lor
specific purposes but do not meet the criteria to be classlfied as restricted or

committed (generally executive orders approved by the Mayol).
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1. ORGANTZATTON AND SUMMARY OF STGNTFICANT ACCOUNTTNG POLTC|ES (CONTTNUED)

lntent can be expressed by the Municipal Legislature, the Mayor or by an official or
body to which the t\4unicipal legislature deiegates authority in conformhy with the
Autonomous Municipalities Act of Puerto Rico, as amended. ln governmental Iunds
othe. than the general fund, assigned fund balance represents the remaining
amount that is not restricted or committed.

d. Unassrgred - Represent the residual classification for the Municipality's general
fund and includes all spendable amounts not contained in the other
classifications. ln other funds, the unassigned classification is used oniy to repon
a deficit balance resulting from overspending for specific purposes for which
amounts had been restricted, committed, or assigned.

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

The N4unicipality reports resources constrained to stabilization as a specified purpose
(restricted or committed fund balance in the generalfund) only ff: (1) such resources
meet the other criteria lor those classifjcations, as descdbed above and (2) the
circumstances or conditions that signal the need for stabilization are ldentified in

sufficient detailand are not expected to occur routinely. However, the Municipality has
not entered into any stabllization-like arrangements, nor has set aside material
financial resources for emergencies and has not established formal minimum fund
balances amounts as of aor the fiscal year ended June 30, 2011.

ln situatjons when expenditure is made for a purpose for which amounts are available
in muttiple fund balance ciassifications, the Municipality generally spends committed
resources first, and then unrestricted resources. Within unrestricted resources, the
N.,lunicipality generally spends committed resources first, followed by assigned

. resources, and then unassigned resources.

10.Net Assets

Restricted net assets have been reported pursuant to the provisions of GASB

Statement No. 46, Net Assets Restricted by Enabling Legislation (GASB No. 46).
Those net assets consist of net resources restricted by external pa(ies (such as dbbt
covenants, creditors, grantors, contributions, laws or regulations of other
governmeots, etc.), or net assets for which constmints are imposed by the
constitutional provisions or enabling Ieglslation.
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1. ORGANTZATION AND SUMMARY OF S|GN|FiCANT ACCOUNTTNG pOLtCtES (CONTTNUED)

Enabling legis,ation consists of legislation that authorizes the Municipality to assess,
le\./, charge or otherwise mandate payment of resources (from external resource
providers). Enabling legislation establishes restrictions,f it includes a tegally
enlorceable iequirement that those resources be used only for the specific purposes
stipulated in the legjslation- A legally enforceable enabling legislation restriction is one
that a party external to the Municipality (such as citizens, public interest groups, or the

..judiciary) can compel the Municipality to honor. The Municipality periodica y
reevaluates the legal enforceabiiity of an enabling tegislation to determine lf any of
the resources raised by the enabling legistation are used for a purpose not specified
by the enabling legislation or if the Municipality has other cause for consideration.

The classification of restricted net assets identifies resources that have been received
or earned by the Municipality with an explicit understanding between the Municipality
and the resource providers that the resources would be used for specific purposes.
Grants, contributions and donations are often given under those kinds of conditions.
Bond indentures also often Umit the use of bond proceeds to speciflc purposes.

lnternally imposed designation of resources, including earmarking, are not reported as
restricted net assets. These designations consist of management's plans for the use
of resources, which are subject to change at the discretion of the N4unicipal
Legislature.

ln the government-wide statements, net assets are segregated into three categorjes:

a. lnvested in capitai assets, net of rclated debti Consist of capital a6set balances
net of accumllated depreciation and outstanding balances of any bonds, notes
and other borrowings that are attributable to the acquisition, construction, or
improvement 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, Rest/'lcted oet assets: Represent net assets that are subject to restrictions
beyond the Municipal's control, These include restrictions that are externally
imposed (by creditors, grantors, contributors, or {aws and regulatjons of other
governments) or restrictions jmposed by the law through constitutional provjsioDs
or enabling legislation (includjng enabljng legislation passed by the government
itself).
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1. ORGANTZATTON AND SUMMARY OF StcNtF|CANT ACCOUNTTNG pOLtCtES (CONTTNUED)

c. Un.estricted ,et assets: Represent net assets that do not meet the definition of
net 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 modiry them. Designations are not
reported on the face statement of net assets.

ll.Accountlng for Penslon Costs On July 1, 2007, the Nrunicipality adopted the
provisions of GASBS No,50, PeDsion Oisc/osure, which amended GASBS N0.27,
Accountin* for Persiors by State and Local Govemment Employers, by requiring
disclosure of how the contractually required contribution rate is determined by
governments participating in multiemployer cost€haring pension plans.

The Municipauty accounts for pension cosls from the standpoint of a participant in a
multi-employer cost-sharing plan. Accordingly, pension costs recognized in the
accompanying basic financial statements are equal to the statutorily required
contributions, with a liability recorded for any unpaid required contributioos.

For the purpose of appiying the requirements of GASBS No, 27, the state
Government of Puerto Rico is considered to be the sponsor of the Employees'
Retirement System of the Government of Puerto Rico and its ,nstrumentaiities (ERS)

and System 20OO, a multi-employer cost-sharing define benefit pension plan and a
hybrid deflned contribution plan, respectively, in which the employees of'the
Municipality participate. The Municipality is considered a participant, and not a
sponsor, of these retiiement systems since the majority of the participants in the
aforementioned pension trust funds are employees of the Government of Puerto Rico
and the basic financial statements of such retirement systems are part of the
financial report;ng entity ofthe Government of Pueno Rlco.

12.lnter-fund and intra-entity transactions- The Municipaljty 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. lntra-Entity Transactions' Transfers between the funds of the primary government
are aepofted as interfund transfers wjth receivables and payables presented as
amounts due to and due from other funds.
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1. ORGANTZATTON AND SUTVTMARY 0F SIGNTFTCANT ACCOUNTING POLICIES (CONTTNUED)

13.Rlsk financing

The lvlunicipality carries commercja{ insurance to cover casualty, theft, tort claims and
other losses. lnsurance policies are negotiated by the Puerto Rico Treasury
Department and costs are allocated among all the Municipalities of Puerto Rico, Cost
of insurance allocated to the Municipality and deducted from the gross property tax
collections by the CRIM for the year ended lune 30, 2011 to $279,042. The cunent
insurance policies have not been cancel{ed orterminated.

The lvtunicipality carries insurance coverage for death and bodily injuries caused by

the automobile accidents. The insurance is obtained through the Automobile
Accidents Compensation Administration (AACA), a component unit of the
Commonweatth of Puerto Rico. This insurance is compulsory for all licensed
vehicles used on public roads and highways in Puerto Rico. The annual premium is
$35 per licensed motor vehicle, which is paid directly to AACA.

The Municipality obtains workers' com pensatjon insurance through the State
lnsurance Fund Corporation (SIFC), a component unit of the Commonwealth ot Puerto
Rico. This insurance covers workers against injuries, disabjlity or death because of
work or employment-related accidents, or because of illness suffered as a

consequence of their employment. Cost of )nsurance allocated to the l\4unicipality and
deducted from the gross property tax collections by the Municipal Revenue Collection
Cente. (CRll\4) for the year ended June 30, 2011 amounted to $23O,795.

The Municipality obtains unemployment compensation, non-occupational disability,
and drivers'insurance coverage for its employees through various insurance
programs administered by the Commonwealth of Puerto Rico's Department of Labor
and Human Resources (DOL). These insurance programs cover workers against
unemployment and provide supplementary insurance coverage for temporary
disability, or death because work o. employment-related accidents or non-
occupational disability and drivers' insurance premiums are paid directly to DOL on a
cost reimbursement basis.

Uoder Act No. 63 of June 21, 2010, the Legislative Assembly of the Commonwealth oJ

Puerto Rico, authorized the municipalities to procure and mahage at their own
discretion all insurance policies, including those related to health pians been provided
to the municipal employees. The Municipality a,so obtalns medical insurance
covemge from one health insurance company for its employees, Oifferent hea[h
coverage and premium options are negotiated each year by the lvlunicipality.
Premiums are paid on a monthly basis directly to the insurance company.
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1, ORGANTZATTON AND SUMMARY OF StcNtF|CANT ACCOUNTTNG pOLtCtES (CONTTNUED)

14.Use of Estlmates

The preparation of financial statements in conformity with USGMP requires
management to make estimates and assumptions that affect the reported amounts of
assets and liabilities and the disclosure of contingent assets and liabilities at the date
of the financial statements, and the reported amounts of revenues and expenses
during the reported period. Actual amounts could differ from those estimates.

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 certain grant awards are required by law to be held with GDB.

The Municipality adopted the provisions of GASB Statement No. 40 (GASB No. 40), Deposit
and lnvestment Risk Dtsclosure, an Amendment to GASS Statemert 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 tisk - Thjs is the risk that an issuer or other counterparty to an investment will not
fullill its obligations. ln compliance with the laws and reguiations of the Commonwealth,
the Munjcipality has adopted, as it's custodial and credit risk policy, the Statemert of
Investment Guidelines for the Government of the Commonwealth of Puefto Rico.
Accordingly the Municipality invests only in obligations of the Commonwealth, obligations
of the United States of America, certjficates of deposits, commercial paper, bankers'
acceptances, or in pools of obljgations ot the municipalities of Puerto Rico, which are
managed by GDB. According to the aforementioned investment guidelines, the M un icipality
does not invest in marketable securities or any types of investments for which credit risk
exposure may be sjgnificant. Therefore, the l\4unicipality's management has concluded that
the risk related to any possibte loss related to defaults by commercial banks on the
Municipality's deposits is considered low atJune 30, 2011.

lntetest rate fisk - This is the risk that changes in interest rates of debt investments wil{
adversely affect the fair value of an investment. The N4unicipality manages its exposure to
declines in fair vatues by: (1) not including debt investments in its investment potfolio at
.June 30, 2011, (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 at prevailing market rates.
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2. CASH AND CASH EQUIVALENTS (CONTINUED)

At June 30, 2011, the Municipality's investments in certificates of deposits are recorded at
cost, which approximates their fair value. Therefore, the Municipality's management has

concluded that at June 30, 2011, the interest rate risk associated with the Municipal,ty's
cash and cash equivalents is considered low.

Custodial crcdit risk - ln the case of deposits, this is the risk that in the event of a bank
failure, the Municipality's deposits may not be recovered. Pursuant to the Statement of
lnyestment Guidelines for the Government of the Commonwealth of Puefto Rico lhe
balances deposited in commercial banks by the Municipality are insured by the Federat
Deposit lnsurance Corporation (FDIC) generally up to a maximum of $250,000 per
depositor.

ln addition, public funds deposited in commercial banks by the Municipality are fully
securities pledged as coltateral are held, in the Municipality's name, by the agents of the
Commonwealth's Secretary of Treasury. Deposits with GDB are uninsured and
uncollateraiized. However, no losses related to defaults by GDB on deposit transactions
have been incurred by the lvunicipality through June 30, 2011. Therefore, the
Municipality's management has concluded that at lune 30, 2011 the custodial credit risk
associated with the Municipality's cash and cash equivalents is consideled low.

Fotel€ln exchan4e isk - The risk that changes in exchange rates will adversely affect the
value of an investment or a deposit. According to the aforementioned investment
guidelines, the Municipality 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, 2011.

Under Commonwealth of Puerto Rico statutes public funds deposited jn commercial banks
must be fully col,ateralized for the amount deposited in excess of federal depository
insurance. All securities pledged as collateral are held by the Secretary of the Treasury ot
Puerto Rico, ln addition, the lVunicipality maintains deposlts with the Government
Development Bank for Puerto Rico (GDB).

The Municipality's bank ba,ances in commercial banks of approximately $787,678,
$3,469,467 and 92,979,747 ;n the general fund, special revenue fund - federal and
state Erants, and capital projects fund, respectively, were fully collateralized at June 30,
2OLL.

Ihe deposits at GDB of $3,582 that is restricted for specific purposes in the special
revenue fund, $5,512,535 in the capital projects fund and $2,518,478 in the other
governmental fund that is restricted for debt service are unsecured and uncollateralized,
as no collateral is required to be carried by governmental banks.
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3, RECEIVABLES

A. Municipat License Tax- The lvunicipality imposes a municipal license tax on all
businesses that operate within the N4unicipality, which are not totally or partiaily
exempt from the tax pursoant to the lndustrial ,ncentives Act of the Commonwealth of
Pueno Rico. This is a self,assessed tax based on the business volume in gross sales
as shown in the tax 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, 2011, the tax rates were as

1. Financial business - 1.50% of gross revenues
2. Other organizatjons - 0.50% of gross revenues

This tax is due in tlvo equal installments on July 1 and January 1 of each fiscal year. A
discount of 5% is allowed when full payment is made on or before April 15. Municjpal
license tax receivable represents filed municipal license tax returns that were
uncollected as of June 30, 2011, net of allowance for uncollectible accounts.

Municipal license taxes, collected prior !o June 30 but penainlng to the next fiscal
year are recorded as deferred revenues.

B. lnteteoverhfiehta, Recervarre ]ntergovernmental receivables and payables recorded

in the accompanying GWFS and GFFS are as follows:

C, Fedenl Ghnts Receivable- Federal grants receivab(e in special revenue state and

federal grants represents expenditures incurred not yet rejmbursed by the pass'

through graftor. Follow;ng is a detail of the federel grants receivablel

s 364,145
747,824
62.454
x4.926
34,893

r34,254
4 284

$-J&JJ-L

Pro{am Oescrloli.n

TrafRc Saiery cofi mission
Family Depanmem - AcUDEN
OMEP

Law No.52

PraE!ao!9$rb!i9!
community oeveloprrent Block Grant_ State Prograrn

Child care

Homeless Prevention and Rapid Rehousing Program

Jvstice )€sistance Grant Plogram
Section 8 Housing Choice Vouche.s
Supponive Housing Program

AE9irll
s 34222

95,451
108,150
774,602
220,339

g__,-E1446f
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4, INTERFUND TRANSACTIONS

interfund recejvab,es and payables at lune 30, 2011, and interfund transfers during the
fiscal year ended at June 30, 2011, are summarized as folJows:

a. Due from/to other fund:

EVld Re.ervable Fund

Gene6J Fond $ 1,346,745
Special Revenue Stale and Feoe.6. Fund
C.p(al P'olecls F""d

Toial $..J-3Aol49

b, Transfer in/out to other fund

Following is a summary of interfund transfers forthe year:

Lia-!s&!]! ?r4!p99C

Pa!able F!rd
$

1,193 798
152.947

$ 1-346L45

Alogqd

$ 3,110

69.368

L2q6-o31

neE&rs!!
' Tfansfer in to cover Pavrolls,

Sp€clalRevenue - State and accruals,.nd olher expendilures not

-6.sler in to mver orolects ard
CapiratProjectsFund imorovements

Oiher Governmental Funds ro coverdebtserice pavnenls
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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 l\4unjcipajity and a cost of $25 or more, are primarily funded through the
issuance of long-term bonds and loans. A summary of capital assets and changes occurring
in 2011, including those changes pursuant to lhe implementation of GASB Statement No.
34, follows. Land and construction in progress are not subject to depreciation:

Govemmental Actlvlties:

Capital asset, not belng depreciated:

ConstrucUon in progress

Tota I ca pital assets not being

Capita I assets, belng depreclated:

Buildings
Euildings improvements

lnfrastructure improvements
Equlpment
Furnishing

Total ca pltal assets being

Less accumulated depreciatlon for:

Buildings
Buildangs improvements

lnfrastructure improvements
Equipment

Computers

Total accumulated depreclatlon

Total caplral a$ets being

Goyernmental actlvltles capital

)ul\ a.2ota

$ 22,099,303
22_273_536

44.372_439

$ 7,652,019
3,802,161
6,838,045
5,730,706
1,796,736

259 643
2,404

324,905
3.923.676

s 30.330.291

$ (2,16a,296)
1453,562)

Q,44a,63A1
(9O8,616)

17,472,416)
(213,195)

1781)
1223,726)

13.734.470)

sr11.620.700)

s 1a.709.591

L$=gqz_4aa

Addltions

$ 402,0s2

2.676.421

$
88,2a8

7,X54,745
a,o22,964

98,35s
10.115

75,206
40.413

$ 2.530.422

$ (191,300)
(96,6a3)

(138,739)
(422,632)
(136,186)

(19,846)
(180)

(60,702)
{a6.116)

Retlrements

$
/447.322)

AA!322\

,-

lo,rorl
(2,0o4)

(1s,506)

$ t2t77t\

$

",rri1.739

15.120

JiJne30.2011

$ 22,501,335

46 507 534

$ 7,652,019
3,490,449
7,992,830
6,753,666
149O,944

267,754
2,400

384,551
4_004.049

s 32.a3a.702

$ (2,3s9,596)
(5s0,245)

12,sec',377)
(1,331,248)
(1,604,826)

(231,302)
(961)

(269,304)
(3.824.5461

$ {1.152.384r $ 20.635 $172.752-449\

$ 1-377.73a $ 11.076) $ 20.0a6.253

$,39eJJ5 $=148?-€!t $ A9t1e-3@1
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5. CAPTTAL ASSTTS (CONTTNUED)

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

Gov6rnnrental activlties:

General govemment

Culture and recreation

Comm unity develoPment

Total .tepreclatlon expense-gove.nmentar actlvlties

A!!9!4
I 235,27A

71,163
439,2A6
115,000

29,528
257,245

4.944

$-1.!sa3€4

6. PROPERTY TAXES

The personal property tax is self assessed by the taxpayer on a return which is to be filed by

May 15 of each year with the cRllvl, a governmental entity created by the government of
Puerto Rico as part of the Municipal Governmental Autoromous Law of August 1991. Real

property tax is assessed by the cRllM on each piece of real estate and on each building.

The assessment is made as of January 1of each year and is based on current values for
personal property and on estimated values as of L957 fot teal property tax' The tax on

personal property must be paid in full together with the return by l\4ay 15. The tax on ieal

prope(y may be paid in two installments by July 1 and .January 1. The CRIM is responsible

ior the billing and collections of real and personal propeny taxes on behalf of all the

municipalitie; of Puerto Rico Prior to the beginning of each fiscal year, the cRlM informs the

Municipality of the estimated amount of prope(y tax expected to be collect for the ensuing

fiscal year. Throughout the year, the CRIM advances funds to the Municipality based on the

initial;stimated collections. The CRIM is required by law to prepare a settlement statement

on a fiscal year basis, whereby a comparison is made between the amounts advanced to the

Municjpality and amounts actually collected from taxpayers. This settlement has to be

completed on a preliminary basis not later than three months after fiscal year-end' and a

flnal setdement made not later than six months after year-end lf the CRIM remits to the

Municipality property tax advances, which are less than the tax actually collected a

receivable irom the CRLM is recorcled at June 30. However, if advances exceed the amount

actually collected by the CRIM, a payable to the CRIN4 is recorded at June 30'
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COIVIMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NARANJITO

NOIES TO BASTC FtNANC|AL STATET\4ENTS (CONTlNUED)

YEAR ENDED JUNE 30, 2011

6. PROPERTY TAXES (CONTINUED)

Oo December 3L, 1992, the Municipality entered into an agreement with theCommonwealth of puerto Rico for the repayment of excess propertyfax advances. es of
June 30, 2011, the related unpaid propeny tax advances presented in the sGtement ofnet assets amounted to approximately 9451 and is payabte as follows:

Year Ending
June 30.

20a2
Amount

$ 451
q= 

=4q1

On lanuary 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 allow for
the financing of the debt that the t\4unicjpatities of pueno Rico hav; with the CRtM arising
from finaj settlements of property tax advances versus actua, collections through fiscal
year ended June 30, 2000.

On June 26 1997, Public Law No. 21 was enacted, which authorizjng the CRIM, among
other things, to sell the property tax receivables related to taxpayers who owed properti
taxes from 1974 to 1996. Such propeny tax receivables were purchased bythe public
Financing Corporation, a subsidiary of the Govefnment Development Bank of puerto Rico
(GDB) usiog 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
val,d property tax receivable or equivalent in money. Subsequent to the approval of the
Law and to the sale transaction, it was detected that a substantiaj percentage of the
receivables sold were uncollectibte. ln order to protect the economjc damage to the
flnancial structure of municipalities caused by the substitution of uncollectible tax
receivables with sound collectible receivabJes, on October 11, 2001, public Law No. 146
was approved and enacted. Through this Law, the CRIM was authorized to obtain a loan
from any qualified financial institution and pay in advance the outstanding balance of the
bonds issued and any related cost incurred for the purchase by the Fublic Fjnancing
Corporation (a GDB subsidiary) ofthe tax receivables.

Residential real property occupied by its owner is exempt by law from the payment of
property taxes on the fi6t $ 15,000 of the assessed value. For such exempted amounts,
the Puefto Rico Treasury Depanment assumes payment of the basic tax to the
Municipalities, except for propefty assessed at less than $ 3,500 for lvhich no payment is
made. As part of the Municipal Autonomous Law of 1991, the exempt amount to be paid
by the Pueno Rico Treasury Department to the Municipalities was frozen as of.January 1,
1992. ln addition, the law grants a tax exemption frorn the payment of personai property
taxes of up to $ 50,000 of the assessed value to retailers havjng annual net sales of less
than $ 150,000.

40



CO IVI IVIO NWEALTH OF PUERTO RICO
MUNICIPALITY OF NARANJITO

NOTES TO BASIC FINANCIAL SIATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2011

6.

7.

PROPERTY TAXES (CONTINUED)

The annual tax rate is 7.83% for real property and 5.83% for personal property of whjch
1.0370 of both tax rates are for the redemptioo of public debt issued by the
Commonweahh of Puerto Rico. The remaining percentage is distributed as foltowsr {a)
5.8yo and 3.8a/o, respectively, represents the Municipality,s basic property tax rate which is
appropriated for basics and accounted for in the generat fund. A ponion of such amount is
deposited in an equalization fund together with a percentage of the net revenues of the
Pueno Rico electronic lottery and a subsidy from the Commonwealth of puedo Rico. From
such fund, a distribution is made to all m!nicipalities; (b) 1.OO% 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
$ 1,763,158 a nd $1,122,399, respectively, for the fiscat year ended )une gO,2Oa7.

MUNICIPAL SALES AND USE TAX

On November 8, 2006, the Municipal Legjslature approved the Ordinance No. 7, Series
2006-2007, whjch lmposes a Municipal Citizen's Contribution (sales and use tax) of 1.5%.
The collection of said Contribution began on November 15, 2006. The Municipality
collected approximately $1,265,925 during the year ended on June 30, 2011.

ACCOUNTS PAYABLE AND ACCRUED LIABILITIES

Acco!nts payable and accrded liabilities at lune 30, 2011 are summarized as follows:

speclalRevenue capitatProiects Other
Fu.d - State& Fund - Srate & Governmentatpescriorion G9!e!aL-E!!! LoEtGEnG Locatcranis I!!d &!d

Accounts payabre $ 757,362 $ a6,397 $ 134,106 S $ 972.405
Accrued rab llies 10.591 10.591
rotal Lz!19€ q-i6.!92 $-*'134-rq6 q.-=- $ie?456

DUE TO OTHER GOVERNIVIENTAL ENTITIES

The amounls due to other governmental entities in the general fund include the followjng:

a.

9.

Governmenral Enriiv
General Servlces Administra!ion
Deoa(ment of Labor
Commonwealth of PLrerto Rico Employee Association
Puerto Rico Treasury Department
Plerto Rico Aqueduct and SewerAuthorlty

Amount
$ 2,168

11,433
t2,441
22.435
6,0.744

Lt9S,€2-
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COMMONWEALTH OF PUERTO RICO
I\4UNICIPALITY OF NARANJITO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2011

10, DEFERRED REVENUES

A" lvlunicipal License Tax- The deferred revenues of approximately $611,12g in the
general fund relates to municipal license tax collected in fiscal year 2010-11 that
will be earned in fiscaI yeat 2Ot7-12.

B. Federal crants- The deferred revenues presented in other governmertal funds
represents the portion of federal grants received for which quatifying expendjtures
have not been incurred. Deferred revenues from the federal government are
$14,860.

Amoun(
$ 2,614

4,575

$gE@

Prodrarn desc otlon
Houslng Preservalion G€nt
Human Resources and Occupationat Devetopment CoLjncil
Child Care

Totat

11. LONG-TERM LIABILITIES

Long-term liability activity for the year ended June 30, 2011, was as foltows:

Beginning Borrowings Payments or
Balance orAdditlons Deductions

Ending Due wlthin
Balanc€ One Year

Bondsand Notes Payable

compensated Abs€nces

Propeny Tax Debt' Law 42

Due to other gove..me.b I

Ad€nces Property Tax

s12,349,00O $ 1,490,000 $ (530,000) $13,309,000 $421,000
1.651,935 165,811 (164,917) 1,652.a29 165,000

673,858 (14.403) 659,455 15,308
17,064 (11211) 5,a57 5,a57

68,937

94,272
654O3

56 3aa

3,134

56,344

' (3,134)

$,574 62,462)
Proery Ta, Debr.T easury _-__7312 _
Totat $4l8t2r142 9_,1-874,939

t921\ 45! ____!51
$=iz7_7-!_4!l $15=249J@ SSZ-13!

1. Legal debt margin- The lMunicipatity is subject to a tegat debt margin requirement,
which is equal to 10% of the total assessment of property located within the

. Municipaliry plus balance of the ad valorem taxes in the debt service fund, for bonds
payable to be repaid with the proceeds of property taxes restricted for debt servlce. ln
addition, before any new bonds are issued, the revenues of the debt service fund
should be sufficient to cover the projected debt service requirement. Long-term debt,
except for the bonds and notes payable (excluding notes payab e to the Land Authority),
is paid with unrestricted funds.
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11. LONG-TERtvt L|ABtLIT|ES (C0NTtNUED)

2. Bonds and notes payable- The N4unicipality issues general and specjal obligation
bonds and notes to provide funds for the acquisition and construction of major
capital facilities. Bonds and notes payable outstanding at lune 30, 2011 are as

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NARANJITO

NOTES TO BASTC FtNANC|AL STATEtvtENTS (CONTTNUED)

YEAR ENDED JUNE 30, 2011

1996 Specral obligation bond for lhe reconstruction of the munictpality,s
iafrastructure with an orgina amount of $4oo,ooo due tn nstalrnents of
$25,000 to S4O,O0O through luly 1, 2016, with interest rangng frcm 6.0070 to
8.00% $ 15s,OOo

1996 Public improvement bond for infiastructLrre construction wtth an orginat
amount of $275,O0O due in insial ments of $ffi,OOO to $2O,OOO through .tuty 1,
2016, wlih interest of 4.50%

1999 General obligation bond ior intrastructure's construction wiih an
amount of $56,000 due in installmems of $2,OOO to $4,OOO through
2024. with interest of 4.so%

2OOO General obligation bond for infrastructure constflrction wth an
amount or $3a,OOO dr.re in lnstallments of $1,OOO to $3,OOO throLrgh
2025, with interest rate of4.5O%

original
July 1,

otiginat
)uly t,

100.ooo

37.000

30 000

340.OOO

490,OO0

2,555,000

2007 General obligation bond for infrastructure's consvuction with an orrginat
amount of$3,195,O0O due in instal|menls of $40,000 to $265,000 through lury
1,2032. with interest rangingfrom 1.53% to 7.00%

2009 Special obligation note ror infrasvucture's improvements wlth an origjnal
amount of $40,ooo due ir instalhents of $5.0oo io $1o,ooo through tuty 1,
2016, with interest rangngfrom 4.75% to 6.50%

2OO8 Special obllgation note for eq!ipment acquisition with an orlginal amount
of 988O,0O0 due in installmenrs of $120,000 to $18O,OOO through luty 1, 2014,
wlth interesi rangingfrom 1.53%to 6.50p6

20Oa Special obligation note for infrastructure's construction with an ofigrnat
amount $2,685.000 due in installmenG of $40,000 to $225.CrOO through JuLy 1,
2032 with lnterest ranging kolr, 1.53%to7.25ya

2009 Specia obligation bond for lnfrastructure's constrlction with an origina
amount of $35O,OOO due in installments ol $5,000 to $35 OOO through .Juty 1,
2034, with interest rangingfrom 5.OO%to 7.0O%

27,OOa

2,990,000
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IVIUNICIPALIW OF NARANJITO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2011

11. LONG-TERM LtABtLtTtES (CONTTNUED)

Descriprion .iune 30,2011

2009 Geaeral obligation bond for tnfrastructure s constrLrction with an original
amouni of $335,0OO dle jn installmenrs of $5,OOO to $3O,OOO rhrough luly 1,
?034. with rTe.est a.ging.,om 5.00% ro 7.OO%

20Og General obigalion bond for infrastructure's construction with an origina
amount of $3,620,000 du.) in instatlments of $55,OOO ro g3O5,OOO through Jury
1, 2034, with interest rangi 

^C 
itom 4-7 5% to 7 .OA ya

2009 Special obligation bond for infrastructure's construction wirh an oagnal
amount of 9225,O0O due in installments oI $5,000 to $2O,0O0 through Juty 1,
2034, wiih interest rangngrrom 5.OO% to 7.50%

2010 Special obligation bond ror infrastructure's construction wlth an oigina
amount ol $1O1O,OOO due in insta hents of $1O,OO0 to $85,OOO through _luty
1, 2035, with interest rangngfrom 5.0O% to 7.50%

330,OOO

3,565.OOO

220,000

1,000,000

2011 Special obligation bond to compensate obrigalions .elated with the
Municipal Revenue Collection Center (CRtI\,4) wlth an originat amount of
$1,490,000 due in installments ol $20,000 to $13O,OOO through luly 1, 2035,
with interest rangingfrom 6.00% to 7.50% 1.470.0OO

!1-_33pgtr@

These bonds are payable from the special ad valorem propertytax of 1.00yo which ls
restricted for debt service and retained by the Government Development Bank for
Puerto Rico for such purposes.

Annual debt service requirements to maturity for bonds and notes payable are as
follows:

Year Endhg
lune 30.
2012
2013
201,4
24L5
2A76
20L7 242L
2022-2026
2027 2o3a
2032-2A36

Prlncloal
$ 421,000

452,O00
499,O00
350,000
3a7,O00

1,940,O00
2,750,O0O
3,905,O00
2.605.00O

rll,aQ9!94

tnterest
s 68s,699

883,370
867,960
444,329
832,040

3,754,168
2,920,424
L,727,337

344.73!

L12-600,r54
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COIV]MONWEALTH OF PUERTO RICO
MUNICIPALITY OF NARANJTTO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED.JUNE 30. 2011

11. LONG-TERM LtABtLtTtES (CONTTNUED)

3- Compensated absences- The government wide statement of net assets includes
$1,652,829 of accrued sick leave and vacations benefits, representjng the
Municipality's commitment to fund such costs lrorn future operations.

4. Propeny Tax Debt- This amount represent the balance owed to the CRIM al lune
30, 2011 as described in Note 6, from propeny tax advances in excess of actual
coilections.

5. LIMS Repayment Plan- During the fiscal year 2000-2001 the t\lunicipatjty
authorized the CRIM to retain the corresponding portion for the financing project of
Land lnformation Management System- LllVlS, contracted by the CRtM. A totat of
$810,1a3 is to be retained in ten years period at an interest rate of 5.95% until
November 28, 2011. At June 30, 2011, the outstanding balance is $5,857.

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

7, Advance Property Tax - This amount represent the propefty tax advances in excess
ot the amount actually collected by the CRll\4 during the fisca yeat 2ot)-lt.

12. PENSION PLAN

The Employee's Retirement System of the Commonwealth and its lnstrumentalilies
(the Retirement System) is a costsharing multiple defined benefit pension plan
sponsored by, and reponed as a component unii of the commonwealth of Puerto
Rico. All regular employees ofthe lvlunicipality under 55 years ofage atthe 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 enacted by the Commonwealth's legislature. Disability retirement benefits
are available to members for occupational and non-occupational disabilities.
Retirement benefits depend upon age at retkemenl and the number of years of
creditable service. Benefits vest after ten years of plan participation.

lvlembers who have attained 55 years of age and have completed at least 25 years
. of creditable service or members who have attained 58 years of age and have

completed ten years of creditable sewice are entitled to an annual benefit payable
monlhl, ror lite.
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COMMONWEALTH OF PUERTO RICO
II4UNICIPALITY OF NARANJITO

NOTES TO BASIC FINANCIAL STATEI\IENTS (CONTINUED)

YEAR ENDED JUNE 30, 2011

PENSION PLAN (CONTINUED)

The amount of the annuity shall be one and one.half percent of the average
compensation, as defined, mu tip,ied by the number of years of creditable service up
to twenty years, plus two percent of the average compensation, as defined. mulliplied
by the number of years of creditable service in excess of 20 years. ln no case will the
annuity be less than $200 per month.

Participants who have completed at least 30 years of creditable service are entitled
to receive the Merit Annuity. Participants who have not attained 55 years of age wilt
receive 65 percent of the average compensation, as defined; otherwise they will
receive 75 percent of the average compensation, as defined. No benefits are
payable if the participant receives a refund of his/her accumulated contributions.
Disability retirement benefits are available to members for occupational disabitity up
to a maximum benefit of 50% of the average salary, as defined. However, for non-
occupational disability, a member must have at least 10 years of creditable services.

Commonwealth legislation requires employees to contribute 5.775% for the first
$550 of their monthly gross salary and 8.27570 for the excess over $ 550 of monthty
gross salary. The l\4uniclpality is required by the same statute to contribute 9.275%
of the participant's gross salary. Total Municjpaiity contributjons during the year
ended lune 30, 2o11 amounted to $359,587, this amount represented 100yo of the
required contribution.

On September 24, 1999, an amendment to Act. No. 447 of May 15, 1951, which
created the Retirement System, was enacted with the purpose of establishing a new
pension program (System 2000). Emp,oyee's panicipation in the curent system as
of December 31, 1999, may elect to stay in the defined benefit plan or transfer to
the new program. Persons joining the Municjpality on or after January 1, 2000, wili
only be allowed to become rnembers of System 2000. System 2000 will reduce the
retirement 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 will be a pool of pension assets, which will be
invested by ERS together with those of the current defined benefit pian. The
Commonwea th of Pueno Rico will not guarantee benefits at retirement age. -fhe

annuity will be based on a formula which assumes that each year the employee's
contributlon (with a minimum of 8.275% to the empioyee's salary up to a maximum
of 10%) will be invested ln an account which will eithel (1) earn a fixed rate based
on the two year Constant Maturity Treasury Note or, (2) earn a rate equal to 7570 of
the return of the ERS'S investment po(folio (net of management fees), or (3) earn a
comtrination of both alternatives.
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COIlIMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NARANjITO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2011

12. PENSION PLAN (CONTINUED)

Participants will receive periodic account statements similar to $ose of defined
contributlon plans showing their accrued balances. Disabitity pensions will not be
granted under Slstem 2000. The emptoyer's contribution (9.275% of the employee,s
salary) will be used to fund the cLrrrent plan.

lf at the time of retirement accumulated benefits amount to gIO,OOO or iess may elect
to receive a lump sum distribution up to the accumulated benefits. Under the new
program the retirement age is reduced from 65 to 60 for those emptoyees who joined
the current plan on or after April 1, 1990.

Fundin€Policy

The authority under which the funding policy and the obtigations to contribute to the
ERS and System 2000 by the plans' members, employers and other contributjng
entities (state and municipal contrjbutions), are established or may be amended by

Contribution requirements are established by iaw and are as followsi

lll u n ici pa Iity
Emp oyees:

Hired on or before March 31, 1990 5.77570 of gross salary up to $6,600
8.275% of gross salary over $6,600

Hired on or before April 1, 1990 8.275% of gross salary

Annual Contibution

The N4unicipality contributions during those years are recognized as total pension
expenditures/expenses in the category of admlnistration as follows:

9.275olo of gross salary

Fiscal vear

20La

20LO

2009

Law No. 447

$ 125,258

$ 741,075

$ 150,778

Svstem 2oo0

$ 234,329

$ 236,772

$ 217,069

These amounts represented the 1OO% of the required contribution for the
corresponding year. Additionally, changes made in the types and amounts of benefits
offered by special laws and cost of livjng adjustments, led to a one-tine recommended
conlribution to fund the retroactive adjustmenl related to the changes.

Ac,ditional information on the Retirement System is provided in its financial stat6m€nts
for the year ended June 30, 2a1,7, a copy of which can be obtained from the
Retirement System, Minillas Station, PO Box 42OO4, San Juan, PR 00940.
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COIVIIIIONWEALTH OF PUERTO RICO
MUNICIPALITY OF NARANIITO

NOTES TO BASIC FINANCIAL STATEIVIENTS (CONTINUED)

YEAR ENDED JUNE 30, 2011

14.RISK IVIANAGEMENT

The Property Department is responsib,e of assuring that the Municipatity,s propedy is
properly insured. Annually, the Property Department Division compiles ihe
information of all propeny owned and its respective market value. After evaluating
this information, the Property Departmenl Division submits the data regarding the
lVunicipality's properties to the Area of public t.surance Department at the
Department of the Treasury of the Commonwealth of puefio Rico who is responsible
for purchasing all property and casualty insurance policies of all municipalities.
Settied claims have not exceeded commercial coverage in any of the past three fiscal
years.

15. COMMITIV]ENTS AND CONTINGENCIES

A. FederalGranls:

' 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 ofthe Single Audit
Act of 1996, through June 30, 2011, these programs are stitl subject to financiat
and compliance aitdits by the granting agencies and the resolution of previously
identified questioned costs. The amount, if any, of expenditures which may be
disallowed by such audjts cannot be determined at this time, although the
N4unicipality management expects such amounts, if any, not to be materlal.

B. Claims and lawsuits:

The Municipality is a defendant in several legai proceedings that arise in the
ordinary course of the lMunicipality's activjties. Certain of these ctaims are. covered by insurance. The administration believes thal the ultmate liability, if
any, would not be significant, As a resutt, the accompanying basic financial
statements do not include adjustments, if any, that could result from the
resolution of these legal proceedings.

C. Other Commitments:

At June 30 2011, the general fund had commitments of approximately $18,O50
for executory purchase orders or contracts that will be honored during the
subsequent year.
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COMIlIONWEALTH OF PUERTO RICO
IVlUNICIPALITY OF NARANJITO

NOTES TO BASTC FtNANC|AL STATETVTENTS (COM NUED)

YEAR ENDEO JUNE 30, 2011

16. FUTURE ADOPTION OF ACCOUNTING PRONOUNCEMENTS

The GASB has issued the following statements that have effective dates after June 30.
2077:

a.

b.

GASB Statement No. 60, Accounting antl Financial Repoftjng far Service
Concessro, Arrangements (GASB 60). The requirements of this statement are
effective for the fiscal year commencing on Jitty 1, 2011.

GASB Statement No. 61, Ihe Financiat Reporting Entiry (GASB 61). The
requirements of this statement are effective for the fiscal year commencing after
June 15, 2012.

c. GASB Statement No. 62, Coditication of Accounting and Financial Reporting
Guidance Contained in Pre-Novembet 30, 7989 FASB and AICPA pronouncements
(GASB 62). The requirements of this statement are effective for the fiscal year
commencing on Juli 1, 2012.

d. GASB Statement No, 63, Final1cial Repofting Deferred Outflaws of Resources,
Deleffed lnflouts of Resources and Net Pos/tior. The requirements of this
statemenl are effective for the fiscal year commencing on Decembet 75,2O1,L.

. e. GASB Statement No. 64, Derivatiye /nstruments: Application of Hedge AccauntinE
Termination Provision (amendment to GASB Sfatement No. 53J. The requirements
of this statement are effective for the fiscal year commencing on June 15, 2011.

The impact of these statements on the Municipality's basic financia, statements has not
yet beer determined.

17. SUBSEQUENT EVENTS

Act No. 94 issued on .June 16, 2011 by the Legislature established an incentive plan for
the payment of real and personal property tax dues, beginning on July 14, 2011. This
Act provides an amnesty to all property tax payers forgiving all penaltjes, charges and
interests of the unpaid principal of pass-due propedy tax Iiability. The period that tax
payers have to enjoy for such benefit is for exactly ninety (90) days beginning on luty 14
through october 11, 2011. The unpaid property taxes covered under this Act are those
related to fiscal year 2009-2010 and earlier (for real property taxes) and for 2008 and

. earlierfor personal property tax.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NARANJITO

BUDGETARY COMPARISON SCHEDULE-GENERAL FUND

YEAR ENDED JUNE 30, 2011

Properry taxes
M0nicipal license 1ax

Mun icip€l sales and use tax
Licenses, p€rmits and oter locallexes
Charges lorseryice

Fines and rorf€irur.s

Tolal rcvenues afto. crryover

EXPENDI]]JRES, ENCUMARANCES ANO OIHEi

Generai governrient

Cullu.e and recre€tion

ope raiing tra nsfer to otherfunds

Total expendltures, encumbrances and other

EXCESS (DEFICIEI{CY) O' REVENUES OVER (UNOEF)
EXPENDITURES, ENCU IBRANCES AN D OTHER
f tNANCING SOIJRCES (IJS€S)

Explanation ot Oifle.ences:
Sourca/inrlows ot.eBources:

$ 2,100,040
1,058,000

900,000
344,944

3,000
5.909.480

90,280
2,000

125,000
199.300

__19,195j!!
174.150

71.5? ! !94

s 5,825,049
690,363

3,24a,1a3
455,656
495.273
!2a,a92
3a,a53

2A9.625

!! 571.!94

$ 2.100,040
1,058,OO0

900.000
348,944

3,000
5,969.880

90,280
2,000

125,000
199.300

to 796.444

774.750
11571.194

$ 5,794,25€
635.304

3,33a,677
a42.3aa
493,759

69,497
37,764

359.541

1L57! 194

s 1,763,15a
1,182.801

76!,L-15
574,601

3,804
6,01a,523

1o4,3aO
8.794

446.851
196.544

11.100.675

-_____1laJ59
11475.425

5,524,044
607,700

3,492,72!
796,453
475,051

59,349
31,431

$ {336.882)
124,80L

(138,425)
225.657

804
48,643
14,104

6 794
361451
t2,776\

304.23!

304.231

$ 266,212
27,6!a

245,S56
45,535
14,704
10,148

6,337
206.031 153.510

10.797180 774.016

:f&lc.?48 -$18145

Acilarainounts (budgetary basis)'avairable for appropriatlon" from rhe budgerarycomparison scheduie
Difie.encoebudget to USGTAP|

Toralr.venu.s as repo.ted or ihestaremenl of revenlesi expendirures, and changes infund balan.es

Us6/out loc oI r€ourc6:
p€tualamounrs (budgetary basis)"tola I ch 3 lges to appropriarions" f.om lhe budgeGry compa.ien schedure
Difie.enc6b!dget to USGMP:
Non-b!dgoted expendtures
0peiatingtransfer out to olher lunds
Prioryear encumbrances reco.ded ascurreniyearexpendiluresfor USGAAP basis
Curcnt year encuJrbrances recorded aq erpenditures lor budgetary purpos6

Total expe.dltures and olhor fl.a.cler uses as r.poned o. the $aremenr ot revenues, expendrtures, and
chan66s in tund balan@s

(1) Rep.esnt! lund balame€ried der rrm p qy.ar

$ 11475,425

1774.754\

Llf,.lo!.a1s

$ 10,797,1aO

243.4a3

18,050
___1r.8,050)

qu.q4s6c3

&dcete! A4!lr!ls
Original Flnal



COMMONWEALTH OF PUERTO RICO

MIJNICIPALITY OF NARANJITO

NOTES TO BUDGETARY COMPARISON SCHEDULE - GENERAL FUND

YEAR ENDED ]UNE 30, 2011

1. STEWARDSHIP, COIlIPLIANCE AND ACCOUNTABIUW

A. Bud{etarv Control

' The Municipality's annual budget is prepared on the budgetary basis of accounting,
which is not in accordance with USGMP, and represents departmenlal appropriations
recommended by the Mayor and approved by the ft,lunicipal Legislature prior to the
beginning of the fiscal year. Amendments to the budget require the approval of the
N4unicipa Legislature. Transfers of appropriations within the budget, known as
Mayoas Resolullons, do not require the approval of the Munjcipal Legisiature.

The N4unicipality prepares its annual budget including the operations of the general

fu nd.

For budgetary purposes, encumbrance accounting is used. The encumbrances (i.e.,
purchase orders, contracts) are considered expenditures when incurred. For USGMP
reponing purposes, encumbrances outstanding at year-end are reported as

reservations of fund balances and do not constitute expenditures or liabilities because
the commitments will be honored during the subsequent year.

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

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

is the budget ordinance at June 30, 2011 representlng the original budget. There vere
no supplemental appropriations tor the year ended June 30, 2011.
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COIVIMONWEALTH OF PUERTO RICO

IVIUNICIPALITY OF NARANJITO
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YEAR ENDED JUNE 30, 2011
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REPORT ON COMPLIANCE AND ON INTERNAL
CONTROL OVER FINANCIAL REPORTING

BASED ON AN AUDIT OF FINANCIAL
STATEIVIENTS PERFORK]ED IN ACCORDANCE
WITH GOVERNMENT AUDITING STANDARDS



( lrtilicd Plblic Accountont & P rolt sr i ona I ( o n.fitl t.t nt

Membet of:
The Ameri.on htstitute of C?ftilied P bliL
Accoantants (AICPA)
Puerlo Rico Board ofCerlilied Puhlic

REPORT ON COMPLIANCE AND INTERNAL CONTROL OVER FINANCIAL
REPORTING BASED ON AN AUDIT OF FINANCIAL STATEMENTS

PERFORIMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Honoranble Mayor and Members
of The N4unicipal Assembly
Municipality of Naranjito
Naranjito, Puerto Rico

We have audited the financial statements of the Municipality of Naranjito as of and Jor the
year ended June 30, 2011, and have issued our report thereon dared February 22,2OL2.
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 llnjted States.

Compliance

As part of obtaining reasonable assurance aboul whether the Municipality of Naranjito
financial statements are free of material misstatement, we performed tests of its
compliance with certain provisions of laws, regulatjons, 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 that are to be
reported under Govern ment Auditi ng Standa rds.

We noted other matters that we reported to management of the Municipality of Naranjito in
a separate letter dated February 22,2072.
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lnternal Control Over Financial Reporting

ln planning and performing our audit, we considered the Munjcipality 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 overfinancial reporting.

A deliciency ln internal control exists when the design or operation of a control does not
allow management or employees, in the normal coourse of performing their assigned
functions, to prevent or detect misstataments on a timely basisi. A materia, weak ess is a
deficiency, or combination of deficiencies, in internal control, such that there is a reasonable
posslbiljty that a material misstatement ofthe lvlunicipality of Naranjito financial statements
will not be prevent, or detected and corrected on a timely basjs.

our consideration of internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and \rvould not necessarily identify all
deficiencies or material weaknesses. We did not identiry any deficiencies in intemal control
overfinancial reportingthat I considerto be a material weaknesses, as deflned above

This report, is intended for the information of the audit committee, the N4uniclpality's
management, the Department of Houslng 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.

, ,.,, ,/-

/,ru//,-'/k2/,4<,*-
CPA Gil Alberto Ortiz Cabrera
License 1332
Stamp #2586985 was affixed
to the original report
San Juan, Pueno Rico
Febtuary 22,2072

PMB 444 HC-01 Box 29030 Casua, Pue4o Rico00725-8900
78 7-7 I I-7699 & 939 -969-8 4U

,rrrrl cpaqilaorlizpr@botmail.com

d*h
6'[ l,g.I]"0,R,199 )B

G#
PUERTO RICO
Llosncla 1332
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REPORT ON COMPLIANCE WITH REQUIREI\4ENTS APPLICABLE
TO EACH MAJOR PROGRAi\4 AND lNTERNAL CONTROL OVER
COMPLIANCE IN ACCOROANCE WITH OMB CIRCULAR A.133



cQ il Alborto @rtz €dbrora
( (!t tilieLl PlthliL Accoltntant & Pr(iessionul (lnsulIunt

MeDrber of
The Arneticuh lnstitute of Certifrel Public
Accountahts (AICPA)
P e o Rico Bon l of Certirted Public
Accouhtants

REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE
TO EACH MAJOR PROGRAM AND ON INTERNAL CONTROL

, OVER COMPLIANCE IN A ACCORDANCE WTH OIVB CIRCULAR A-133

Honomble Major and Members
of the N4unicipal 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. Offlce of Management and Bud€et (OMB) circular 4-133
Compliance Supp/emeot that are applicable to each of its major federal programs for the
year ended June 30, 2011. The Municipality of Naranjito major federal programs are
identified in the summary of auditor's results section of the accompanying schedule of
flndings and questioned costs. Compliance with the requirernents of laws, regulations,
contracts, and grants applicable to each of its major federal programs is the responsibility of
the MLrnicipality of Naranjito management. Our responsibi ity 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 io

Governmental Auditing Stardards, issued by the Comptroiler General of the united States;
and ON4B Circular A-133 Audits of States, Local Governments, and Non-Profit Organizations.
Those Standards and OlvlB Circular A-133 require that we plan and perform the audit to
obtain reasonable assurance about whether noncompliance with the types 9f 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 aboutthe
Municipality of Naranjito necessary in the circumstances. We believe that our audit provides
a reasonable basis for ouropinion. Our audit does not include a legal determination ofthe
Municipality of Naranjito compliance with those requirements.

In our opinion, the Municipality of Naranjito complied, in all material respects, with the
req.uirements referred to above that are applicable to each of lts federal programs for the
year ended Jirne 30, 2011. However, the results of our auditing procedures disclosed
instances of noncompliance with those requirements, which are required to be reported in

accordance v/ith oMB Circular ,q-133 and which are described in the accmpanying Schedule
offindings and questioned costs.



lnternal Control Over Compliance

The management of the lvunicipality of Naranjito is responsible for. establishlng and
maintaining eftective internal control over compliance with the requirements of laws,
regulations, contracts, and grants applicable to federal programs. ln planning and
pe.iorming 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 controi 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 requ irement of a federal program in a timely basis. A materiai weak ess
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 wth 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
jnternal control that might be significanl 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.

P)///z-k/qk"--
CPA GilAlberto Ortiz Cabrera
License 1332
Stamp #2586986 was affixed
to the original report
San Juan, Puerto Rico
February 22,2OL2
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SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS



COMMONWEALTH OF PUERTO RICO
MUNICIPALIry OF NARANJITO

SCHEDULE OF FEDERAL EXPENDITURES AWARDS

YEAR ENOED JUNE 30, 2011

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

Federal Pass-through
CFDA Entltyldentifying

Numbel Number Expenditures

U.S, DEPARTIITENT OF HOUSING AND URBAN
DEVELOPMENT

Direct Program:

Section 8 Housing Choice Volcher

Direct Program:

Supportive Housing Program

Dire;t Program:

Honeless P'evention d1d Rap o qe.,rous'ng

Recovery Act Funded

Pass through the Commonwealth of Puerto Rlco
MLrnicipality of San Juan:

Community Development Block crants
State's Program

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

U,S, DEPARTMENT OF TRANSPORTATION:

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

lncentive Grants

Total LJ-S. Department of Transportation

a4_871

L4.235

$ 953,416

90,164

74_262

L4.224

20.600

190,576

1,496,242

2,730,358

742,577

702,577

U,S. DEPARTMENT OF HEALTH AND HUMAN
SERVICES:

Pass'through the common\lealth of Pueno Rico-
Family Departmenti
Chitd Care and Development Block Grant 93.575 Not Avaitabte 222,f8L
Pass-through the Commonwealth of Pueno Rico-
Family Departmentl
ARRA -Child Care and Development Elock Grant 93.713 Not Avaitabte

Pass-through the Commonwealth of Puerto Rico
Family Department:

PromotinASafe and Stable Families -Family
Preservation Grant

14,500

a,01393.556 Nor Availabie
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COIVIMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NARANJITO

SCHEDULE OF FEDERAL EXPENDITURES AWARDS (CONTINUED)

YEAR ENDED JUNE 30, 2011

Federal Grantor/Pass-through
Grantby'Program or Cluster Title

Federal Pass-through
CFDA Eht'tyloentitying

Number Number Expenditures

Total U.S. Department of Health and Human
Sewlces

U.S. FEDERAL EIv{ERGENCY MANAGEMENT
AGENCY:

Pass-through the Commonwealth of Puerto
Rico-OfFice of Governor Authorized
Representative:

Disaster Grant - Public pssistance

Disaster Grant - Public Assistance

Total US Federal Emergency lvlanagement
Agency

Total U.S. Department ofJustice

U.S. DEPARTMENT OF ENERGY:

Pass-through the Commonweatth of P!erio
Rico- lnf rastructure Finance Authority (AFl):

EnerA/ Efficiency and Conservation Block Grant
Program - Recovery Act Funded

Total lJ.s. Department of Energy

U.S. DEPARTMENT OF AGRICULIURE:
Oirect Program:

Rural Housing Preservation Grant

Total lJ.S. Department of Agrlculture

244,694

97.O36

97.036

3,420

13,075

16,495
U.S. PEPARTMENT OF IUSTICE:

Pass-through the Commonwealth of Puerto
Rico- Departmenl of Justice

Recovery Act - Edward Byrne MemorialJustice
Assistance Program

16.aO4 Not Availabte 76,726

76,726

41.124

10.433

25,000

25,000

48,643

4a,643

IOTAL EXPENDITURES OF FEDERALAWARDS $3,244,433

The accompanying notes are an integral part of this schedu e.
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CO|llMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NARANJITO

NOTES TO THE SCHEDULE OF FEDERAL EXPENDITURES AWARDS

L

YEAR ENDED JUNE 30, 2011

BASIS OF PRESENTATION:

The accompanying Schedule of Expenditures of Federal Awards includes the federai
grant activity of the [4unicipality ot 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 Circular4-133, Audrts of Stafes, Local Gavernments, and Non-
Profit Oreanizations.

AELmolsgrp to rroERAL FtNANcTAL REpoRTs:

Amounts reponed 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 fol,ows:

2.

Description

Special
Revenue

Funds Total
Per Schedule of Expenditures of

Non - federal programs Expenditures

Total expenditures in the rund
financialstatements $5,Os2,17a $5,052,17a

$3,244,433

!,aor,/45

$3,244,433

r,807,7 45
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NARANJITO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2011

SUIVlMARY OF AUDITOR'S RESULTS
Financia I Statements

Type of auditofs report issued: ljnouallfied

lnternal Control over financial repodinE:
> N4ateria I weakness (es) identmed? _yes _ILNo> Reportable condition(s) identified that are not

considered to be material weakness? _ZLYes _No
Noncompliance materialto financial statements noted? _Yes _ILNo

FederalAwards

lnternal Control over major programs:
> Material weakness (es) identified? _Yes -X_No> Reportable condition(s) identified that are not

considered to be material weakness? _Yes -ZLNo
Type of auditor's report issued on compliance for major programs: Unoualified.

Any audit find;ngs disclosed that are required to be repofted
in accordance with section 510 (a) of Circu lar 4-133? _Yes *y!_No

ldentification of major programsi..,..
o

CFDA Numbers Name of Federal Proqram of Cluster
14.262 Homelessness (HPRP)
L4.228 CDBG
L4.a7L 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
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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, 2011

SECTION II - FEDERAL AWARDS FINDINGS AND QUESTIONED COSTS

Our audit of revealed that the Municioality of Naranjjto has maintained an effective systemof ; ernat.conrrot over comptiance with'requ irements ;i l;;, r;;;iatt;ns; ;:ntracts andgraots applicabte to federat programs. No Federat e*"ro ii"ai"g;"; ail#oned Costswere detected.
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