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COMMONWEALTH OF PUERTO RICO
IIIUNICIPALITY OF NARANJITO

MANAGEMENT DISCUSSION AND ANALYSIS
YEAR ENDED JUNE 30,20I3

The Municipalily ofNaranjito (he "Municipality') discussion and analysis has been designed with lhe follo''vings

goals:

a, As\i.l lne reader in locusing on signifi canl llnancial issues'

hr Provideano\enie$ of lheMulrrcipdlir]' fin'rncial dcli!ity'

c; tdenlif! chdnses in the Municipalin " financial po5irion r:rs abilir)

\ear challenges),
a1 idenrifl anl"mareria, de\ialions lrom lhe financial plan rlhe approved

e) Identiry individual fund issues or concems'

since the Management's Discussion and Analvsis (MD&A) is designed to focus on the currenl lear alrivities.

.".iiril"g .i.-g.". ,,iJ .unently known facts,-pleaie read it in conjunction .'.i1h the Municipaliry's financial

statemeDls.

FINANCIAL HIGHLIGHTS

. The Municipaliry nel position increased by 52'058'9'19'

. Net posilion amounls to $68.341.766

. Capital assels increased by 56.173,504'

. Capilal expendilures amounted to $7.232.824.

. General fund balance increased by $1,5I6,0'19'

I]SING TEIS ANNUAL REPORT

This annual reDort consists of a series of new financial statements with a change in the focus from previous

;;;'"","';;,e;;;;".;;;;; il' i; ;n both the Municipalitv as a whole (golernmenFwide) and the major

i"airiar"i fr"a.. Both perspeclives (govemmenl-lvide and major fund) allow the user to address relevanl

qr..ir""., i,i""i"" "-oJr;.'to. "o.pu",i.on 
(year 10 )ear or government to govemmenl) and enhance the

MunicipalitJ s accountabilirY.

Government-Wide Financial Statements

The Govemmenl-Wide Financial Slatements are designed to provide users of the financial statements with a

i.".a *..ri"* "f,t" 
Vunicipality's finances in a manner sinrilar to private-sector companies'

The Statemenl ofNet Position presents information on all oflhe Municipaliq s assets and liabilities with the

aiii"*"i. s"i*.." m,r, reponei a. net position. over time. increases or decreases in net position may serve as a

,r.irii"ir"".. .i *r,,.,r'"r'rhe financial posilion ofthe Municipaliry is improving or deierioraling.

to address ihe next and subsequent

budget), and:

.l



The Statement of Activities presents informalion showing ho\r' tlre Municipalii-v-'s net.assets changed during the

."r, ,*"", f"J y.-. All ;hanges in ne1 position are relorted as soon as the underlying event giving rise to the

.i."""" 
"""".t. 

.*".af"ts oi the timing ol lhe relaled cash flows' Thus' revenues and expenses are reporled in the

l;1.il;;;:;:"i;;;il;;ir ;"i; ;"',i; i" *sh flows in fulure nscar periods' rhe starement of Aclivities is

l'".rr.i 
"" 

fr"rf, ,fr" g-ss and net c;si of various activities. which are provided by lhe governnent's general lax

u'J o,rr". i*"nr.rl rhis is intended to summarize afld simplify lhe user's analysis of cosi of various

tovern menla I se r! ices.
COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF NARANJITO

MAN-AGEMENT Dl SCUSS ION AND ANALYSIS
Yf,AR ENDED JUNE 30' 20I3

Fund Financial Statements

The Fund Financial Sratemenrs provide detailed information aboul lhe Municipality's rnosl significant funds, nol

;;;;;i";;iii', ;;;;nlte. nre Iiaunicipatitv hasonlvonekind o'fund which is the govemmental fund'

Govemmental Iunds arc used to account for essentiallv ihe same functions reported as govemmental activilies in

llre d"""ir**, Wide Financial Sratements Howiver, unlike the Govemment wide Financ;al Statemenls'

t""J-r"rii""a rtr"*cial Statements focu; on near term inflows aDd oulflows ofspendahle resources as well

;'"; ;;l;;:;.-;; ;;;auti" .".or,""' a\ailable at rhe end of the riscal year' such information is userul in

evaluating the Municipality's near lerm financial requiremerls

Because the fbcus ofgovernmental funds is narrower than lhal ofthe governmeni wide financial slatements' il is

i."fuiio 
"o,rp"r. 

th; information presented for govemmental funds^with similar infomation presented for

oovemmental acriviries in the government wide fi;cial slalements. By doing so, users ofihe bas;c financial

ffi;il. il; ili;;i,'i"l'i"ia t'r* r"'e-'"'"' i'npact of the Municipalilv's near term financial decisions' Both

oflhe Covernmental Fund Balance Sheet a;d tht Cout'nln"ntul Fund SElement of Revenues' Expenditures and

irl""g"il" er"J e;r"".es provide a reconciliation lo facilitate this comparison bet\\reen governmenial funds and

govemmental activilies

Infrustructure Assets

Hi{6ri.allv a sovernmenl's largest group of assels (infrasructure - roads' bridges' traffic signals undeJground

ffi":'il;;'";;;.ffi \ltr,1'r,irliii- !'" 1 have not been reporled nor depreciated in sovernmenl financial

lrjt"ment.. G,qSB J4 requires thal these assets be valued and ieponetl wilhin the governmental column of the
"C""*r."*-Wia" 

S""ments. Addilionally. rhe govemmenr musr elect to elther (a) depreciate these assets over

their estimated useful life or (b) develop a system"ol asset managemenl designed ro maintain the service delivery

norenrial 1() near DerDeluilv ll the govern_nenr de!elops lhe *itt 
'nonogt"'tnt 

r)\lem rlhe modified approach)

$;'; ;Jilil],;"1';;.1 "".,1 'r,i'a 
i""' b] caregory' measure' and;emonnrdre5 itr mainrenance or loLdllv

"'iuiJijf,"a 
t.t"f. of'"r.ice \randard(.lhe go\e;nmeni mo1 r'cordit'costolmarnlenanceinlieuofdepreciation

The information about the condition ana miintenance of condition o1'the government infrastructure assets should

;;i.;i;;;i;i ;;".*t ur.,. in .unLu"tinj u local go!emment and its-peiformance over lime The Municipalirv

has elecred lo denreciale infra.lruclure a'sets in(lead ol using lhe modll'ed approdcn'

FINANCIAL ANALYSIS OF THE MUNICIPALITY AS A WHOLE

Net Positioo

As noted earlier, net posiiion may serve over lime as a useful indicator ofa governmefi's financial position The

iarr"Gr,,);. ;.i ilttlon total;d $68 3 million al the end of 20ll' compared to $66'l million at the end of the

previous year,



tt . targ.st ponion of the Municipalit)'! net assels consists ofthe investmenl made throughout the years in capital

".."i. .iJ It 1""a, trifdings, equipment and inlrastructure' The Municipalily uses these capital asscls lo provide

I*i"* 
'i"1,. 

.li;r"".; 
"-onr.qu"nttl. 

these assels are nol available for future spending' Ahhough' the

,,,.i.i"^fitr'. ;"r..,ln.nt in it5 ;apilal a.sels is reponed net o' related debt' il should be nolcd lhat lhe resources

;.:ilI};;;;, ;itt ;;;i ,,'i o. p.' i*a rrom rh; Debr ser\ ice rund 'ince rhe capitar a"e s rhemsel\ es cannol
-u"'rJ 

i" iilf,iiar" tt*e liabilili;s. The amounts restricted for debt service represents another porion ofthe ne1

urr"ta, una tf,ar" uaa ."aources subject to external restrictions for the purposes explained above-

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NARANJITO

MANAGEMENT DTSCUSSION AND ANALYSIS
YEAR ENDED JUNE 30' 20I3

Condensc.l State icnt ofN€' Position
.Iu.€ JO. 2() r 3 .n.l 2() I2

2()\3 20 t2

16,119.336

2,969-861
1a.8.14,413

$ l6,l3l,l'11

Curent liabilities
Noncurrent Iialrilities

'r<,kl liabilities

ln€sted in capital 6sets, net ofrelated delrt

Total net t]osition

7().305.832
86.436,973

t6.619.1l)2
2().154,156

5 5.462,432
l 1,7 I 6.63(l

(796,6:rs)
$ 66-242.4I 7

60,1aa,336
1,609,633

Chrnges ir Net Position

rhe MuniciDalil\'s nel posilion increased by $2 0 miltion' Appro\imalely

."u.nr" .u." lrom granls dnd conlribulionr' including federal aid' $hile

Municipality's expenses cover a range of services' The largest expenses

works and public housing and welfare

66 percenl of Ihe Munrcipalil)'s total

7l Dercent resLrlled lrom la\es. The

ruerc fo. gen.ral govemment, Public



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NARANJITO

MANAGEMENT DISCUSSION AND ANALYSIS
YEAR ENDED JUNE 30, 20I3

C'o-densed Siatcde

Progran rowenucs

a)pe.aiins srmts,r.i c'ntrit'utions
Capital grmts 5d co ntri t'ut i o ns

General re€nues

N,runicipat lice-se t*
sares .nd use taxes
Grants and cortributions not res'ricte't ro

Inieresl and inveshe
Nliscell leous

Total re€nues

Ceneral solernmenr
Put,lic safciy
P trt'li. wks
Hearth sd \rclr_are

Co:nmDritY dewcroPft ent
Lrrb dc!€loirme.r

.].otalexpenses

Chdee in net I)osition
r..Iet posilion. tceinnine oavear
N.r positi.,n. end ofvcff

522.O33

FINANCIAL ANALYSIS OF THE MUNICIPALITY'S INDIVIDUAL FUNDS

As noted earlier, the Municipality uses fund accounting to ensurc and demonstrate complia'ce with finance-

related legal requirements

Governmental Funds

ThefocusoftheMunicipalily-sgovernmenlalfundsislopro\ideinformaliononnear{erminflows'outflows'and
h.lances of sDendable resources sLtch rnfonnaiiot is usef'rl in assessing the Municipality's tinancing

;;:;.;; 
-i; 

;;,ru,, *,.**.a fund balance nla). serve as a usefut measure of a government s ner

re.ource. a! ailable lor spending al lhe end ol rhe fiscal ) cdr'

As ofthe end olthe cuneni fiscal year' the Municipality's governmenlal funds reported a combined fund balance

oiSto.; rnittion 
"orputed 

io a fund balance of$1l l million in lhe prior year'

6



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NARANJITO

MANAGEMENT DISCUSSION AND ANALYSIS
YEAR ENDED ruNE 30, 20I3

The general fund is included within the govemmental funds; il is the chief operating fund ofthe Municipality As

ofJune 30, 2012, the general fund has a fund balance ofS2.2 million The fund balance increased by $1.5 million
during fiscal year 20I3.

GENERAL FUND BUDGETARY HIGHLIGHTS

Over the course of lhe year, the Municipalit)' Council revised the Municipality's budget lo reclassify certain

expenditures among the different governmental funct;ons. Such reclassificalions ll]ere necessary to provide for

the developmenis thal affected the Municipality's finances.

Actual revenues and expendilures were moslly on line with budgeled amounts.

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets

The Municipalily's investment in capital assets as ofJune 30, 2013, amounts to $91.5 million, net ofaccumulated

depreciation of $l5.0 million, leaving a net book value of$76.5 million. This investment in capilal assels includes

la;d, buildings, improvements, equipment, inlangibles, infraslruclure and construction in progress. Infraslructure

assets are items thal are normally immovable and of value only to the state, such as roads- bridges, streets and

sidewalks. drainage syslems, lighlinB syslems, and similar ilems-

The total increase in the Municipality,s investment in capital assels for the current fiscal year was about 8.7870 in

terms ofnet book value. Actual expenditures to purchase or construcl capital assels were $7.2 million for the year.

Depreciation charges for the year lotaled $l.l m;llion.

The Municipaliry finances a significant porlion of its construction activities through bofld issuances. The

proceeds from bond issuances designated for conslnrct;on aclivities are committed in its ent;rety for such

purposes and cannot be used for any other purposes. As ofJune l0' 2013' lhe Mun;cipality has $5.8 million of
unexpended proceeds from granls and bonds lhat aae commifted 10 future construclion activities.

Debt Administration

The puerto Rico Legislalure has eslablished a limitation for the issuance ofgeneral obligat;on muiicipal bonds

and notes for the payment ofwhich the good faith, credit and taxing power ofeach municipalily may be pledged'

The applicable law atso requires that in order for a municipality to be able to issue additioflal general obligalion

bondi and notes such municipaliiy must have suffrcienl *paymenl capacity." Act No. 64 provides that a

municipality has sufficienl ..paymenr capacity" to incur additional general obligalion debl ifthe deposits in such

municipality's Redemption Fund and the annual amounls collected with respect to such municipality's Specia'

Additi;nal Tax (as defined belo\',), as projected by GDB, will be sufllcient lo service to maturit-v the

mun;cipality's outstanding general obligalion debt and the addilional proposed general obligalion debt ("Payment

Capacity").

1



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NARANJITO

MANAGEMENT DISCUSSION AND ANALYSIS
YEAR ENDED JUNE 30, 20I3

The Municipality is required under applicable law to levy the Special Additional Tax.in such amounls as shall be

*qrir"Ji"J,rt" ir"y."rt ofits generii obligation municipal bonds and noles ln addition' principalofand inlerest

oriuff g"**f dttigation munic;pat bondi and notes and on all municipal notes issued in anticipation of the

issuanc! otgen"rat'oUtigation bonds issued by the Municipality consiitute afirsl lien.on the Municipality's Basic

i":t ,*.rri.. ,Lccordiigly, the Municipality's Basic Tax revenues would be availatle lo make debt service

Davmenrs on aeneral obt;eition municipat uonds and notes to the exlent thar lhe special Addilional Tax levied by

;h; M;;i.iprilty, togethei *ith moneys on deposit in the Municipalitv's Redemplion Fund' are not sumcient 10

"nr", 
*"t O"t, seiice. It has never been necessary to apply Basic Taxes to pay debl service on general

obligation debt of the Munic;pality.

ECONOMIC FACTORS AND Nf,XT YEAR'S BUDGETS AND RATES

The Municipality relies primarily on propery and municipal taxes as well as federal-granls to carry out the,

g"*.r."",if u"iiriti... iti.roti""tty. iroperty and municipal laxes have been very predictable with increases of

o:fproximatety five percent. F.derai g.ant rerenues may vary if ne\\' grants are ava;lable hut the revenue also is

very predictable.

Those factors were considered when preparing the MunicipaliR's budget for the 2013_2014 fiscal year-

FINANCIAL CONTACT

The Munioipa,hy's financial statements are designed to present users (cidzens, taxpayers' customers' investors

_j 
"r"ai ",irl 

iith a general overview of the Municipality's finances and to demonstrate rhe Municipality's

**r"i"tili,v. If youiave questions about the report or need additional rrnancial 
-information. 

contact the

Municipality;s Chi;f F inanciai Officer at P.o Box 53 Naranjito, PuertoRico00719-0053'

8



COMMONWEALTH
MUNICIPALITY OF
Statement of Net Position

OF PUERTO RICO
NARANJITO

.lune 30. 2013

ASSETS

Cash and cash equivalents

Cash with fiscal agent

Accounts receivable:

Municipal license tax

Intergovernmental
Sales ans use tax

Fines
Federal grant

Capital assets

Total assets

LIABILITIES

Accounts payable and accrued liabilities

Due to other governmental agencies

Deferred revenues:

Municipal license tax

Federal glant revenues

Noncurrent I iabilities:
Due within one year

Due in more than one Year

Total liabilities

NET POSITION

Invested in capital assets, net ofrelated debt

Restricted
Capital projects

Debt service
Federal and state grant funds

Unrestricted
Total net Position

See notes to basic financial statements.

4,813,592

6,593,327

4,047

514,263
65,934

1,380
1,682,l6l

76,479,336

$ 9qJ5,040

2,147.003
19,084

596,155

207.6t9

I,3f9,127
17,504,9E6

q 2Lq8.271

60,188,336

3,226,877
3,780,668

602,088
543,797

$ 68,341,766

9



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NARANJITO
Statement of Activities
For the year ended June 30,2013

Op.ratin8 Capilal

posidon

Comui$ developmenr

lnteresr on lonS-term debl

Experlses

s 8.052,E11

896,354

3,01'1-?61

l,ll9.2l0
711.392

472,398

r50.261

87.764

741,5'15

$-
30,195

1.10t,270

$ (7.949,451)
(865,E59)

(3.014.76r)
(237.960)

(741-192)

1472.398)
( r50,26r)
(87.764)

(743,545)

$ (r4,28r.395)

$ 2.825,9'14

l.?32,t09
1.156.9E8

9-696.632

25:1.196

676.275

16,1.12.3:14

2.058.949

66.282,Et7

! !!t4J!6

103.188

$ I7,5 t8.548 101.188 s 3.ll1,765

MlmiciPallicese ta\
Mmicipalsales and use tax

Grants and conributiom nol resrioed to specific progranls

lnkrrn dnd .n\c.Irk earnings

MiscellareoG
Total €Eneral relcnucs

Change in nel Position
Ner position at b€ginning of Year

Ncr posnion al end ofYed

See notes to basic tinancial soremnts.
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF NARANJITO

Gr.tu

ASSETS

cash ond cash equrale s

LIABILI''IES A.\D F(AD BAI-A:{CES

LIABILTIILS
Accouls payable and accr@d lL.bilrtes

De b olts goremmnhl astmLcs

Federal grad rcveMs

FLIND BALANCES

Total lirbitrics ,nd tund belam.

Eund Balarce Go\e]rr@bl Fuis

$ 1,296.161

:81,769

1,130

$ rllqlro

s 2,17.941

19.03.1

2,s46.868

I36.52l

1.682,r6 r

$ 970,561

2,856,611

$

3.?16.695

4,8l],592
6.591.12?

$ r,fl j,550 x r 3r7 rri $ l.?80.663

i14.263

1,130

1,68?,161

2,107,099

$ !!l!L!!l

l.3ll.l62

$ 17,r,2J4

rer.;r5
600,118

3.226.8',11

i 2.14?.ml

?07,619

5.276,960

7.609,611

r,097,2r0
10,706,34.J

$ 15.933,801

(13,84i,411)

$ 63,3,11.766

-:--].le!

601,088

1.126,8?7

$ 1.327.195

1,130,661J

t :i,730,668

Cdp'El 6..s b' l'n 3o\. nEnul rcri! e! are n'i l'd Jl rc5oule'

and Erelurc mr reponed n Llf, gplermtul liLlds

l,ng erm liab'lites, ircludlngbods Pavable, arc ml dE and pdvable in

U* io."u pe.loa 
",,a 

m*rot *r .epotud rn rtE solerrmtul fi'ds

see mrcs b b,sic nmmralsbtmnls

ll



COMMONWf,ALTH OI PUERTO RICO

MUNICIPALITY OF NARANJITO
sutemenl ofRevcnuen Eipendnurcs,nd Ch'ng's in rund B'hnces

for thc rear tnded Junc 30' 20lJ

Frn

i74.15

l?,6r7.260

trn ToEl

Mocipal eles anl 6e 6x

Lcemdi peEnib ail odE leal l.1Es

EX?ENDITURTS

Cultue dl reraton
Col1roi! devcloptuhr

EXCESS (DEI'ICIENC' OF RE\€NUES O!€R
(LNDER) EXPEN'DN\ JRES

OTHER FINANCING SOURCES (UJES)

P,Needs nom iss@e of lo]E_tm debr

Tod drEr li,@rng souces (6sl
EXCESS (DEFICIENCTJ OF REVENUES O\ER

(UNDER) O<PENDIIURES AN'D OTIIER

F']NANCINC SOURCES (USES)

FUND BAIANCES. ar beg mitB of Y*r

FLND BAIjNCES, ai end ofYes

1.197-t1l

5.r19,0?,1

l3.0ll

626,114

19,1',17,197

r,ll9,2l0

7 2f2,:!24

7,11,545

r.re6.;rr

711.5r5

l1 tot It 7616.031

rl177 u!0)

1.516.049 11.177.010)

rrsi 161 1.079,0en

r r mr ]lu ! bil.033

9J.1.r.19 11.703,'115

(17q3..177) 613.490 (l.ll0,q13l

1.540.000

. 1.510 00'

11253.177) 6l3.l9n

I lrl.l'3
r 111,37? S 1.730.663

11,297.79r

s 10,706.341

(l,ill,60'rl
s :.053,e{e

Net cha,E in lili balffie govemftnul li, li

Arubs repodsd ior gpvelrmial actvirres 
'n 

$e sbtft of31rvirresaredrfr{edbeca6e

Goverm ,l turls epon caPiol oulavs s 
'xpendtrrss 

Holetr' in i* sbremd

oldriviries rhs cost ol rhese r$cb l! depreciated orer n*r r stmd ceful lr\ es

,d repoftd 6 depreciauon exp€Ee This r ltE tmur bv wlnch 
'apiul 

odlavs

erceeded deprdErion in rhc cred penod

-lh.ssErce oflongcmdcbr(e s;, bods, l6e,,rovides cre nlwial r'so@es

bm\erffiddidd'srnkrlf.cpoln orr 
^ 'Drl 

o' lolE-Em debr 'otft '
i*'.-.n r*."' -.,.- u e"\e,mrul rura\ Ne**' tr,mootr howe\e' ' hJ

aNefiecton*r6ss Als govelrtrncl inns rep'n rlE eflecr of EsDrce c66'
nEmlm 0-!06. nd, nl,'ert Ehendebr' 6' J b'ro {laR"' \'e'm^
ircddeneo".ddmr 7 drrh. alc'Tf,ufa' Ie' la'rmdrrhrr rc'

ofrtEsedifere*es indt tcaftnrof lorercmdebr aid rlxr'd m

see mres b bas'c liEtrral sbiem
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF NARANJITO

Notes to Basic Financial Statements

Fiscal Year Ended June 30, 2013

l. Reporting Entity

The Municipality of Narsnjito (he Municipalirr-) of the Commonwealth.of Puerto Rico is a local

g"**."ri-i"".iu*.0 in 18;4 with full legislative fiscal and adminislrative powers to operate as a

govemment

The Common\r'ealth's Constitution provides for the separation of po\'!ers ol the executive' legislative and

iriili u,r"lr,., 
"r,r," 

co*,on*totttt una it" mL'nicipatiries' Ho*ever' the Municipdlirv s governlnenral

1,.,"..*.iri. "r**rrive 
and leBislari\c branche' onlj A Ma1or. elecled e!ery four )ears b) lhe cili/ens'

ffi1"'. ff;;ffi;;"** "r,r,'" 
llrrlip"iit). The Lgistarive power of rhe Municipalirv is exercised bv

,r," ruir"i.lr"ir'"g,.hri.. *tto'" "'Ut"lit ut"o tl"tttJ""'1 lour years Thejudician po\ter r5 e\ercised

;;il; ;";:;i:;:;;; aoun ivsiem ortne commonweahh' which has iurisdiction over the Municipalitv'

The Municipalit) assumes either full or shared responsibilit-v Ior providing services to i1s citizens related to

Dublic houslng, welfare' public tn'"tl' rt"urtft' iul'itution' 
"au"ution' 

cuhure' recreation' educalion' urban

i:;;i;;;"i:';;";;;;de'elopment ind manl orher llscal tseneraland ddminisrrari\e qer\ice5

2, Basis ofPresentation and Summary ofsignificant Accouniing Policies

The accounting and reporling policies of the Municipalily conform to accounting principles generally

acceDted in the United slates or atn"'i"u'_iu s ceip)' as apptlcatte lo govemmental enlhies The

ii*,""rr",iii i"rr"*. 
-c"*.**''r 

el""'"ii"e s*''a*a' soaid rceSBr pronouncemenrs under rhe

r,i..,.rh\ ..r,hli.hed bv CeSe Srarement IrolSS. l'e Hi"rarchy oJ t;cncrally AcceflPd Accounting

'il,,,iii'i"li,i" i,aiocat oore'nnents'inthe preparation ofits financial stalemenls'

The Dreoaralion ol financlal slatemenls in conformil) Bllh U,S, cAAP reqllire5 management lo make

:lii.:,;:-J;;;,fin] 'n"r 
ur"'' it" ;;;;; ;'"""" of a"ers and rrabiriries' the d;'cro5trre or

.i",i'"*"a *t." *o'f frtirirlt' ar rrre aoie olitte financial 'l'llement' and lhe IePoned amounls of re!enue'

""1'"-?.".*i*p*ait*es 
during the repo$ed period Aclual results could differ liom those estimales

Government-wide and Fund Finsnci'l Statements

Goyernment-lyide Financial Statements - The statement of Net position- and. the statement of activilies

renon inlormalion on all acli\ilies "r'r.. 
v,"i.ip"ri,}. rhe edect of inlerlunJ ba]ances has been removed

iH 
"ii. 

il;;;;i;1,; .,u,",.n, ii r" p"liir"L rdrficiencyr. excepr for rhe residual ,tmounrs due

#l.ll":H;;;i:;"it"i"'*'vp'acii'iri" rnr"runachalsesrorrenicesamontsruncrigl::rt^l:

eovernmenl-\ide cralement ol a.r,u,ii., t,ure nol been eliminaled. The \'4!nicipdlil) s a(lr\(res are

5iJilil:;';""; gou"nrn*''r ;;; ;;';""ivp' acri\iries' co!ernmentar acri\itie) seneralll are

financed through ,u*.t, tnt"tgo'"'nrnt'iui 
't"""*"1' 

-a olher non-exch^ange revenues' Business-type

activities are financed in *t,ote o, in pan uy tees charged ro ej'rernal panies for goods or services or interesl

eamed on inveslmenl securnies. Folow;;;'is ;a"r. ri[ii., ot *" Municipalir] s government'w;de financial

statements

1l



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NARANJITO

Notes to Basic Financial Statements

Fiscal Year Ended June 30,2013

ThestatementofnetpositionpresentslheMunicipality.sassetsandliabililies,lviththedifferencereportedas
Nel po.ilion. N(l pocilron i\ reponed in ll'ree cdlegone5'

. lnvested ;n capital assels, nel of re,ated debl. consist of capital assets' net of accumulated

depreciadon and amonization. and reduced by ouistanding balances-of bonds noles and other debl

th;t are attributed to the acquisition, construction. or improvemcnt ofthose assets' ifany'

. Restricled net posit;on result lvhen constraiDls placed on Nel position use 
-are 

e;ther eKemally

imposed by crerlitors, grantors' contributoE, and the like' or imPosed by law through constilulional

provis;ons or enabling legislation

. Unrestricted net position consisls of Net position thal does not meet the definition of rhe t\\'o

pr"""Jir! *,.g"i;.t. Unrestricied Nel p;sition often is designaled' in.order to indicale lhat

ilunug",i'.nt ao_.. not .onsider them to be available for general operations. unrestricted Net position

oltenlas constuinls on use thal are imposed by maDagemeni but such conslraints rnay be removed

or modified.

The statement of activiries demonstrates the degrec lo $hich lhe direct c)'Penses of a given tunction or

."n..nti'otfs.rbrproqranre\enuesDire'le)'p'ente'arelho'elhalareclearllrdenrifiableuirnina'pecific
i:;;,;; ;;;;;;"i";-,"' inctuae r t , inre"'r inco'e on loans and invecrmerrrs chanse: in rhe lair value or

investments.;nd i'ees and charges 1o customers for services rendered or for privileges provided and (2) grants

""a """i;u,,,i.". 
,f,u *" resiri-cted to meeting lhe operational or capilal requirements ofa particular function'

dn".:* no, *"",ing the definition ofprogram 
'evenues 

are reported as general revenues'

Fund Findncial Stalemenls_ Oun,1 
"sg6unring 

i: designed to demonskate legal compliance and 10 aid

i""".i"i ,r"rg.nl*, by segregating transactio'ns relare-d to certain govcrnmenl lunclrons or act;vities A

;ffi l;" ;;;; ";""inti; "-nritv-*itr1 
a self'balancing set of accounts' The financial aoivities of the

fr{rnicipatity'tnat are reporte-d in the accompanying basic financial slalements have heen classified inlo

govemmenlal and enlerprise funds-

Separate firBncial stalemenls are provide'l for governmental lunds and enieqrise- funds ' Maior individual

qovernmental and enlerprise funcls are reported as separate columns in the lund financial slalements with

ion-major funds being combined into a single column'

Fundbalancesforeachgovemmenlalfundaredispla}edinrhefollolvingclassifiLarionsdepiciinglherelative
.t;"d;;;;;;il;s-;onsrrainrs placed on the purposes for $hich resources can be used:

. Nonexpendable - amounis thal cannol be spenl because they are nol in a.spendahle form (such as

inventories and prepaid amounts) or are legali) or contractually required to be mainlained intacl'

. Restricled- amounts lhal can be spenr only fo' 'pecific Purposes becau\e of constraints imposed

h\ exlemal Dro\id(r: tsuch as granlors bondholoej' and highcr l<\el' ofgo\ernrnenl) or impo'eJ

b1 consritutional prori,ion' or enabling legiJalron' 
-. iommitea - amounts lhat can be sp;l ; l) lor spcc itlc pu rpose! delerm ined by a lbrmal action ol

the government's highest level of decision-making Municipality'

. e,ss_igned - amounis the government intends to use for speciiic purposes thai do not meel lhe

crile;ia 1o be classified as restricied or committed'

. Unassigned- amounts that are available for any purpose'

IJ



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NARANJITO

Notes to Basic Financial Statements
Fiscal Year Ended June 30, 2013

when both resricted and unresficted resources are available fbr use. it is the Municipalily's policy to use

restricted resources first. and then, unrestricled resources as lhey are needed'

Measurement Focus. Brsis ofAccounting, and Financial Statements Presentation

Goyernmenl.WideFinancialslale7,enls_ TheBovemment.widefinancialstatementsarereportedusingthe

economic resources measurement focus and the accrual basis of accounling. Revenues are recorded when

eamed and expenses are recorded \lhen a liability is incurred, regardless oflhe timing ofrelated cash flous.

CranlsandsimilaritemsarerecognizedasrevenuesaSsoonasalleligibjlityrequiremenlsimposedbylhe
provider have been mel.

cayefnnentdl Funtls Financial stdtements - The Bovernmenlal fund financial statements are reponed using

the current financial resources measurement focus and the modiijed accrual basis ofaccounling. Revenues are

recognizedassoonastheyarebothmeasurableandavailable.Revenuesareconsideredtobeavailablewhen
itrey"are collectitte *ithin the current period or soon enough thereafter to pay liabiliii."s oflhe currenl period.

ioittlr purpo.", the Municipality considers revenues 10 be available ifthey are collected within 120 days

aru, irr" lniortrr" lt"ul year. Principal revenue sources considered susceptible ro accrual include federal and

Commonwealth funds to be received, olher revenues are considered lo be measurable and available only

when cash is received. Expendilures generally are recorded when a liabilit) is incurred' as under accrual

accounling.

Modifications 1o lhe accrual basis ofaccounting include:

. Inlerest on general long_lerm obligations is generally recognized Bhen paid'

. Debr servici principal expenditures and claims andjudgmenls are recorded only when payment is

due.

For financial reporling purposes, the Municipality classifies its govemmental lunds wilhin the following

categories:

Getreral fund - The general fund is the MunicipaLlq's main operxting lLrnd and a.rnaior governmental fund'

^ 
G"aa ur"*. *;_a to account for ail financlal risources and govemmenral activities, except lor financial

..."ri.". r.qrl."a a rr" accounted ibr in another fund. h is presumed that the Municipality's govemmental

""ii"lii* 
f."i" been reported in the general fund except for transactions for which^one of the following

"n.n"ttins 
,earons ha. required rhe uie of another lund: (l) legal requirements, (2) GAAP requirements or

iii ,Ir,"' aii"r,:i 
"l 

."rn; 'financial adminislrarion requiring the use of a govemmenial fund other than the

general fund.

Debt service fund. The debl service fund is a major govemmental t.und' as d€fined beIow, used by the

;;;j;;it,;t; ;*..for the accumulation of resourcei for, and rhe pavment of' principal and interest for:

iiiu""i. p"y"tf" f". *hich debt service paymenlr are legallv mandated ro be accotrnled for in a debl service

irnO unaloi fzl bonds payable or any general lonS-lerm debr for $hich the Municipalilv is being

""ir.ri"i"g 
i,r"".i"r ,e.ources i, adu,n.Jto pay principal and interest payments-maturing in fulure years

c"r.iti"",ry"*rir, tr," prior fiscal years fi n*ciai siuiemeni ptesentation' during the fiscal year ended June 30'

zoij.it. i,i -.i"r *,irity accounted for in the debt service fund lvas specifically related to bonds payable'

l5



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NARANJITO

Notes to Basic Financial Statements
Fiscal Year Ended June 30, 2013

Special revenue funds - Special revenue funds are govemmental funds, as deflned below, used by the

triunicipality to account for;evenues derived from gmnts, contributions or other revenue sources lhat are

either self-restricted by the Municipality or legally restricted by outside parties for use in specific purposes

The uses and limitati;ns of each special revenue fund are specified by municipal ordinances or federal and

,tui" .tutrt".. Ho*.r"., ,esources ;e$ricted to expendilures for purposes normally financed from the general

fun,t are.eported in the Municipalit-a's general fund provided that all applicable- legal requirements are

uppiop.iur"tv.uti.n.a. In this case, u tp"iirl ..u.nu" fund 10 account lbr such kind ofr'nsactions will be

used only iflegally mandated.

CaDital Droiects funds - Capital p.ojects funds are governmenlal funds, used to account for the financial

,".i*.., ^.a 
for the acquisition. conirucrion or improvemeni of major capital facilities and other assets.

S;g"if,""rt 
""pl,"f 

outlayi financed I.om proceeds of general obligalion, public improvement or special

obligation bonds accounled for in the capilal projects funds.

The use oflhe capital projects funds has been reserved only for major capital acquisitions' conslruction or

i.p."r".""i 
""iiiri"t'that 

would distort financial resources trend data if not reported separalely from the

other Municipality s operating activities.

The focus of the GFFS is on major governmental funds. which generally represent the Municipality's most

;moonanr fund.. Accordingly, the M-unicipalily is required 1o segregate govemmental funds between major

uni roni.ui., *"gori"s 'iiitrin 
ttre CffS Major individual govemmenlal funds are reported individually as

."p".* 
""fir.". 

i"ifl" cFFS. while dala from all non-major govemmenlal funds are aggregated imo a single

column, regardless of fund ryPe.

By definition, the Municipalily s general fund is considered a major governmenlal fund for financial reporting

p,1.po."r. in uaalrion, uny other governmental fund would be classified as a maior governmental fund in lhe

bnFS if its total assets, Iiabilitiea' revenues or expenditures ofthd individual governmenlal fund are a1 leasl

l0 oercert of the corresponding element totil (assets, Iiabilities' revenues or expenditures) for all

;;"J;;;"i^iirr;;. ior thi purpo-ses of applving the aforementioned major fund crileria' no eliminations of

i'nterfund balances have been made. Total revenues for these purposes means all revenues, including operaling

unJ non-op"rut;ng."r,"nues (net ofallowances fbr uncollectible accounts), except for other financing sources'

Total expenditur-es lor these purposes mean all expenditures, including operating and non_operaling

erpenditules. e\cepl lor olher financing u:es.

Based on the aforementioned criteria. the Municipatity's major governmental- funds reponed in the

,'*"rp""yi"g CffSare: (l) the general fund, (2) the special revenue state and federal grants fund' and (3)

fie capital projec$ fund.

The Municipality period;cally undertakes a comprehensive evatualion of its fund structure to ensure that

".-"fi". *i,fl all'aspecrs thar are of importance 1o users of general purpose extemal financial repons'

L"ri.q*"iri, rii ."p!rnuous funds and some intemal funds currentlv used bv Municipality in the dav-to-dav

u".or.iing rjio""ar*. r,ave nol been reported as individual govemmental funds in the accomPanying fund

financialstatements.
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COMMONWEALTH OF PUERTO RICO

MTINICIPALITY OF NARANJITO

Notes to Basic Financial Statements

Fiscal Year Ended June 30' 2013

The accompanying GFFS are accompanied bv the following schedules required by GAAP: (1) the

reconciliarion of the balance .n"o - go*;,rin,;i-rrnd. to ih" .tu,"."n, of net position' and (2) the

reconciliation ofthe slaieme.t or rerenue.. expenait,tres and changes in fund balances _ Elovemmenlal funds

1() lhe statement ofactivities.

Budgetsry Control

TheMavoranditsAdministrativeCabinelprepareanntlalbudgetseachfiscalyearfortheMunicipality,s
;:il;i'il;;iil;"*i"t i'.a su"r' rJguirii uaoo'a budg-ets are based on,expecled expenditures bv

irrnn.am a,d estimaled resources uy .ourie. The'annual budgerr are dereloped u'ing elemenls ol

:##l;:i;; p-'.o|.r,, u,ag'' ing una 
"'o-u^"d 

uudg"ting u'id in..tude esrimate5 of re\ enues and orher

[;;:.:i;.il;;il;r"; lr*i 1'"' ''"a* 
l"*' -J'egurattns i*;sting ar ttre rime the budgets are prepared'

The Malor musl 5ubmil lor lhe llscal ]ear commencinq on the nexl lul) l' an dnnual budeetar) resolution

Droiect (lhe Proieclr lo lhe (ommrssloner Jv '"itip'i 
e l''i^ ofthe Comm-on$eallh rlhe Commissioner)

ani rhe Municipal Legi'lature no laler lhan iu1 iO utiO r',lu1 l5 respectivelt' lhc Commis:ioner preliminar)

iI;". ,ili ;;$;"i;:i.o*prie, *,rn 
"rr 

rr,. aipii."ui" r""'. *a *i"t"ions and mav pror'de comments and

suggestions to the Mayor on or before June ll'

theMunicipdlLegiJalurehasl0busine(sdaysuplotheimmedialellprecedin8Junelllodiscu:sand
#;': il:?"i".i ffi."aln'"i'* t'' iii'"l"liui r'gi'tu'*'. 

'na-u'nend 
rhe.budsers submired b! rhe

Mavor bul ma\ nol increase an) rrems so ,'"ri"."rit. " 
a_.n.i, *ithout impo"ing ta-res or idenlif!ing other

;;1.-.,;;;;;,;. i" .",", .,.r, a.n.i,. e n., ir,e Municipar Legi"larure nodifle" and preliminaril] approve'

rhe projecr. rhe modified Projecl i. r."t t^.1 i"',r,. u"iii lor"his approual.ot re'leclion \4irhin b da):' The

Ma\or mav decrease or elrmrnate -] r'";'it;; ;;i *ii no' int'"i'" or insen any'ne* line item in lhe

buisers The Malor ma) also telo lhe budgeit'i' titit "*i"'t 
and retum il lolhe Vunicipal Legislalure $ith

his obieclions. lf lhe Ma)or reiecls lhe p|."lltt tf'" v*itip'1 I egislalure $ill ha\e up lo 8 dal5lo adopl or

illii'*.'i"."rri"o",ion. o, oui..rio* oiit. v,1or. ir,. app,o'.a Project i: senr asain ro rhe vavor'

*_'trictr then uould trave .] dals lo sign and approve it'

Ifthe budeets are not adopled Prior lo the end of the deadlines referred to above' th€ annual budgets for the

orecedine fiscal year. as approved b1 rhe'Legi'larure and the Malor' arc aulomalicall\ renesed lor the

ensuins ilscal \ear unril lhe t,,"ni.tprr r-"girr',r."lni,t" volot uppto'" ne\\ budgets''lhis permils the

Municipality lo continue doing puy'"'o io' lit 
"ptr.ut'on' 

ana ornii purpoles until the new budgets are

approved.

The annual budgets may be updaled tor any esiimate revisions as well as fiscal year-end encumbrances' and

mav include an) dddirionat ,",.-r., ,;q;;i;;;r rhe \,lunicipal Legrslarure. lhe Ma\or ma) requesl

'ubsequenr amendmenr. 'o 'r'' 
upp'ou"o'lffi; 

";;l; ,t' 
"u;"tr 

io tt't approval ol rhe Municipdl

Legislalure.

the Mrnicrpalrry " Deparhenl oftrndnce has lhe re'ponsibilitt lo ensure thal budgelao spendingconlrol is

mainlained ior day-lo-duy rnunogtttnt tonioi p""iit""pi"ai'** pluq encumbrances ma! nol e\ceed

hudrered amounr\ ar rhe e\pendirure-rlpe ;;i;i:;;c;;;.r J,r.r racririrv uirhin.a proeram \ rthin a lund)'

the Vayor mav rran<rer unencumbered 
';;;;p;;i;';' ;iI"-prog'ram' *irhin flunds' rhe Municipal

i.gi,roi,ir. ,q i-*1., amounLs amonB proBlams \ ilhin and among lund('

t1



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF NARANJITO

Notes to Basic Financial Statements

Fiscal Year Ended June 30' 2013

The legal lelel oF budgelao control (ie' lhe level at which expendilures 
^may 

nol legally exceed

"rr."pri"ii."f 
I 

"t 
,r,. fuictionsiprog'um leuel tilhin the general and debt service funds' respectively'

under the laws and regulations ofthe commonwealth the appropriations made for any fiscal year shall nol

;;.""d;;;;;;;", inctuding availatle-iurpi'i' 
"trirnoltia 

io' suia nscal vear unless the imposition of

ta,xes sufficienl lo cover said appropriations is provided'

Budgetary Accounting

The Municipality's annual budge$ are prepared using the budgetary (statutory) basis ofaccounting' which is

not in accordance with GAAP.

According to the budgetar) basis of accounting' revenue is generally recorded when cash is received Sho(-

i"r. ,ri i""n""r" u",'r.wings may be used to-finance budgetary excess ofexpendilures over revenues.

The Municipalily uses encumbrance accounting to recorJ the lull amount of pu rchasf 
-orders' 

contracts atd

other commitments of appropriated tttou'l!' * deduclions lrom the app'oprialion prior to actual

"*r""al*r..'i. 
,t. g"".*..nrut furdr, 

"n"r.trance 
accounting is a significant aspect ofbudgetary control.

;,:#;i;i;,;';#l;i aie gene,uttv recorded when the relited expenditure is incurred or encumbered

er"iiJi"'"rpt"i.;",i-t and eric,mbrances are established to lapse one fiscal year after lhe end ofthe fiscal

i# o."r"i, i.qr,t"o lo senle claims dnd jLrdgmenls againsl l'he \4unicipdlil) and cena;n other liabiliries'

lr. ""t 
r.i"g"lrJJ ,"trl lhe) are tn"*'u"'ia or. o"rher"ise procer'ed for parment' I nencumbered

"pp.pri"iJ*" 
*1 encumbrances lapse rt fiscal lear_end oher appropriations' mainly capital projects

^..r6nrirrions. are continurnq accounB ror which lhe Municipal Legislalure has authorized that unspent

il"u"I" t ".li " 
,r'"i rear oeiarriea ror* ard and madc avarlable lor currenr spending'

The accompanying statement of revenues and expendLrures- - budget and actual 'budg€tary basis _ general

fund. provides inlormalion about rtre general tund:'s originat btragei irs amendmenlr- and lhe dclual resuhr oI

#;;#; ;i ';;;;;;;meniat 
r,ni unae' rne oudgeiarv ba'is or accounrins ror rhe llscal \ ear ended June

30.2013.

Deposits and lnvestments

Under Pueno Rico statules' public funds deposited in commercial banks must be full).collateralized for the

amounl deDosiled in e)\ces: ol lederal 'leposi'rorv 
insumnce' All 'ecuritieS pledged as collaleral dre held bv lhe

l""1:i;i,'";;;;;;r,v-"i'p*." ilic;. ln addiiion, fie Municipaliry maintains depos;rs with the

Co\emmenl Development Banl lor Pueno Rico {GDB)'

The Municipality's bank balances rn commercial banks of $1'296'16l in the g€neral fund were fully

";,i";;;;ii;;,lr," 10, 2011. ln rhe spe-c-ia n""enu" srate and Federal crants fund there were deposits

*;ii."*r""i"t t"rt. 
"isz,s+o,soa, 

ana seio,so: in cap;tl nrojects Fund, thal were fullv collateralized

The deDosits at GDB of $6'591'127, restrioed for capital projecls joint resolulions' other govemmental

;l'.: iJ';;, il;;r;i*. *" ,"***a 
""a 

Lrncouatiralizid, as no collateral is required to be carried bv

govemmenlal bank

llt



COMMONWEALTH OF PUERTO RICO
MTIINICIPALITY OF NARANJITO

Notes to Basic Financial Statem€nts
Fiscal Year Ended June 30. 2013

Accounts Receivable

Receivables consisl ofall revenues earned but not collecred at June 30, 20l i- These accounls receivables are
slaied net of estimaled allouances for uncollectible accounts, which are determined based upon past
colleclion experience, historical lrends, currenl economic conditions and the periodic aging of accounts
receivable.

Activities among govenlmental funds rhat are represenralive of lending/borrowing arrangements outstanding
at the end ofthe fiscal year are referred to as eilher -due ao/from other funds', (i.e. the curent ponion of inter_
fund loans) or 'advances tofrom other funds ' (i.e. the non-currenl portion of jnter-fund loans), as applicable.
All other outstanding balances between funds are reported as 'due ro/from other funds',

Use ofEstimates

The preparation of the a€companying basic financial statements in conformify with GAAP requjres
management to make significanl estimates and assumptions $at aflect the reported amounts of assets and
Iiabilities, the disclosure ofconringent assets and liabilities at the dale ofthe basic financial stalements, and
the reporled amounts of revenue and expenses during the reporting period. Actual resulrs could differ liom
those estimates.

Inter-fund Activities

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

Inter-futrd loans Represent amounts provided with a requiremeni for repayment, which are recorded as
"due from" in the lender governmental fund and ..due to, in the borrower govemmenral fund. Inter_fund
receivables, which are nol considered to be currently available financjal resources, are reported as
advances. For amounts not expected to be collected within a reasonable period of time, inrer-fund
receivables/payables are reduced to the estimaled realizable value and the amounl that is not expecled to
be repaid is reporled as an operating lransfer from lhe governmental fund that made the loan.

Inter-fund transfers - Represent flows of assets (permanent reallocation of financial resources among
govemmental funds) without equivalent flows of assets in retum and without a requirement for
repayment.

Operating transfers are reported as other financing sources in the governmenlal lund making transfers and
as other financing sources in rhe govemmental fund receiving transfers.

Inler-fund reimbursements - Represent repaymenls from the governmental fund responsible for
particular expenditures or expenses to lhe governmental fund that initiallv paid for them.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NARANJITO

Notes to Basic Financial Statements
Fiscal Year Ended June 30, 2013

Capital Assets

Capital assets used in governmental activilies include land and land improvements, buildings' slructures and

building improvements. machinery and equipment, fumiture and fixtures, vehicles, construction in progess.

and infrastructure. These asseB are capitalized and reported in the accompanying slalement of net position.

infrastructure assels are generally stationary in nature and include roads. bridges, streets and sidewalks,

drainage systems and other similar assels.

For financial reporting purposes, the Municipality defines capital assels as assets rvilh an individual cosl of
$5,000 or more at the date of acquisilion, construction or improvement, and rvilh useful lives extending

beyond one year. All assets with individual costs under $5,000 or wilh useful lives not exceeding one year'

are charged directly to expense in the govemment_wide statement ofactivities. In the governmenlal funds, all

capilal assets are recorded as capital outlays (expeDditures).

In the stateme ofnet position, all capital assets are recorded al cost or cstimated hisaorical cost ifactual cost

was unavailable, except for donated capilal assets, which are .ecorded at their eslimated fair value at lhe dale

ofdonalion. Estimated historical costs based on deflated current costs were used 10 value a significanl portion

oflhe infrasuuclure conslructed or acquired Prior to June 30.2002 and certain lands, buildings, struclures and

building improvemenls.

Major oullays for capilal assels ard improvements are capitalized in the statement ofnel assets as projects are

constructed- The costs of normal maintenance and repairs that do not add value 10 the asset or materially

extend capital asset lives are nol capilalized.

Deprecialion and amortizalion expense is recorded only in the govemment-wide statement of activilies

However, there is no depreciation or amortization recorded for land and construclion in progrcss. Depreciable

capital assets are generally deprecialed or amortized over their estimated uselul lives under lhe strai8ht-line

method. The estimated useful lives ofmajor capital asset categories are:

Years
50
l0
z5
l0
1

lmpaired capital assels lhat will no longer be used by the Municipality. if any' are reported at the lower of
carrying value or fair value. Impairmenl losses on capilal assets with physical damages thal will continue lo

be used by the M unicipality are meas red using the restoralion cosl approach. Impairments of capital assets

that are subjecl to a change in fie manner or duration of use, or assels affected by enactmenl or approval of
laws or regulations or other changes in environmental factors or asscts thal are subjecl to lechnological

changes or obsolescence, ifany, are measured using lhe service units approach.

Description
Buildings
Infrastruciure
Building and site improvements
Vehicles
Machinery and equipment
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Deferred Revctru€s

In the CFFS, deferred revenue arises $hen one ofthe following silualions occur:

The Municipality receives resources belbre it lms a legal claim Io them (unearned revenue). In subsequenl
periods, when the revenue recognilion criterion is mel, the Iiability for deferred revenue is removed and

revenue is recognized.

Delened revenues at the govemment-wide Ievel arise only when the MuDicipality receives resources before it
has a legal claim to them.

Compensated Absences

Compensated absences are accounted for under the provisions of Slatement No. 16. Accounting for
Compensatecl Absence,;ssued by GASB (CASB No. l6). Compensated absences include paid lime off made

available to employees in connection wilh vacation, sick leave and compensatory time. The liability for
compensated absences recorded in the accompanying stalemenl ofnet posilion is limited lo leave that: (l) is

attribulable to services already rendered on or before June 30, 2013 and (2) ;s not contingent on a specific

evenl that is outside ihe control of the Municipality' and lhe employee (such as illness). Compensated
absences that relate 1() future services or are contingent on a specil'lc evenl outside the control ofthe employer
or the employee are accounted for in the period when those seNices are rendcred or those events take place.

The liabilily for compensaled absences includes salary-relaled costs, rvhich are directly and incrementally
related to the amounl of salary paid !o lhe employee (such as enrployer's share of Social Security ta.xes and

Medicare laxes)-

The vacalion polic) of the Municipality provides for the accumulalion o, regular vacations at a rate of 2.5

days per month (10 days per year) per employee. Employees accumulate regular sick leave atarate of 1.5

days per month (18 days per year). Employees accumulate compensatory time al a rate ot 1.5 times the

overtime worked. All vacation and sick leave days accumulaied by employees in excess of l0 days and 90

days, respectively, are paid to employees each year, if not consumed. as required by law. In the case of
compensatory time, the excess of2,10 hours is paid to employees each year. ifnot consumed. .

Upon lermination of employment, an employee rcceives compensalion for all accumulated unpaid regular
vacation leave at the current rale. In lhe case of regular sick leave, ifthe employee terminales his or her

employmenl before reaching I0 years of services, such regular sick leave is not paid to the employee, if nol
consumed. ln addition upon termination ol employment, an employee does not receive compensation lor
compensatory time, ifnot consumed previously. After l0 years ot services, any regular sick leave balance is

paid to the employee. Accumulated vacalion time is fully vested lo the employee at any lime.

The Iiabilily for compensated absences is reported in the stalemenl of nel posilion. A liabilil) for
compensated absences is reported in the GFFS only rvhen maiured (when payment is due), for example, as a

result of employee resignations or retiremenls.
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Notes to Basic Financial Statements
Fiscal Year Ended June 30, 2013

Long-term Debt

The long term liabilities repo(ed in the accompanying statements of net posilion include the Municipality's

bonds payable, notes payable, accrued compensated absences, and accrued legal claims andjudgments ifany.

All long{erm debt to be repaid from governmenlal resources is reported as liabilities in the accompanying

statemenl of net poshion. Principal and interesl payments on bonds due on July 1, 2013 are recorded as

govemmenlal Fund liabilities in the GFFS (debt service fund) when resources are available in the debt service

fund (June 30, 2OIl). In fie GFFS, lhe face amount ofdebt issued (gross debt reporled) is reporied as other

financing sources when issued.

Accoutrting for Pension Costs and Post-Employment Benefils

The Municipality accounts for pension costs from the standpoinl of a paraicipant in a multiple-employer cost-

shaing plan. Accordingly, pension costs recognized in the accompanying basic financial slatements are equal

to the stalutorily required contributions, with a liabiliry recorded for any unpaid required contributions.

The govemmenl of the Commonwealth of Puerto Rico is considered to be the sponsor of the Employees'

Retirement Sysrem of the Governmenl of Puerto Rico and ils Instrumenlalities (ERS) and System 2000, a

muhi-employer cos!-sharing defined benefit pension plan and a hybrid defined conkibulion plan. respectively.

in which the employees ofthe Municipalily participate.

The Municipalily is considered a participant, and nol a sponsor, ofthese retirement systems since the majority

oflhe participants in the aforementioned pension trust funds fie employees ofthe Commonwealth of Puerto

Rico and the basic financial stalements of such relirement systems are parl ofthe financial repo(ing entity of
the Commonwea,lh ofPueno Rico.

Risk Management

The Municipalit-v carries commercial insurance covering casualty, theft' tort claims and other losses

Insurance policies are negoliated by the Commonweahh's Depanmenl of Treasury (the Department of
Treasury) on behalf ol all municipalilies of Puerto Rico. The Department of Treasury pays the insurance

premiums on behalf oflhe Municipalily and then is reimbursed each year through monthly equal payments

;educted from the Municipality's Sross property tax colleclions made by the Municipal Revenue Collection

Center ("CRIM", by its Spanish acronyms), a governmental eniity responsible for billing and collecting

property la.xes on behalfofall municipalities of Puerto Rico

The Municipality carr;es insurance coverage for death and bodily injuries caused by aufomobile accidents.

This insurance is obtained through the Automobile Accidents Compensation Administration (ACAA)' a

component unit ofthe Commonweallh. This insurance is compulsory for all licensed vehicles used on public

roaG and highways in Puerto Rico. The annual premium is $35 per licensed molor vehicle, which ;s paid

directly to ACAA.

22



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NARANJITO

Notes to B&sic Financial Statements
Fiscal Year Ended June 30, 2013

The Municipality obtains workers' compensation insurance coverage tkough the State Insurance Fund

Corporation (SIFC), a component unit ofthe Commonwealth. This insurance covers workers against injuries.

disability or death because of work or employmenl-related accidents, or because of illness sufTered as a

consequence oftheir employment. workers' compensation insurance premiums are also paid lhrough monthly

deductions made by CRIM from lhe Municipality's gross propeny la,x collections.

The Municipality obtains unemployment compensation, non_occupational disabilily' and drivers' insurance

coverage for its employees ttrough various insurance programs administered by the Commonweallh's

Depanmenl of Labor and Human Resources (DOL). These insurance programs cover workers against

unimployment and provide supplementary insurance coverage for temporary disability' or death because of
work or employment-related accidents or because of illness sullered as a consequence oftheir employment

Unemployment compensation, non_occupational disability and dr;vers' insuraDce premiums are paid directly

to DOL on acost reimbursement basis,

The Monicipality also obtains medical insurance coverage from several health insurance companies for its

emplbyees. Different health insurance coverage and premium options are negotiated each year by the

Department ofTreasury on behalfofthe Municipality. The current insurance policies have not been canceled

or lerminated al June 30. 2013.

Iuture Adoption of Accounting Pronouncements - The GASB has issued the following statements:

. GASB Statement No.65, hens Previausty Repaned as Assels and LdDilirier, which is effective for
periods beginn ing after December 1 5, 20 I 3.

. GASB Statemenl No.66, Technical Correctbns-21|3-an amendment of GASB Slatelnenls No. 10

axdNo. 62, which is effeoive for periods beginning after December l5' 2013.

. GASB Slalemenl No.6'7. Financial Repofline.for Pension Plans-on ame dment af GASB

Statenenl Na. 25.' hich is efieclive for periods beginning after June 15, 2013

. GASB Statement No.68, Accounting ond Financial Reponing for Pensians an umenlnent of
GASB Statenent No 27, which is efTective for periods beginning after June 15' 2014.

. GASB Statement No.69, Galerndent Combindlions and Disposals of Governmenl Operations,

which is effective for periods beginning after December I 5. 20 I l.

. GASB Statement No.|o, Accaunting nd Financial Reporting -[ar Nan-exchange Financial

Grdr.arrs?s, which is effe€tiYe for periods beginning after J une I 5 
' 

20 I 3.

. GASB Slarement No.'71, Accounting and Findncial Reporthg for Pensian transition for
canlributions made subsequent io the measurement dale' which is effective for periods beginning

afterJune 15.2014.

Management is evaluating the impact thai these statements will have on the Municipality's basic financial

statements.
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2. Credit Risk

The following is essential informaiion about credit risk, interest rate risk, custodial credil risk, and foreign

exchange exposure of deposits and investments ofthe Mu cipalityatJune30'2013:

credit risk , This is the risk that an issuer or other counterparty to an investnent will not fulfill ils

"tllgrtl"r* 
t" compliance with the laws and regulations of the Commonwealth of Puerlo R;co the

Munlcipality has ad;pted, as irs custodial credit risk policy. the Sr,rterlert af Uniforn lhlestme t Guillelines

fat the Mu;icipaliie; of he Camno*'eahh ofPuerto Rico, issued by the Government Development Banklor
puerto Rica. iccordingly, the Municipality is only allowed to invest in obligalions ofthe Commonwealth of
Pueno Rico, obligations oflhe United States of America, certificates ofdeposil, commercial paper, bankers'

acceptances or in pools of obligations of the Municipalilies of Puerto Rico' which are managed by GDB'

According to 1he aforemenlioned inveslment guidelines, the Municipality is nol allowed to invest in

marketabie securities or any other type ofinvestmenrs (debt securilies) for which credit risk exposure may be

significant. Consequently. at June 10, 201I and for the fiscal year then ended, the Municipality invested only

i; certificates ol deposit in commerciai banks, lvhich are insured by the Federal Deposit Insurance

Corporation (FDIC), generally up to a ma-\imum of$250'000 per depositor. No inveslments in debl ofequity

sec;rities were made dur;ng the fiscal year ended June 30, 2013. Therefore, the Municipality's management

has concluded thal the credit risk related to any possible loss related to defaults by commercial banks on the

Municipalily's deposils is considered low at June 30, 2013.

lnter€st rste risk - This is the risk ihal changes in interest rales ofdebt investmenls will adversely affect the

6iliG of un inte.t.enl. The Municipality manages its exposure to declines in fair values by: (l) nol

including debt or equity investments in its investmenrs po(folio at June 30, 2013, (2) limiling lhe weighted

average 
-marurity ofits investmen6 in certificares of deposit io periods ofthree months or less and (3) keeping

mo$;f i$ banks deposits and certificates of deposit in interesi bearing accounts generating inlerest at

prevailing marker rates as required by rhe s/aren ent of u ilbrn Inyeshent Guideu es lor the lllu iciPdliti€s

of the Cimmonwealth af Puefia Rico ksued b! the Gov€rn ent Develapment Bank lar Pue o Rico (the

adopted policy ofthe M;nicipality). Ar June 30, 20l3,lhe interest rale risk associated with the Municipality's

cash and castr equivalent is considered lou since the investment portfolio of the Municipalily consists of

cerlificates ofdeposit and do nor in€lude debl securities or any type of investments that could be affecrcd by

changes in interest ra1es.

Custodial credit risk tn the case of deposits, lhis is lhe risk thal in the event of a bank Iailure, the

Mr^t"lp"lll],t,1"p"*.maynotberecovered.PursuanttolheStalementaflnvestmentGuidelinesfatthe
coueri."it of tie Common\teatth of Puerto Rico, the balances deposited in commercial banks by the

Municipaliry a;e insured by the Federal Deposit Insurance Corporalion (FDIC)- generally up to a maximum of
$250,0d0 p;r depositor. ln addition, public funds depos;ted in commercial banks by the Municipality are fully

collateralized for the amounts deposited in excess oflhe federal depository insurance. All securities pledged

as collareral are hetd in the Municipality's name by rhe agents ofthe commonwealth's secretary ofTreasury.

Deposits of GDB, are uninsured and uncollaleralized. Horvever. no losses related to delaulls by GDB on

deposit transacrions have been incurred by the Municipality rhrough June 10, 2013..It is management's policy

to only mainlain deposits in banks allilialed to FDIC to minimize the custodial credit sk' excepl for CDB'

Therefore, the Muflicipaliry,s managemenl has concluded that al June 30. 201]' lhe custodial credit risk

associated with the Municipality's cash and cash equivalen$ is considered low.
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Foreietr exchanpe risl This is fie risk that changes in elchange rates $ill adlersely affect the value ofan

investment or a deposit. A".o.u,ng to tn" uio'"Intniioned lnvesl;enl guidelines' adofled by the Municipality'

lhe Municipalin ir pre\ enred lrom '""''lng 
; i"'ti"" ttt'ririe' or ainl other tl pe' o[ inve'lmenl' for \ hich

cdrei!n e\chante ri.k e\po'r,..ul o" tigiint'n'' itco'dingll' manageme n I t6^corc luded lhdl lhe lnreign

erchlnge ri.k rilated ro the Mtrni'rnalil] s denorils i5 cunsiJered lo$ at Ju re ru rur \'

3. Property Taxes

lhe oer(ondl property lax i5 sell_a"essed b) the la'xoa)er on a rel'rm $hrch is lo be flled bv Vay l5 ol each

.l^:-'. ;,':;- l^ri^, , on.emmentalenLitr ir.ated u. tt,. got.,nmtnl ol PuenoRicoa5partolrhevun:cipal

l:'H#[i;ffi;;'i:;'.;;;;;;'i iosi n'ur p'o;""v '* is a"essed b1 rhe cRrM on each pi<cc or

real estate and on each bu;lding.

The assessment is made as ofJanuary I ofeach year and is based on current values for personal properly and

", 
.Jr"i"a ,rrr". * "f 

1957 for re;l p;perty iax. Thc tax on personal propen) musr be paid in full logether

with lhe return b) May 15. The tax on reai propen) ma) te pard in lwo rnstallmentsby July I and January l'

The .RIM is respo*ibte lor the bilting and coite.tiom of."il ,nd p".tonal propert) taxes on behalf of all lhe

,;;;;;;l;,i;;?P;" Rico. Prior to the beginninB 01 eaci fiscar vear' the cRlM-informs the Municipalitv

of the estimaled amount ot p.opttty tu* ttp"it"a ti'be collected for the ensuing fiscal year' Throughoul th€

. ""' ,hp cRlM ad!ances lunds ro rtre V,iitipatirl based on lhe inilial eslimaled corleclion'' the CRIV rr

i.Ti,lil;r';^;;;:;;* ,"'*r"""i 'i'''i"""i on a fi'Lar )ear ba'is $helebv a comparison i' made

i,"]*""" ii," "r"r"ir 
advanced to the vunicipatity and amounls actually collecl€d liom laxpayers' This

settlement has io be compl"l.d on u p'"tirninnt-u Uasls not later rhan three monlhs after fiscal year_end' and a

final settlemenl made not later tftun tit-rnonrl" after -vearend lfthe CRIM remits to lhe Municipalir)

;;;.;;';;';..t. "hich 
are less than the tax actuallv collecled' a receivable from $e CRIM is recorded

at June 30. Holvever, if ad'ances exceJi it't u'ount u"tuutty collecled by the CRIM' deferred revenue is

recorded al June 30.

On January 26, 2000' Public La\r No- 42 was enacted authorized lhe CRIM to oblain a loan up to

$200,000,000, and for a term not to exceerling l0 ]ears' to allow for the financing of fie debt lhat the

ilr"i"*"ii,*i , puerlo Rico have $irh the c[tM irising from final se$lements of property ,.\ advances

versus actual colleclions firough ttscat year ended June 36' 2000 The amounls thal the Municipalities will

collecl liom additional propefiy raxe' i"'ufting ftoln increases in the subsidy from the Commonwealth of

Puerto Rico to the Municipalities ut" *'ignti lhrough thrs la$ ro repa) :ytl lo1 Th" increase in this

subsidy wasthe result ofrle puutic Lau t'li:;8 enied on august l5 lggg'Ono'toherll-2001 Public

Law No. 1.16 \Yas enaced to amend Public Law No' 42' lo ex;nd lhe loan amortization period up to l0

years.

Also. on october I I. 2002, public La$ No. 172 was enacted. ro provide as aD opt;on for the Municipalities to

include rhe debr thar rhe Municipatrries oi pueno Rico have witii the CRIM arising from final settlemenls of

nrooerwu.\advancesvercusactualcolleclionsforlhefiscalyearendedJune]0,2001$iththeloan
luihorizea rhro.reh puUlic La$ No 42 erracled on Januar) 20 1000'
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onJune261997'PublicLawNo.2]wasenactedauthorizinglheCRIM,amongotherihings,tosellthe
propety tax receivables relaled to la-{payers who owed property ta-xes from 1974 to 1996 Such property tax

."""iuull". *".. purchased b] the Public Financing Corporation' a subsidiary of the Govemment

Development Bank of Pueno Rico (GDB) using the proceeds of a bond issuance executed for such purposes'

Said L;w inposed the CRIM the obligation to replace uncollect;ble property iax receivables rlith any valid

property tax;eceivable or equivalenl in money- Subsequenl to the approval of the Law and to fie sale

iransaciion. it *as detected that a substantial percentage ofthe receivables sold were uncollectible. ln order 10

prolecl the economic damage 10 the financial structure of municipal;ties caused by the subslitution of

;ncollectible la-\ receivables with sound collectible receivables. on october 11,2001, Public Law No 146

wasapProvedandenacled.ThroughthisLaw'thecRlMwasauthorizedtoobtainaloanfromanyqualified
financial instilulion and pay in advance the oulslanding balance of lhe bonds issued and any relaled cost

incurredforthepurchasebythePublicFinancingcorporation(aGDBsubsidiary)oflhetaxreceiVables.

Residential real propeffv occupied by irs owner is exempl by law from the payment of propefiy laxes on the

firstsj5.ooooftheassessedvalue,Forsuchexempledamounts'lhePuenoRicoTreasur]'Department
assumes paymenl ofthe basic tax to llrc Municipalities, excepl for propert) assessed at less rhan $1 500 for

which no p;yment is made. As pan ofthe Municipal Autonomous Law of 1991, the exempt amount to be

paid by the'Puerto Rico Treasury Deparlment to the Municipalities \las frozen as of lanuary 1, 1992 In

addition, the law grants a tax exemption from the paymenl of personal property ta'xes ofup to $50,000 oflhe

assessed value 10 relailers having annual net sales ofless than $150,000.

The annualtax rate for liscal year 2012.2013 iS 7.83% for real property and 5,83% for personal property of
which 1.0370 of bolh ta-\ rales are for the redemplion of public debt issued by the Commonwealth of Puerto

Rico'Theremainingpercentageisdistributedasfollows:(a)6.80%and4.80%'respectively'representsthe
Municipalhy's basicliope(y la-\ rate which is appropriated for basics and accounted for in the general fund

A ponion oisuch amounl is deposiled in an equalization fund together with a percentage ofthe net revenues

ofthePuertoRicoeleclroniclotteryandasubsidyfromlheCommonwea]ihofPuertoRico,Fromsuchfund,
a distribution is made 10 all municipalities; (b) l.OO% represents the ad valorem iax restricted ior debl service.

The commonwealth also contributes an annual lax rate of0.2% ofthe Property tax collecled and such amount

i\ accounred for similar to ilem (a) abo!e.

Property tax revenues in the general and debt service funds amounled to $1,949,630 and $876'314'

respectively, for the fiscal year ended June 30, 2013.

,1. Municipal License Taxes

The Municipality is authorized to impose and collect municipal license taxes to any nalural or legal person

traving traae or tustness activities w;ihin the territory of NARANJITO. This is a self'-assessed tax generally

based'on the business volume of taxpayers, measured by gross revenues. The Municipality eslablishes the

applicable tax rates. At June 30, 20ll, the municipal license tax rates imposed by the Municipality were 1'50

piicent for financial institutions and 0.50 percent for other types of ta-xpayers'
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Tach ta\oa\er musl assess lhe corre'ponding mun'cipal license tax by declaring lhe \olume ol bu:ine"

l;:: iil"T,';"i,,;;,;;. rr.J.." ai,.iil si*ed on rhe acrual volume of business r rer enue'r generared in

iifi:"::,ifr* #;""; v.r.-r:"'pl,v.i' *iii' u 
'"t"' 

volume of $3 million or more must include audited

n""ir.iur-outIrrt"n,, *irt rherr ra'. ietum [ilings' The l&\ cdn be paid b] lhe taxpa]er in l\\o equal inslallmenl5

dueonJulll5andJanurryts.suotequtnito?elilingofthedeclarationon,Aprill5'Thefirstrnslallmenlof
**r*.oJ"o,rl" ,;*-,oonih period ended December l'i' subsequent to the filing date of the declaration' while

i'rra .i.""alr.,"rr.*, 
"fthe 

tax covers the six-month period ended June l0 oflhe subsequent calendar year'

ii'; l;p;;;; .h"" . p") rhe td\ in full on rhe Iiling dare ol rhe declararion {generallv April l5 r' a 5 percenr

al*"rri,l. **","0 auiomatically on rhe total tax airount due Municipal license lax revenues for the fiscal

y"". *iJ "ir".:0.:of: amounied to $1 156 988;n the accompanving financialstatemenls'

Anv municiDal license ra.xes collecled in advance (that is, penaining to a fulure fiscal year) are recordedis

;"7;U;;"H'u",. ir;;;a .""i.,prr li.** r* ieuenuei .ecorded in the accompanyins GwF-s and.GFFS

^.."""a 
t" isso,,55 

" 
June 30, 2dlS This amount represents the municipal license laxes corresponding to

ii.J V"-'""ai"g':*.:0.2014lhat were collected in advance du ngthe last quarter ofthe current fiscal

year, as required bY law

5. Sales and Use Taxes

The Municipality imposes a sales and use ta'\ pursuant to-the provisions of the Pueno Rico Internal Revenue

Ci;;. ;#;.;. ihe tax consirts of one percenr (1.090) on fie sales price of raxable irems or on lhe

purchase prices ol all u)aBe.5lorage or consu'ption of ta*able ilern5 excluding sh^lesales [hesalesand

I..-i* ir', *rfr***a ia-r collecred b1 rhe Mtrnicipalirl lhrough monlhl) r'1\ relum\ due on lhe tlvenlielh

i"y Jr,rr"lr."J[" r"llowing monttr' ine tax r"tu-' *" fit"a t1 the respective businesses thal are required

hv law ro withhold the t&\ lrom consumers on each t&\able product or service Sales and use tix revenues

a;ounled lo S 1.025.184 lor the ficcal ) ear ended June l0' 201 1'

The commonwealth ofPuerto Rico imposes a separale state sales and use tax of 0 5% which is imposed and

collected bv the Puerto Rico Treasury Depanmenl through monthly lar relurn due on the lwentielh day oflhe

ffi:#;i"'ii;*i.n;;;"ir,". ir,i' oiv' 
'l* " 

ua'inisre;ed bv the covernmenr Dev-elopment Bank or Plerto

ii;." i"iii,"i"rr"*iig purposes: (1)0'2T"isdepositedinthe;elr'Municipal Debt Service Fund"' strictlv for

"i"",,^* 
r"r"t . rr," i.irnicipatrries ol Puerto Rrco: r 2) o.2o o Ior lhe credtion ol lhe -Municipal Development

F;;l:l';",*;;,';;i;;'*iir u. ai'i.iu,t.J "'"*g 
ali municipalities pursuanr to a sratutory formula; and (3)

0.1%, for the crealion of the "Permantni trnptouirn"n" Fund ' lo be distribuled by the Legislature of lhe

commonwealth of Puerlo Rico to 
""aay 

out publlc worls and permanent improvement projects in the

municipalities of Puerto Rico.
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6. Intergovcrnmental Rec€ivsbles and I'ay'tll€s

Intergovemmental receivable aDd payables recorded in lhe accompanying GWFS and GFFS are as

follows:

Federal granls receivable in special revenue state and federatgrants and Capital Projects Fund represents

"*p.rOlir*, 
;""".t"0 *t yet;eimbursed by the pass-through grantor' Following is a dela;l ofthe federal

granls receivable:

Pmeram Descriplior
CRIM
Tmffic Safety Commission

OMEP
Law No. 52

Others

Total

Child Care

Total

s )21.742
12,I46
89,800

79,158

5.211

$ 514,263

t.618,541
33.620

1,682,l6l

?. Inter-fundTransrctions

Inler- fund receivables and Payables at June 30, 20l3 are summarized as follows:

Fund Receivable Fund Payable Fund

Ceneral Fund

Special Revenue Shte and Federal Fund

Capilal Projecls Fund

$ 2,307,099 $ -
2,0-72,400

231.699

! :.107-099 s 2.107,0q')

lnter-fund receivables and payables represent the pending sefllements ofthe aforementioned transfers'

which are considered by managenrent lo be fully realizable at June 30' 20ll'

8. Deferred Revenues

Deferredrevenuesof$596'l55inthegeneralfundiSrelatedtomunicipallicensetaxcollecledinfiscalyeaJ
2012-2013 that will be earned in fiscal year 2013-2011'

Cornmunit-v Development Block Grant ' State Program

2ll



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NARANJITO

Notes to Basic Financial Statements
Fiscal Year Ended June 30, 2013

9. Long-TermObligations

a) The general long{erm debt activity for the fiscalyear ended June 30, 2013

Addiliors RedLrctions

is as follows:

Ending

Balance

Bonds palable

Adlances CRIM - Law 42

Advances CRjM - I-a\i l'16

Compensaied absences

Hislorically,thegeneralfundhasbeenusedtoliquidatecertainnotespayable'compensatedabsences.fedelal
cost disallowances and any olher long-term liabilities other than bonds'

b) Bonds Payable

TheMunicipalilyissuesgeneralobligation,specialobligationandpublicimprovementbondslofinancethe
acquisition, construction-and improvement oi capilal assels, as well as, to finance certain operaling needs,

includingthe payment to suppliers ifl ce$ain circumslances.

ThelawsandregulalionsoftheCommonwea]thofPuertoRicoprovidethat.heMunicipality.spublicdebl
will constitule a'firsl claim on the available revenue oflhe Municipatily. Public debl includes bonds and bond

anticipalionnoles.Thegoodfaith,creditandtaxingpoweroftheMunicipalityareirrevocablypledgedforthe
prompl paymenl oflhe p.incipal and interesr ofbonds'

Forfinanc;alreportingpurposes,lheoutstandingbalancesofbondsrep}esentlhetotalprincipaltoberepaid,
Bonds payable is composed as follows al June 30. 201J:

Beginning

Balance

Due Within

$ s69.000

t7,293

t.134

! t!t2!17

5 14.9.11.000 s 1.540,000 s (192.000) $ 16.291.000

64r.147 (16.270) 627.871

62.670 (:,111) 59.516

! r'?0 989 1.1j2.000 r95o.o8a, 1,866.000

\ l? 120 80o S 2.002 000 S ll.lo8.Jql) $ l8.84l.lll
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1996 Special oblieation bond for the reconsnuction ofthe nrunicipaljty s
infrastructure with an onsinal amount of$:1O0,O00 due in installments of
S25,00O 1o S40,OOO rhrough July I , 20 I 6, w nh interesr ranging liom 6 00% ro
a ooo/o $ l30.ooo
1996 Pnblic improvcment t,ond for innastructure construction wiih an oriainal
amouni of527s.o00 due in insEllmenis of$18,000 to S20,o00 throush JUV l,
2016, wiih inte.est of4.509/. 63,000

1999 Oeneral oblisation bond for innastructure's construction with an orieinal
amounr of$s6,000 due in installmenls of32,000 to $4.000 rlrroueh JUV l,
2024, with rterest of:1.507" 3:1.000

2ooo General oblisation bond for infraslructure consnaction with aD orieinal
amounr of$38,000 due in inslallmenls ofsl,0o0 to s3,000 through July l,
2025, with interest rate or:l 509/o 25,000

2007 General obliealion b.nd aor idtiasrrucrure's consrrucrio. wnh an original
amount ofs3,l95,00o due in insrallffenrs ol-$:to,ooo ro $2r,5,o00 rhroueh July
l, 2032, wnh interesl rangins rrdm L53o,/r 10 7.009/0 2,860,000

2009 Special obligation note for infrastruclure's inrprovcments with an original
amount ofs4o,0o0 due in insrallme.rs of$5,ooo 1o $lo,o0o through JuIy I,
2016. wnh inte.esr .anging liom r1.75%o to 6 50oZ 25.0OO

2008 Special obliealion note tbr equipmcm acquisirion wnh an oriainal amount
orS8ao,ooo du. in installrncnrs ofSl20.000 io $180,000 throueh JUV l, 2014,
wnh inicrcsr rangin8 arom l.5170106.5070 340.000

2OOA Spc.ial obliearion note lbr inFasrntcture's constucrion wnh an orieinal
amon.i g2.6as.ooo duc in insialnnents of$40.000 Io $225,o00 throuah JUV I,
2032 with tnrcrcsl raneina from 1.5f9'. ro 7 25",, 2.505,000

2oo9 spccial oblieation bond for nrfiastructure s construction with on orisinal
amou.i of$350,000 due in installments of$5.000 to $35.000 rlfoueh July I,
2034, wilh inlerest ranging aiod 5.OOo; ro 7 OOo/o 335,OOO

2009 6eneral oblisation boDd for inliaslruclure's constructnJn with aD orieinal
amounr oI-$335,OOO due in insrallm.nrs of$5,OOO ro $l0.OOO rhrouah July l,
2034, wnh inreresr ranAin8 f.om 5.0O"/o io 7.0O7o l2O.0O0

2009 G€ner!lobligarion bond aor inliasrru.iu.c's consrru.iion wnh an oriAi.al
dtuount of5l.620,ooo du. in installmenrs of$5s.000 ro $105,000 through -ruly
l, 2034. with inierest raneine from 4.759l, 10 7.009" 3,150,000

2oo9 spccial obliaalion bond for infrastruclure's conslrudion wnh an original
amount ofs22s.o00 due in insrallme.rs ofs5,ooo to $20,0oo th.ouch July l.
203,1, wirh interes! ranerng from 5.0o9/o to 7 5oolo 2lo.ooo
2010 Special oblieation bond fo. infrastru.itrre's consrrucrion wnh an oriSbal
amount ofsl,0l0,ooo due in insiallrbents of$lo,ooo to $85,ooo through Jut
l, 2035, wnh inrcrcsi ranaina from 5.00%0 to 7.5070 990,000

2ol I Sp..ial ot,ligation bond ro compensate oblisations r€laled wirh the
Municipal Rcvcnue Colle.iion Center (CRIM) wnh an original amount of
$l,49o,ooo due in installments ofS20,00010 S130,000 rhroueh ,uly l. 2015,
w ith inierest ranging from 6 -OO"/" to 7 .5O'/" I .4.15,OO0

20l2 General oblieation bond for infrastructure's co.st.uclion or improvem.nts
wirh an orisinal amounr or56:15,ooo due in insrallmcnts of$ls,ooo ro $6s.000
ihrough July I , 203 I , wilh inrer.sr rangna fro,b 5 . Ooo/o to -7 .so"/o 610.000

2ul2 Spe(icl ohligarion nor( lwr inhJ{ru.tu'<'' ( inr',\1i^n o' imp'o'cment.
wnh an original atrounr ol-$l,4lo,ooo duc b installmenis ofS20.0O0 ro
$125,000lhroueh Ju:y l, 2036, wiih inreresi ranAina from 6.0010 ro 7.s0%o 1.190,000

20l3 Ccnerat oblieBtion bond for infrastructure s .onshrction or i.rp.ovements
wnh an orisi.at mou.. of$4o5,o00 due in installments ol$45,o00 to $75,000
rhrough Ju ly I , 20 I 9, with iD.eresl ranging from 6. OOol" to 7 5Oo/" 4O5, O0O

2012 General ot,ligaiion bo.d aor inarasrrucnrc s co.srruction or improvcments
with an orisi.al amount of$s75,000 due in ins.allments ofSl0,000 to $50,000
lhroueh luly I , 203 7, w irh interesr .anging liod 6 OOo/o 1o 7 5oo/o 5 7 5. OOO

2012 \f(c'dl ohligrr'on norc ,or dlrosrnrcr',rc's consrrucr'on or rmp.utcmenr\
wirh an orieinal amount of$560.000 due m insta,lmenls or55,ooo 10

S45,OOO thrcugh July l, 2037. wnh i.rercsr ranBinB tiom 6.009'0 ro 7.5oolo
$ 16.291.OO0

l0



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NARANJITO

Notes to Basic Financial Statements
Fiscal Year Ended June 30. 2013

Variable interest rales on serial bonds are revieu'ed periodically by CDB and arc based on the

fluctuation of CDB'S $eighled average rate for its commercial paper program. Under this program,

CDB issues commercial paper: (l) in the uxable and tax-exempt markels of the United States of
America, (2) in $e Eurodollar markel, and (3) to corporations having lax exemptions under fie
Comnonwealth's Industrial Incentives Acls.

Annual debl service requirements ofmalurily for bonds and noies payable are as lbllows:

Ycar ending

June 30, l'rincipal Intercst

2031-20i8 2,180,000 2',76,215

$ 16,291,000 $ r4,550,117

2014 $ 569,000 $ 692,015

2015 620.000 t,0'72,448

20t6 482,000 I,045,646

2011 505,000 1,021,750

2018 495,000 98',7,544

2019-2023 2,766,000 4,390,700

2024-2028 3,731,000 3,339,152

2029-2033 4,940,000 1,724,581

c. Advatrces from- CRIM-.This amounl represents the balance owed to CRIM al June 30, 20ll
which will be repaid lhrough a financing obtained by the CRIM wilh CDB, as explained in Nole 3.

d. Competrsated sbsences - The govemment-wide staiemenl ofnet position includes $1.866,000 of
accrued sick leave benefits and accrued vacation benefits and related employer payroll cos1,

representing the Municipality's commitment to fund such costs from future operalions.

NOTE IO. CAPITAL ASSETS

Capital assets; those with an estimated useful live offive years or more from the time ofacquisition by

the Municipality and a cost of $500 or more, are primarily funded through the issuance of long{erm
bonds and loans. A summary ofcapital assets and changes occurring in current year, including those

changes for infrastructure and conslruction ;n-progress pursuant to the implementalion of GASB
Staiement No. 14, follows. Land and construction in progress are not sub.iecl lo deprecialion:

ll



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NARANJITO

Notes to Basic Financial Statements
Fiscal Year Ended June 30,2013

July 1,2012 Jun€ 30,2013Govemmental Aclivili$:

Capital asset, nol being deprecialed:

Co6truclion in progress

lblal capital assels not beingdcp.eciared

Capital assels, being dep.ec iated:

Buildjngs ald buildins impro\rmen$

Furniture and llxtues

Toral capital assets being deprecialed

Less accumulatcd deprec;a,1ion forl

Buildings and btilding impro\€ments

Equiprnenl

Tolal accumulaled deprec ialion

Tokl capilal assels beinS deprecialed. net

Go\€rnmental ac!i\ities capiGl

$ 2i.083.239
27,376-564

50..159.803

7.652.019
.1.t73.231

I5,1.11.960

2.676.182
2-+00

.+.113.2,19

33,781.041

(2.550.89?)

1652.77?)
(2.2e7.7ri)
(r.525.691)

( l.l4l)
G.906.796)

$

r.36i.399

1..16t.399

5.0,13.801

2.4'18.742

81.138

7.485

r06.l2l

7.689.690

( r9l.t00)
(230.,126)
( 167.988)
(392.908)

(928)
(75.770)

$ 6,630.369

s 7.993.768

7-652.0r9
9.2t7.032

t7.592.702
2-759.520

9.885

4t:t70;731

s - s 23,083,239
(r.820.265)

(1.820.265) 50.002.937

(11.915.012) ( 1,059.321)

12.742.t97)
(88i.198)

(2.16i.70r)
(.1_9t6.60r )

(2.069)

(1.982,566)

(r1.991.ri2)

s 26.176!92

s 76.179.136

s 19.816.q?9

! z!!!i.8!
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NARANJITO

Notes to Basic Financial Statements
Fiscal Year Ended June 30, 2013

ll. Employees' Retirement Systems

Defin€d Benefit Pension Plan - The Employees' Retirement System of the Governmeni of the

Commonwealth of Puerlo Rico (the "Retirement Syslem".), crealed pursuant to Acl No.447 of May 15,

1951, as amended, is a cost-sharing, multiple-employer defined benefil pension plan sponsored by and

reporled as a componenl unit ofthe Commonwealth. All regular employees ofthe Municipalily hired before

Janua$, I , 2000, and less than 5 5 years of age at the date of em ployment became members of the Reliremenl

System as a condition 1o their employmenl No benefits are payable ifthe participant receives a refund of
accumulated contribulions.

The Relirement System provides rethement, death, and disability beneflts pu.suant to Iegislation enacled by

the Commonwealth's Legislature. Retiremenl benefits depend uPon age at retirement and the number oI
years ofcredilable service. Benefits vesl after l0 years ofplan participation. Disabilil) benefits are available

io members for occupationa, and non-occupational disabilities. However' a memher musl have at leasl

l0 years ofservice to receive non-occupational disability benefils.

Members rvho have attained at leasl 55 years of age and have completed at least 25 years of creditable

service, or members who have attained 5 8 years of age and have com pleted 1 0 years of creditable service'

are entitled 10 an annual benefit payable monthly for life. The amounl of the annuity shall be l'5% of the

average compensation, as defined. multiplied by the number of years of crediiable service up to 20 years'

plus i% ofrhe avcrage compensation, as defined, mulliplied by the number ofyears ofcredirable service in

excess of20 years. In no case will lhe a,rnuity be less than 5200 per monih.

pa(icipants \.l,ho have compleled at leasl l0 years of creditable service arc entilled lo receive the merit

annuity. Panicipanls who have not allained 55 years of age will receive 6502 ofthe average compensation'

as defined; otherwise, they will recei\e 75% of the average compensation, as defined.

commonweatth legislation requires employees to contribute 5.775% for the flrsl s550 oftheir monlhly gross

salary anrl 8.275* for the excess over $550 of monihly goss salary. The Municipality is required to

cont;ibute lO.2?5% ofthe participant's gross salary. On April '{. 2013 the Legislature enacted Acl No' J

which amended Act No. 447 lo eslablish a neu'retirement program.

Defined Contribution Plan- The Legislature of the Commonweahh enacted Acl No 305 on

Seplember 24, 1999, which amended Act No 44? to eslablish, among other th;ngs' a defined coniribution

savings plan program (the Progam") to be administered by the Retirement System AIl regular employees

hired foi the first time on or afier January l, 2000. and former employees who participated ii the defined

benefit pension plan, received a refund oftheir contribudons' and were rehired on or after January l, 2000'

become members of the Program as a condition to their employmeni. In addition' employees who at

Decem ber J I , I 999, were participanls of the defined bene fit pens ion plan had the oplion, up to March 3 I '
2000, to irrevocably transfer their contributions to the delined benefi1 pension plan, plus inlerest thereon to

the Progam.

Act No. 105 requires employees to connibute 8.275% ol their monthly gross salary to the Program'

Employees may elect lo increase their conlribution up lo l0% of the;r monthly gross salary' Employee

coniributions are credited to individual accounts eslablished under the Program. Participants have three

options to invest their conlributions to lhe Program. Inveslment income is credited to the parlicipant's

accounl semiannudlly.



COMMONWEALTH OF' PUERTO RICO
MUNICIPALITY OF NARANJITO

Notes to Basic Financial Statements
Fiscal Year Ended June 30, 2013

The Municipality is required by Act No.305 to contribute 10.275% ofthe participant s gross salary. The
Retirement Slstem will use these contributions to increase i1s assel level and reduce the unfunded stalus of
rhe defined benefil pension plan. On April 4,2013 the Legislature enacled ActNo.3 which amended Act
No. 305 to establish a ne\r! retirement program.

Upon retiremenl, the balance in rhe pa(icipanl's accounl will be used to purchase an annuity contracl, which
will provide for a monrhly benefir during the participant s life and 500/0 ofsuch benefil lo the panicipanl's
spouse in case of the parlicipanl s death. Participants with a balance of $10.000 or less at relirement will
receive a lump-sum pavrnent. In case ofdeath. the balance in the parliclpanl's account will be paid in a lump
sum to any benel'lciaries. Participants have the oplion of a lump-sum paymenl or purchase of an annuity
contract in case ofpermanent disabilily.

Defined Contribution Hybrid Program - On April 4, 2013 the Legislalure enacted Acl No. 3 which
amended Act No. 447 and Act. No. 305 1o establish, among olher things, a defined conlribution hybrid
program (the "Hybrid Program") to be administered by the Retirement Systen. AII regular employees hired

for the first time on or after July l,2013, and former emplo)'ees who participaled in the defined benefit
pension plan and the defined contribulion plan, and were rehired on or after July l, 2013, become members

of the Hybrid Program as a condilion to their employment. In addition, employees who atJune 30.2011
were panicipanls ofprevious plans will become parl ofthe Defined Coniribution Hybrid Program.

Participanls in the defined benefil pension plan who as ofJune 1.2013, were enlitled lo retire and receive

some type of pension, may ret;re on any later date and will receive the annuity corresponding to their
retirement plan, as well as the annuily accrued under the Hybrid Program. Panicipants who as ofJune 30.

2011, have not reach the age of58 and completed l0 years ofservice or have nol reach the age of55 and

completed 25 years ofservice can retire depending on lhe new age limits defined by fie Hybrid Program and

will receive the annuily corresponding lo their relirement plan, as well as the annuity accrued under the
Hybrid Program.

Participants in the defined conlribution plan rvho as ofJune 30,2013, were enl,tled 10 relirc because they
were 60 years of age may retire on any later date and will receive the annuity corresponding their retirement
plan, as well as the annuity accrued under the Hybrid Program. Pa(icipants in the Program who as ofJune
30, 2013, have not reach the age of 60 can retire depending on the ne\! age limits deflned by the Hybrid
Program and w;ll receive the annuily corresponding to their retiremenl plan. as well as the annuity accrued

under the Hybrid Program.

Act. No. 3 requires employees to contribute ten percent (10%) of lheir monthly gross salary to the Hybrid
Program. Employee contributions are credited to individual accounts established under the Hybrid Progam.
In addition a mandatory contribution equal to or less than point twenty five percent (.25%) is required for the
purchase of disability insumnce.

The Municipaliry is required to conlrtbute 12.275Vo ofeach participant's gross salary. The Retiremenl
System will use these contributions to increase its level of assets and to reduce fie acluarial dellcit.
Beginning on July 1,2013, and up until June 30,2016. the employer's contribution rate shall be annually
increased by one percent (1%). Beginning July l,2016, and up uniil June 10, 2021, the employeis
contribulion rate lhal is in effect on June 30 ofevery year shall be annually increased on ever) successive

July l"' by one point Nenty-l]ve percent ( 1.25%).

3l
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Notes to Basic Financial Statements
fiscal Year Ended June 30, 2013

Upon retirement, the balance in each parlicipant's account rvill be used to purchase an annuity contract.

wh;ch will provide for a monthly benefil during the participant s life. In case oflhe pensioneis dealh lhe

designated beneficiaries \,vill conlinue receiving the monthly benefit until lhe contributions ofthe panicipant

are completelv consumed. In case ofthe parlicipants in acli\'e service a dealh beneiil *ill be paid in one

lump sum in cash to the participanl s beneficiaries. Participants \,r'ith a balance of less than $10,000 or less

than five years ofcomputed services at retirement will receive a lump_sum payment. In case of permanent

disability the participanls have the option ofreceiving a Iump sum or purchasing an annuity conlracl

Employee and Municipality's conlributions lo the defined contribution hybrid program will commence on

flscal year 2014.

Addilional intonnation on the Relirement System is provided on its standalone financial statemenls

for the year ended June 30, 201l, a copy ofwhich can be obtained from ihe Employees' Relirement

System ofthe Commonuealth ofPuerlo Rico, P.O. Box'{2004. San Juan PR 009'10-2004

12. Commitments and Coniingencies

The Municipality is defendant in various legal proceedings perlaining to matters incidental to the

performance of routine govemmental operalions. Under Public Act No. l0'1 of June 25' 1955, as

amended, persons are authorized to sue the Municipality only for causes ofactions sel fonh in said Act

to a maximum amount of $75,000 or $150,000 if it involves actions for damages to more than one

person or where a single injured pafly is enlitled to several causes ofaction. Il is management's opinion.

based on lhe advice oflhe legal counsel, thal the polential claims against the Municipalily not covered

by insurance will nol materially affect the financial condiiion ofthe Munic;pality.

The Municipality has reported committed fund balance, for the outslanding encumbrances amouniing 10

$150,644 in the general fund at June 30,2013. The Municipalily inlends to honor thcse encumbrances.

which will continue to be liquidaled under the current year's budget during a lapse period that extends

into the subsequent fiscal year.

The Municipality has reserved and committed funds for outstanding construction projects amounting to

approximately $1.200.000 at June 30, 2013.

The Municipality receives financial assistance from lhe fedcral Govemments of the tjniled states of
Ameri.a and the Commonwealth in the form of granls and enlillements. Receipt of grants is generally

conditioned upon compliance wiih lerms and conditions of the grant agreements and applicable federal

laws and regulations, including the expenditure of resources for eligible purposes Accordingly,

expenditures financed by these programs are subjecl to financial and compliance audits by the appropriate

grantor. Disallowance as a resull oflhese audils may become liabilities ofthe Mun;cipalily.

13. Subsequent €vents

The Municipality evaluated subsequent events up 10 March 26, 2014. dre dale the financial slatemenis

were available lo be issued.

l5



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF NARANJITO
Budgetary Comprrison Scheduk - General Fund

For the year ended Junc 30,2013
Ac[al vriarce wi$

Amuts Fiml Budget-

Budeet ryBasis Positive
(See Noc l) (Ncsative)Onsrtul

r,655,71i
1,100.000

990,000

187.020

120,000

180.000

7.0,17,661

758,935

1,655.715

1.100,000

387.020

r 20.000

180.000

7,017,661

758.935

1,949,630

1.025,184

I,156,988
488,,115

l0l.i88
266,085

?,015,i43

612,221

29i.9t5

166,988

r0r,l95
(16,612)

86,085
(12,I8)

(r.16,708)

RE\,'ENT'ES

MEicipal sales d 6e h-\
Muicipal liceNc ra\
Licedes, permic ard otls lo@l taEs

Lteresi ffs od peMldes

Inte4ovmntal - local

Trdle6 1iom odEr lsds

E)(PENDITLIRES:

Cultue &d rcqe.rion

Trdiere io ot\er nnds

Total e4endilrres

EXCES OF REVENUES O\ER EXPENDTILJRTJS

12.239.11r $ l2,2l9,li I 12.611.260 311,929

6.428,242
%6.475

3.312,64-l

5t4.935
r54.130

675.631
j,085.r21

915 i.l7
5l6, r,1l

t52.025

87.0i6

6,338,50r

671,045

2,965.r31
509,391

5l I-41.1

r50,261

85,558

(3.588)
(r r9.989)
(405,956)

(,1,710)

(1.?621

(1.4981

r2.tl9:ll I t ll.2l9.lll ll,23l.lo5 (1.008,026)

s 1.385.955 $ (630.09?)$

Erdrmtionofdificrcmcs:

SourccVinfl ors of Esour.s
Acrrul a@uls (budCcG4 bdrs) available lor approPriation' nonr lbe

budeEtary conprson $lEdule
ToxJ revcnEs ns reponed o. the slatem ofrelenEs, exPcnditues, and

choges rn ldd balances

t ses/ourno$s of rcsources

Acrul amEls (budgelarr basls) 'tohl charges lo appropriatiom" Eonr 6c

budeelr4 conrpariso! s.tEdule

Dlleicres - budgct lo Cd{P:
Prior year eNdbra.ces recordcd as cmefl !@r s9enditLres for

CMqn ,€r encmbrmces ,carded as et?eMih[$ ld budgetarv

To|al ependitues as rePoited on Lhe stareE ofrcrenEs. ependitues. and

chsges rn nnd balances

See mtes io budgclaryconpanson schedulc

5 12,617,260

$ 12.617.260

5 I t,2:ll.l05

20.550

t 1 l.l0r,21r
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MUNICIPALITY OF NARANJITO

Notes to Budgetary Comparison Schedule - General Fund

I. STEWARDSHIP,COMPLIANCEANDACCOTINTABILITY

A. Budgetary Control

The Municipality's annual budget is preparcd on *le budgeltry b€sis ofaccountin& which is not in accordance with

USGAA P, and represents depaffnental apprcpriations recommended by the Mayor and approved by the Mmicipal

Legislature prior !o lhe beginningoftie fiscal year. Amendmmts 1o the budget rcquire tlle approval ofthe Mmicipal
Legislaiire. Tmnsfe6 ofapproprialions wilhin fie budget, kno$n as Mayols Reso,utions, do not require $e approval

of the Municipal Legislarure.

The Municipality prepares its annual budget including the operations ofthe general fund.

For budgetary purposes. enclmbrance affourdng is used. Tl1e encumbmnces (i-e.. pluchase orde6, conlacls) tut
considercd expenditwes when incunEd. For USCAAP reporring purposes' encumbmnces ouislanding at year-end are

rcporied as reser"rations offi,md balances and do ,rot conslrtute expenditures or liab;lities because the commitments will
be honorcd during the subsequent )ear.

The unencumbered balance ofany appmprialion at the end ofthe fis€l year will lapse at the end of such fiscal
year. Other appropriaiions, mainly capilal projecl appropriations, are coniinuing accounts for which the

Municipal Legislature has authorized ahat an unspent balance from the prioryear be carried forward and

made available for current spending.

The armual budget as prese ed in dle Budgetary Comparison Schedule{enerdl Fund is the budget ordinance at June

30, 2013 representing ihe origrnal budget There were no supplemental appropriations for dle year ended June 30,

2013.
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COMMONWEALTH OF PUERTO RICO
IlIUNICIPALITY OF NARAN]ITO

NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

YEAR ENDED JUNE 30, 2013

U.S. DEPARTMENT OF HOUSING AND
URBAN DEVILOPMENT
Direct Program :

Section 8 Housing Choice Voucher 14.871 S 807.005

Direct Program:
Supporlive Housing Program 14.215 150,310

Direcl Programl
Homeless Prevenlion and Rapid Re-housing
Technical Assislance 14.262 80.424

Pass-through the Office ofthe Commissioner of
Municipal Affairs:

Community Development Block Grants - State's
Program A.228 Nor Available t.6',76.676

Federal Gran!or/Pass-throrgh
Grantor/Program or Clusler Title

Tohl U.S. Department ofHousing and Urban
Development:

Federal Emergency Management Agency:
D;rect Program:

Public Assistance Granls

U.S. Df,PARTMENT OF HEALTH ANt)
HUMAN SERVICES:
Passlhrough thc Administration for Children and

Fanrilyl
Child Care and Delclopment Block Crant

Federal Pass-through
CFDA Entity ldeDtirying
Number Number Expenditures

2,711,115

83.511 3r.100

93.575 Nol Available 220.555

Iti



COIlII\IONWEALTH OF PUERTO RICO

MUNICIPALITY OF NARANJITO

NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

YEAR ENDED JUNE 30' 2013

Federal Pass_lhrough

CFDA EntityldentifYing
Federal Granlor/Pass{hrough Number Number ExpendituresGrantor/Program or Cluster Tide

U.S. Department of Energl

Pass-lhrough
ARRA Fund 91.381 135.000

U.S. DEPARTMENT OF JUSTICEI
Direct Program:

Edward Byme Memorial Justice Assistance

Grant Program 
r6.8oi lo'495

Pass-lhrough the Commonwealth of Pueno Rico

Depa(ment ofJustice:
Crime Viciim Assistance (VOCA) t6.575 Nor Available 10.208

Total U.S. Department ofJusticc 40'703

TOTAL EXPENDITURES OF Ff,DfRAL
AWARDS T]'I4L9]]

The accompalying notes are an integral parl oflhis schedule'
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COMN{ONWEALTH OF PUERTO RICO

MUNICIPALITY OF NARAN.IITO

Notes to the

Schedule ofExpenditures of Federal Awards
.Iune 30. 2013

NOTE 1 . GENERAL

The accompanling Schedule of Expenditures of Federal A$ards includes lhe federal grant aclivity of lhe

Municipaiilv ofNAIIANrrro o"1" tol'ilolr*"urtt' oipu"no n;to una is presenled on the accrual basis of

accounline. lne \4unicipdlil) "' ton"oij'nO tto""-lng errrrry i" defined in \ole I to rhe Munrcipalir) s

basrc llnancial 5talemenrs fftt i"i"*"1i"'i" if i schedule i' pr(scnled in accordance $ilh the

reouiremenls of oMB c'"'1"' l-1iJ'';;;;; ;;sin*t' Lo*r co"tn'""nls' and Non-Profil orsanizations'

Therefore. some amounts presenrcd ;" t-# t"f"O'lt'rn"l' differ from amounls presented in the basic

financial stalemenls.

NOTE 2 - RELATIONSHIP TO THE BASIC FINANCIAL STATEMENTS

Federalfinancialassislancerevenuesandexpendituresarerepontdinjh.eMunicipality,sgeneral.
purpo.e financial slaremenl\ its 'lt* e;;t;;t"i'f fund' and capiral projecl frrnd under lhe accrual

ba.is ol dccounting' 
'"pcnu"*"' 

"in '''ft" 
- 

Sthedule ol E\pendilure' ol hederal Asards are

presenled in lhe cash basis of accounting'

NOTE 3 - FEDERAL CFDA NUMBEII

l'he CFDA number included in this schedule

Jew of granr contract information and the

Fealeral Domeslic Assislance'

were determined based on the program name'

Office of Management and Budget's Calalog of
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INDEPf,NDENT AUDITOR'S REPORT ON INTERNAL CONTROL OVER'fTNANCIAL REPORTING

AND oN coMPLIANcI nxn <l tirn nniiins slsro oN lN AUDIr oF FINANcIAL

sTATEMENTs PERFonlmo tx ncto"noii'iii wiiu corea*alavr AUDITING STANDARDS

Ilonorable Major and Members

of the Municipal Ass€mbly

MuoiciPalitl of Naraniito

Naranjito, Puerto Rico

We hnve audited. in accordance with fie audiling standards generall) accepted in the U^nited States ofAmerica

and the standards applicable to n**'n 
"'aiti" 

t""i"i' ii=^ a^*"'i' 4 dniry stunrlara issued bv the

CornDlroller Ceneral ol lt't t niea Srart' rf't ir'"antiui ''u'""n't ol 
'tt" 

gorernmental activities the btr5i.le\sr\ pe

;;1"",1.:';;";;;,.;r*,1., 'l,.','51.""J;li::lil'l;i:*X,.lTJ,Lilllliill,ltilll:i:ilX15,::i:inlormation of the MunicipaliD ol Narrnrlto

rhe financial statemenls, whlch collec,i".rt .".p.ii" r"ir"i"ip;lily of Naranjilo's basic financial stalements' and

ior. ir.red ou, ,epon r"ereon daled Va_ch 20' 20ll

Ioternal Control over Finarcial Reporting

In Dlanninq and peribrming our audil of the {inancial statenlents' \!e considered the Municipality of Naranjito

internal control over financrat reponing lrnte-r# """'"U 
t" J"*ti" tttt audit procedures that are appropriate in

the circumstances for lh" putpnt" ot 
"*pt"t'ing 

out opinlo* on tf't finan!ial stalements br'{ not for the purpose

olexpres'rnganopiniononttteenetr'tent*o"fVunrcipal;l)ol\"raniilo\;nterral 
conlrol Accordingl) $edo

"",'"irr"., 
i .pi,ii* .n Ihe e[Iecli!ene(: ol the rnunicrpaliq ol \xrdnjilo ' rnremrl conlrol

A delictenqt in inkrnat Lo'?'lrol erists shen the design or operalion of a conroldoes-not allow managemenl or

emntovees. in rhe nonnat course., p.,,";ir;-;h;i, assisned r-ncrion,. Io pre!enr' or dcrecr and conecr'

mis'taiement: on a timell o*i'' o "' '"i " '''f,"' '-it ;f;'ie"t ' '' a combrnar ion ot deficiencies in inrernal

control, such thal there i. u.to'onntt" pot'ifitiy t'hul u 
'nut"'iol 

Ini"t"ttment of lhe e it'v s financial stalemenls

will nol be prevenled, o, dertcr"a ano cone"ctei on atimtly uasit' A si'?lilicont delciencv is a deficiency' or a

.omhination ofdeficien.i".. in ,n"rnut 
"o'i"oiit1"i'lt 

rttt ti""" th* 
" 

ii'aierial weakness' yet important enough

to merit afiention by ihose charged with governance

our consideration of internal conrol was for the limked purpose described in lhe first paragraph oflhis section

# ;as'il;;i;;J..ia*itv ar a"i"it""i"' i" iniernal control thal might be material weaknesses or'

significanl deficiencies Gi""" ttttt" r'-'tu'ion'la-ing "" ""ait 
*".ala *t ide;tify,anv deficieDcies in internal

conlrol that we consider to oe 
''are"ar "eat]les'iJ 

U'o*"utt rn"t"tiuf *taknesses may exisl lhal have not been

identified

.ll



Compliance and Other Matters

ar nan of obrainin{ reasonable dssurance about whellrer the Municipalhy of Naranjito's l'lnancial statements are

;:"P.t;;;;';i ';L.""r.ni, 
*. p",ro'rn"a tests of its compliance with cerlain provisions of laus'

regutatiors, cont.acts. und grant agreemenls. noncompliance with Bhici could have a direct and material etTecl on

t1E determinarion of fina;ial siatement amounts. ilowever, providing an opinion on compliance *ilh those-

.."ri.i... *u. 
"o, 

u".biecrive oFour audit, and accordingly, we do not express such an opinion The results of

Lr'i".ir"a;r.l"r.o-"" li,.iance. of noncompliance or oiher matters that are required to be reported under

G o| ern nent A udi tfu g S tandd t ds.

Purpose of lhis Report

Th€ Dumose ol this rtport is solel) to describe the scope ofour tesling ofintemal conlrcl and compliance and the

,;;; i, ;il;.i ,."ii;, 
"nd 

nor ru'pro\ide an opinion on rlre erlecri\eness ot rhe enriry s inremal ionrror or on

;;;.".1hi .Jpo,r i, un integrat pan oi an audit pedormed rn accordance \rth Govrnnent Auditine

.S*"a"tit i, considering the enlity:s interDal control and compliance Accordingly this communication is not

suilable lbr any other Purlose.

27 z,z"ad,4;,2,a,,*

CPA GilAlberto Ortiz Cabrera

License ll32

Stamp # 2698948 was aflixed

to the original rePon.

san Juan. Puerto Rico

March 26,2014
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INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE FOR EACH MAJOR PROGRAM

,c,fi) oil iNiEnxil coNTRoL ovER coMPLIANcE REQUIRED BY oMB CIRCULAR 4-133

[Ionorable Major and Members

of the MunicipalAssembly

MunicipalitY of Naraniito

Nrraniito, Puerto Rico

Report on Complisnce lor Each Major Federal Program

We have audited Municipality ofNaranjito's compliance with.the l) pes ol,conlpliance requiremenls described in

the OMB CitatLdr A-133 Compliance Suppkm;nt hd could ha\e a direct and material effect on each of

in"r.'"f C"t "r."",", 
enrir1 or Nonp'oni'organizalionl 's major lederal progrdms for lhe vear ended June J0'

2013. Municlpalny of Naraqrto's malor ledet-al programs are identified in the summary of audilor's results

'".,ion 
of,n. u..*p,nying 'chedule otlldings and quectioned co'ls'

M qn agerfie na's ResPo n s ib ili\'
Management is responsible for compliance with the requirements of lal\'s' regulalions cofiracts and gmnts

applicable to its federal programs'

Aadil ot's ResPo nsi biliq

Our responsibilil) rs to e\pre\s an oplnron on compliance lor each ol Municipalrl) ol Naraniilo s mcior federal

;;#.-;r;; ;, "r' "riir 
ot,t" rvp"' oito'f li'-t" "q'i"'"nt' '"ftrred 

Io abo!e' we conducred our audir

:;"i;;i;il-l; ;;-;;;ce *irh ;,'dirins 'i;;lu''i' eenc'urrr accepred in rhe unrred srares or Americd: rhe

:;ili5.;;;,';;;l; i;u,.i"r u,oi'' 
'oiurn'J 

iin ciue"'u'nt 
'tuiirinB 

srandatd:' issued b\ rhe ( omprrorrer

ill".iri "il[.'rrii"J 
si",.r, -a oNra ci'"..i*'e-l::' l'a;" 'r 

gatis' Locat Go,en ents and Non'Proft

;;;;;;;r;.. il;.;.i*dards and oMB ci.ri. a-r:i require rhat we rlan and perfom the audit to obtain

rea5onable assurance abor, *r,"tt., nonto'pii'ntt uith the rjpe' olcompliance requirementc refened lo abo\e

iili""riJf,"r" 
" 
Ji*", *a .ut".iut .tt".t oi u .u.;or federal piograrn occuned. An audit includes examining, on

;;;;jt:;i;;;;;ili Irauni"ipuritv otr'l*anLio's complianie *irh ttrose requirements and performins such

orha, p,o".drr"a * *" 
"onsidered 

necessary in the circumstances'

we believe that our audit provides a reasonable basis for our opinion on compliance for each maior federal

ild;: ilil;;aii ao"t 
'ot 

p'*lat u asal delermination of Municipalitv of Naraniito's compliance'

Opi ion on Each Maior Felerdl Ptogrdm

lnouroDinion.Municipalir}o[\aranJllocomPlied.indllmdlerialre'pecr'.$ilhlheryp$olcompliance
::rilil$ffi;;ii;11.i. ii,"' '"''l r"" " 

direcr dnd mareriar errecr on each orir: major rederar pro$ams

fnr rhe vear ended June 10, 201 l.

Ofi", Uott"r,

l.l



The results ofour auditing procedures disclosed inslances ofnoncompliance, \\'hich are required to be reporled in

accordance with OMB Circular ,4-133 and which are described in the accompanying schedule of findings and

questioned costs as items. Our opinion on each major federal program is nol modified with respect to these

mallers.

Municipalitl of Naranjito s response to the noncompliance findings identified in our audit is described in the

accompanying schedule offind;ngs and quesdoned costs. Municipal;tv ofNaranjilo's response was no1 subjecled

to the auditing procedures applied in the audit of compliance and, accordingly, we express no opinion on the

response.

Report on Internal Control over Compliance

Management of Municipality of Naranjito is responsible for eslablishing and maintaining effeclive inlernal

control over compliance wilh the types ofcompliance requircments referred to above. In planning and performing

our audit of compliance, lve considered Municipality of Naranjilo's intemal control over compliance with the

types ofrequirements that could have a direct and material effect on each major federal program to determine the

auditing procedures thal are appropriale in the circumstances for the purpose of expressing an opinion on

compliance for each major federal program and to test and rcport on internal control over compliance in
accordance with OMB Circular A-131, bul not for the pumose ofexpressing an opinion on lhe eflectiveness of
intemal control over compliance. Accordingly, we do nol express an opinion on the effecliveness ofMunicipality
of Naranjito's intemal control over compliance.

A deficiency in internal conlrol arer complianLe exisls \\'hen the design or operation of a conlrol over compliance

does not allow managemenl or employees, in the normal course of performing their assigned functions, to
prevent, or detect and conect, noncompliance with a type of compliance requirement of a federal program on a
timely basis. A matarial weakness in inlernal control ot)er compliance is a deilciency' or combination of
deficiencies, in internal confol over compliance, such lhat there is a reasonable possibility thal material

noncompliance with a lype ofcompliance requiremenl of a federal program will nol be prevented, or detecled and

corrected, on a timely basis. A signifcanl de.liciency in inlenal cantol awr co pliance is a deficiency. or a

combination of deficiencies. in inlemal conlrol over compliance with a type of compliance requirement of a

federal program that is less severe than a malerial weakness in inrcmal conlrol over compliance, ye1 important

enough to merit attenlion by those charged with goveorance.

Our consideralion ofinternal control over compliance was Ior the limiled purpose described in the I'irst paragraph

ofthis seclion and was nol designed to idenlify all deficiencies in inlernal control over compliance lhar mighl be

material weaknesses or significanl deficiencies. we did nol identiry any deficiencies in internal control over

comp,iance that we consider to be material weaklesses. However, material weaknesses may exist thal have nol

been identified.

.l-1



The pumose of this repon on intemal control over compliance is solely to describe the scope of our tesling of
intemal iontrol over compliance and the results ofthat rcsting based on the requirements ofOMB Circular A_ 113.

Accordingly, this repon ;s nor suitable for any other purpose.

.lz,*aa,6/"2,"*
CPA Gil Alberto Ortiz Cabrera

License 1312

Stamp # 2698949 was affixed

to the or;ginal repo(.

San Juan, Puerto Rico

March 26, 2014
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COMMONWEALTH OF PUERTO RICO

MUNICIPALTTY OF NARANJ]TO

SCHEDULE OF FINDINqS AND QUESTIONED CCSTS

FOR THE YEAR ENDED JUNE 30' 2013

PART I ' SUMMARY OF AUDITOR'S RESULTS

Financial Statement

a. Type of auditor's report issued: Unq@!I!c!

b. lnternal Control over financial repoding:

> Material weakness (es) identified? 
-Yes 

-L No

> Significant deficiency (ies) identified that is (are)

noit considered to be material weakness (es)? 
-Yes -L- 

No

c. Material noncompliance to financial statements noted? 
-Yes 

-L 
No

Fedetal Awarcls

a- lnternal Controlover major programs:

> Material weakness (es) identified?
> Significant deficiency (ies) identified that is (are)

no-t considered to be material weakness (es)? -Yes 
---L No

Yes 
-X- 

No

b. Type of auditor's report issued on compliance for maior programs: Unqualified

c. Anv audit findings discrosed that are required to be repo(ed
- ^ ' ""-'i;;;;il;nce 

or circutar a-l:ez 
-Yes 

-I- No

d, The programs tested as major program are:

CFDA Numbers Name of Federal ProEram of Cluster

14.22a Community Development Block Granvstate Program

f4.235 Supportive Housing Program

93.383 ARRA Fund Energy

e. The threshold for distinguishing Type A and B programs was $300'000'

f. Municipality qualifies as low risk auditee? J-yes 
- 

No
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF NARANJITO

cuRRENr vEAR FED;iili' iw;RD 
5'H 

jli: tyrt'r5'roN 
ED cosrs

SECTION II - FEDERALAWARDS FINDINGS AND QUESTIONED COSTS

Our audit of revealed tnat the MuncrpalitY of Naranjito has n'aintaineo an effective svstem of

internal conLrol over comptiance *-,n"i"quii"r"nta' of raw. regu,ations, contracts and grants

applicable to federal plograms 
^" 

t"o"i"'io'"'i i'"iLnis ana 
"qt'est'oned costs were detected

duringthe audit
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COMMONWEALTH OF PUERTO RICO
i,UNICIPALITY OF NARANJITO

SCHEDULE OF PRIOR YEAR FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2013

SECIION II - FEDERAL AWARDS FINDINGS AND QUESTIONED COSTS

There are no prior year findings pending to be corrected.
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