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 INDEPENDENT AUDITORS’ REPORT
 To the Honorable Mayor andMunicipal Legislature
 Municipality of FajardoFajardo, Puerto Rico
 Report on the Financial Statements
 We have audited the accompanying financial statements of the governmental activities, each major fund,and the aggregate remaining fund information of the Municipality of Fajardo, as of and for the year endedJune 30, 2016, and the related notes to the financial statements, which collectively comprise theMunicipality’s basic financial statements as listed in the table of contents.
 Management’s Responsibility for the Financial Statements
 Management is responsible for the preparation and fair presentation of these financial statements inaccordance with accounting principles generally accepted in the United States of America; this includesthe design, implementation, and maintenance of internal control relevant to the preparation and fairpresentation of financial statements that are free from material misstatement, whether due to fraud orerror.
 Auditors’ Responsibility
 Our responsibility is to express opinions on these financial statements based on our audit. We conductedour audit in accordance with auditing standards generally accepted in the United States of America andthe standards applicable to financial audits contained in Government Auditing Standards, issued by theComptroller General of the United States. Those standards require that we plan and perform the audit toobtain reasonable assurance about whether the financial statements are free of material misstatement.
 An audit involves performing procedures to obtain audit evidence about the amounts and disclosures inthe financial statements. The procedures selected depend on the auditors’ judgment, including theassessment of the risks of material misstatements of the financial statements, whether due to fraud orerror. In making those risk assessments, the auditors consider internal control relevant to the entity’spreparation and fair presentation of the financial statements in order to design audit procedures that areappropriate in the circumstances, but not for the purpose of expressing an opinion on the effectivenessof the entity’s internal control. Accordingly, we express no such opinion. An audit also includes evaluatingthe appropriateness of accounting policies used and the reasonableness of significant accountingestimates made by management, as well as evaluating the overall presentation of the financialstatements.
 Suite (52, P0 Box 70250, San Juan, P.R. 00936-7250 Phone (787) 756-8524, Fax (787) 274-05h2
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We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis forour audit opinions.
 Basis for Qualified Opinion on Governmental Activities and Note Disclosure Regarding Pension Plan
 The net pension liability and deferred outflows/inflows of resources in governmental activities of thegovernment —wide Statement of Net Position, and pension expense for the current period change in thatliability in governmental activities of the government-wide Statement of Activities were derived from theapplication of the proportional share included in the unaudited financial statements, notes and requiredsupplementary information of the Employees’ Retirement System of the Government of theCommonwealth of Puerto Rico, cost-sharing multiple-employer pension plan. We were unable to obtainsufficient appropriate audit evidence about the proportional share used to determine the deferredoutflows/inflows of resources, net pension liability, and pension expenses of the governmental activitiesand the information disclosed in the notes of the pension plan. Consequently, we were unable todetermine whether any adjustments to these amounts and disclosures were necessary. The net pensionliability and deferred outflows/inflows of resources represent 52 percent of the total liabilities, 100percent and 9 percent of deferred outflows/inflows of resources, respectively, as of June 30, 2016, whilepension expense represents 10 percent of total expenses for the fiscal year then ended.
 Qualified Opinion
 In our opinion, except for the matters described in the “Basis for Qualified Opinion on GovernmentalActivities and Note Disclosure Regarding Pension Plan” paragraph, the financial statements referred toabove present fairly, in all material respects, the respective financial position of the governmentalactivities of the Municipality of Fajardo, as of June 30, 2016, and the respective changes in the financialposition thereof for the fiscal year then ended in accordance with accounting principles generallyaccepted in the United States of America.
 Unmodified Opinions
 In our opinion, the financial statements referred to above present fairly, in all material respects, therespective financial position of each major fund, and the aggregate remaining fund information of theMunicipality of Fajardo, as of June 30, 2016, and the respective changes in the financial position thereoffor the fiscal year then ended in accordance with accounting principles generally accepted in the UnitedStates of America.
 Emphasis of Matters
 Deposits with Governmental Bank
 As discussed in Note 4 the Government Development Bank for Puerto Rico (GDB) serves as lender anddepository of some of the Municipality’s funds. GDB faces significant risks and uncertainties and itcurrently does not have sufficient liquid financial resources to meet obligations when they come due.Pursuant to recently enacted legislation, the Governor has ordered the suspension of loan disbursementsby GDB, imposed restrictions on the withdrawal and transfer of deposits from GDB, and imposed amoratorium on debt obligations of GDB, among other measures. GDB’s deteriorated financial condition
 ORTIZ, RIVERA, RIVERA & CO.CERTIFIEI) PUEL[C A COUNTANTS’ VALUE APUEI) SERVICES
 Suite 152, P0 Box 70250, San Juan, PR. 00936-7250 Phone (787) 75o-8524, Fax (787) 274-0562
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and potential inability to comply with all of its legal and financial obligations could further adversely affectthe Municipality’s financial condition. Deposit in GOB amounted $14,947,739. However, rio losses relatedto defaults by GOB on deposit transactions have been incurred by the Municipality through June, 30, 2016.The basic financial statements do not include any adjustments that might result from the outcome of thisuncertainty. Our opinions are not modified with respect to this matter.
 Newly Adopted Standards
 As discussed in Note 12 to the financial statements, the Municipality adopted new accounting guidance,Governmental Accounting Standards Board (GASB) Statement No. 68, Accounting and Financial Reportingfor Pensions — an amendment of GASB Statement No. 27, and GASB Statement No. 71, Pension Transitionfor Contributions Made Subsequent to the Measurement Date — an amendment of GASB Statement No.68, during the fiscal year 2016. Our opinion is not modified with respect to this matter.
 Restatement of Prior Year Financial Statements
 As discussed in Note 15 to the financial statements, the 2015 financial statements have been restated forthe implementation of GASB Statements No. 68. Our opinion is not modified in respect to this matter.
 Other Matters
 Required Supplementary Information
 Accounting principles generally accepted in the United States of America require that the management’sdiscussion and analysis, budgetary comparison information, and employee’s retirement system scheduleon pages 5 through 15, 55 through 57 and, 58 to 59 be presented to supplement the basic financialstatements. Such information, although not a part of the basic financial statements, is required by theGovernmental Accounting Standards Board, who considers it to be an essential part of financial reportingfor placing the basic financial statements in an appropriate operational, economic, or historical context.We have applied certain limited procedures to the required supplementary information in accordancewith auditing standards generally accepted in the United States of America, which consisted of inquiriesof management about the methods of preparing the information and comparing the information forconsistency with management’s responses to our inquiries, the basic financial statements, and otherknowledge we obtained during our audit of the basic financial statements. We do not express an opinionor provide any assurance on the information because the limited procedures do not provide us withsufficient evidence to express an opinion or provide any assurance.
 Supplementary Information
 Our audit was conducted for the purpose of forming opinions on the financial statements that collectivelycomprise the Municipality’s basic financial statements. The accompanying Financial Data Schedule, asrequired by U. S. Department of Housing and Urban Development, on pages 61 through 64, and theSchedule of Expenditures of Federal Awards on pages 66 and 67 are presented for purposes of additionalanalysis as required by Title 2 U. S. Code of Federal Regulations Part 200, Uniform AdministrativeRequirement, Cost Principles, and Audit Requirement for Federal Awards, and they are not a required partof the basic financial statements.
 -3-
 ORTI.Z, RIVERA, RIVERA & Co.UEIUflNEI) PUBLIC ACCOUNTAITS • VALUE ADDED SEFtVICES
 SUite 152 P0 Box 70250, Sait Juan, PR. 00936.7250 Phone (187) 7568524, Fax (78) 274-0562
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The accompanying Financial Data Schedule and the Schedule of Expenditures of Federal Awards are theresponsibility of management and was derived from and relates directly to the underlying accounting andother records used to prepare the basic financial statements. The information has been subjected to theauditing procedures applied in the audit of the basic financial statements and certain additionalprocedures, including comparing and reconciling such information directly to the underlying accountingand other records used to prepare the basic financial statements or to the basic financial statementsthemselves, and other additional procedures in accordance with auditing standards generally accepted inthe United States of America. In our opinion, the Financial Data Schedule and the Schedule ofExpenditures of Federal Awards are fairly stated, in all material respects, in relation to the basic financialstatements as a whole.
 Other Reporting Required by Government Auditing Standards
 In accordance with GovernmentAuditing Standards, we have also issued our report dated March 10,2017,on our consideration of the Municipality of Fajardo’s internal control over financial reporting and on ourtests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements andother matters. The purpose of that report is to describe the scope of our testing of internal control overfinancial reporting and compliance and the results of that testing, and not to provide an opinion oninternal control over financial reporting or on compliance. That report is an integral part of an auditperformed in accordance with Government Auditing Standards in considering Municipality of Fajardo’sinternal control over financial reporting and compliance.
 San Juan, Puerto Rico 1121 ,Q ifMarch 10, 2017
 The stamp E261819 of’Society of Certifiedwas affixed to the
 ORTJZ, RIVERA RIVERA & CO.CERTIFIED PUBLIC ACCOUNTANTS • VALUE ADDED SERVICES
 4.
 Suite 152. PC) Box 70250, San Juan, PR. 009367250 • Phone (787) 756-8524, Fax (787) 274-0562
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COMMONWEALTH OF PUERTO RICOAUTONOMOUS MUNICIPALITY OF FAJARDO
 MANAGEMENT’S DISCUSSION AND ANALYSISFOR THE FISCAL YEAR ENDED JUNE 30, 2016
 The management of the Autonomous Municipality of Fajardo offers this narrative overview and analysisof the financial activities of the Municipality for the fiscal year ended June 30, 2016. The Management’sDiscussion and Analysis (MD&A) is designed to focus on the current year activities, resulting changes andcurrently known facts, and much of the information is comparable to prior year. This MD&A should beread in conjunction with the accompanying basic financial statements and the accompanying notes tothose financial statements.
 This MD&A is prepared to comply with Governmental Accounting Standards Board Statement No. 34,Basic Financial Statements and Management’s Discussion and Analysis for State and Legal Governments,and it is prepared among other purposes, to provide the financial statements users with the followingmajor information:
 • a broader basis in focusing important issues;• acknowledgement of an overview of the Municipality’s financial activities;• provide for an evaluation of its financial condition as of the end of the indicated fiscal year, compared
 with prior year results;• identification of uses of funds in the financing of the variety of activities and;• assets management’s ability to handle budgetary functions.
 FINANCIAL HIGHLIGHTS
 The following are key financial highlights for the fiscal year:
 • At June 30, 2016, the Municipality’s assets exceeded its liabilities by $121,839,668, compared to anexcess of assets over liabilities of $123,631,243 at June 30, 2015;
 • The Municipality’s total net position decrease by $1,791,575 during fiscal year 2016-2015;• As of June 30, 2016, the Municipality’s governmental funds reported combined ending fund balanceof $80,599,357, a decrease of $463,853 from the prior year;
 • At June 30, 2016, the statement of net position presented an unrestricted net position (deficit) of($10,847,335);
 • The Municipality’s capital assets inventory increase as a result of this year’s operations. Capital assets(net of accumulated depreciation) and net position invested in capital assets (net of related debt) asof June 30, 2016 were $108,283,687.
 USING THIS ANNUAL REPORT
 This annual report consists of a series of financial statements focused on both the Municipality as a whole(government-wide) and the major individual funds. Both perspectives (government-wide and majorfund)allow the user to address relevant questions, broaden a basis for comparison (year to year or governmentto government) and enhance the Municipality’s accountability.
 -5-
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COMMONWEALTH OF PUERTO RICOAUTONOMOUS MUNICiPALITY OF FAJARDO
 MANAGEMENT’S DISCUSSION AND ANALYSiS (CONTINUED)FOR THE FiscAL YEAR ENDED JUNE 30, 2016
 OVERVIEW OF THE BASIC FINANCIAL STATEMENTS
 This discussion and analysis are intended to serve as an introduction to the Municipality’s financialstatements. The Municipality’s basic financial statements comprise three components: government-widefinancial statements; fund financial statements; and notes to the financial statements. This report alsocontains other supplementary information in addition to the basic financial statements themselves.
 GOVERNMENT-WIDE FINANCIAL STATEMENTS
 The government-wide financial statements are composed of: (1) the statement of net position and (2) thestatement of activities. These financial statements can be found immediately following this MD&A, andare designed to provide readers with a broad overview of the Municipality’s finances, in a manner similarto a private-sector business.
 STATEMENT OF NET POSITION
 The purpose of the statement of net position is to attempt to report all assets owned and all liabilitiesowed by the Municipality. The Municipality reports of all of its assets when it acquires ownership overthe assets and reports all of its liabilities when they are incurred. For example, the Municipality reportsbuildings and improvements as assets, even though they are not available to pay the obligationsincurred by the Municipality. On the other hand, the Municipality reports compensated absences eventhough this liability might not be paid until several fiscal years into the future.
 The difference between the Municipality’s total assets and total liabilities reported in the statement ofnet position is presented as net position, which is similar to the total owners’ equity reported by acommercial enterprise in its financial statements. Although the purpose of the Municipality is not toaccumulate net position, as this amount increases or decreases over time, such amount represents auseful indicator of whether the financial position of the Municipality is either improving ordeteriorating, respectively.
 STATEMENT OF ACTIVITIES
 The statement of activities presents information showing how the Municipality’s net position changedduring the fiscal year ended June 30, 2016, by presenting all of the Municipality’s revenues andexpenses. As previously discussed, the items reported in the statement of activities are measured in amanner similar to the approach used by a commercial enterprise in that revenues are recognized whenearned or established criteria are satisfied, and expenses are recorded when incurred by theMunicipality. Consequently, revenues are reported even when they may not be collected for severalmonths after the end of the fiscal year and expenses are recorded even though they may not haveused cash during the current year.
 Although the statement of activities looks different from a commercial enterprise’s income statement,the difference is only in format, not substance. Whereas the bottom line in a commercial enterprise
 -6-
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COMMONWEALTH OF PUERTO RiCOAUTONOMOUS MUNICIPAUTY OF FAJARDO
 MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTiNUED)FOR THE FISCAL YEAR ENDED JUNE 30, 2016
 STATEMENT OF ACTIViTIES (CONTINUED)
 represents its net income, the Municipality reports an amount described as net change in net position,which is essentially the same concept.
 The focus of the statement of activities is on the net cost of various activities provided by theMunicipality. The statement begins with a column that identifies the cost of each of the Municipalitymajor functions. Another column identifies the revenues that are specifically related to the classifiedgovernmental functions. The difference between the expenses and revenues related to specificfunctions/programs identifies the extent to which each function of the Municipality draws fromgeneral revenues or is self-financing through fees, intergovernmental aid, and other sources ofresources.
 This statement also presents a comparison between direct expenses and program revenues for eachfunction of the Municipality.
 Both of the government-wide financial statements of the Municipality are principally supported bycharges for services and Legislative appropriations. The governmental activities of the Municipalityinclude; payroll and related costs, facilities and payment for public services, purchased services,transportation expenses, professional services, materials and supplies, purchase of equipment,depreciation and other operating expenses.
 FUND FINANCIAL STATEMENTS
 The Municipality’s fund financial statements consist of: (1) the balance sheet and (2) the statement ofrevenues, expenditures and changes in fund balances. These financial statements report the financialposition and the results of operations of the Municipality’s governmental funds, with an emphasis on theMunicipality’s major governmental funds.
 A fund is a grouping of related accounts that is used to maintain control over resources that have beensegregated for specific activities or objectives. The Municipality uses fund accounting to ensure anddemonstrate compliance with finance-related legal requirements. Each fund is considered anindependent fiscal entity accounted for within a set of self-balancing accounts that comprise its assets,liabilities, fund equity, revenue, and expenditures. Fund accounting segregates funds according to theirintended purpose and is used to aid management in demonstrating compliance with legal, financial andcontractual provisions.
 GOVERNMENTAL FUNDS
 The Municipality’s basic services are reported in the government fund financial statements. Thegovernment funds are reported using an accounting method called modified accrual accounting, whichmeasures cash and all other financial assets that can readily be converted into cash. Governmental fundsare used to account for essentially the same functions reported as governmental activities in thegovernment —wide financial statements. However, unlike the government-wide financial statements,governmental fund financial statements focus on near-term inflows and outflows of spendable resources,
 -7.-
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COMMONWEALTH OF PUERTO RICOAUTONOMOUS MUNICIPALITY OF FAJARDO
 MANAGEMENT’S DiscussIoN AND ANALYSIS (CONTiNUED)FOR THE FISCAL YEAR ENDED JUNE 30, 2016
 GOVERNMENTAL FUNDS (CONTINUED)
 as well as on balances of spendable resources available at the end of the fiscal year. Such information maybe useful in evaluating a government’s near-term financing requirements. Because the focus ofgovernmental funds is narrower than that of the government-wide financial statements, it is useful tocompare the information presented for governmental funds with similar information presented forgovernmental activities in the government-wide financial statements. By doing so, readers may betterunderstand the long-term impact of the government’s near-term financing decisions.
 The Municipality adopts an annual appropriated budget for its general fund. A budgetary comparisonstatement has been provided for the general fund to demonstrate compliance with this budget.
 NOTES TO THE BASIC FINANCIAL STATEMENTS
 The notes provide additional information that is essential to a full understanding of the data provided inthe government-wide and fund financial statements.
 OTHER INFORMATION
 In addition to the basic financial statements and accompanying notes, this report also presents certainrequired supplementary information containing budget to actual comparisons for the general and majorfunds.
 GOVERNMENT-WIDE FINANCIAL ANALYSIS
 GOVERNMENTAL NET POSITION
 As noted earlier, net position may serve over time as a useful indicator of a government’s financialposition. In the case of the Municipality, assets exceeded liabilities by $121,839,668 as of June 30, 2016,versus $123,631,244 as of June 30, 2015. The net position as reported as of June 30, 2015 has beenrestated by $33,283,514 to account for the net effect of application of GASB Statements 68 and 71. Ouranalysis below focuses on the net position (Table 1) and changes in net positions of the Municipality’sgovernmental activities.
 Table 1Statement of Net Position Z215.
 Current and non-current assets $ 89,629,950 $ 90,661,290Capital assets 108,283,687 108,884,873
 Total assets 197,913,637 199,546,163
 -8-
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COMMONWEALTH OF PUERTO RICOAUTONOMOUS MUNICIPALITY OF FAJARDO
 MANAGEMENT’S DiscussioN AND ANALYSIS (CONTiNUED)FOR THE FIScAL YEAR ENDED JUNE 30, 2016
 2016 2015
 Deferred outflows of resources $ 1,644,059 $ 1,621,896
 Current liabilitiesLong-term liabilities
 2,897,04171,534,325
 1,643,89071,016,993
 Total liabilities 74,431,366 72,660,883
 Deferred inflows of resources 3,286,662 4,875,941
 Net positions:Net investment in capital assetsRestrictedUnrestricted
 97,707,08634,979,917(10847,335)
 97,400,99346,945,860(20,725,609)
 Total net position, as restated
 250,000,000
 S121.839.668 S123.631.244
 200000000
 iso,000,000
 30,0DO,000
 0, D0O,C0O
 Total Assets and deferred outfow Total Labuits and deferredof esources irtlows of iesources
 2316 •2015
 Tote! Net Assets
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COMMONWEALTH OF PUERTO RICOAUTONOMOUS MUNICIPALITY OF FAJARDO
 MANAGEMENT’S DISCUSSION AND ANALYSIS (CoNTINuED)FOR THE FISCAL YEAR ENDED JUNE 30, 2016
 GOVERNMENT-WIDE FINANCIAL ANALYSIS (CONTINUED)
 The largest portion of the Municipality’s net position reflects its investment in capital assets, such land,buildings and equipment. These capital assets are used to provide services to citizens; consequently theseassets are not available for future spending. Restricted net position amounting to $34,979,917 representsresources that are subjected to external restrictions as how they may be used. The additional portion ofthe Municipality’s net position represents unrestricted resources.
 GOVERNMENTAL ACTIVITIES
 The cost of all governmental activities this year was $41,875,834. Table 2 presents the revenue and costsof the Municipality’s programs.
 Table 2Statement of Activities 2016 2015
 Revenues:
 Program revenues:Operating grants and contributions $ 6,831,310 $ 6,847,928Capital grants and contributions 1,027,651 1,644,275
 General revenues:Property taxes 11,002,062 10,013,514Volume of business taxes 5,715,703 7,470,446Sales and usage taxes 4,841,531 4,776,585Construction excise taxes 501,251 343,892Grant and entitlements 8,627,156 7,227,581Other general revenues 1,537,595 1,094,405
 Total revenues 40,086,259 39,418,626
 Expenses:
 Mayor and municipal legislature 2,720,088 2,220,626General administration 10,991,619 9,503,666Public safety 1,643,373 1,263,172Public works 987,897 898,048Culture and recreation 928,258 753,348Health and sanitation 4,234,197 3,982,158Public education 7,909,028 7,490,205Human services and welfare 1,730,048 1,435,965
 -10-
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COMMONWEALTH OF PUERTO RICOAUTONOMOUS MUNICIPALITY OF FAJARDO
 MANAGEMENT’S DiscussioN AND ANALYSIS (CONTiNUED)FOR THE FISCAL YEAR ENDED JUNE 30, 2016
 2016 2015
 Urban development $ 9,868,560 $ 10,930,583Interest costs 862,766 689,533
 Total expenses 41.875.834 38.667.304
 Changes in net position 1,791,575 1,251,322
 Net position-beginning, as restated 123,631,243 122.379,922
 Net position-ending S121.839.668 S123.631.244
 2016 Revenues
 • Program Revenues-State Pssigments
 IGeneral Revenues
 - Charges for services
 2016 ExpendituresMajor and Municipal Legislature
 2%6%
 -
 ii General administration
 -, •i Public safetyI Public works
 29% ( 2’‘ Culture and recreation
 Heath arid sanitation
 7 3% Public education
 3% ‘ ‘.‘ 2% Human services and welfare
 2% Urban development10%
 Interest cost
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COMMONWEALTH OF PUERTO RICOAUTONOMOUS MUNIC1PAL1TY OF FAJARDO
 MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTiNUED)FOR ThE FIsCALYEAR ENDED JUNE 30,2016
 GOVERNMENT-WIDE FINANCIAL ANALYSIS (CONTINUED)
 Approximately twenty-three percent of the Municipality’s governmental activities total revenue camefrom program revenues, while 77% resulted from general revenues. The Municipality’s governmentalactivities expenses included items such as payroll and related costs, facilities and payment for publicservices, purchased services, transportation, professional services, materials, supplies and purchase ofequipment.
 GOVERNMENTAL FUNDS
 The focus of the Municipality’s governmental funds is to provide information on near-term inflows,outflows, and balances of spendable resources. Such information is useful in assessing the Municipality’sfinancing requirements. In particular, unassigned fund balance may serve as a useful measure of agovernment’s net resources available for spending at the end of its fiscal year.
 FINANCIAL ANALYSIS
 The focus of the Municipality’s governmental funds is to provide information on near-term inflows,outflows, and balances of resources available for spending. Such information is useful in assessing theMunicipality’s financing requirements. In particular, unreserved fund balance may serve as a usefulmeasure of a Municipality’s net resources available at the end of a fiscal year.
 For the year ended June 30, 2016, the governmental funds reported combined ending fund balances of$80,599,358 a net decrease of $463,852 in comparison with the prior year. Of total combined fundbalances, $24,522,849 constitutes unassigned fund balance of general fund. The remainder of fundbalance is reserved to indicate that is not available for new spending.
 The general fund is the operating fund of the Municipality. Unassigned fund balance of the general fundrepresents approximately 98% of total ending general fund balance. For the year ended June 30, 2016,the fund balance of the general fund increased by $6,796,004 when compared with the prior year. Duringthe year ended June 30, 2016 the Municipality transferred $4,223,654 to capital project funds for theimprovement and constructions of facilities and infrastructure.
 - 12 -
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COMMONWEALTH OF PUERTO RICOAUTONOMOUS MUNICIPAUV( OF FAJARDO
 MANAGEMENT’S DiscussioN AND ANALYSIS (CoNiiNuEo)FOR THE FSCAL YEAR ENDED JUNE 30, 2016
 BUDGETARY HIGHLIGHTS
 Budget and actual comparison schedules are provided in the Basic Financial Statements for the GeneralFund and the State Assignment Fund. The Budgetary Comparison Schedule shows the original adoptedbudgets, the final revised budget, actual results, and variance between the final budget and actual results.Table S summarizes the results of the Budgetary Comparison Schedule:
 Variance favorableTable 5 Final Budget Actual Amounts (Unfavorable)
 Total resources $ 28,756,339 $28,311,147 $ (445,192)
 Total charges to appropriations 28,756.339 23,181,050 5,575,289
 Excess or deficiency S - 5 5.130,097 55130,097
 The total actual resources (budgetary basis) for the fiscal year ended June 30, 2016 were $28,311,147,which is $445,192 less than the budgeted resources. In addition, the total actual charges to appropriations(budgetary basis) for the fiscal year ended June 30, 2016 were $23,181,050, which is $5,575,289 less thanthe budgeted charges to appropriations.
 CAPITAL ASSETS AND DEBT ADMINISTRATION
 The Municipality investment in capital assets for its governmental type activities as of June 30, 2016amounted to $108,283,687 (net of accumulated depreciation). This investment in capital assets includesland, buildings and improvements, equipment, furniture and fixtures, and motorvehicles. Table 6 presentthe major classes of capital assets.
 Table 6Capital Assets 2016 2015
 Non-depreciable assets:Land and Construction in Progress $ 44,435,536 $ 49,405,724Others 765,615 765,615
 Depreciable assets:Building 37,926,812 32,870,075Infrastructure 23,739,023 24,019,816Vehicles 69,268 189,255Equipment 1,347,433 1,634,388
 Total Assets S108.283.687 S108,884,873
 - 13 -
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COMMONWEALTH OF PUERTO RICOAUTONOMOUS MUNICIPALITY OF FAJARDO
 MANAGEMENT’S DsCusSf ON AND ANALYSIS (CONTINUED)FOR THE FISCAL YEAR ENDED JUNE 30, 2016
 CAPITAL ASSETS AND DEBT ADMINISTRATION (CONTINUED)
 The Municipality acquired a total of $2,014,992 of capital assets during the fiscal year ended June 30, 2016as follows:
 • Land-$249,000• Acquisition of Equipment and Vehicles - $300,888• Buildings and Improvements and Infrastructure - $910,699• Construction in Progress - $554,405
 Other projects related to repair and maintenance of roads (not capitalized) were development during thefiscal year 2016.
 More detailed information about the Municipality’s capital assets is presented in Note 7 to the financialstatements.
 LONG-TERM DEBT
 At June 30, 2016 the Municipality had a total of $67,904,386 in outstanding long-term debts, as shown inTable 7.
 Table 7Long Term Debts 2016 2015
 General and special obligations $31,219,000 $34,132,000
 Others 178,100 184,175
 Compensated absences 1,878,987 2,072,519
 Net pension liability 38,258,238 34,628,299
 Total S71.534.325 S71.016.993
 ECONOMIC FACTORS AND NEXT YEAR’S BUDGETS AND RATES
 Local, national and international economic factors influence the Municipality’s revenues. Positiveeconomic growth is correlated with increased revenues charges for services, as well as state grants.Economic growth in the local economy may be measured by a variety of indicators such as employmentgrowth, unemployment, new construction, assessed valuation, and other revenues. All of these factorswere considered in preparing the Municipality’s budget for the 2016 fiscal year.
 - 14-
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COMMONWEALTH OF PUERTO RICOAUTONOMOUS MUNICIPALIVI OF FAJARDO
 MANAGEMENT’S DiscussioN AND ANALYSIS (CONTINUED)FOR THE FISCAL YEAR ENDED JUNE 30, 2016
 REQUESTS FOR INFORMATION
 This financial report is designed to provide a general overview of the Municipality’s finances for all thosewith an interest in the government’s finances. Questions concerning any of the information provided inthis report or requests for additional information contact the Municipality Finance Department at (787)863-4013.
 - 15
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COMMONWEALTH OF PUERTO RICOMUNICIPAUTY OF FAJARDO
 STATEMENT OF NET POSITIONAS OF JUNE 30, 2016
 AssetsCash in bank (Notes 2 and 3)Accounts receivable:
 Due from other governmental (Note 8)Sale and use taxOther
 Deposit with governmental bank (Note 4)Capital assets, net (Note 2 and 9)
 Total assets
 Deferred outflows of resourcesContributions to employee’s retirement plan
 Total assets and deferred outflows of resources
 Liabilities
 GovernmentalActivities
 $ 73,881,486
 482,062315,571
 3,09214,947,739
 108,283,687
 197,913,637
 1,644,059
 199,557,696
 Accounts payable and accrued expensesAccrued interestDue to other governmentsAdvance from other governmentLong-term debts: (Note 10)Due within one yearDue in more than one yearTotal liabilities
 Deferred Inflows of ResourcesDeferred municipal licenseUnamortized investment in employee’s retirement plan
 Total deferred inflows of resources
 Total liabilities and deferred inflows of resources
 1,705,836423,888650,874116,443
 4,277,80067,256,52574,431,366
 3,009,551277,111
 3,286,662
 77,718,028
 Net PositionNet investment in capital assetsRestricted for:Debt serviceUrban developmentOther purposes
 Unrestricted
 Total net position
 97,707,086
 11,559,09622,907,976
 512,845(10,847,335)
 The accompanying notes are an integral part of these financial statements.
 $ 121,839,668
 16 -
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COMMONWEALTH OF PUERTO RICOMUNICIPALITY OF FAJARDOSTATEMENT OF ACTIVITIES
 FOR THE FISCAL YEAR ENDED JUNE 30. 2016
 Functions/ProErams
 Governmental activities:Mayor and Municipal legislatureGeneral administrationPublic safetyCulture and recreationalPublic worksPublic educationUrban developmentHealth and sanitationHuman services and welfareInterestTotal governmental activities
 Operating
 Grants and
 $ (2,720,088) $ -
 (10,991,619) 94,813(1,643,373)
 (928,258)(987,897)
 (7,909,028) 6,082,199(9,868,560)(4,234,197)(1,730,048) 654,298
 (862,766)
 _______________
 $ (41,875,834)
 _______________
 General revenues:Property taxes (Note 5)Municipal license taxes (Note 6)Sales and use taxes (Note 7)Construction excise taxesGrants and entitlementsRent
 Net (Expense) Revenue andChanges in
 Net Position
 Governmental
 Activities
 $ (2,720,088)(10,896,806)
 (1,643,373)(928,258)(987,897)
 (1,826,829)1,027,651 (8,840,909)
 (4,234,197)(1,075,750)
 (862,766)
 ______________
 (34,016,873)
 11,002,0625,715,7034,841,531
 501,2518,627,156
 256,137376,887904,571
 32,225,298(1,791,575)
 123,631,243
 $ 121,839,668
 The accompanying notes are an integral part of these financial statements.
 Program Revenues
 Capital
 Grants andExpenses Contributions Contributions
 $
 $ 6,831,310 $ 1,027,651
 Interest incomeOther
 Total general revenuesChanges in net positionNet position at beginning of year, as restated (Note 15)
 Net position at end of year
 17
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COMMONWEALTH OF PUERTO RICOMUNICIPALITY OF FAJARDO
 RECONCILIATION OF THE GOVERNMENTAL FUNDSBALANCE SHEET TO THE STATEMENT OF NET POSITION
 AS OF JUNE 30, 2016
 Total fund balances - governmental funds
 Amounts reported for governmental activities in the statement of netposition are different because:
 $ 80,599,358
 • Capital assets, net used in governmental activities are not currentfinancial resources and therefore are not reported in thegovernmental funds balance sheet.
 • Amount presented in the statement of net position, but not infund balance due to different basis of accounting:
 - Deferred outflows of resources related to pension- Deferred inflows of resources related to pension
 • Long-term liabilities and accrual expenses are not due and payablein the current period and therefore are not reported in thegovernmental funds:
 - Bonds and notes payable- Compensated absences- Amount due to MRCC- Net pension liabilities
 Net position of governmental activities
 108,283,687
 (28,095,000)(1,878,987)
 (178,100)(38,258,238)
 $ 121,839,668
 The accompanying notes are an integral part of these financial statements.- 20 -
 1,644,059(277,111)
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COMMONWEALTH OF PUERTO RICOMUNICIPAUT! OF FAJARDO
 RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES, ANDCHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS
 TO THE STATEMENT OF ACTIVITIESFOR THE FISCAL YEAR ENDED JUNE 30, 2016
 Net change in fund balances - total governmental funds $ (463,852)
 Amounts reported for governmental activities in the statement of activities aredifferent because:
 • Governmental funds report capital outlays as expenditures. However, inthe statement of activities, the cost of those assets is allocated over theirestimated useful lives and reported as depreciation expense. This is theamount of capital assets recorded in the current period including interestcapitalized. 2,014,992
 • Depreciation expense on capital assets is reported in the statement ofactivities, but they do not require the use of current financial resources.Therefore, depreciation expense is not reported as expenditure in
 • governmental funds.(2,616,178)
 • Governmental funds report principal payments on long-term obligations asexpenditures, whereas the principal payments reduces the long-term debtin the statement of net position:
 Bond and notes 3,124,000Amount due to MRCC 6,075
 • Change in accrued expenses and other deferred changes which do notrequire the use of current financial resources:
 Compensating absences 193,532Deferred income (442,368)Net pension liability net of deferred inflows/outflows of resourcesrelated to pension
 (3,607,776)
 Changes in net position of governmental activities $ (1,791,575)
 The accompanying notes are an integral part of these financial statements.- 22 -
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COMMONWEALTH OF PUERTO RICOAUTONOMOUS MUNICIPALITY OF FAJARDO
 NOTES TO THE84sic FINANCIAL STATEMENTSJuNE 30, 2016
 1. FINANCIAL REPORTING ENTITY
 Organization
 The Autonomous Municipality of Fajardo (the Municipality) is a political and legal entity with fulllegislative and administrative faculties in every affair of municipal character, with perpetualsuccession, existence and legal personality separate and independent from the governmental of theCommonwealth of Puerto Rico.
 The municipal government is comprised of the executive and legislative bodies, which are electedevery four years in the Puerto Rico general elections. The executive power is exercised by the Mayorand the legislative power by the Municipal Legislative Body.
 The Municipality provides the following services to its community: health, public works, education,public safety, housing, community and social services, welfare, culture and recreation, as wel! asmany other general and administrative services.
 Reporting entity
 A reporting entity consists of the primary government, component units, and other organizationsthat are included to ensure that financial statements are not misleading. The primary governmentof the Municipality consists of all funds and departments that are not legally separate from theMunicipality. For the Municipality, these include various services such as police protection,recreation (including parks), street maintenance and repair, sanitation, and general administrativeservices. The operation of each of these activities is directly controlled by Municipality’s LegislativeBody through the budgetary process.
 Component units are legally separate organizations for which the Municipality is financiallyaccountable. The Municipality has no component units.
 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
 The accounting and reporting policies of the Municipality relating to the funds included in theaccompanying basic financial statements conform to accounting principles generally accepted in theUnited States of America applicable to state and local governments. Generally accepted accountingprinciples for local governments include those principles prescribed by the Governmental AccountingStandards Board (GASB), the American Institute of Certified Public Accountants in the publicationentitled Audits of State and Local Governmental Units and by the Financial Accounting StandardsBoard (when applicable). The more significant policies of the Municipality are described below.
 - 23 -
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COMMONWEALTH OF PUERTO RICOAUTONOMOUS MUNICIPALITY OF FAJARDO
 NOTES To THE BASIc FNANCIA STATEMENTS (CONnNUED)JUNE 30, 2016
 2. SUMMARY OF SIGNIFiCANT ACCOUNTING POLICIES (CONTINUED)
 Government-wide and fund financial statements
 Basic financial statements include both government-wide and fund financial statements.
 Government-wide statements
 The government-wide financial statements (consists of the statement of net position and thestatement of activities) these statements report information on all the activities of the primarygovernment and its component units. For the most part, the effect of interfund activity has beenremoved from these statements. Governmental activities which normally are supported mainly bytaxes and intergovernmental revenues are reported separately from business-type activities, whichrely to a significant extent on fees and charges for support. Likewise, the primary government isreported separately from certain legally separate component units for which the primary governmentis financially accountable.
 The statement of activities demonstrates the degree to which the direct expenses of a given functionor segments are offset by program revenues. Direct expenses are those that are clearly identifiablewith a specific function or segment. Program revenues include a) charges to customers or applicantswho purchase, use, or directly benefit from goods, services, or privileges provided by a given functionor segment and b) grants and contributions that are restricted to meeting the operational or capitalrequirements of a particular function or segment. Taxes and other items not properly included amongprogram revenues are reported instead as general revenues.
 Program-specific capital and operating grant and contributions consist of transactions that are eithermandatory or voluntary nonexcharige transactions with other governments, organizations, orindividuals that restrict the resources for use in a particular program. Capital grants and contributionsconsist of capital assets or resources that are restricted for capital purposes that is to purchase,construct or renovate capital assets associated with a specific program. Operating grants andcontributions consist of resources that are required to be used to finance the costs of operating aspecific program or can be used either for operating or capital purposes of a specific program.Restricted capital and operating grants and contributions are program revenues because they arespecifically attributable to a program reducing the net expense of that program to the Municipality.They are reported net of estimated uncollectible amounts.
 Fund financial statements
 The fund financial statements segregate transactions related to certain functions or activities inseparate funds in order to aid financial management and to demonstrate legal compliance. Thesestatements present each major fund as a separate column on the fund financial statements; all nonmajor funds are aggregated and presented in a single column.
 -24-
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COMMONWEALTH OF PUERTO RICOAUTONOMOUS MUNICIPALITY OF FAJARDO
 NOTES To THE BASIC FINANCIAL STATEMENTS (CONTINUED)iUNE 30,2016
 2. SUMMARY OF SiGNIFiCANT ACCOUNTING POLICIES (CONTINUED)
 Government-wide and fund financial statements (Continued)
 The Municipality reports the following major governmental funds:
 • General Fund
 This is the operating fund of the Municipality and accounts for all financial resources, exceptthose required to be accounted for in another fund.
 • Debit Service Fund
 This fund accounts for resources accumulated and payments made for principal and interest onlong-term general obligation debt of governmental funds.
 • Head Start Fund
 This is the fund used to account for all transactions of the Head Start Program. The objectives ofthis program are to provide comprehensive health, educational, nutritional, social and otherdevelopmental services primarily to economically-disadvantaged pre-school children and infantsand toddlers so that the children will attain school readiness.
 • Sales and Usage Taxes Fund
 This fund used to account for accumulation of resources for, and the payment of special purposeobligations.
 • Loan $21,490,000 Fund
 This fund used to account capital improvements through bond issuance.
 Measurement Focus, Basis of Accounting and Financial Statement Presentation
 The government-wide Statement of Net Position and the Statement of Activities, both governmentand business like activities, are presented using the economic resources measurement focus and theaccrual basis of accounting. Revenues are recorded when earned and expenses are recorded at thetime the liability is incurred, regardless of the timing of related cash flows. Property taxes arerecognized as revenues in the year for which they are levied. Grants and similar items are recognizedas revenue as soon as all eligibility requirements imposed by the provider have been met.
 - 25 -
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COMMONWEALTH OF PUERTO RICOAUTONOMOUS MUNICIPAUTY OF FAJARDO
 NOTES To THE BAsic FNANCIA STATEMENTS (CONTINUED)JUNE 30, 2016
 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
 Measurement Focus, Basis of Accounting, and Financial Statement Presentation (Continued)
 The governmental fund financial statements are presented using the current financial resourcesmeasurement focus and the modified accrual basis of accounting. Revenues are recognized as soonas they are both measurable and available. Underthis method revenues are considered to be availablewhen they are collectible within the current period or soon enough thereafter to pay liabilities of thecurrent period. For this purpose, the government considers revenues to be available if they arecollected within 90 days of the end of the current fiscal period. Expenditures generally are recordedwhen a liability is incurred, except for debt service, compensated absences and claims and judgmentsexpenditures which are reported when payment is due.
 Property taxes, franchise taxes, licenses, and interest associated with the current fiscal period are allconsidered to be susceptible to accrual and so have been recognized as revenues of the current fiscalperiod. Only the portion of special assessments receivable due within the current fiscal period isconsidered to be susceptible to accrual as revenue of the current period. All other revenue items areconsidered to be measurable and available only when cash is received by the government.
 Private-sector standards of accounting and financial reporting issued prior to December 1, 1989generally are followed in the government-wide financial statements to the extent that thosestandards do not conflict with or contradict guidance of the Governmental Accounting StandardsBoard. Governments also have the option of following subsequent private-sector guidance for theirbusiness-type activities and enterprise funds, subject to this same limitation. The government haselected not to follow subsequent private sector guidance.
 As a general rule the effect of interfund activity has been eliminated from the government-widefinancial statements. Amounts reported as program revenues include 1) charges to customers orapplicants for goods, services, or privileges provided, 2) operating grants and contributions, and 3)capital grants and contributions, including special assessments. Internally dedicated resources arereported as general revenues rather than as program revenues. Likewise, general revenues includeall taxes.
 When both restricted and unrestricted resources are available for use, it is the government’s policy touse restricted resources first, than unrestricted resources as they are needed.
 The Municipality has elected to not apply all statements and interpretation issued by FASB afterNovember 30, 1989.
 - 26 -
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 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTiNUED)
 Cash in Commercial Bank and Deposits with Governmental Bank
 The Municipality’s finance director is responsible for investing available resources. The Municipalityis restricted by law to invest only in savings accounts and certificates of deposit with banks qualifiedas a depository of public funds by the Puerto Rico Treasury Department (PRTD) or in instruments ofthe Government Development Bank for Puerto Rico (GOB). The Municipality’s policy is to invest anyexcess cash in interest bearing deposits with institutions qualified by the PRTD. Earnings from thesefunds are recorded in the corresponding fund as interest income.
 Deposits with Governmental Bank in the governmental fund consists of unused proceeds from bondsand notes issued for the acquisition and construction of major capital improvements. Deposits withGovernmental Bank in the debt service fund represents special additional property tax collectionsretained by the Municipal Revenue Collection Center (MRCC) and restricted for the payment of theMunicipality’s debt service, as established by law.
 Pursuant to the Statement of Investment Guidelines for the Government of the Commonwealth ofPuerto Rico the balances deposited in commercial banks by the Municipality are insured by theFederal Deposit Insurance Corporation (FDIC) generally up to. a maximum of $250,000 per depositor.In addition, public funds deposited in commercial banks by the Municipality are fully collateralized forthe amount in excess of federal depository insurance. All securities pledged as collateral are held byagents designated by the Commonwealth’s Secretary of Treasury but not in the Municipality’s name.Deposits with GOB are uninsured and uncollateralized and thus represent a custodial credit risk,because in the event that this financial institution fails, the Municipality may not be able to recoverthese deposits.
 The GDB’s liquidity was adversely affected by a significant increase in credit spreads for obligations ofthe Commonwealth and its public corporations, the Commonwealth’s limited capital market access,and a significant reduction of liquidity in the local Puerto Rico capital markets. Then, the credit ratingdowngrades could further adversely affect the GOB’s liquidity. However, no losses related to defaultsby GDB on deposit transactions have been incurred by the Municipality through iune 30, 2016.Deposit in GDB amounted to $14,947,739 as of June 30, 2016.
 lnterfund Receivables and Payables
 Activities between funds that are representative of lending/borrowing arrangements outstanding atthe end of the fiscal year are referred to as either due to/from other funds (i.e., the current portionof interfund loans) or advances to/from other funds (i.e., the non-current portion of interfund loans).Interfunds receivables and payables between funds within the governmental activities are eliminatedin the statement of net position.
 - 27 -
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 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
 Capital Assets
 Capital assets, which include property, plant, equipment, and infrastructure (which is normallyimmovable and of value only to the Municipality, such as roads, bridges, streets sidewalks, anddrainage system), are reported in the government-wide financial statements.
 Capital assets purchased or acquired are carried at historical cost or estimated historical cost.Contributed assets are recorded at fair market value as of the date donated. Additions, improvementsand other capital outlays that significantly extend the useful life of an asset are capitalized. Othercosts incurred for repairs and maintenance are expensed as incurred. When historical cost is notavailable it is estimated using historic sales of the year of the acquisition of the related capital assets.
 Depreciation in capital assets is calculated on the straight-line basis over the following estimateduseful lives:
 Years
 Infrastructure 10 to 70Building, structures and building improvements 70Vehicles
 5Furniture, fixtures, machinery and equipment S to 10
 Impairment of Capital Assets
 The Municipality periodically evaluates long-term assets for impairment in accordance with GASBStatement No. 34, (Basic Financial Statements — and Management’s Discussion and Analysis — forState and Local Governments) and GASB No.42, (Accounting and Financial Reporting for Impairmentof Capital Assets and for Insurance Recoveries Governments) are required to evaluate prominentevents or changes in circumstances affecting capital assets to determine whether impairment of acapital asset has occurred. Such events or changes in circumstances that may be indicative ofimpairment include evidence of physical damage, enactment or approval of laws or regulations orother changes in environmental factors, technological changes or evidence of obsolescence, changesin the manner or duration of use of a capital asset, and construction stoppage. A capital asset generallyshould be considered impaired if both (a) the decline in service utility of the capital asset is large inmagnitude and (b) the event or change in circumstance is outside the normal life cycle of the capitalasset.
 Impaired capital assets that will no longer be used by the government should be reported at the lowerof carrying value or fair value. Impairment losses on capital assets that will continue to be used by thegovernment should be measured using the method that best reflects the diminished service utility of-28-
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 2. SUMMARY OF SIGNiFICANT ACCOUNTING POLICIES (CONTINUED)
 Impairment of Capital Assets (Continued)
 the capital asset. Impairment of capital assets with physical damage generally should be measuredusing a restoration cost approach, an approach that uses the estimated cost to restore the capitalasset to identify the portion of the historical cost of the capital asset that should be written off.Impairment of capital assets that are affected by enactment or approval of laws or regulations orother changes in environmental factors or are subject to technological changes or obsolescencegenerally should be measured using a service units approach, an approach that compares the serviceunits provided by the capital asset before and after the impairment event or change in circumstance.impairment of capital assets that are subject to a change in manner or duration of use generally shouldbe measured using a service units approach, as described above, or using deflated depreciatedreplacement cost, an approach that quantifies the cost of the service currently being provided by thecapital asset and converts that cost to historical cost.
 Risk Management
 The Municipality carries insurance to cover casualty, theft, tort claims and other losses. Insurancepolicies are held with private companies. Cost of insurance are deducted from the gross property taxcollections by the Municipal Revenue Collection Center (the “MRCC”) for the year ended June 30, 2016amounted to approximately $503,832. The current insurance policies have not been cancelled orterminated. The MRCC also deducted approximately $319,449 for workers compensation insurancecovering all municipal employees.
 Compensated Absences
 Employees accumulate vacation leave at a rate of 2.5 days per month up to maximum of 60 days.Unpaid vacation time accumulated is fully vested to the employees from the first day of work.Employees accumulate sick leave at a rate of 1.5 days per month up to a maximum 90 days. In theevent of employee resignation, the employee is paid for accumulated vacations days up to themaximum allowed. Separation from employment prior to use of all or part of the sick leave terminatesall rights for compensation, except for regular employees with ten years or more of service who areentitled to sick leave pay up to the maximum allowed. Employees’ maximum allowed vacations andvested sick benefits are accounted for in the statement of net position.
 Fund Balances
 The Municipality adopted the provisions of GASB Statement No. 54, Fund Balance Reporting andGovernmental Fund Type Definitions (GASB 54), which enhanced the usefulness of fund balanceinformation by providing clearer fund balance classifications that can be more consistently applied.This statement establishes fund balance classifications that comprise a hierarchy based primarily on- 29 -
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 2. SUMMARY OF SiGNIFICANT ACCOUNTING POUC1ES (CONTINUED)
 Fund Balances (Continued)
 the extent to which the Municipality is bound to observe constraints imposed upon the use ofresources reported in governmental funds.
 The fund balances amounts are reported as nonspendable, restricted, committed, assigned andunassigned, based on the relative strength of the constraints that control how specific amounts canbe spent, as described follows:
 + Nonspendable — Represent resources that cannot be spent readily with cash or are legally orcontractually required not to be spent, including but not limited to inventories, prepaid items,long-term balances of loans and notes receivable.
 •• Restricted — Represent resources that can be spent only for the specific purposes stipulated byconstitutional provisions, external resource providers (externally imposed by creditors orgrantors), or through enabling legislation (that is, legislation that creates a new revenue sourcesand restrict its use). Effectively, restrictions may be changed or lifted only with the consent ofresource providers.
 + Committed — Represent resources used for specific purposes, imposed by formal action of theentity’s highest level of decision making authority (governing body through resolutions) and canonly be changed by similar resolutions, no later than the end of the fiscal year.
 + Assigned - Represent resources intended to be used by the entity for specific purposes but do notmeet the criteria to be classified as restricted or committed (generally resolutions approved bythe governing body). Intent can be expressed by the Municipal Legislation, the Mayor or byofficial or body to which the governing body delegates authority. In governmental funds otherthan the general fund, assigned fund balance represents the remaining amount that is notrestricted or committed.
 + Unassigned — Represent the residual classification for the entity’s general fund and includes allspendable amounts not contained in the other classifications. In other funds, the unassignedclassification is used only to report a deficit balance resulting from overspending for specificpurpose for which amounts had been restricted, committed, or assigned.
 In situations when expenditure is made for a purpose for which amounts are available in multiple fundbalance classifications, the Municipality uses restricted resources first, and then unrestrictedresources. Within unrestricted resources, the Municipality generally spends committed resourcesfirst, followed by assigned resources, and then unassigned resources.
 -30-
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 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
 Pensions
 For purposes of measuring the net pension liability, deferred outflows of resources and deferredinflows of resources related to pensions, and pension expense, information about the fiduciary netposition of Employees’ Retirement System (ERS) and additions to/deductions from ERS fiduciary netposition have been determined on the same basis as they are reported by ERS. For this purpose,benefit payments (including refunds of employee contributions) are recognized when due andpayable in accordance with the benefit terms.
 The Municipality adopted the statement no. 68 of the Governmental Accounting Standard BoardAccounting and Financial Reporting for Pension (GASB 68) for the year ended June 30, 2016 whichrequires that the pension expenses, as well as deferred outflows of resources and deferred inflows ofresources related to pension be recognized for employer’s proportionate share of collective pensionexpense and collective deferred oufflows of resources and deferred inflows of resources related topensions. The employer’s proportionate share should be determined using the employer’s proportionof the employee contribution.
 Future Adoption of Accounting Pronouncements
 + Statement No. 73, Accounting and Financial Reporting for Pensions and Related Assets That AreNot within the Scope of GASB Statement 68, and Amendments to Certain Provisions of GASBStatements 67 and 68 The provisions in Statement 73 are effective for fiscal years beginningafter June 15, 2016—except those provisions that address employers and governmentalnonemployee contributing entities for pensions that are not within the scope of Statement 68,which are effective for fiscal years beginning after June 15, 2016.
 + Statement No. 74, Financial Reporting for Postemployment Benefit Plans Other Than PensionPlans - The provisions in Statement 74 are effective for fiscal years beginning after June 15, 2016.
 + Statement No. 75, Accounting and Financial Reporting for Pasternployment Benefits Other ThanPensions The provisions in Statement 75 are effective for fiscal years beginning after June 15,2017.
 + GASB Statement No. 77, Tax Abatement Disclosures - The requirements of this Statement areeffective for reporting periods beginning after December 15, 2015. Earlier application isencouraged.
 + GASB Statement No. 78, Pensions Provided through Certain Multiple-Employer Defined BenefitPension Plans - The requirements of this Statement are effective for reporting periods beginningafter December 15, 2015. Earlier application is encouraged.
 - 31 -
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 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICiES (CONTINUED)
 Future Adoption of Accounting Pronouncements (Continued)
 + GASB Statement No. 79, Certain External In vestment Pools and Pool Participants - Therequirements of this Statement are effective for reporting periods beginning after June 15, 2016,except for the provisions in paragraphs 18, 19, 23—26, and 40, which are effective for reportingperiods beginning after December 15, 2015. Earlier application is encouraged.
 + GASB Statement No. 80, Blending Requirements for Certain Component Units — an amendment ofGASB Statement No. 14—The requirements of this Statement are effective for reporting periodsbeginning after June 15, 2016. Earlier application is encouraged.
 + GASB Statement No. 81, Irrevocable Split-Interest Agreements — The requirements of thisStatement are effective for periods beginning after December 15, 2016. Earlier application isencouraged.
 •. GASB Statement No. 82, Pension Issues — an amendment of GASB Statements No. 67, No. 68and No. 73—The requirements of this Statement are effective for reporting periods beginningafter June 15, 2016, except for the requirements of paragraph 7 in a circumstance in whichariemployer’s pension liability is measured as of a date other than the employer’s most recentfiscal year-end. In that circumstance, the requirements of paragraph 7 are effective for thatemployer in the first reporting period in which the measurement date of the pension liability ison or after June 15, 2017. Earlier application is encouraged.
 + GASB Statement No. 83, Certain Asset Retirement Obligation — The requirements of thisStatement are effective for reporting periods beginning after June 15, 2018. Earlier application isencouraged.
 + GASB Statement No. 84, Fiduciary Activities — The requirements of this Statement are effective forreporting periods beginning after December 15, 2018. Earlier application is encouraged.
 The Municipality management has not determined the impact in the Municipality financial statementsthe future adoption of these GASB Statements.
 Use of estimates
 The preparation of financial statements in conformity with accounting principles generally acceptedin the United States of America requires management to make estimates and assumptions that affectthe reported amounts of assets and liabilities, and disclosure of contingent assets and liabilities at thedate of the financial statements and the reported amounts of revenues and expenditures/expensesduring the reporting period. Actual results could differ from those estimates.- 32 -
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 2. SUMMARY OF SiGNIFICANT ACCOUNTING POLICIES (CONTINUED)
 Subsequent events
 Managements has evaluated subsequent events through March 10, 2017 the date that the financialstatements were available to be issued.
 3. CASH AND CASH EQUIVALENTS IN COMMERCIAL BANKS
 Custodial credit risk for cash and cash equivalents is the risk that in the event of bank failure, theMunicipality’s deposits may not be recovered. Under the laws and regulations of the Commonwealth,public funds deposited by the Municipality in commercial banks must be fully collateralized for theamounts deposited in excess of the federal depository insurance generally provided by the FederalDeposits Insurance Corporation (FDIC). All securities pledged as collateral are held by agentsdesignated by the Secretary of the Treasury of the Government of Puerto Rico, but not in theMunicipality’s name. The Municipality’s cash and cash equivalents consist principally of unrestrictedand restricted demand deposits in various commercial banks.
 Unrestricted deposits of $27,769,132 in the general fund are available to meet general operatingrequirements of the Municipality,
 Restricted cash in the debt service fund consist of unspent property tax and sales and usage taxcollections amounting to $2,808,077 that are available for the debt service payments of bonds andcertain general obligations notes.
 Restricted cash in Head Start program funds amounting $416,208 consists of operating grantscontributions received from the federal government of the United States of America that are availablefor the operations of the grant programs
 Restricted cash in Sales and Use Taxes fund amounting $13,336,034 consists of the portion of thesales and use taxes collected within the territorial limits of the Municipality.
 Restricted deposits in the Loan $21,490,000 fund of $11,570,879 consist of unspent bonds and notesproceeds that are restricted for the acquisition, construction or improvements of major capital assetsfinanced with public debt.
 Restricted cash in other governmental funds amounting $17,981,156 consists of intergovernmentaloperating and capital grants contributions received from the Commonwealth of Puerto Rico and thefederal government of the United States of America that are available for the operations of severaloperating and capital grant programs.
 - 33 -
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 4. DEPOSiTS WITH GOVERNMENTAL BANK
 The Municipality maintains deposits with the Government Development Bank for Puerto Rico (GDB),a component unit of the Commonwealth of Puerto Rico. GDB’s principal functions are to act as fiscalagent, paying agent and financial advisor for the Commonwealth of Puerto Rico and itsinstrumentalities, public corporations and municipalities; and to grant interim and long-term financingto public entities and municipalities and private enterprises to promote the economic developmentof Puerto Rico. The charter of the Bank provides for its perpetual existence, and no amendment tothe charter, or to any other law of Puerto Rico, shall impair any outstanding obligations orcommitments of GDB. Under the laws and regulations of the Commonwealth, public funds depositedby the Municipality in GDB are not insured nor collateralized representing a custodial credit risk in theevent of GDB’s failure.
 Deposits with governmental bank in other governmental funds amounting $2,476,555 consist ofintergovernmental operating and capital grants contributions received from the Commonwealth ofPuerto Rico and the federal government of the United States of America that are available for theoperations of several operating and capital grant programs.
 Deposits with governmental bank in the debt service fund consist of unspent property tax and salesand usage tax collections amounting to $12,471,184 that are available for the debt service paymentsof bonds and certain general obligations notes.
 GDB has traditionally served as interim lender to the Commonwealth of Puerto Rico and its publiccorporations and municipalities in anticipation of the issuance of long-term bonds and notes by suchentities in the municipal bond market. GDB has also historically provided financing to theCommonwealth and its instrumentalities to finance their respective budget deficits, collateralrequirements under swap agreements and to meet mandatory payments of obligations.
 Loans to the Commonwealth and its instrumentalities constitute a significant portion of GOB’s assets.As a result, GDB’s liquidity and financial condition depends to a large extent on the repayment of loansmade by the Commonwealth and its instrumentalities, which currently face significant fiscal andfinancial challenges.
 The Commonwealth currently faces a severe fiscal and liquidity crisis, the culmination of many yearsof significant governmental deficits, a prolonged economic recession (which commenced in 2006),high unemployment, population decline, and high levels of debt and pension obligations, among otherfactors. These factors have resulted in delays in the repayment by the Commonwealth and itsinstrumentalities of outstanding loans with GDB, which delays, in turn, have limited GDB’s ability tocontinue providing liquidity to the Commonwealth and its instrumentalities.
 As a result of the reductions in liquidity experienced, GOB took a number of liquidity enhancing andconservation measures, and explored the sale of assets and other alternatives to address its liquidity-34-
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 4. DEPOSITS WITH GOVERNMENTAL BANK (CONTINUED)
 needs. In April 2016, the Governor of the Commonwealth imposed on 6DB certain emergencyoperational restrictions and declared a moratorium on debt service payments and to stay relatedcreditor remedies through January 31, 2017, with a possible two-month extension at the Governor’sdiscretion.
 On April 8, 2016, the Governor signed Executive Order No. 2016-10 declaring GOB to be in state ofemergency pursuant to Act 21 of 2016, known as the “Puerto Rico Emergency Moratorium andFinancial Rehabilitation Act”, as amended.
 Management of GDB has determined that, even under the framework of the aforementionedemergency measures, 6DB will require additional sources of liquidity, in particular, throughappropriations for the payment of debt service by the Commonwealth in fiscal year 2017 on GDB’sappropriation loans or some other appropriation to GDB and the consummation of a comprehensiverestructuring of its debt obligations for GOB to continue operating in fiscal year 2017 and beyond.
 If GDB does not obtain adequate funding from the Commonwealth for fiscal year 2017 and is not ableto consummate a comprehensive debt restructuring, or otherwise obtain additional funding or otherarrangements with its creditors, GOB may not be able to continue as a going concern and may needto pursue the resolution processes provided for by GOB’s enabling act and its receivership provisions.
 The accompanying financial statements do not include any adjustments or reserves over thesebalances at June 30, 2016.
 5. PROPERTY TAX
 The personal property tax is self assessed by the taxpayer on a return, which is to be filed by May 15of each year with the Municipal Revenue Collector Center (the MRCC), a governmental entity createdby the Commonwealth of Puerto Rico. Real property tax is assessed by the CRIM on real estate andattached equipment.
 The assessment is made as of January 1 of each year and is based on current values for personalproperty and on estimated value as of 1957 for real property tax. The tax on personal property mustbe paid in full together with the return by May 15. The tax on real property may be paid in twoinstallments by July 1 and January 1.
 The MRCC is responsible for the billing and collections of real and personal property taxes on behalfof all the municipalities of Puerto Rico. Before the beginning of each fiscal year, the MRCC informsthe Municipality of the estimated amount of property tax expected to be collected for the ensuing
 - 35 -
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 5. PROPERTY TAX (CONTINUED)
 fiscal year. Throughout the year, the MRCC advances funds to the Municipality based on the initialestimated collections. The MRCC is required by law to prepare a settlement statement annually.
 This settlement has to be completed on a preliminary basis not later than three months after fiscalyear-end, and a final settlement made not later than six months after year-end. If the MRCC hasremitted property tax advances to the Municipality, which are less than the tax actually collected, areceivable from the MRCC is recorded at June 30. However, if advances exceed the amount actuallycollected by the MRCC, a liability to the MRCC is recorded at June 30.
 Residential real property occupied by its owner is exempt by law from the payment of property taxeson the first $15,000 of the assessed value. For such exempt amounts, the Puerto Rico TreasuryDepartment assumes payment of the basic tax to the Municipalities, except for property assessed atless than $3,500 for which no payment is made. As part of Law No.83 of August 30, 1991, as amended,the exempt amount to be paid by Puerto Rico Treasury Department to the Municipalities wasfrozen as of January 1, 1992. In addition, the law grants a tax exemption from the payment of personalproperty taxes of up to $50,000 of the assessed value to retailers having annual net sales of less than$150,000.
 The annual rate for fiscal year 2016 is 10.53% for real property and 7.03% for personal property ofwhich 1.03% of both tax rates are for the redemption of public debt issued by the Commonwealth ofPuerto Rico. The remaining percentage is distributed as follows: (a) 6.0% and 4.0%, respectively,represent the Municipality’s basic property tax rate, which is appropriated for general purposes andaccounted for in the general fund. A portion of such amount is deposited in an equalization fundtogether with a percentage of the net revenues of the Puerto Rico electronic lottery and subsidy fromthe Commonwealth of Puerto Rico. From such fund, a distribution is made to all municipalities; (b)35% and 2%, respectively, represents the special ad valorem tax restricted for debt service andaccounted for in the debt service fund. The Commonwealth contributes an annual tax rate of 0.2% ofthe property tax collected and the remaining rate is imposed to the taxpayer.
 6. VOLUME OF BUSINESS TAX
 The municipal license tax is levied annually based on the volume of business of certain businesses andindustrial organizations that operate in the Municipality. The tax rates are 1.50% for financinginstitutions and .50% for the other business institutions. The taxpayers must file a return not laterthan April 15 of every year and the tax is payable in two installments, due in July 1 and January 1 ofthe following fiscal year. The amount levied could be paid with a five percent discount if payment ismade on or before the filing date. The Municipality levied and collected during the year ended June30, 2016, $3,009,551 corresponding to the following fiscal year volume of business tax. This amountwas recorded as deferred revenue, and is presented as a liability in the accompanying financialstatements.
 - 36 -
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 7. SALE AND USE TAXES
 Pursuant to an amendment to Puerto Rico Internal Revenue Code, Act 117 of July 4, 2006, theMunicipal Legislature approved a city tax contribution (SUT), effective October 3, 2006 to 1.5% overall transactions of sales of goods and services made on Fajardo boundaries. The retails are requiredto file monthly sales tax returns by 1O days following the month in which the tax are collected.
 Pursuant to the provision at the Act 72-2016 and effective July 1, 2015, the citizenship contributionwas uniformity established in 1.5%, for all the Municipality of Puerto Rico, of which 1% is collected bythe Municipality and the remaining 0.5% is be collected by the Treasury Department of theCommonwealth of Puerto Rico. A portion of the amount collected by the Treasury Department issubmitted to Municipal Finance Corporation (COFIM, by is its spanish acronyn), a redention fund forfinancing capital project to the municipalities. COFIM is a public corporation and instrumentality ofthe Commonwealth of Puerto Rico, attached to the Government Development Bank. COFIM isauthorized to issue and use other financing mechanisms to pay or refinance, directly or indirectly, inwhole or in part, the debts of the municipalities of the Commonwealth payable or backed by themunicipal sales and use tax. COFIM receives, from the first revenues of the municipal sales and usetax collected, the greater of: (i) an amount computed by applying a 0.3% fixed tax rate to the totalrevenues collected, or (ii) a fixed amount that increases annually, known as the Annual Fixed Income.These revenues, which are deposited in COFIM’s Redemption Fund, are used to pay and secure thedebt issued by COFIM. As an independent corporation, COFIM has the same powers, rights andfaculties as the GDB under its Charter.
 8. GRANTS AND ENTITLEMENTS REVENUE
 Grants and entitlements revenue consists of contributions received from certain quasi-publiccorporations of the Commonwealth of Puerto Rico, such as the Puerto Rico Aqueduct and SewerMunicipality and the Puerto Rico Electric Power Authority. Also, the Municipality receives somesubsidies from the Commonwealth of Puerto Rico which include, among others, a subsidy for generaloperations and for the financing of capital improvements. The intergovernmental revenues arerecorded in the General Fund, except for those that are legally restricted for expenditure for specifiedpurposes which are recorded in other governmental funds.
 - 37 -
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 9. CAPITAL ASSETS
 Capital asset activity for the year ended iune 30, 2016 was as follows:
 Balance BalancePrimary Government July 1, 2015 Increases Decreases June 30, 2016Governmental Activities:Capital assets, not being depreciated or amortized:
 Land $ 44,186,536 $ 249,000 $ - $ 44,435,536Construction in progress 5,219,188 554,405 (5,773,593)-Non- depreciable assets 765,615
 ____________ _____________
 765,615Total capital assets, not being depreciated 50,171,339 803,405 (5,773,593) 45,201,151Cost basis of capital assets, being depreciated andamortized:
 Buildings $ 51,788,553 $ 6,263,660 $ 58,052,213Infrastructure 46,699,917 420,632 47,120,549Vehicles 4,073,414 4,073,414Equipment 7,893,310 300,888 8,194,198Total cost basis of capital assets, beingdepreciated and amortized 110,455,194 6,985,180
 - 117,440,374
 Less accumulated depreciation for:Buildings and building improvements (18,918,478) (1,206,923) (20,125,401)Infrastructure (22,680,101) (701,425) (23,381,526)Vehicles (3,884,159) (119,987) (4,004,146)Equipment (6,258,922) (587,843) (6,846,765)Total accumulated depreciation and amortization (51,741,660) (2,616,178) (54,357,838)Total capital assets, being depreciated, net 58,713,534 4,369,002
 - 63,082,536Governmental activities capital assets, net $ 108,884,873 $ 5,172,407 $ (5,773,593) $ 108,283,687
 Depreciation expense was charged to functions/programs of the Municipality as follows:
 Governmental activities AmountMayor and municipality legislative $ 163,683General government
 704,555Public safety48,131Public work52,655Culture and recreation51,230Health and sanitation
 243,865Public education538,371Human services and welfare98,323Urban development
 715,365Total depreciation expenses $2,616,178
 - 38 -
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 10. LONG-TERM DEBTS
 The Municipality’s Legislatures is legally authorized to determine the contracting of debts of theMunicipality. Nevertheless, the laws and regulations of the Commonwealth also provide that:
 • Direct obligations of the Municipality (evidenced principally by bonds and notes) are backed by thefull faith, credit and taxing power of the Municipality; and
 • Direct obligations are not to be issued if the amount of the principal of, and interest on, such bondsand notes (and on all such bonds and notes issued thereafter), which are payable iii any fiscal year,together with any amount paid by the Municipality in the preceding fiscal year on account of bondsor notes guaranteed by the Municipality, exceed 10 percent of the total assessed value of theproperty located within the Municipality plus the balance of the ad valorem taxes in the debtservice fund, for bonds payable to be repaid with the proceeds of property taxes restricted for debtservice.
 In addition, before any new bonds or notes are issued, the revenues of the debt service fund shouldbe sufficient to cover the projected debt service requirement.
 The long-term debt activity for the year ended June 30, 2016, was as follows:
 Beginning Additions/ Due WithinDescription Balance Adjustments Payments Ending Balance One Year
 General obligations bonds and notes $ 34,132,000 $ - $ (2,913,000) $ 31,219,000 $ 3,124,000Compensated absences 2,072,519 (193,532) 1,878,987 1,147,343Advances from MRCC 184,175 (6,075) 178,100 6,457Net pension liability 34,628,299 3,629,939 38,258,238
 Total long-term liabilities $ 71,016,993 $ 3,629,939 $ (3,112,607) $ 71,534,325 $ 4,277,800
 - 39 -

Page 45
                        
                        

COMMONWEALTH OF PUERTO RICOAUTONOMOUS MUNICIPALITY OF FAJARDO
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 10. LONG-TERM DEBTS (CONTINUED)
 A. GENERAL OBLIGATIONS BONDS AND NOTES
 The Municipality issues general and special (public improvements) obligations bonds and notesto provide for the acquisition and construction of mayor capital facilities and equipment, as wellas, to cover certain operating needs. Long-term debt at June 30, 2016 is composed of thefollowing debts Notes payable with:
 OutstandingAmount
 $11,435,000, municipal general obligation bonds series 1998-1999 payable inone principal installment of $1,130,000; plus interest at 6.35% through July 1,2016. $ 1,130,000
 $14,440,000, municipal general obligation bonds series 2006-2007 payable inannual principal installments ranging from $429,000 to $1,289,000; plusinterest due in semiannual installments at .24% oven the LIBOR rate (.71% asof June 30, 2016) through July 1, 2031. 11,584,000
 370,000 public improvement bonds, series 1994-1995 payable in annualprincipal installments ranging from $25,000 to $35,000; plus interest due insemiannual installments at 8.21% through July 1, 2019. 120,000
 $21,490,000 municipal general obligation notes series 2012-2013 payable inannual principal installments ranging from $1,230,000 to $2,355,000; plusinterest due in annual installments 3.25% over the LIBOR rate (3.72% as ofJune 30, 2016) through July 1, 2025. 17,380,000
 $2,045,000 municipal general obligation notes series 2012-2013 payable inannual principal installments ranging from $310,000 to $360,000; plus interestdue in semiannual installments 3.25% over the LIBOR rate (3.72% as of June30, 2016) through July 1, 2018. 1,005,000
 Total General Obligations S 31.219.000
 The Municipality’s general obligations long-term bond retirements are appropriated and paidfrom resources accumulated in the debt service fund. These obligations are paid throughretentions made by the Municipal Revenue Collection Center from monthly advances of annualproperty taxes and subsidies sent to the Municipality.
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 10. LONG-TERM DEBTS (CONTINUED)
 The annual debt service requirements of maturity for bonds payable is as follows:
 Year Ending Principal InterestJune 30, payment payment Total
 2017 $ 3,124,000 $ 779,182 $ 3,903,1822018 2,129,000 680,043 2,809,0432019 2,318,000 610,310 2,928,3102020 2,090,000 542,484 2,632,4842021 2,198,000 478,315 2,676,3152022-2026 13,642,000 1,273,582 14,915,5822027-2031 4,429,000 127,938 4,556,9382032-2036 1,289,000 4,505 1,293,505
 Total S31.219.000 S 4,496359 S 35,715,359
 B. ADVANCES FROM MRCC AND PR TREASURY DEPARTMENT (LAW 42)
 The Commonwealth’s Public Act No. 42 of January 26, 2000 (Act No. 42) was enacted to authorizeMunicipal Revenue Collection Center (MRCC) to enter into a financing agreement of up to $200million, for a term not exceeding 30 years. The financing agreement authorized MRCC to financedebt that the municipalities of Puerto Rico had with such entity, which arose from the differencebetween the yearly final settlements of property tax advances made by MRCC to themunicipalities and the actual property tax collections received by MRCC from taxpayers throughfiscal year 2000. The amounts that the municipalities will collect from the additional propertytaxes resulting from the increases in the subsidy from the Commonwealth are assigned throughAct No. 42 to repay such note. The increase in this subsidy was the result of Public Act No. 238 ofAugust 15, 1999.
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 10. LONG-TERM DEBTS (CONTINUED)
 The debt service requirement of these advances by the MRCC is as follows:
 AggregateYear ended June 30 Principal Interest Obligation
 2017 $ 6,457 $ 10,921 $ 17,3782018 6,862 10,516 17,3782019 7,293, 10,085 17,3782020 7,752 9,626 17,3782021 8,239 9,139 17,378
 2022-2026 49,641 37,250 86,8912027-2031 67,322 19,569 86,8912032-2033 24,534 1,533 26,067
 $ 178.100 S 108.639 $ 286339
 C. COMPENSATED ABSENCES
 The government-wide statement of net position includes $1,878,987 of accrued sick leavebenefits and accrued vacation benefits, representing the Municipality’s commitment to fund suchcosts from future operations.
 11. INTERFUND BALANCES AND ACTIVITIES
 BALANCE DUE TO / FROM OTHER FUNDS:
 Balance due to / from other funds at June 30, 2016, consist of the following:
 Due toHead Start Other governmental
 Due from fund fund Total
 General fund $ 419,070 $ 657,118 $ 1,076,188Head Start fund 12,037 12,037Other governmental funds 2,064.987 2,064987
 Total S 41907Q S 2.734,142 S 3,153,212
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 NOTES To THE BASIC FiNANCIAL STATEMENTS (CONTINUED)JUNE 30, 2016
 11. INTERFUND BALANCES AND ACTIVITIES (CONTINUED)
 TRANSFER TO / FROM OTHER FUNDS:
 Transfer to / from other funds at June 30, 2016 consist of the following:
 Transfer in
 OtherSales and use governmental
 Transfer out General fund fund fund Total
 General fund $ - $ - $ 4,223,654 $ 4,223,654Debt service fund 9,416,740 784,345 10,201,085Loan $21,490,000 37,003 37,003Other governmentalfund 40,832 -
 - 40,832
 S 9.494.575 S 784.345 S 4.223.654 S 14.502.574
 12. EMPLOYEE’S RETiREMENT PLAN
 A. Plan Description — The ERS is a cost-sharing, multi-employer defined benefit pension planadministered by the Puerto Rico Government Employees and Judiciary Retirement SystemsAdministration (the ERS and iRS Administration). It is a trust created by Act no. 447 on May 15,1951 (Act no. 447), as amended, to provide pension and other benefits to retired employees ofthe Commonwealth, its public corporations and municipalities of Puerto Rico. The ERS beganoperations on January 1, 1952, at which date, contributions by employers and participatingemployees commenced. The ERS is a pension trust fund of the Commonwealth.
 The ERS consists of different benefit structures pursuant to ACT No. 447, as amended, including acost-sharing, multi-employer, defined benefit program, a defined contribution program (System2000 program) and a defied contribution hybrid program. The pension plan is sponsored by theCommonwealth, public corporations, and municipalities of Puerto Rico.
 Substantially all full-time employees of the Commonwealth and its instrumentalities (73Commonwealth agencies, 78 municipalities, and 55 public corporations, including the ERS) arecovered by the ERS. Membership is mandatory for all regular, appointed, and temporaryemployees of the Commonwealth, Commonwealth secretaries, head of public agencies aridinstrumentalities, among others.
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 12. EMPLOYEE’S RETIREMENT PLAN (CONTINUED)
 The benefits provided to members of the ERS are established by Commonwealth law and may beamended only by the Legislature with the Governor’s approval. Benefit provisions very dependingon date of membership.
 On April 4, 2013, the Legislature enacted Act No. 3 which amended Act No. 447, Act no. 1 ofFebruary 16, 1990 (“Act No. 1”) and Act. No. 305 of September 24, 1999 (“Act No. 305 or System200”) to establish, among other things, a defined contribution program similar to the System 2000Program (the Defined Contribution Hybrid Program) to be administered by the ERS. Act No.3 of2013, in conjunction with other recent funding and design changes, provided for a comprehensivepension design of the ERS. All regular employees hired for the first time on or after July 1, 2013,and former employees who participated in the Defined Benefit Program and the system 2000Program, and were rehired on or after July 1, 2013, became members of the Defined ContributionHybrid Program as a condition to their employment. In addition, employees who at June 30, 2013,were participants of previous plans will become part of the Defined Contribution Hybrid Program.Act No. 3 froze all retirement benefits accrued through June 30, 2012 under the Defined BenefitProgram, and thereafter, all future benefits will accrue under the defined contribution formulaused for the 2000 System Program participants. Ceasing future defined benefit accruals underAct 447 and Act 1 and converting to a member-funded hybrid plan will result in lower benefitpayments as these tiers wind down, and will make all future employer contributions available topay benefits and bonds payable debt service.
 Certain provisions are different for the three groups of members who entered the ERS prior toJuly 1, 2013 as described below:
 1. Members of Act No. 447 are generally those members hired on or after April 1, 1990 (DefinedBenefit Program).
 2. Members of Act No. 1 are generally those members hired on or after April 1, 1990 and on orbefore December 31, 1999 (Defined Program).
 3. Members of Act. No. 305 are generally those members hired on or after January 1, 2000 andon or before June 30, 2013 (Defined Contribution Program). Each member has a noforfeitable right to the value of his/her account. Members have three options to invest theircontributions. Investment income is credited to the member’s account semiannually. TheCommonwealth does not guarantee benefits at retirement age.
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 12. EMPLOYEE’S RETIREMENT PLAN (CONTINUED)
 All regular employees hired for the first time on or after July 1, 2013, and former employees whoparticipated in the defined benefit program and the System 2000 program, and were rehired onor after July 1, 2013, become members of the defined contribution hybrid program as a conditionto their employment. In addition, employees who at June 30, 2013, were participants of previousprograms will become part of the Defined Contribution Hybrid Program. Each member has a noforfeitable right to the value of his/her contributions to the Defined Contribution Hybrid account.
 The assets of the defined benefit program, the defined contribution program and the definedcontribution hybrid program are pooled and invested by the ERS. Future benefit payments willbe paid from the same pool of assets. In addition, employers’ contributions for members hiredon or after January 1, 2000 will be used by the ERS to reduce the unfunded status of the DefinedBenefit Program.
 This summary of plan provisions is intended to describe the essential features of the plan. Alleligibility requirements and benefit amounts shall be determined in strict accordance with theplan document itself.
 B. Effective for fiscal year ended June 30, 2016, the Municipality implemented the provision of theGASB 68, which accounting and Financial Reporting for Pension as recommended which requiredthat the Municipalities’ governmental-wide financial Statements presents the proportional netpension liability of the ERS. In addition, the GASB 68 required among other the followingdisclosures:
 1. Employer’s proportionate share amount of collective net pension liability.
 2. Employer’s proportionate percentage of collective net pension liability (including the basis onwhich it was determined) and change on its proportion since prior measurement debts.
 3. Significant assumption used to measure total pension liability, including inflation, salarychanges, discounts rate and mortality.
 4. Measurement date of collective net pension liability and date of actuarial valuation on whichthe total liability is base.
 5. Information about plan fiduciary net position.
 - 45 -

Page 51
                        
                        

COMMONWEALTH OF PUERTO RICOAUTONOMOUS MUNIC1PAUTY OF FAJARDO
 NoTES To THE BASIC FINANCIAL STATEMENTS (CONTINUED)
 JUNE 30, 2016
 12. EMPLOYEE’S RETIREMENT PLAN (CONTINUED)
 Other information about the net pension liabilities should be disclosed as require supplementalinformation.
 C. On April 4, 2014, the Governor of Puerto Rico signed into law Act No. 3 of 2014, which representsa comprehensive reform of the ERS. Act No. 3 became effective on July 1 2014 and amended theprovisions of the different benefit structures under the ERS, including, but not limited to, thefollowing:
 1. For active participants of the contributory defined benefit programs under Act No. 447 of1951 and Act No. 1 of 1990, all retirement benefits accrued through June 30, 2014 werefrozen, and thereafter, all future benefits will accrue under the defined contribution formulaused for System 2000 participants, and will be paid at retirement through a lifetime annuity.
 2. Increased the minimum pension for current retirees from $400 to $500 per month.
 3. Increase the retirement age in a range within 58 to 63 years of age depending the act underwhich the employee is eligible for retirement.
 4. Transitioning active participants under Act No. 1 and Act No. 447 to a defined contributionplan similar to System 2000.
 5. Eliminated the “merit annuity” available to participants who joined the ERS prior to April 1,1990.
 6. The employee contribution rate was increased from 8.275% to 10%.
 7. For System 2000 participants, the retirement benefits will no longer be paid as a lump sumdistribution, instead, they will be paid through a lifetime annuity.
 8. Eliminated or reduced various retirement benefits previously granted by special laws,including Christmas and summer bonuses. The Christmas bonus payable to current retireeswas reduced from $600 to $200 and was eliminated for future retirees. The summer bonuswas eliminated. Resulting employer contribution savings will be contributed to the ERS.
 9. Disability benefits were eliminated and substituted for a mandatory disability insurancepolicy.
 10. Survivor benefits were modified.
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 12. EMPLOYEE’S RETIREMENT PLAN (CONTINUED)
 The effect in the financial Statement as of June 30, 2015 of the implementations of GASB 68 is asfollow:
 Current Accounting New AccountingStandards (GASB 27) Standards (GASB 68)
 Assets $ 199,546,172 $ 199,546,172Deferred outflows of resources 1,621,896Liabilities 38,388,694 72,660,883Deferred inflows of resources 455,120 720,700Expenses 37,121,362 38,667,302Net Position (deficit) 156,914,757 123,631,246
 The net position as prior reported was restated by $33,283,511 due to the implementation of GASB68.
 Pension Liabilities, Expense, and Deferred Outflows of Resources and Deferred Inflows of ResourcesRelated to Pensions
 At June 30, 2016, the Municipality reported a liability of $38,258,238 for its proportionate share ofthe net pension liability. The net pension liability was measured as of June 30, 2015, and the totalpension liability used to calculate the net pension liability was determined by an actuarial valuationas of that date. The Municipality proportion of the net pension liability was based on a projection ofthe Municipality long-term share of contributions to the pension plan relative to the total projectedcontributions of the Commonwealth, actuarially determined. At June 30, 2014, the Municipalityproportion was .11507 percent.
 As a result of its requirement to contribute to ERS, the Municipality recognized expense of $4,069,879for the year ended June 30, 2016. At June 30, 2016, the Municipality reported deferred outflows ofresources and deferred inflows of resources from the following sources as a result of its requirementto contribute to ERS:
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 12. EMPLOYEE’S RETIREMENT PLAN (CONTINUED)
 Deferred Outflowsof Resources
 Deferred Inflowsof Resources
 Pension contributions subsequent to measurementdate $Differences between actual and expected experience
 462,103 $
 Changes in assumptionsChange in employer’s proportion and differencesBetween the employer’s contributions and theemployer’s proportionate share of contributionsNet differences between projected and actualearnings on plan investments
 Total
 1,181,956
 S 1.644r059
 277,111
 S 27L111
 The total pension liability in the June 30, 2015 actuarial valuations was determined using the followingactuarial assumptions:
 Valuation date:Amortization method:Actuarial cost method:Remaining amortization period:Actuarial assumptions:
 InflationPayroll growthProjected salary increaseInvestment rate of returnPre- retirement mortality
 June 30, 201518 years closed (beginning July 1, 2014), level dollarEntry-age normal17 years
 N/AN/AN/A3.10%For general employees not covered under Act No. 127,RP-2014 Employee Mortality Rates for males andfemales adjusted to reflect mortality improvement scaleMP-2015 from the 2006 base year and projectedfinancial using MP-2015 generational basis. Formembers covered under Act No. 127, RP-2014 EmployeeMortality Rates with the blue collar adjustments formales and females, adjusted to reflect mortalityimprovement scale MP-2015 from the 2006 base yearand projected financial using MP-2015 generationalbasis. As generational tables, they reflect mortalityimprovements both before and after the measurement
 -48-
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 12. EMPLOYEE’S RETIREMENT PLAN (CONTINUED)
 date. 100% of deaths while in active services areassumed to be occupational for members covered underAct No. 127.
 Post-retirement heathy mortality Rates which vary by gender are assumed for healthyretirees and beneficiaries based on a study of plan’sexperience from 2007 to 2012 and updated expectationsregarding future mortality improvement. The 2010 baserates are equal to 92% of the rates from the UP-1994Mortality Table for Males and 95% of the rates form theUP-1994 Mortality Table for Females, both projectedfrom 1994 to 2010 using Scale AA. These base rates areprojected using Mortality Improvement Scale MP-2015on a generational basis. As a generational table, itreflects mortality improvements both before and afterthe measurement date.
 The net pension liability (information provided by Actuaries Valuation Report) as of June 30, 2015 isas follows:
 ProportionalShare
 Net Pension Liability Total (0.11507%)
 Total pension liability $33,669,162,000 $37,592,405Fiduciary net position (578,633,000) (665,833)Net pension liability 33,247,795,000 38,258,238Fiduciary net position as a % of total pension liability -1.77% -1.77%Covered payroll $3,319,280,000 3,270,832Net pension liability as a % covered payroll 1,001.66% 1,169.68%
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 12. EMPLOYEE’S RETIREMENT PLAN (CONTINUED)
 The following presents the Municipality proportionate share of the net pension liability using thediscount rate of 3.80%, as well as what the Municipality a proportionate share of the net pensionliabilities would be if it was calculate using a discount rate that is 1% lower (2.80%) or 1% higher(4.80%) than the current rate:
 1% Decrease Current Discount2.80% Rate 3.80% 1% Increase 4.80%
 Total Pension Liability $ 42,962,010 $ 37,592,405 $ 33,192,212Fiduciary Net Position (deficit) (665.833) (665.833) (655.833)
 Net Pension Liability S 43.627,843 S 38.258.238 S 33.848.045
 The discount rates used to measure total pension liability were as follow:
 June 30, 2014 June 30, 2015
 Discount rate 4.29% 3.80%Long-term expected rate of return net of investment expense 6.75% 6.55%Municipal bond rate* 4.29% 3.80%
 *Bond Buyer General Obligation 20-Bond Municipal Bond Index
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 12 EMPLOYEE’S RETIREMENT PLAN (CONTINUED)
 Change in Net Pension Liabilities (information provided by Actuaries Valuation Report) for the Yearended June 30, 2016 was a follows:
 Increase (Decrease)
 Plan Fiduciarynet Net pension Proportional
 Changes in net pension liability Total Pension liability position liability Share .11507%
 Balance as of June 30, 2014 $ 30,219,517,000 $ 80,666,000 $30,138,851,000 $ 34,628,993
 Changes for the year:Service cost 425,564,000 425,564,000 489,696Interest on total pension liability 1,279,556,000 1,279,556,000 1,472,385Effect of plan changesEffect of economic/demographic
 (gains) of losses (463,898,000) (463,898,000) (533,807)Effect of assumptions changes
 or inputs 2,781,098,000 2,781,098,000 3,251,992Benefit payments (1,572,675,000) (1,572,675,000)Administrative expenses (25,744,000) 25,744,000 29,624Other expenses (13,242,000) 13,242,000 15,238Cost of bonds (194,400,000) 194,400,000 223,696Member contributions 339,650,000 (339,650,000) (390,835)Net investment income 70,143,000 (70,143,000) (80,714)Employer contributions
 736,969.000 (736.969.000) (848.030)
 Balance as of June 30, 2015 S 32,669.162.000 S 1578.633.000) 533,247,795.000 S 38.258,238
 The employer contributions to the above mentioned plans during the three year ended June 30, 2016,2015 were as follows:
 Amount
 2016 $425,5112015 323,2492014 341,983
 The historical trend information regarding the accumulation of assets and pension benefit obligationin the ERS is not available. For the ten-year trend information, refer to the separately issued financialstatements of the ERS as of and for the fiscal year ended June 30, 2016. The P.R. Retirement PlanAdministration provides additional information of the ERS. They issue a public available financialreport that includes financial statements and required supplementary information for ERS, as acomponent unit of the Commonwealth of Puerto Rico. That report may be obtained by writing to theAdministration at P0 Box 42003, Minillas Station, San Juan, P. R. 00940.
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 13. CONTINGENCIES
 Amounts received or receivable from grantor agencies are subject to audit and adjustment by grantoragencies. Any disallowed claims, including amounts already collected, may constitute a liability of theapplicable funds. The amount, if any, of the expenditures which may be disallowed by the grantorcannot be determined at this time, although the Municipality expects such amounts, if any, to beimmaterial.
 The Municipality is defendant and/or codefendant in several litigations arising out of the normalMunicipality’s operations. Most of the cases are covered by insurance. Management, afterconsultation with legal counsel is of the opinion that the ultimate liability, in excess of insurancecoverage, if any, resulting from such pending litigations will not have a material adverse effect on theMunicipality’s financial position.
 14. ESTIMATED MUNICIPAL SOLID WASTE LANDFILL CLOSING COSTS
 State and Federal laws and regulations require the Municipality to place a final cover on its landfillwhen closed and perform certain maintenance and monitoring functions at the landfill site for thirtyyears after closure. In addition to the operating expenditures related to current activities of thelandfill, an expense provision and related liability needs to be recognized based on futures closureand postclosure care costs that will be incurred near or after the date the landfill no longer acceptswaste.
 The Municipality owns a landfill, which is administered by Landfill Technologies of Fajardo Corp. (theCorporation) under an agreement. The Municipality is entitled, under a thirty year agreement expiringon February 15, 2034, to certain revenues resulting from the use of the landfill. In addition, theCorporation provides the services of collection, transportation and disposition of solid waste of theMunicipality and no charge is made for these services. As part of the agreement, the closure of thelandfill will be realized by the Corporation within the term of the agreement. The Corporation willassume the post-closure cost during the term of the agreement. Annually, management assess theability of the Corporation to fulfill its obligation, as required by state and federal laws to retain acontingent liability for closure and postclosure costs. As of June 30, 2016, management believes thata contingent liability could not be determined to be probable as required by GASB No. 18—Accountingfor Municipal Solid Waste Landfill Closure and Post-closure Care Costs. The land is not subject todepreciation, because in the opinion of management, the premises may be used for other purposes,like recreational.
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 15. RESTATEMENT
 The 2015 net assets has been intended to accounts for the effect of implementation of GASB-68 asfollows:
 Net asset as prior reported $ 156,914,757Implementation GASB 68 (33,283,514)
 Net assets as restated S 123.631.243
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 BUDGETARY COMPARISON SCHEDULE - GENERAL FUNDFOR THE FISCAL YEAR ENDED JUNE 30, 2016
 Variance with
 EXPENDITURES
 See the accompanying notes to the Schedule of Budgetary Comparison
 Budgeted AmountsOriginal Ammended
 REVENUESProperty taxes $ 5,912,479 $ 5,912,479Municipal license taxes 6,120,200 6,120,200Construction excise taxes 500,000 500,000Rent 273,020 273,020Grants and entitlements 7,414,449 7,414,449I nte rest 150,000 150,000Other revenues 625,343 8,386,191
 Total revenues 20,995,491 28,756,339
 Mayor and municipal legislature 1,784,794 2,984,714General government 8,012,926 9,154,546Public safety 1,641,859 1,731,608Culture and recreational 942,918 1,076,119Public works 958,310 5,171,593Public education 1,167,974 1,482,114Urban development 965,477 1,587,772Health and sanitation 4,476,463 4,489,403Human services and welfare 1,044,770 1,078,470
 Actual Amounts(Budgetary Basis)
 (See Note 1)
 $ 5,913,8776,091,940
 501,251348,611
 5,397,832171,061
 9,886,57528,311,147
 2,429,6047,653,0811,130,164
 696,6534,877,1571,200,5991,272,0993,293,625
 628,068
 23,181,050
 Final Budget-Positive
 (Negative)
 $ 1,398(28,260)
 1,25175,591
 (2,016,617)21,061
 1,500,384(445,192)
 (555,110)(1,501,465)
 (601,444)(379,466)(294,436)(281,515)(315,673)
 (1,195,778)(450,402)
 (5,575,289)
 $ 5,130,097
 Total expenditures
 Excess of revenues overexpenditures
 20,995,491 28,756,339
 $ - $ - $ 5,130,097
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 1. BUDGETS AND BUDGETARY ACCOUNTING
 The Municipality follows these procedures in establishing the budgetary data reflected in the financialstatements:
 1) Formal budgetary integration is employed as a management control device during the year forthe General Fund. Formal budgetary integration is not employed for special revenue fundsbecause effective budgetary control is alternatively achieved through legal and contractual grantrequirements provisions.
 2) On or before May 15, the Mayor submits to the Municipal Legislative Body a proposed operatingbudget for the fiscal year commencing the following July 1. The operating budget includesproposed expenditures and the means for financing them.
 3) Prior to June 13, the budget is legally enacted through passage of an ordinance.
 4) The Municipal Legislative Body approves, by ordinance budget appropriations by functionalbasis. The Mayor is authorized to transfer budgeted amounts between departments within anyfund; however, any revisions that alter the total appropriations of any fund must be approvedby the Municipal Legislative Body.
 5) Unused appropriations for the annual budgeted funds lapse at the end of the year.
 The budget is prepared on the budgetary basis of accounting. The actual results of operations,presented in the Statement of Revenues and Expenditures — Budget and Actual General Fund, isin conformity with the budgetary accounting of the Municipality for a better comparison withthe budget information.
 The presentation of the budgetary data excludes other appropriations such as capital projects,debt service and special revenue funds because projects are funded on a multi-year nature,generally requiring several years to complete or effective budgetary control is alternativelyachieved through general obligation bond indentures and legal and contractual grant agreementprovisions.
 56 -

Page 62
                        
                        

COMMONWEALTH OF PUERTO RICOAUTONOMOUS MUNICIPALITY OF FAJARDO
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 2. RECONCiLIATION OF GAAP TO BUDGETARY BASIS
 Adjustments necessary to reconcile the revenues and expenditures of the general fund at the end ofthe year, from the generally accepted accounting principles to budgetary basis, are as follows:
 Revenues Expenditures
 Amount on budgetary basis $ 28,311,147 $ 23,181,050
 Transfer to/from other funds recorded as expense forbudgetary basis but not for financial reporting purpose (9,494,575) (4,223,654)
 Revenue and expense related to utilities that were notrecorded in the schedule of budgetary comparison 3,466,310 1,605,218
 Other adjustments to convert from budgetary basis to GAAP (385,926) (190,741)
 Amount on statement of revenues, expenditures andchange in fund balance-governmental funds S 21.896.956 S 20.371,873
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 SCHEDULE OF PROPORTIONATE SHARE OF THE NET PENSION LIABILITYFOR THE YEAR ENDED JUNE 30, 2016
 SCHEDULE OF PROPORTIONATE SHARE OF THE NET PENSION LIABILITY
 2015 2016
 Proportion of the net pension liability .11507% .11507%Proportionate share of the net pension liability $34,628,993 $38,258,238Covered — employee payroll $ 3,372,765 $ 3,270,832Proportionate share of the net pension liability aspercentage of covered-employee payroll .1027% .1170%Plan’s fiduciary net position $ 92,822 $ (665,833)Plan’s fiduciary net position as a percentage of the pension .26% -1.77%liability
 Notes to Schedule:
 * Fiscal year 2015 was the first year of implementation.Data Reference: Employees’ Retirement System of the Government of the Commonwealth ofPuerto Rico; Actuarial Valuation Report.
 - 58 -
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COMMONWEALTH OF PUERTO RICOAUTONOMOUS MUNICIPALITY OF FAJARDO
 SCHEDULE OF C0NTrnBUTONSFOR THE YEAR ENDED JUNE 30, 2016
 2016 2015
 Contractually required contribution (actuariallydetermined) $ 425,511 $ 323,249
 Contribution in relation to the actuarially requiredcontributions 425,511 323,249
 Contribution deficiency
 Covered — employee payroll $ 3,270,832 $ 3,372,765
 Contributions as a percentage of covered — employeepayroll 13.01% 9.58%
 Note to schedule:
 Fiscal year 2016 was the first year of implementation, therefore one year is presented.
 - 59 -
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COMMONWEALTH OF PUERTO RICOMUNICIPALITY OF FAJARDO
 FINANCIAL DATA SCHEDULE - RQ-036SECTION 8 HOUSING CHOICE VOUCHERS PROGRAM
 JUNE 30, 2016
 Balance Sheet
 Line Item Number
 Assets
 DescriDtion Amount
 111
 113
 100
 Cash - unrestrictedCash - other restricted
 Total cash
 $ 251,657
 24,217
 Accounts receivable
 120
 150
 Liabilities and equity
 Equity
 312
 333
 310
 300
 511.4
 512.4
 513
 600
 Total receivables, net of allowances
 Total current assets
 Account payable
 Account payable-Other Government
 Total current liabilities
 Total liabilities
 Restricted net positionUnrestricted net position
 Total equity - net position
 Total liabilities and equity
 3,092
 $ 278,966
 344
 1,930
 2,274
 2,274
 24,217
 252,475
 276,692
 $ 278,966
 See Notes to Financial Data Schedule.- 61 -
 121
 275,874
 3,092
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COMMONWEALTH OF PUERTO RICOMUNICIPAliTY OF FAJARDO
 FINANCIAL DATA SCHEDULE - RQ-036SECTION 8 HOUSING CHOICE VOUCHERS PROGRAM
 FOR THE YEAR ENDED JUNE 30, 2016
 Income Statement
 Line Item Number DescriQtion Amount
 Revenues
 $ 474,414
 432
 105,086
 Administrative:
 91100 Administrative salaries91500 Employee benefit contributions91600 Office expenses91900
 Other
 __________________
 91000 Total operating - administrative
 __________________
 97300 Housing assistance payments97350 HAP portability-in
 90000 Total expenses
 __________________
 10000 Excess (deficiency) of total revenues over(under) total expenses
 70600
 71100
 71500
 70000
 Expenses
 HUD PHA operating grantsInvestment income - unrestrictedOther revenues
 Total revenues 579,932
 $ 37,154
 6,826
 8,093
 5,985
 58,058
 396,964
 93,580
 548,602
 $ 31,330
 See Notes to Financial Data Schedule.- 62 -
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COMMONWEALTH OF PUERTO RICOMUNICIPALITY OF FAJARDO
 FINANCIAL DATA SCHEDULE - RQ-036SECTION 8 HOUSING CHOICE VOUCHERS PROGRAM
 FOR THE YEAR ENDED JUNE 30, 2016
 Memo account information
 Housing assistance payments equity
 Unit months available
 Number of unit months leased
 11170
 11180
 11190
 11210
 Administrative fee equity $ 252,475
 $ 24,217
 948
 839
 See Notes to Financial Data Schedule.- 63 -
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COMMONWEALTH OF PUERTO RICOMUNICIPALITY OF FAiARDO
 NOTES To SUPPLEMENTARY INFORMATiON FINANCIAL DATA SCHEDULESECnON 8 HOUSING CHoicE VOUCHERS PROGRAM
 JUNE 30, 2016
 1. BASIS OF PRESENTATION
 The accompanying Financial Data Schedule (“FDS”) is a trial balance of the financial statements ofthe Section 8 Housing Choice Voucher Program administered by the Municipality of Fajardo. TheFDS was created in order to standardize the financial information reported (“REAC”), as required bythe Uniform Financial Reporting Standards (“UFRS”). REAC is the US Department of Housing andUrban Development (“HUD”) national management center created to assess the condition of HUDowned and assisted properties. The UFRS are rules to implement requirements of 24 CFR, Part 5,Subpart H, for the electronic filing of financial information to HUD. Because the FDS presents onlya selected portion of the operations of Municipality, it is not intended to, and does not present, thefinancial position and changes in the net position of the Municipality.
 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
 In accordance with the guidelines for reporting and attestation requirements of UFRS, theaccompanying FDS is included as information supplementary to the financial statements and isprepared using the accrual basis of accounting.
 - 64 -
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COMMON WEALTH OF PUERTO RICOMUNICIPALIrY OF FAJARDO
 SCHEDULE OF EXPENDITURES OF FEDERAL AWARDSFOR THE FISCAL YEAR ENDED JUNE 30, 2016
 Federal Pass-Through Passed FederalCFDA Entity Identifying Through Disbursements/
 Federal Grantor/Pass-Through Grantor/Program Title Number Number Subrecepient ExpendituresU.S. Department of Agriculture:
 Pass-through program from:Puerto Rico Department of Education:
 Child and Adult Care Food Program 10.558 480,522
 U.S. Department of Housing and Urban Development:
 Direct Programs:Community Development Block Grant/
 Entitlements Grants (CDBG) 14.218 576,281Section 8 Housing Choice Vouchers Program 14.871 548,602
 Total Direct Programs
 Pass-through programs from:Autonomous Municipality of San Juan
 of the Commonwealth of Puerto Rico:Housing Opportunities for Person with AIDS (HOPWA) 14241 44,764
 Puerto Rico Department of Family:Emergency Shelter Grants Programs 14.231 7,285
 Total U.S. Department of Housing and Urban Development 1,176,932
 U.S. Department of Transportation:
 Direct Programs:Federal Transit Formula Grants 20.507 130,739
 U.S. Department of Health and Human Services:
 Pass-through programs from:Administration for the Childhood Care and Integral:Development Child Care and Development Block Grant 93.575 99,747Head Start Program 93.600 5,501,929Oficina Procuradora Pacientes Edad Avanzada:
 Special Program for this aging — Title Ill — Part B -
 Grant for Supported Services and Senior Center 93.044 13,893Special Program for this aging — Title III —Part C -
 Nutrition Services 93.045 92,826
 Total U.S. Department of Health and Human Services: 5,708,395
 Total Expenditures of Federal Awards $ 7,496,588
 See notes to Schedule of Expenditures of Federal Awards.- 66 -
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COMMONWEALTH OF PUERTO RICOAUTONOMOUS MUNICIPALITY OF FAiARDO
 NOTES TO SCHEDULE O EXPENDITURES OF FEDERAL AWARDS
 JUNE 30, 2016
 1. SIGNIFICANT ACCOUNTING POLICIES
 The accompanying Schedule of Expenditures of Federal Awards includes the federal grant activityof Autonomous Municipality of Fajardo, Puerto Rico and is prepared on the modified accrual basisof accounting. Accordingly, amounts presented in the accompanying schedule agree to amountspresented in the basic financial statements.
 2. BASIS OF PRESENTATION
 The expenditures of the schedule are included in the Municipality’s basic financial statements. Thereconciliation of expenditures in the basic financial statements to the Schedule of Expenditures ofFederal Awards is as follows:
 Total federal expenditures per schedule
 Federal expenditures per basic financial statement includes within:
 Expenditures
 $ 7,496,588
 Federal expenditures included in other governmental fundsFederal expenditures included in Head Start Program
 Total expenditures per schedule of expenditures of federal awards
 1,527,393
 5,969,195
 $ 7A96,588
 3. INDIRECTCOSTRATE
 The Municipality did not elected to use the ten (10) percent of the minimum indirect cost rateallowed under the Uniform Guidance.
 - 67 -
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 INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ONCOMPLIANCE AND OTHER MAflERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN
 ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS
 To the Honorable Mayor andMunicipal Legislature
 Municipality of FajardoFajardo, Puerto Rico
 We have audited, in accordance with the auditing standards generally accepted in the United States ofAmerica and the standards applicable to financial audits contained in Government Auditing Standardsissued by the Comptroller General of the United States, the financial statements of the governmentalactivities, each major fund, and the aggregate remaining fund information of the Municipality of Fajardo,as of and for the year ended June 30, 2016, and the related notes to the financial statements, whichcollectively comprise the Municipality’s basic financial statements, and have issued our report thereondated March 10, 2017. The report on the governmental activities was qualified because we were unableto obtain sufficient appropriate audit evidence about the proportional share used to determine thedeferred outflows/inflows of resources and net pension liability.
 Internal Control over Financial Reporting
 In planning and performing our audit of the financial statements, we considered the Municipality’sinternal control over financial reporting (internal control) to determine the audit procedures that areappropriate in the circumstances for the purpose of expressing our opinions on the financial statements,but no for the purpose of expressing an opinion on the effectiveness of the Municipality’s internal controlAccordingly, we do not express an opinion on the effectiveness of the Municipality’s internal control.
 A deficiency in internal control exists when the design or operation of a control does not allowmanagement or employees, in the normal course of performing their assigned functions, to prevent, ordetect and correct, misstatements on a timely basis. A material weakness is a deficiency, or combinationof deficiencies, in internal control, such that there is a reasonable possibility that a material misstatementof the entity’s financial statements will not be prevented, or detected and corrected on a timely basis. Asignificant deficiency is a deficiency, or a combination of deficiencies, in internal control that is less severethan a material weakness, yet important enough to merit attention by those charged with governance.
 Our consideration of internal control was for the limited purpose described in the first paragraph of thissection and was not designed to identify all deficiencies in internal control that might be materialweaknesses or, significant deficiencies and therefore, material weaknesses or significant deficiencies mayexist that were not identified. We did identify certain deficiencies in internal control, described in theaccompanying schedule of findings and questioned costs that we consider to be material weakness asitem 2016-001.
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Compliance and Other Matters
 As part of obtaining reasonable assurance about whether the Municipality’s financial statements are freefrom material misstatement, we performed tests of its compliance with certain provisions of laws,regulations, contracts, and grant agreements, noncompliance with which could have a direct and materialeffect on the determination of financial statement amounts. However, providing an opinion oncompliance with those provisions was not an objective of our audit, and accordingly, we do not expresssuch an opinion. The results of our tests disclosed instances of noncompliance or other matters that arerequired to be reported under Government Auditing Standards and which are described in theaccompanying schedule of findings and questioned costs as item 2016-001.
 Municipality of Fajardo’s Response to Findings
 Municipality of Fajardo’s response to the findings identified in our audit is described in the accompanyingschedule of findings and questioned costs. Municipality of Fajardo’s response was not subjected to theauditing procedures applied in the audit of the financial statements, and, accordingly, we express noopinion on it.
 Purpose of this Report
 The purpose of this report is solely to describe the scope of our testing of internal control and complianceand the results of that testing, and not to provide an opinion on the effectiveness of the entity’s internalcontrol or on compliance. This report is an integral part of an audit performed in accordance withGovernment Auditing Standards in considering the entity’s internal control and compliance. Accordingly,this communication is not suitable for any other purpose.
 San Juan, Puerto Rico 7)March 10,2017u1Jc_ 4 0,
 The stamp E261820 ofSociety of Certified Pulwas affixed to the oi
 ORTIL, RIVERAIU VERA & CO.HIll 1 II III lI H ItiIANI AI l IWlI SfRII S
 Suitc 52. Pt I I’, 1P2)2 Sn ludil lIft iIl • Pliuiii (J/ O H52. tHu 114IIi(,2

Page 76
                        
                        

F..
 —
 liii i\I I)I’ I1Ii-, \IIIIIIII I Ii I IIIIIIII
 (‘) r—tiz, I \‘era, I?i’’era Cc. ., . ,,, , ,,,,, ,,,,,
 iiiIi) PuIii ArioinIaIlls anLi I3is ss itvisijiS ,ii Ni,, Hi,iiij iii I iii,!,, ii Pu!,),,,,IIII.iIII..
 INDEPENDENT AUDITORS’ REPORT ON COMPLiANCE FOR EACH MAJOR FEDERALPROGRAM AND ON INTERNAL CONTROL OVER COMPLIANCE REQUIRED
 BY THE UNIFORM GUIDANCE
 To the Honorable Mayorand Municipal Legislature
 Municipality of FajardoFajardo, Puerto Rico
 Report on Compliance for each Major Federal Program
 We have audited Municipality of Fajardo’s compliance with the types of compliance requirementsdescribed in the 0MB Compliance Supplement that could have a direct and material effect on each ofMunicipality’s major federal programs for the year ended June 30, 2016. Municipality’s major federalprograms are identified in the summary of auditors’ results section of the accompanying schedule offindings and questioned costs.
 Management’s Responsibility
 Management is responsible for compliance with federal statutes, regulations, and the terms andconditions of its federal awards applicable to its federal program.
 Auditors’ Responsibility
 Our responsibility is to express an opinion on compliance for each of Municipality’s major federalprograms based on our audit of the types of compliance requirements referred to above. We conductedour audit of compliance in accordance with auditing standards generally accepted in the United States ofAmerica; the standards applicable to financial audits contained in GovernmentAuditing Standards, issuedby the Comptroller General of the United States; and the audit requirements of Title 2 U. S. code of FederalRegulations Part 200, Uniform Administrative Requirements, Cost Principles, and Audit Requirements forthe Federal Awards (Uniform Guidance). Those standards and Uniform Guidance require that we plan andperform the audit to obtain reasonable assurance about whether noncompliance with the types ofcompliance requirements referred to above that could have a direct and material effect on a majorfederal program occurred. An audit includes examining, on a test basis, evidence about Municipality’scompliance with those requirements and performing such other procedures as we considered necessaryin the circumstances.
 We believe that our audit provides a reasonable basis for our opinion on compliance for each majorfederal program. However, our audit does not provide a legal determination of Municipality’s compliance.
 - 71 -
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Opinion on Each Major Federal Program
 in our opinion, the Municipahty complied, in all material respects, with the types of compliancerequirements referred to above that could have a direct and material effect on each of its major federalprograms for the year ended June 30, 2016.
 Report on Internal Control over Compliance
 Management of the Municipality is responsible for establishing and maintaining effective internal controlover compliance with the types of compliance requirements referred to above, in planning andperforming our audit of compliance, we considered Municipality’s internal control over compliance withthe types of requirements that could have a direct and material effect on each major federal program todetermine the auditing procedures that are appropriate in the circumstances for the purpose ofexpressing an opinion on compliance for each major federal program and to test and report on internalcontrol over compliance in accordance with Uniform Guidance, but not for the purpose of expressing anopinion on the effectiveness of internal control over compliance. Accordingly, we do not express anopinion on the effectiveness of Municipality’s internal control over compliance.
 A deficiency in internal control over compliance exists when the design or operation of acontrol over compliance does not allow management or employees, in the normal course of performingtheir assigned functions, to prevent, or detect and correct, noncompliance with a type of compliancerequirement of a federal program on a timely basis. A material weakness in internal control overcompliance is a deficiency, or a combination of deficiencies, in internal control over compliance, such thatthere is a reasonable possibility that material noncompliance with a type of compliance requirement of afederal program will not be prevented, or detected and corrected, on a timely basis. A significantdeficiency in internal control over compliance is a deficiency, or a combination of deficiencies, in internalcontrol over compliance with a type of compliance requirement of a federal program that is less severethan a material weakness in internal control over compliance, yet important enough to merit attention bythose charged with governance.
 Our consideration of internal control over compliance was for the limited purpose described in the firstparagraph of this section and was not designed to identify all deficiencies in internal control overcompliance that might be material weaknesses or significant deficiencies. We did not identify anydeficiencies in internal control over compliance that we consider to be material weaknesses. However,material weaknesses may exist that have not been identified.
 The purpose of this report on internal control over compliance is solely to describe the scope of our testingof internal control over compliance and the results of that testing based on the requirements of theUniform Guidance, Accordingly, this report is not suitable for any other purpose.
 San Juan, Puerto Rico-
 March 10, 2017
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COMMONWEALTH OF PUERTO RICOAUTONOMOUS MUNICIPAUTY OF FAJARDO
 SCHEDULE OF FINDINGS AND QUESTiONED COSTSJUNE 30, 2016
 1. SUMMARY OF AUDIT RESULTS
 Financial Statements
 Type of auditors’ report issued:
 Opinion Unit Type of Opinion
 Government wide financial statements QualifiedGovernmental funds financial statements Unmodified
 Internal control over financial reporting:
 Material weakness (es) identified? X Yes
 ______
 No
 Reportable condition(s) identified that are not Noneconsidered to be material weakness? Yes X reported
 Noncompliance material to financial statements noted?X Yes No
 Federal Awards
 Internal control over major programs:
 Material weakness (es) identified? Yes X No
 NoneSignificant deficiency (is) identified? Yes X reported
 Type of auditors’ report issued on compliance for majorprograms: Unmodified opinion
 Any audit findings disclosed that are required to bereported in accordance with the 2 CFR 200.516(a)? Yes X No
 - 74 -
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COMMONWEALTH OF PUERTO RICOAUTONOMOUS MUNICIPALITY OF FAJARDO
 SCHEDULE OF FNDING5 AND QUESnONED Cosm (CONTiNUED)JUNE 30, 2016
 Identification of major programs:
 CFDA Numbers Name of Federal Programs or Cluster
 93.600 Head Start
 Dollar threshold used to distinguish between type A and Type B programs: $750,000
 Audited qualified as low-risk auditee? Yes X No
 2. FINDINGS - FINANCIAL STATEMENTS AUDIT
 2016-001: Accounting Records — Recognition and Reporting of Net Pension Uability — MaterialWeakness (Prior year finding number 2015-001)
 Condition
 The Municipality recorded the proportionate net pension liability of its participation in the StateEmployee Retirement System Administration and the related deferred outflows/deferred inflows ofresources and pension expense, in the government wide financial statements based on unauditedinformation provided by the State Employees’ Retirement System Administration. We were unableto obtain sufficient appropriate audit evidence about the proportional share used to determine thedeferred outflows/inflows of resources, net pension liability, and pension expense of thegovernmental activities and the note disclosure of the pension plan.
 Criteria
 GASB Statement No. 68 states the accounting and financial reporting requirements for pensionplans provided to employees of state and local governments that are administered through cost-sharing pension plan. This statement requires that the Municipality report in its proportionateshare of the collective net pension liability, pension expense and deferred outflows/inflows ofresources related to pensions as of the measurement date. ft also requires disclosures related tothe actuarial and financial information used in the calculation of the net pension liability and thereporting of historical pension data as Required Supplementary Information.
 Cause
 The State Employee Retirement System Administration did not provided in a timely manner, to theMunicipality, audited information related to the pension plan.
 - 15 -
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COMMONWEALTH OF PUERTO RICOAUTONOMOUS MUNICIPALITY OF FAJARDO
 SCHEDULE OF FINDINGS AND QUESTiONED COSTS (CONTINUED)
 JUNE 30, 2016
 Effect
 The Municipality’s Government-Wide Financial Statements presents unaudited amounts related tothe net pension, deferred inflows/outflows of resources and the pension expense.
 Recommendation
 We recommend management to request to the State Employees Retirement SystemAdministration, the audited actuarial and financial information and make the necessaryadjustments in the Government Wide financial statements in order to comply with therequirements of the GASB Statement No. 68.
 Management Response and Corrective Action
 We will communicate as soon as possible with the Employees’ Retirement System Administrationof the Commonwealth of Puerto Rico in order to request the audited information about the pensionplan. Once we obtain the information we will proceed to make the necessary adjusting entries toour accounting records.
 3. FINDINGS AND QUESTIONED COSTS - MAJOR FEDERAL AWARD PROGRAM AUDIT
 None
 - 76 -

Page 82
                        
                        

COMMONWEALTH OF PUERTO RICOAUTONOMOUS MUNICIPALITY OF FAJARDO
 SCHEDULE OF STATUS OF PRIOR YEARAUDIT FINDINGS AND QUESTIONED COSTS
 JUNE 30? 2016
 None
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