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INDEPENDENT AUDITORS’ REPORT

To the Honorable Mayor and
Member of the Municipal Legislature
Municipality of Aguada, Puerto Rico

We have audited the accompanying financial statements of the govemmental activities, each major fund, and the
aggregate remaining fund information of the Municipality of Aguada, Puerto Rico (Municipality), as of and for the
fiscal year ended June 30, 2006, which collectively comprise the Municipality’s basic financial statements as listed
in the Table of Contents. These financial statements are the responsibility of the Municipality's management. Our
responsibility is to express an opinion on these basic financial statements based on our audit.

- Except as discussed in the third paragraph, we conducted our audit in accordance with auditing standards generally
accepted in the United States of America and the standards applicable to financial audits contained in Government
. Auditing Standards, issued by the Comptroller General of the United States. Those standards require that we plan
5 and perform the audit to obtain reasonable assurance about whether the basic financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the basic financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall basic financial statements presentation.

We believe that our audit provide a reasonable basis for our opinion.

We were unable to obtain sufficient and compelent evidence to support the valuation, existence, completeness and
rights applicable to certain infrastructure capital assets in govemmental activities and we were unable to satisfy
ourselves by means of other auditing procedures.

As more fully described in Note 16 to the financial statements, the Municipality has not determined and recorded in
governmental activities an estimate of the total municipal solid waste landfil post closure care costs. Accounting
principles generally accepted in the United States of America requires that the liability of post closure care costs be
accounted, which would increase liabilities and decrease net assets of governmental activities. The amount by which
this departure would affect the liabilities of the governmental activities is not reasonably determinable.

In our opinion, except for the effects, if any, of such adjustments, as might have been determined to be necessary
had we been able to obtain sufficient evidence to certain infrastructure capital assets in govemmental activities as
explained in third paragraph, and except for the effect of not determining and recording the liability of the estimate of
solid waste landfill post closure care costs as described in the fourth paragraph, the financial statements referred to
in the first paragraph present fairly, in all material respects, the financial position of the govemmental activities of the
Municipality, as of June 30, 2006, and the respective changes in financial position, for the fiscal year then ended in
conformity with accounting principles generally accepted in the United States of America.

In addition, in our opinion, the financial statements referred to in the first paragraph present fairly, in all material
respects, the financial position of each major fund, and the aggregate remaining funds information of the
Municipality, as of June 30, 2006, and the respective changes in financial position, for the fiscal year then ended in
conformity with accounting principles generally accepted in the United States of America.

2 Member of: American Institule of Certified Public Accountants (AICPA)
Fueno Rico Society of Certified Public Accountants
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In accordance with Government Auditing Standards, we have also issued our report dated November 9, 2006 on our
consideration of the Municipality's intemal control over financial reporting on our test of its compliance with certain
provisions of laws, regulations, contracts and grant agreements and other matters. The purpose of that report is to
describe the scope of our testing of intemal control over financial reporting and compliance and the results of that
testing, and not to provide an opinion on the interal control over financial reporting or on compliance. That report is
an integral part of an audit performed in accordance with Government Auditing Standards and should be considered
in assessing the results of our audit.

The Management's Discussion and Analysis and budgetary comparison information on pages 4 through 12, _and 31
and 32, are not a required part of the basic financial statements but are supplementary information required by
accounting principles generally accepted in the United States of America. We have applied cerain limited
procedures, which consisted principally of inquiries of management regarding the methods of measurement and
presentation of the required supplementary information. However, we did not audit the information and express no
opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively compris_e
the Municipality’s basic financial statements. The accompanying Schedule of Expenditures of Federal Awards is
presented for purposes of additional analysis as required by U.S. Office of Management and Budget Circular A-133,
Audits of States, Local Govemments, and Non-Profit Organizations, and is not a required part of the basic financial
statements. Such information has been subjected to the auditing procedures applied in the audit of the basic financial
statements and, in our opinion, is fairly stated, in all material respects, in relation to the basic financial statements
taken as a whole.

’ /!
CPA £ 0212 ' K5 2202021
Certified Public Acfountants & Constitants T

SN L,
License Number 12, expires on December 1, 2007 a‘@,__ Mi““‘ ;

Caguas, Puerto Rico
November 9, 2006



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF AGUADA, PUERTO RICO

MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE FISCAL YEAR ENDED JUNE 30, 2006

As management of the Municipality of Aguada (the “Municipality”), we offer the reader of the Municipality’s financial statements
this narrative overview of the financial activities of the Municipality for the fiscal year ended June 30, 2006. We encourage
readers to consider the information presented here in conjunction with the Municipality’s financial statements (beginning on
page 13).

HIGHLIGHTS
Einancial Highlight

1.

The assets of the Municipality exceeded its liabilities at the close of the current fiscal year by $26.4 million (net assets).

As of June 30, 2006, the Municipality'’s General Fund (the primary operating fund) reported a fund balance of $ 1,304,868 an
increase of $ 93,577 in comparison with the prior year. Equivalent of 40 % of this total amount $521,947, is available for spending
in future years.

The Municipality's activity expenses decrease $0.039 millions ($17,726,342 (2005) less 17,687,065 (2006)) in comparison wii_h
prior year, and revenues increase in $346,393 ($16,399,779 (2006) more $16,053,386 (2005)). This decrease in expenses is
primarily due to less Culture and Recreation Activities ($1,014,494 or 8% of the total decrease). The results of activities for years
2005-06 produced a decrease in net assets of $ 1,287,286 in this fiscal year.

The total cost of the Municipality's mayor programs (CDBG) amounted to $ 1,318,674

The investment in capital assets for this year is $1,679,900 representing an increase of 7% in comparison with prior year.

Loans principal payments were $486,770, increase long-term debt.  The balance due for compensated absences increase by
$445,726 ($ 1,470,158 (2005) $1,915,885 (20086) during this fiscal year.

Resources available for appropriation were $ 351,806 more than budgeted for the General Fund.
Is important to note that in Statement of Revenue, Expenditures, and change in Fund Balance, we considered Capital Outlay of

$2,132,717 & a Principal Dept Payment of $486,770 that amount not constituted an expense, but increase the capacity payment of
the Municipality.

Municipality Highii

The Municipality continued the construction Improvements of track bleachers. Improvements are expected to be finish during next
fiscal year.

The Municipality continued the construction of a Gymnasium in a Passive Recreational Area, in an effort to complete it in the next
fiscal years. These facilities will provide sports and recreational activities to adults and all families. This facility was constructed
with fund from CDBG (Economic Development Fund) and a Municipal loan, this facility has provided an economic benefit to the
Municipality.

The Municipality began the construction of a Child's City (Parque Del Nifio), expected to end in the next fiscal years. These
facilities will provide educational and recreational activities to all families’ children. We recommended operated this park with
private organization, and implementation of a small charge to use these facilities.

mponant to note that preceding faciliies mentioned has a cost to operate, that increase the Municipality expenditures in the next
| year.



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF AGUADA, PUERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSIS
FOR THE FISCAL YEAR ENDED JUNE 30, 2006

» General Funds is the fund used to operate the Municipality, this fund increase by $93,577 in comparison with the preceding fiscal
year.

USING THIS ANNUAL REPORT

The new financial statement’s focus (implemented last year) is on both the Municipality as a whole (government-wide) and on the major
individual funds. Both perspectives (government-wide and major fund) allow the user to address relevant questions, broaden a basis for
comparison (year to year or government to govemnment) and enhance the Municipality's accountability. The basic financial statements
comprise three components;

1. Government-wide financial statements
2. Fund financial statements
3. Notes to the financial statements

v t-wi i n

Our analysis of the Municipality as a whole begins on page 12. One of the most important questions asked about the Municipality's finances
is “Is the Municipality as a whole better off or worst off as a result of the year's activities?” The Statement of Net Assets and the Statement of
Activities report information about the Municipality as a whole and about its activities in a way that helps answer this question. These
statements include all assets and liabilities using the accrual basis of accounting, which is similar to the accounting used by most private-
sector companies. Accrual of the current year's revenues and expenses are taken into account regardless of when cash is received or paid.

The Statement of Net Assets (see page 13), since last year, combines and consolidates govemmental fund's current financial resources
(short-term expendable resources) with capital assets (note: infrastructure incurred before July 1, 2002 will be added later) and long-term
obligations. You can think of the Municipality’s net assets as one way to measure the Municipality’s financial health, or financial position. In
future years, increases or decreases in the Municipality's net asset are one indicator of whether its financial health is improving or
deteriorating. You will need to consider other non-financial factors, however, such as changes in the Municipality’s property tax and
municipal license tax bases and the condition of the roads and buildings, among others, to assess the overall health of the City.

The Statement of Activities (see page 14) is focused on both the gross and net cost of various activities which are suppone_d by the
Municipality's property tax, municipal license tax and other revenues. This is intended to summarize and simplify the user's analysis of cost
of various governmental services.

The Governmental Activities reflects the Municipality's basic services, including the municipal police, public works, garbage disposal,
community services and general administration. Property tax, municipal license tax, state and federal contributions finance most of these
services.

Fund Financial Statements

Our analysis of the Municipality's major funds begins on page 15. A fund is a grouping of related accounts that is used to maintain control
over resources that have been segregated for specific activities or objectives.

The Governmental Major Fund (see page 15) presentation provides detailed information about the most signiﬁc_:ant funds, not the
Municipality as a whole. The Municipality uses fund accounting to ensure and demonstrate compliance with finance-related legal
requirements.

The Municipality’s basic services are reported in governmental funds, which focus on how money flows into and out of those funds and the
balances left at year-end that are available for spending. These funds are reported using an accounting method called modified accrual
accounting, which measures cash and all other financial assets that can readily be converted to cash. The govemmental fund statements
provide a detailed short-term view of the Municipality's general government operations and the basic services it provides. Govemmental fund
information helps you determine whether there are more or fewer financial resources that can be spent in the near future to finance the
Municipality's programs. We describe the relationship (or differences) between governmental activities (reported in the Statement of Net
Assets and the Statement of Activities) and governmental funds in a reconclliation beside the fund financial statements.

5



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF AGUADA, PUERTO RICO

MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE FISCAL YEAR ENDED JUNE 30, 2006

Notes to the Financial Statements

The notes provide additional information that is essential to a full understanding of the data provided in the government-wide and fund
financial statements can be found on pages 19 through 30.

Infrastructure Assets

The Municipality implemented the major model portions of GASB Statement No. 34 during the last and current fiscal year. Historically a
government's largest group of assets (infrastructure-roads, bridges, drainage systems, underground pipes, efc.) have not been reported nor
depreciated in governmental financial statements. The new statement requires that these assets be valued and reported within the
Governmental column of the Government-wide Statements. Additionally, the government must elect to either (a) depreciate thqse assets
over their estimated useful life or (b) develop a system of asset management designed to maintain the service delivery potential to near
perpetuity. The Municipality elected to depreciate these assets, which are planned to be included for fiscal year 2005-2008.

GOVERNMENT-WIDE STATEMENT
Statement of Net Assets
As noted earlier, net assets may serve over time as a useful indicator of a government's financial position. In the case of the Municipality,

assets exceeded liabilities by $26.4 million at the close of the recent fiscal year. The following table reflects the condensed statement of Net
Assets compared to prior year as restated.

Table 1
Net Assets
(In millions)
Govemmental
Activit
2006 2005
Current and other assets $ 8 §$83
Capital assets o R A
Total assets 41 _405
Current and other liabilities 32 23
Long-term debt outstanding 11.3 105
Total liabilities J46 _128
Net assets:
Invested in capital assets, net of debt 25 23.7
Restricted 2.3 54
Unrestricted (8 a8
Total net assets $264 $27.70



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF AGUADA, PUERTO RICO

MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE FISCAL YEAR ENDED JUNE 30, 2006

Components of Net Assets

02006
2005

5
04 d== :
Currentand Capital Long-term Other
other assets  assets debt liabilities
outstanding

For more detailed information see the Stalement of Net Assets (page 13).

The largest portion of the Municipality’s net assets (34 percent) reflects its investment in capital assets (e.g., land, buildings, equipment), less
any related debt that is still outstanding used to acquire those assets. The Municipality uses these capital assets to provide services to
cifizens; consequently, these assets are nct available for future spending. Although the Municipality's investment in its capital assets is
reported net of related debt, it should be noted that the resources needed to repay this debt must be provided from other sources, since the
capital assets themselves cannot be used o liquidate these liabilities.

An additional portion of the Municipality's net assets (8 percent) represents resources that are subject to external restrictions on how they
may be used. The remaining portion of the Municipality's net assets (negative 2 percent) of unrestricted deficit is more related to the effect of
the new financial statements focus, than on the availability of resources that may be used to meet the Municipality's ongoing obligations to
citizens and creditors, subject to certain law requirements. For example, the restricted balance for vested compensated absences
established is for the total vested amount as of 6/30/2006, rather than by the final amount that is going to be paid in the future that usually is
less than restricted due to vacation and sick leave taken over accumulated. Also the valuation of the capital assets under the new financial
sta}temems focus and the method used to compute its accumulated depreciation are factors of consideration to understand the unrestricted
deficit.



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF AGUADA, PUERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSIS
FOR THE FISCAL YEAR ENDED JUNE 30, 2006

Statement of Activities

The following schedule compares the revenues and expenses for the current and previous fiscal year.

Table 2
Changes in Net Assets
(in millions)
Governmental
REVENUES Activities
Program Revenues: 2006 2005
Charges for services $.55 $ .29
Federal grants-operating 4.00 5.16
General Revenues:
Property taxes 1.57 1.44
Municipal license tax 1.18 1.15
Licenses and permits 0.49 0.38
Intergovernmental 8.20 7.23
Rent 0.08 0.05
Others ' _ 34 _0.42
Total Revenues 16.41 16.12
EXPENSES
Program Expenses:
General government $728 §$ 727
Public safety .86 0.77
Public works 2.70 2.30
Culture and Recreation 1.01 1.21
Sanitation 1.58 2.37
Human Services and welfare 19 210
Urban Development 1.7 1.10
Public Instruction A3 a2
Interest on long-term debt 54 053
Total Expenses 17.70 17.77
Increase (Decrease) in Net Assets $1.3)  $(1.65)

Revenues

The increase in property taxes can be attributable to normal economic environment. The largest portion of the Municipality's revenue (49
percent) represents intergovernmental revenue. Such revenue consists primarily of funds received from de Commonwealth of Puerto Rico,
“In lieu of tax” payments from the quasi-public corporation, the Puerto Rico Electric Power Authority, and federal financial assistance
received from federal government. The overall increase of 0.12% without the portion attributable to taxes and grants approximates inflation.
An additional portion of the Municipality's revenue (27 percent) reflects its federal grants. Grants (federal and state) are considered recurring
revenues, although minor changes from year to year are considered normal.



COMMONWEALTH OF PUERTORICO
MUNICIPALITY OF AGUADA, PUERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSIS
FOR THE FISCAL YEAR ENDED JUNE 30, 2006

Revenues by Source - Governmental Activities 2005-06

O Property taxes & Mpal
License Tax

others Property taxes &
Mpal License Tax B Federal grants

10%

Lic. & Permit

2% | A O Intergovernmental

Federal grants
30% O Lic. & Permit

Intergovernmental
56%

B others

Expenses

Total cost of all programs and services decreased by $.07milions. For the mos! part, expenses remain the same. One significant variance
however, was a decrease in sanitation. Table 3 compares the cost of each of the Municipality of Aguada largest programs with prior year.

Table3
Governmental Activities
(in Millions)
Total cost
OfF services
2006 2005
Public works $270 $2.30
Culture and Recreation 101 1.29
Sanitation 158 237
Human services and welfare 190 210
Urban development 170 110
Public instruction A3 0412
All others 868 857

Totals $17.70 $17.77




COMMONWEALTH OF PUERTORICO
MUNICIPALITY OF AGUADA, PUERTORICO

MANAGEMENT'S DISCUSSION AND ANALYSIS
FOR THE FISCAL YEAR ENDED JUNE 30, 2006

Expenses by Use - Governmental Activities
2005-06

All others

60%1
50%1
40% 1"
30%1
20%1"
10%:
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THE MUNICIPALITY'S FUNDS

Govemnmental Funds

As of the end of the curent fiscal year, the Municipality's govemmental funds (as presented on the balance sheet on pages 15 and 16)
reported a combined fund balance of $4.1 million which is same last year's total of $4.1 million. Some of the govemmental funds are capital
expenditure oriented and, therefore, may reflect capital expenditures. The General Fund experienced a $93,577 increase from a fund
balance of $1,211,291 in the previous year to $1,304,868 at the end of the cumrent year. The primary reason for the Govemment fund's
increase in the current year was an excess of revenues over expenditures from the General fund and Debt Service fund of $258,709.

Bu Highlights

During the current year, the Municipal Legislature revised the Municipality's budget several times decreasing the original budget by $ 59,591
thousands (see page 31 for budget to actual comparisons). The current year operations resulted in a $ .3 milion net gain.

10



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF AGUADA, PUERTO RICO

MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE FISCAL YEAR ENDED JUNE 30, 2006

CAPITAL ASSETS AND DEBT ADMINISTRATION
Capital Assets

At June 30, 2006, the Municipality had $ 33 million invested in a variety of capital assets, as reflected in the following table, which represents
anetincrease (additions less retirements and depreciation) of $ 1.7 million or 9 % from the end of last year.

Table 4
Capital Assets at Year-end
(Net of Depreciation, in millions)
Governmental Activities
2006 2005
Land $ 360 $3.58
Construction in progress 563  5.09
Building and improvements 1780 1754
Furniture, fixture,
Equipment and vehicles 232 230
Land Improvements 0.19 0.21
Infrastructure 346 348
Totals $33.00 $32.20
This year's major additions included (in millions):
Improvements to construction of a Athletic Court .36
Improvements to construction of a Children Play Ground 42
Improvements to construction of a Gymnasium 27
Improvement to Passive Recreation Park in Espinal .09
Land .03
Equipment and vehicles 64
Las Marias and Mamey Basketball Court 23

Debt Outstanding

As of year-end, the Municipality had $12.3 million in debt (bonds and other long-term debts) outstanding compared to the $10.5 million last
year, a 17% net increase (considering new issues and debt retirement).

Table 5
Outstanding Debt at Year-end
(In millions)
vernmental Activiti
2006 2005
General obligation bonds and notes $76 $62
LIMS Debt $02  $0.2
Financing of Delinquent Accounts Debt $03 $03
Mortgage Payable $23 23
Other Debts _0.0 00
Sub-total 10. 9.

Compensated absences 19 .

Totals $12.3 $10.5

The Municipality made principal payments of § 0.5 million during the current year.

1



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF AGUADA, PUERTO RICO

MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE FISCAL YEAR ENDED JUNE 30, 2006

The Municipality levies an annual special tax of 1.20% of the assessed value of real property located within the Municip_alitg. which is not
exempted by law. The proceeds of this tax are required to be credited to the Debt Service Fund for payment of general obligation bonds and
notes of the Municipality. The amount of general obligation debt that the Municipality can issue is limited by law to 10% of the total
assessment of the taxable property located within the boundaries of the Municipality. The outstanding general obiigation debt of the
Municipality of $ 2.6 million is below the legal limitation. More detailed information about the Municipality’s long-term debts is presented in
note 9 to the financial statement.

ECONOMIC FACTORS AND NEXT YEAR'S BUDGET

The Municipality is a political legal entity with full legislative and administrative powers in every area of municipal government, with perpetual
existence and legal personality, separate and independent from the central government of Puerto Rico. The Municipal Government
comprises the executive and legislative branches. The Mayor and the legislative exercise the executive power by the Municipal Assembly,
which has 14 members. The Mayor and the Municipal Assembly are elected every four years in general elections.

The Municipality provides a full range of services including health, public works, environmental control, education, public safety, qullic
housing and community development, culture and recreation as well as many other general and administrative services. The Municipality's
principal sources of revenue are property taxes, municipal license taxes, contributions by the state govemment and federal grants.

The Municipality's elected and appointed officials considered many factors when setting the fiscal year 2006 budget. One of the factors is the
economy, which is affected by the population, family income and unemployment growth of the Municipality.

The Municipality has maintained a higher than average population growth compared to that of Puerto Rico for the period from 1990 to 2000,
averaging annual gains of 12.7%. The average family income of families in the Municipality has been one of the lowest of any of the
municipalities of Puerto Rico, and during the period from 1990 to 2000 the growth rate for average family income in the Municipality was
comparable to that of Puerto Rico, averaging annual gains of 44.5%. The Municipality has an unemployment rate that compared favorable
with the majority of the municipalities in Puerto Rico. As of June 30, 2005 the unemployment rate of the Municipality averaged 13.3% as
compared to 10.6% in Puerto Rico (Source Depariment of Labor and Human Resources of the Commonwealth of Puerto Rico).

The factors mentioned above, among others, were taken into account when adopting the Municipality's budget for fiscal year 2006-07.
Amounts available for appropriations (revenues) in the General Fund Budget are $ 11.5 million, an increase of 4% over the 2005-06 original
budget of $ 11 million. Property taxes and other local charges for services, licenses and permits are expected to lead this increase. The
Municipality will use the increase in revenues to finance programs we currently offer and to account for the effect that inflation will have on
program costs. Budgeted expenditures are expected to rise slightly below of revenue increases.

If these estimates are realized, the Municipality's budgetary General Fund balance is expected to increase modestly by the close of fiscal
year 2006-07.

CONTACTING THE MUNICIPALITY'S FINANCIAL MANAGEMENT
The Municipality’s financial statements are designed to present users (citizens, taxpayers, customers, investors and creditors) with a general
overview of the Municipality's finances and to demonstrate the Municipality's accountability for the money it receives. If you have questions

about the report or need additional financial information, contact the Municipality's Director of Finance Office on the 2 floor of the City Hall,
Colon Street #226, P.0. Box 517, Aguada, Puerto Rico 00602.

12



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF AGUADA, PUERTO RICO

STATEMENT OF NET ASSETS
JUNE 30, 2006

ASSETS:

Cash and Investments............ccoeevereenn.

Cash With FIBcal AQeNt......usssisimmsssmmsssssisi

Receivables (net):

PIODEMTAREAR o viidvsinm e st e VA

Federal Grants.........ccovrereeees

Due from Local GOVErNMENt (NOLE 4)...........cccuermsermsesssessasersesssessssssssessanssssssssssesssssssessasssssssssssensess

OMBIG (NOIB B) s ssvinviasinimminmmmssissssions

Deferred Charges (Note 9)...............

-----

------

Capital Assets (Note 8):
Land, Improvements, and Construction in Progress

Other Capital ASSets, [Net Of DEPIECTBION] ..........coerrereseremerrersmeeeesereerree

Total Capital Assets...

.........

TOTAL ASSETS

LIABILITIES:

Accounts Payable and ACCIUEH EXPENSES...........ecueereereriesisssmsesssssssesssesssssssssssssssssessssesses

Accrued INTEIESt ....c..vveeeerereeremrrrresranes

Claims and Judgments............cceeuveenen.
Chistmas Bonus ....uuuanmuiiniisimanannis
Deferred Revenue..........cocvvureenererersnenes

Long-Term Liabilities (Note 9):

b h ks S e G ORI .| D o e L 44

Die Iy NIOVS TRa0 Ol Y0l s s e S i T e ienats

Total Liabilities

NET ASSETS

Invested in Capital Assets, Net of Related Debt..................

Restricted for:
Debt Service...........

Community Development Pro;ects ............

Other Purposes................

..........

------------------------

UNresicted (DECH)..vrorrre ey VNPl

TOTAL NET ASSETS

--------

......................

See accompanying Notes to Basic Financial Statements.
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GOVERNMENTAL
ACTIVITIES

$ 3,450,675
2,307,751

3,380
1,489,682
604,199

150,346
43816
9,242,766
23,716,234

32,959,000
41,008,849

778,150
179,791
130,531
234,896
997,071

917,725
11,361,057

14,599,221

24,918,718

866,824
1,229,153
225,657

(830,724)
$26,400,628



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF AGUADA, PUERTO RICO

STATEMENT OF ACTIVITIES
FOR THE FISCAL YEAR ENDED JUNE 30, 2008
PROGRAM REVENUES
OPERATING CAPITAL NET (EXPENSE)
CHARGES FOR GRANTS AND GRANTS AND REVENUE
FUNCTIONS/PROGRAMS EXPENSES Services _ _ CONTRIBUTIONS __ CONTRIBUTIONS _ (SEE NEXT PAGE)
Governmental Activities:
Governmental Activities:
Mayor and Municipal Legislature ...................... $ 59787 § - § - $ - ($ 596,787)
General GOVEIrNMENt.......cccoereremesnsreiesierennas 6,682,363 551,460 1,219,768 - (4,911,135)
PSR s oomsasmmnnaad 855,695 - - - (855,695)
PUBRE OIS L. coviscussensucinonsisasiimsossidissiuntas 2,699,727 - - - (2,699,727)
Culture and ReCreation .............o...oeevevrseeeessenn 1,014,494 . - . (1,014,494)
Health and Sanitation................cceeceeereeerseecsvrnenns 1,576,402 12,168 - (1,564,234)
Human Services and Welfare ..................eee. 1,935,732 - 1,768,997 - (166,735)
Urban Development..............oevrmmnurnisssnsinns 1,660,300 377,909 593,100 (689,291)
PUDIC INSHUCHON ..vvvvoveeverseveeesmiasesessessessssacnssene 129,905 - . . (129,905)
Loss on Retirement of Capital Assét...... 8,425 - - . (8,425)
Interest on Long-Term Debt........oceeeveeeerivrnenns 527,235 - - - (6527.235)
Total Governmental Activities ..o, $17.687,065 § 551,460 $3,378842 § 593100  (13.163.663)
General Revenues:
Taxes:
Property Taxes, levied for General PUIPOSES ......ocvercsumsnmssneranes 612,112
Property Taxes, levied for Debt Service.........evcvirunee 959,523
Volume of Business Taxes m 1,179,979
CONSITUCHON THX:. ersorsensssrssussrasnsssaesansassasensrassssnssssssnsssonanosnasesssss 494,717
INtErgoVEINMENEAL .......cvecrrrrersersissrensssneneserssnssessssnsseseressnssssanes 8,207,083
7T | o e T S . oo RS 78,713
MISCEIANBOUS ....ovvivenssrrisissmreserssinsmsesssensssssssssessassssssnsesssarsasasasasass 344250
Total General RBVENUES ..........cemmcimerisnnsiesissemvesssnsssesssses 11,876,377
CHANGE IN NET ASSETS......ccccreummsausonssssstsnnsonsissssssssnssasssess (1,287,286)
Net Assets — Beginning of YEar .........curermermsmesseesmssesssessssesens 27,696,914
NET ASSETS - ENDING OF YEAR $26,409,628

See accompanying Notes to Basic Financial Statements.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF AGUADA, PUERTO RICO

BALANCE SHEET -~ GOVERNMENTAL FUNDS

JUNE 30, 2006
OTHER ToTAL
DesT GOVERNMENTAL (GOVERNMENTAL
GENERAL SBGP SERVICE FuNDS FUNDs
ASSETS
Cash (Note 2) , e 91,920,086 § 117,282 § - § 1,413,357 § 3,450,675
Cash With FISCal AGENL........covevemeeenrssss s i srssssssessssmsss s ssissses - - 1,100,784 1,206,967 2,307,751
Receivables:
Property Taxes ... B W A T N - - 3,380 - 3380
Federal Grants..........coverennines 2 - 1,430,251 - 59,431 1,489,682
DIUB IO OUNEE FUNUS .....ssuwemsmuscisisiussscsnsscvsssesss wmssess sssssesisisimisiniies 842,890 - - - 842,890
Due from GOVemnMENIAl UNILS ........ccuveireminimisissrisersmessnmeesesesssnmeeses 253,660 - - 350,539 604,199
Others Receivables 134,654 - - 15,692 150,346
U R ——— $3151200 §$1547533 $1104164 §$3045986 $ 8848903
LIABILITIES AND FUND BALANCES
Liabilities;
Accounts Payable......................... wee $ 342367 § 82500 $ 315000 $ 225248 § 965115
Accruadintarest: e s s e - - 179,791 - 179,791
Claims and JUAGMENLS ....cuscvnrsisrmeieescsssammsionsessens 130,531 - - - 130,531
Due to Govemmental Units .....c...cwemsmeemsesersseens ; 128,035 - - - 128,035
Due to Other Funds.........ccvvecnneen. - 235,880 9,705 597,305 842,890
Deferred Revenues;
Volume of BUSINESS TaX..c..vusscsmemssiemssumsessuseonans 991,779 - - - 991,779
intergovernmental- Commonwealth ...............co....... 253,660 - - - 253,660
Federal Grants. B o A - 1.229.15 - 5292 1,234,445
Total Liabilities....... S R 1,846,372 1.547,533 504,496 827,845 4,726,246
Fund Balances:
Reserve For:
ENCUMLIANGES.. .. ivvseus wsasisiisectimmiei v . 238,309 - - - 238,309
Dbt SEIVICE ...vvvurnsmrrenmmmsississsssisssssmessmmsnsinins ’ - - 599,668 - 599,668
Future Expenditures.... : - - - 2218141 2218141
TG Ty o M IR smegiesy st 0.5 ity e 05150 A 1,066,559 - - - 1,066,559
Total Fund BalanCes..........ccseisisaessemesmnmsessmmessrees i e O 1,304,868 - 599,668 2218141 4,122,677
TOTAL LIABILITIES AND FUND BALANCES ......c...c.. $3151240 §154753 §$1104164 § 3045986 § 8,848,023

See accompanying Notes to Basic Financial Staiements.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF AGUADA, PUERTO RICO

RECONCILIATION OF THE GOVERNMENTAL FUNDS BALANCE SHEET
TO THE STATEMENT OF NET ASSETS

JUNE 30, 2006

Total Fund Balances - Governmental Funds (Page 15) $ 4,122,677

Amounts reported for Governmental Activities in the Statement of Net Assets (Page 13)
are different because:

Capital Assets used in governmental activities are not financial resources and therefore are
not reported in the funds. In the current period, these amounts are:

Non Depreciable Capital ASSES .........ccveveierimmirersremsinsisssess s $ 9,242,766
Depreciable Capital ASSELS........cocvvreermrermerrnernsasssssressenss 36,718,226
Infrastructure Assets.... ST SO PR 12,919,854
Accumulated Depreciation ........c..uerreomrsssssmmsrsssmsssssssssssssssssssss (25,921.,846)
Total Capital Assets................ 32,959,000

Other assets used in governmental activities are not financial resources and therefore are
not reported in the funds:

Deferred Revenues........ 43,816

Some of the Municipality's revenues will be collected after year-end but are not available
soon enough to pay for the current period's expenditures and therefore are deferred in

the funds:
CDBE st i e T AR T e 1,229,153
Intergovernmental...... 136,212
Christmas Bonus Reimbursement ... v 117,448 1,482,813
Some liabilities are not due and payable in the current period and therefore are not reported
in the funds. Those liabilities consist of:
General and Notes Payables (7,242,000)
Note: Payable = CRIM {LIMS)..cauniimossissisiiminsssreiniimarse (248,848)
Note Payable — CRIM (Doubtful ACCOUNES)........cuvuuerrussssmmssssmmsussmisrensisnns (266,800)
0Ty ) L S . M o W (234,896)
Compensated ADSENCES..........ccucrcmimsssssssssmressssnsssssssenssssssssssesns (1,915,884)
Mortgage Payable..........ccccoeerernrene (2,290.250)
Total Long-Term Liabilities 12,198,678
Total Net Assets of Governmental Activities (Page 13) $26,409.628

See accompanying Notes to Basic Financlal Statements,



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF AGUADA, PUERTO RICO
STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCE -

GOVERNMENTAL FUNDS

FOR THE FISCAL YEAR ENDED JUNE 30, 2006

OTHER TOTAL
DEBT GOVERNMENTAL GOVERNMENTAL
GENERAL SBGP SERVICE FunDs Funps
REVENUES
POPEIMY TAKES ...cccuiostussuesssnssammssemmssassisssissssssssmtosarabnasasmass prassasionsretasen $ 612112 § $ 959523 § $ 1,571,635
Volume of BUSINESS TAXES ...u.vvvemmweriensssisismnsssseesssssssonmssssssmssssnsssssmaras 1,179,979 - - - 1,179,979
Federal ASSISEANCES ....uuriivesireenesrsonssiessssissssmsssesmasseseessssesesssssans - 1,318,674 1,761,717 3,080,391
Intergovemmental..................... = 8,125,497 . - 1,219,768 9,345,265
Licenses and Permits ................ 494717 - - 494,717
Rent ... ; 78,7113 - - 78,713
Miscellaneous .. 895,710 2 19448 __ 915158
Total Revenues.., 11,366,728 1318674 959,523 _ 3,000,933 16,665,858
EXPENDITURES
Gurrent:
Mayor and Municipal Legislature.......ou.coccoieuns 524,949 . - 98,834 623,783
General Government 4,006,699 524,289 - 1,903,583 6,434,571
Public Safety.......... 800,583 - - - 800,683
Public Works............. 2,142 247 - 129,366 2,271,613
Culture and Recrealion ... 1,053,036 - - 1,053,036
Sanitation s 1,417,280 - 7,785 1,425,085
PUDHC INSIIUCHON ..coveesrerieierrissisnisasimassssncssmssse s asassesressessaessssssssseases 37,057 - 92,848 129,905
Human Services and Weifare B 1,091,479 . 734,189 1,825,668
Urban Development.........c.vuresmsmsmssessinen - 190,707 - 538,074 728,781
Capital Outlay ............. 3 118,619 603,678 - 1,410,420 2,132,717
Debt Payment:
Bond Issue Costs...... e . - . 15,393 - 15,393
Principal........oveee i e e . . 486,770 - 486,770
Interest and Other Charges............. - 527,235 527,235
Total Expenditures......... 11,191,049 1,318.674 1,020308 40915009 18455120
OTHER FINANCING SOURCES (USES)
Proceed of NOE.......ceececrerminrnininsessmersssssssianes - - - 1,812,414 1,812,414
Operating Transfers ~ In . 311,728 235,007 1,960,140 2,506,875
Operating Transtars — QUL ... ivoeversmesesiess seessrssersssrsresesmaseasses (101,202) {311,728) - {2,093,945) (2,506,845)
Total Other Financing Sources and Uses 101,202 235,007 1,678.609 1812414
Net Change in Fund Balances 93,577 ! 165,132 (285,557) 23,152
Fund Balance - Beginning 1,211,291/ 43453 2453698 _4.099.525
FUND BALANCES - ENDING Ng . s soess $o2s1a41 § 4122677

e,

See accompanying Notes to Basic Financial Statements.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF AGUADA, PUERTO RICO

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES
IN FUND BALANCE OF GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES

FOR THE FISCAL YEAR ENDED JUNE 30, 2006

Net Change in Fund Balances - Total Governmental Funds (Page 17) $ 23,1582

Amounts reported for Governmental Activities in the Statement of Activities (Page 14)
are different because:

Governmental funds report capital outlays as expenditures. However, in the Statement of
Activities the cost of those assets is allocated over their estimated useful lives and reported
as depreciation expense. In the current period, these amounts are:

Urban Development and Capital OQULIAY ...........urumereemmmusmmsssmsmssssssesmsssisssssnn $ 2,132,717
DEDracialion EXPONBE....ouiuniismiisiiiimmiboisntsssmisa s et (1,375,789
Excess of Capital Outlay over Depreciation EXpense.............esmmerssussess 756,928

Governmental funds only report the proceeds received in the disposal of assets. In the
Statement of Activities, a gain or loss is reported for each disposal. Thus, the change
In net assets differs from the change in fund balance by the cost of the disposed asset.................. (8,425)

Governmental funds only report the proceeds received in the current financial resources
are not reported as revenues in the fUNGS...........cereresnresssesses s ssssssessessissasssssss 1,482,813

Revenues in the Statement of Revenues that correspond o prior year resources are not
reported as revenues in the StateMENt Of ACHVIES ...............csmmmsssmmssmmssmssessssssssmssssssssssssssssssssss (1,748,892)

Proceeds from General Obligation bonds is an other Financing Sources in the Governmental
funds, but increase Long Term Liabilities in the Statement of Net Assets: .........c.....cn. (1,812,414)

Repayment of long-term principal is expenditure in the govemnmental funds, but the repayment
reduces Long-Term Liabilities in the Statement of Net Assets. In the current year the
TEDAYIMBIIE WELB, ., cicivuiisveiussvtinveissiisissnsosivessusinsrversintiosiosiiaseossiossisssiiss esaioadaseissasmaamsvsiaioss 486,771

Governmental Funds report the effect of bonds issuance costs as expenditures when debt
is first issued, whereas these amounts are deferred and amortized in the statement of
activities. This amounts is the effect of these differences:

Bonds Issuance Costs ...... 15,393
Amortization of Deferred Charges . (2.543)

12,850

Some expenses reported in the Statement of Activities do not require the use of current
financial resources and therefore are not reported as expenditures in governmental funds.
These activities consist of:

Increase in Mortgage Payable (15,594)
Increase in Christmas Bonus (18,749)
Increase in Compensated ADSENCES ............owurmememsuermmsssssmmsissnessssnssssssssassssssisics (445,726) (480,069)

Change In Net Assets of Governmental Activities (Page 14) (8.1,267,286)

See accompanying Notes to Basic Financial Statements.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF AGUADA, PUERTO RICO

NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2006

NOTE1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Municipality of Aguada, Puerto Rico (Municipality) was founded
in the year 1775, and operales as a govemmental unit of the
Commonwealth of Puerto Rico, under the Law Number 81 of August 30,
1991, known as “Autonomy Municipalities Law of the Commonwealth of
Puerto Rico". The governmental system of the Municipality is composed
of the executive and legislative bodies. The Mayor is the Chief Executive
Officer and is elected every four years in the general elections of the
Commonwealth of Puerto Rico. The legislative body consists of 14
Legislators also elected in the general elections of Puerto Rico for a four-
year period.

The Municipality provides services such as: health, public works,
sanitation, aids and services to low-income and elderly citizens, public
safety, housing and urban development, culture and recreation, planning,
zoning and other general and administrative services.

The accounting policies of the Municipality conform to accounting
principles generally accepted in the United States of America (GAAP) as
prescribed by the Governmental Accounting Standards Board (GASB).
The GASB is the standard-setting body for governmental accounting and
financial reporting. The GASB periodically updates its codification of the
existing Governmental Accounting and Financial Reporting Standards
which, along with subsequent GASB pronouncements (Statements and
Interpretations) constitutes GAAP for govemnmental units. The following is
a summary of the more significant of such policies.

A. Financial Reporting Entity

The accompanying basic financial statements include all depariments
and organizations units whose funds are under the custody and control of
the Municipality. In evaluating the Municipality as a reporting entity,
management has addressed all the potential component units, The
decision to include a potential component unit in the reporting entity was
made by applying the provisions of GASBS No. 14, as amended by
GASBS No. 39, Determining Whether Certain Organizations Are
Component Units — an amendment of GASB Statement No. 14.

The basic criteria for including a potential component unit within the
reporting entity Is if potential component units are financially accountable
and other organizations for which the nature and significance of their
relationship with the enlity are such that exclusion would cause the
Municipality's financial statements to be misleading or incomplete. The
GASB has set forth criteria to be considered in determining financial
accountability. These criteria include appointing a voting majority of an
organization's goveming body and (1) ability of the Municipality to
impose its will on that organization or (2) the potential for the organization
to provide specific financial benefits to, or impose specific financial
burdens on the Municipality.

GASBS No. 39 provided additional guidance to determine whether certain
organization for which the primary govemment is not financially
accountable should be reported as components units. A legally separate,
tax-exempt organization should be discretely presented as a component
unit if all of the following criteria are met: (a) the economic resources
received or held by the separate organizalion are entirely or almost
entirely for the direct benefit of the primary govemment, its component
units, or its constituents; (b) the primary government, or its component
units, is entitled to, or has the ability to otherwise access, a majority of the

economic resources received or held by the separate organization, and;
(c) the economic resources received or held by an individual organization
that the specific primary govemment, or its component units, is entitled to,
or has the ability to otherwise access, are significant to the primary
govemment.

There are two methods of presentation of the component unit in the
financial statements: blending - the financial data of the component unit's
balances and transactions in a manner similar to the presentation of the
Municipality’s balance; and discrete ~ presentation of the component
unit's financial data in column separate from the Municipality's balances
and transactions.

The relative imporiance of each criterion must be evaluated in light of
specific circumstances in order to determine which components units are
to be included as part of the reporting entity. Our specific evaluations of
the criteria applicable to the Municipality indicate no organizations meet
the criteria to be included as component units. Accordingly, these basic
financial statements present only the Municipality as the reporting entity.

These financial statements present the respective financial position of the
govemmental activities, each major fund, and the aggregate remaining
fund information of the Municipality, as of June 30, 2005, and the
respective changes in financial position, where applicable, thereof for the
fiscal year then ended.

The basic financial statements includes the operations of Jardines de
Aguada Project (Project) which is a 70-unit dwelling unit's project located
in Aguada, Puerto Rico. The project is operated under Section 515 of
USDA-Rural Development (USDA-RD) and regulated by the US
Department of Housing and Urban Development (HUD) and USDA-RD
with respect to rental charges and operating methods. The Project is also
subject to Section 8 Housing Assistance Payments agreements with
HUD, and significant portion of the Project's rental income is received
from HUD. The Municipality holds legal title to the Project which its
operations are caried-out by a management agent unrelated to the
Municipality. Since the Project is not legally separated from the
Municipality, its financial data is merged with the financial data of the

Municipality.
B. Financial Statement Presentation

The basic financial statements include both govemment-wide (based on
the Municipality as a whole) and fund financial statements. While the
previous financial reporting model emphasized fund types (the total of all
funds of a particular type), in the new financial model the focus is on
either the Municipality as a whole, or major individual funds (within the
basic financial statements). Both the govemment-wide and fund financiel
statements (within the basic financial statements) categorize primary
activities as either govemmental or business type.

Government-wide Financial Statements

The govemment-wide financial statements (the Statement of Net Assels
and the Statement of Activities) report information of all the activities of
the Municipality. For most part, the effect of interfund activity has been
removed from these govemment-wide financial statements.
Govemmental activities are normally supported by taxes and
intergovernmental revenues.

continue



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF AGUADA, PUERTO RICO

NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2006

NOTE1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
{continuation)

B. Financial Statement Presentation (continuation)

Business-type activities, which rely to a significant extent on fees and
charges for support, are not reported seen the Municipality don't have
such activities.

The focus of the Statement of Net Assels is designed to be similar to
bottom line results for the Municipality and its govemmental activities.
This statement, for the first time, combines and consolidates
governmental fund’s current financial resources (short-term spendable
resources) with capital assets and long-term obligations.

The Statement of Net Assets presents the reporting entities' assels and
liabilities, with the difference reported as net assets. Net assets are
reported in three categories:

e Invested in Capilal Assets, Net of Related Debt — These
consists of capital assets, net of accumulated depreciation and
amortization and reduced by outstanding balances for bonds,
notes, and other debt that are aftributed to the acquisition,
construction, or improvement of those assets.

o Restricted Net Assets - These result when constraints placed
on net assets use are either extemally imposed by creditors,
grantors, contributors, and the like, or imposed by law through
constitutional provisions or enabling legislation,

e Unrestricted Net Assets — These consist of net assets which
do not meet the definition of the two preceding categories.
Unrestricted net assets often are designated, to indicate that
management does not consider them to be available for
general operations. Unrestricted net assets often have
constraints on resources that are imposed by management,
but can be removed or modified.

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

The Statement of Activities demonstrates the degree to which the direct
expenses of a given function or segment is offset by program revenues.
Direct expenses are those that are clearly identifiable with a specific
function or segment. Program revenues include 1) charges to customers
or applicants who purchase, use or directly benefit from goods, services,
or privileges provided by a given function or segment, and 2) grants and
contributions that are restricted to meeting the operational or capital
requirements of a particular function or segment. Taxes and other items
not properly included among program revenues are reported instead as
general revenues.

Governmental Fund Financial Statements

The fund financial statements (the Balance Shee!, the Statement of
Revenues, Expenditures, and Changes in Fund Balance Net Assets) are,
in substance, very similar to the financial statements presented in the
previous financial reporting model. Emphasis here is on the major funds

in the governmental category. Non-major funds are summarized into a
single column.

Traditional users of govemmental financial statements will find the Fund
Financial Statements presentation more familiar. The focus is on Major
Funds, rather than the previous financial model's fund types. This is the
manner in which these funds are normally budgeted. This presentation
deemed most appropriate to (a) demonstrate legal and covenant
compliance, (b) demonstrate the source and use of liquid resources, and
(c) demonstrate how the Municipality’s actual experience conforms to
the budgeted fiscal plan.

Since the govemmental fund statements are presented in different
measurement focus and basis of accounting than the government-wide
statements, reconciliation is presented and separate explanation for each
differences.

The Municipality reports its financial position (Balance Sheet) and
results of operations (Statement of Revenues, Expenditures and
Changes in Fund Balance) in funds, which are considered separate
accounting entities. The operations of each fund are accounted for within
a set of self-balancing accounts. Fund accounting segregates funds
according to their intended purpose and is used to aid management in
demonstrating compliance with legal, financial, and contractual
provisions.

Required Supplementary Information

Required supplementary information consists of the Management
Discussion and Analysis — a narrative introduction and analytical
overview of the Municipality's financial activities. Also consists of the
Budgetary Comparison Schedule — General Fund (see Section D of Note
1) as required by GASB.

C. Measurement Focus and Basis of Accounting
Governmenti-wide Financial Statements

The govemment-wide financial statements (the Statement of Net Assets
and the Statement of Activilies) are reported using the economic
resources measurement focus and the accrual basis of accounting.
Revenue is recorded when eamed and expenses are recorded when a
liability is incurred, regardless of the timing of related cash flows. Grant
and similar items are recognized as revenue as soon as all eligibility
requirements imposed by the provider have been met.

Governmental Fund Financial Statemenis

The govemmental fund financial statements are reported using the
current financial resources measurement focus and the modified accrual
basis of accounting. Revenues are recorded when susceptible to accrual;
as soon enough thereafter to pay liabilities of the current period. For this
purposes, the govemment considers revenues to be available if they are
collected within sixty (60) days of the end of the current period.

continue



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF AGUADA, PUERTO RICO

NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2006

NOTE1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(continuation)

C. Measurement Focus and Basis of Accounting (continuation)

In applying the “susceptible to accrual” concept to intergovernmental
revenues (federal grants) pursuant to GASBS No. 33, Accounting and
Financial Reporting for Nonexchange Transactions (the Municipality may
act as either provider or recipient), the provider should recognize liabilities
and expenses and the recipient should recognize receivables and
revenue when the applicable eligibility requiremenis including time
requirements, are met. Resources transmitted before the eligibility
requirements are met should, under most circumstances, be reported as
advances by the provider and deferred revenue by the recipient.

There are essentially two types of revenue. For the majority of grants,
money must be expended by the Municipality on the specific purpose or
project before any amounts will be reimbursed. Revenue is, therefore,
recognized as expenditures are incurred fo the extent available. For the
other revenue, moneys are virtually unrestricted and are generally
revocable only for failure to comply with prescribed compliance
requirements. These resources are reflected as revenue at the time of
receipt or earlier if the susceplible to accrual critena is met.

Expenditures are generally recognized when the related liability is
incurred, as under accrual accounting. The exceptions to this general rule
are the compensated absences and claims and judgments, if any, that
are recorded only when payment is due.

Property taxes, volume of business taxes, licenses and permits, and
interest associated with the current fiscal period are all considered to be
susceptible to accrual and so have been recognized as revenues of the
current fiscal period. all other revenue items are considered to be
measurable and available only when cash is received by the
Municipality.

The Municipality reports the following major funds:

General Fund - This is the general operating fund of the
Municipality. It is used to account for all financial resources,
excepl those required 1o be accounted for in another fund.

SBGP Fund - This is the fund used to account for all the
transactions of the State Block Grant Program. The primarily
objectives of this program is to development of viable
communities by providing decent housing, a suitable living
environment and expanded economic opportunities, principally
for persons of low and moderate income.

Debt Service Fund - This is used to account for the
accumulation of resources for, and the payment of long-term
debt principal and interests.

The non-major funds are combined in a single column in the fund
financial statements.

D. Budgetary Data

The Municipality's annually adopts the Budget Resolution for all
operaling funds of the Municipality except for certain restricted accounts

Special Revenue Funds. Budgetary control is legally maintained at the
fund level. The budget is prepared using the modified accrual basis of
accounting with encumbrance included as budgetary basis expenditures.
The Municipality's Budget Resolution provides transfer authority (1) to
the Mayor and the Management and Budget Director, within and between
departments and funds, as long as the total budget of the Municipality
(net of interfund transfers) is not increased; (2) to the Management and
Budget Director to implement grant budgets as the grant applicalions are
accepted by the Municipality; and (3) to the Management and Budget
Director to amend (re-appropriate) each new year's budget, to the extent
of outstanding encumbrances, and/or unexpended project/grant
appropriations at year end. Municipality's Legislature action is required
for (1) use of the budgeted Legislature contingency, and (2) the approval
of a supplemental appropriation(s). During the year, several supplemental
appropriations were necessary.

The budget columns (original and final budgets) of the Budgetary
Comparison — General Fund reflect the original budget and the amended
budget (which have been adjusted for legally authorized revisions of the
annual budgets during the year). Appropriations, except remaining project
appropriations, encumbrances, and unexpended grant appropriations,
lapse at the end of each fiscal year. Amendments to the budget, including
transfers, require the approval of the Municipal Legislature. All
encumbrance appropriations in the operating budget lapse at the end of
the fiscal year.

Since the budgetary basis differs from accounting principles generally
accepted in the United States of America (GAAP), actual amounts for th_e
General Fund in the accompanying Budgetary Comparison Schedule, is
presented on the budgetary basis to enhance comparability.

The principal differences between the budgetary and GAAP bases are
the following:

1. Encumbrances are recorded as expenditures under the
budgetary basis and as a reserve of fund balances under
GAAP,

2, Payments of encumbrances of prior year are recorded as
expenditures under GAAP but not under the budgetary basis.

3. Interfund transactions of the General Funds are not included in
the budgetary basis.

4. Cerain accrued liabilities and other debis are not included in
the budgelary basis.

5. Certain revenues susceptible to accrual, i.e., both measurable
and available, are not included in the budgetary data.

The special funds of the Special Revenue Fund have not been included
in the budgetary comparison because balances are not budgeted. Also
the budget prepared for the Federal Financial Awards Programs included
in the Capital Projects and Special Revenue Funds is based on a
program period which is not necessarily the same fiscal year.
Accordingly, it's not practical to present an annual comparison of budget
for such programs.

continue
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MUNICIPALITY OF AGUADA, PUERTO RICO

NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2006

NOTE1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(continuation)

E. Cash and Investment

The Director of Finance of the Municipality is responsible for investing
the available resources in certificates of deposit and other short-term
investments. Invesiments are made from the available combined funds of
the Municipality and, accordingly, it is not practical to disclose
certificates of deposit individually by fund in the combined financial
statements. Interest eamed on certificates of deposit and other short-term
investments are recognized as revenue in the General Fund. Cash in the
Special Revenue, Debt Service and Capital Project Funds are restricted,;
accordingly, resources available were not used for pool investments.

Cash with fiscal agent represents property tax collections retained by the
Municipal Revenues Collection Center and undisbursed proceeds of
certain bonds, loans or grants which are maintained in a cash custodian
account by the Government Development Bank of the Commonwealth of
Puerto Rico and is not callateralized.

Cash balance recognized in the Debt Service Fund is restricted for the
payment of the Municipality’s obligations, and others are restricted for
specific projects, such as the acquisition or construction of permanent
improvements. This sinking fund is maintained by the Govemmental
Development Bank of Puerto Rico, agency which acts as the insurer and

payer of the Municipality's bonds and notes issued in accordance with
law.

F. Receivables and Payables

Activity between funds that are representative of lending/borrowing
arrangements outstanding at the end of the fiscal year are referred to as
either “due to/from other funds” (i.e., the current portion of interfund
loans) or "advances toffrom other funds" (i.e., the non-current portion of
interfund loans). All other outstanding balances between funds are
reported as “due to/from other funds.” Any residual balances outstanding
between the govemmental activities and business-type aclivities are
reported in the govemment-wide financial statement as ‘“interfund
balances”.

Advance between funds, as reported in the fund financial statements, are
offset by a fund balance reserve account in applicable govemmental
funds o indicate that they are not available for appropriation and are not
expendable available financial resources.

All trade and property tax receivable are shown net of an allowances for
uncollectible, which are determined upon past collection experience and
curent economic conditions. Receivable from Federal Govemment
represents amounts owed to the Municipality for reimbursement of
expenditures incurred pursuant to federally funded programs,

G. Inventories

The General, Special Revenue and Capital Project Funds, purchases
office and printing supplies, gasoline, oil and other expendable supplies
held for consumption. The cost of purchases is recorded as expenditure
in the appropriate fund and the inventory is not recorded in the basic
financial statements,

H. Capital Assets

Capital assets, which include property, plant, equipment, and
infrastructure assets (e.g., roads, bridges, sidewalks, and similar items),
are reported in the applicable govemmental or business-type activities
columns in the govemment-wide financial statements. Capital assels,
other than infrastructure assels, are defined by the government as assets
with an initial, individual cost of more than $500 (amount not rounded)
and an estimated useful life in excess of two years. For improvements
other than buildings, the capital outlay must be greater than $10,000,
extend the estimated useful life for ten years, and be greater than 10% of
the original cost of the asset. The government reporis infrastructure
assets on a network and subsystem basis. Accordingly, the amounts
spent for the construction or acquisition of infrastructure assets are
capitalized and reported in the govemment-wide financial statements
regardless of their amount.

In the case of the initial capitalization of general infrastructure assets (i.e.,
those reported by govemmental activities) the government chose to
include all such items regardless of their acquisition date or amount. The
govemment was able to estimate the historical cost for the initial reporting
of these assels through back trending (i.e., estimating the current
replacement cost of the infrastructure to be capitalized and using an
appropriate price-level index to deflate the cost to the acquisition year or
estimated acquisition year). As the govemment constructs or acquires
additional capital assets each period, including infrastructure assets, they
are capitalized and reported at historical cost. The reported value
excludes normal maintenance and repairs which are essentially amounts
spent in relation to capital assets that do not increase the capacity or
efficiency of the item or extend its useful life beyond the original estimate.
In the case of donations the govemnment values these capital assets at
the estimated fair value of the item at the date of its donation.

Depreciation on all assets is provided on the straight-line basis over the
following estimated useful lives: (See Table 1)

TABLE 1
CaPITAL ASSETS YEARS
Buildings and Building Improvements 15-50
Infrastructure 20-40
Vehicles, Machinery and Equipment 10-15

. Compensated Absences

The Municipality accrues accumulated unpaid vacation and sick leave
and associated employee-related costs when eamed (or estimated to be
eamed) by the employee. The Municipality's employees are granted 30
days of vacations and 18 days of sick leave annually. Vacations may be
accumulated up to a maximum of sixty (60) days and sick leave up to a
maximum of ninety (90) days. In the event of employee resignation, the
employee is paid for accumulated vacation days up to the maximum
allowed. Separation from employment prior to use of all or part of the sick
leave terminates all rights for compensation, except for employees with
ten years of service who are entitied to sick leave pay up to the maximum
allowed. The Municlpality accrued a liability for compensated absences,
which meet the following criteria:

continue
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NOTE1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(continuation)

. Compensated Absences (continuation)

1. The Municipality's obligation relating to employee's
rights to receive compensation for future absences is
attributable to employee's services already rendered.

2. The obligation relates to rights that vest or accumulate.
3. Payment of the compensation is probable,
4. The amount can be reasonably estimated.

In accordance with the above criteria and requirements as established by
GASBS No. 16; the Municipality has accrued a liability for compensated
absences, which has been eamed but not taken by Municipality's
employees. For the government-wide statements, the current portion is
the amount estimated to be used in the following year. For the
governmental funds statements, all of the compensated absences are
considered long-term and therefore, are not a fund liability and represent
a reconciling item between the fund level and govemment-wide
presentations (see Note 9).

J. Insurance

The Municipality has insurance coverage for its public facilities, primarily
to provide protection from catastrophic losses. Also, principal officials of
the Municipality are covered under various surety bonds. The Secretary
of the Treasury Department of the Commonwealth of Puerto Rico is the
agent commissioned to place all of the Municipality’s insurance
coverage. Corresponding premiums payable are withheld by the
Municipal Revenue Collection Center from quarterly advances of annual
property tax and subsidy send to the Municipality.

K. Interfund Transactions

Interfund transactions are reflected as loans, reimbursements or
transfers. Loans are reported as receivables and payables as appropriate
and are subject to elimination upon consolidation. Reimbursements occur
when one fund incurs a cost, charges the appropriate benefiting fund and
reduces ils related cost as a reimbursement. All other interfund
transactions are treated as transfers. Transfers between govemmental or
proprietary funds are netted as part of the reconciliation to the
government-wide columnar presentation. The Municipality has the
following types of transactions among funds:

Operating Transfers — Legally required transfers that are
reported when incurred as transfers-in by the recipient fund
and as transfers-out by the disbursing fund, with receivables
and payables presented as amounts due to and due from other
funds. Advances between funds are also presented as
amounts due to and due from other funds. Transfer includes
interest eared on restricted cash with fiscal agent in the Debt
Service Fund and operating and capital improvement in other
govemmental funds which is transferred to the General Fund;
and principal and interest payments of general long-term debt
transferred from the General Fund to the Debt Service Fund.

However, these transfers and related amounts receivables and
payables are considered internal balances and activities that
have been eliminated in the govemment-wide financial
slatements.

L. Reservations of Fund Balance - Governmental Funds

The govemmental fund financial statements present fund balance
reserves for those portions of fund balance (1) not available for
appropriation for expenditures or (2) legally segregated for a specific
future use. The reserves for related assets such as inventories and
prepayments are examples of the former. Reserves for debt service and
other specific purposes are examples of the latter.

M. Claims and Judgments

The estimated amount of the liability for claims and judgments, ‘if any,
which is due on demand, such as from adjudicated or seltled claims, is
recorded in the General Fund.

N. Useof Estimates

The preparation of the basic financial statements in conformity with
accounting principles generally accepted in the United States of America
requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosures of contingent
assels and liabilities at the date of the basic financial statements and the
reported revenue and expenses during the reporting period. Actual result
could differ from those estimates.

NOTE2 CASH AND INVESTMENTS

The Municipality maintains its cash deposits in commercial banks
located in Puerto Rico. Under Commonwealth of Puerto Rico statutes,
public funds deposited in commercial banks must be fully collateralized
for the amount deposited in excess of federal deposit insurance. All
securities pledged as collateral by the Municipality are held by the
Secretary of Treasury of Puerto Rico in the Municipality's name. The
Table 3 presented below discloses the level of custody risk assumed by
the Municipality based upon how its deposits were insured or secured
with collateral at June 30, 2006:

Category 1: Insured or collaterized with securities held by the Secretary
of Treasury agent's in the Municipality's name.

Category 22 Collateralized with securities held by the pledging financial
institution's  trust department or its agenls in the
Municipality’s name.

Category 3: Uncollateralized, including any bank balance that is
collateralized with securities held by the pledging financial
institution or by its trust department or agent by not in the
Municipality's name.

continue
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NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE FI Y DED JUNE

NOTE2 CASH AND INVESTMENTS (continuation)

During the year, the Municipality invested its funds in interest bearing
bank accounts and short-term certificales of deposit. As June 30, 20086,
the market value of investments recorded in General Fund approximated

NOTE4 DUE FROM GOVERNMENTAL UNITS

Following are the amounts due from govemmental units as of June 30,
2006: (See Table 5)

its carrying value as follow: (See Table 4)
CERTIFICATE TABLE 4
OF DEPOSIT PRNCIPAL  INTEREST EXPIRATION
Issuep BY NumBeR AMOUNT RATE Date
Aguada Cooperative ........... 99920478  § 600,000 530%  07-1906
Aguada Cooperative ..., 00020470 600,000 5.30%  08-19.08
Popular Bank of Puerto Rico... 1110000013 __600.000 1.95%  07-3006
JETAS et o $1.800.000

TaBLES
DUE FROM GOVERNMENTAL UNITS

AMOUNT
Puerlo Rico Treasury Department (Law Num. 43).......... $144,084
Puerio Rico Treasury Department (Christmas Bonus).... 117,448
Municipal Revenue Collection Center (CRIM)................ 136,212
Depariment of Labor and Human Resources................. _206.455
Tolal From to Governmental Units .........ccmmee. 604,188

NOTE3 CUSTODIAL CREDIT RISK RELATED TO DEPOSITS

As of June 30, 2006, the Municipality's cuslodial credit risk wes
approximately $2.4 million, which is the bank balance of cash deposited
at the Government Development Bank of Puerio Rico (GDB). These
deposits are exempt from the collateral requirement established by the
Commonwealth.

Pursuant to the Investment Guidelines for the Commonwealth adopted by
GDB, the Municipality may invest in obligations of the Commonwealth,
obligations of the United Stales, certificates of deposit, commercial paper,
banker's acceplance, or in pocls of obligations of the municipalities of

NOTES OTHERS RECEIVABLES

As of June 30, 2006, the amount of $150,346 coresponds o rent,
construction taxes and volume of business texes.

Govemmental funds report deferred revenue in connection with
raceivables for revenue thal are not considered to be available to
liquidate liabilities of the current period. Govemmental funds also defer
revenue recognition in connection with resources that have been
raceived, but not yet eamed. Al the end of the current fiscal year, the
various components of deferred revenues and uneamed revenue
reported in the governmental funds were as follow:

Puerto Rico, among others. Unavailable  Uneamed
TABLE3 Volume of Business Taxes ... $ $ 991,779
CATEGORY Other Major FundS .......euseesss - 5292
CARRYING BANK SBAP.... e 1,229,153 .
1 2 3 AMOUNT BALANCE lntergo\'ermmal. ...... 136,212
Chiistmas BOMUS.........ccm 117.448
Deposits in Tolal Defered/Uneamed
Commercial Banks........ $2,250675 § - 8 $2,50675  $2,480,805 Revents................... $1.482813 $ 997071
Deposits in Credit Unions 1,200,000 - 1,200000 1,200,000
Deposits in
Governmenial Bank...... : = 2307751 2307751 2424826 | NOTEG INTERFUND TRANSFER AND BALANCES
A. INTERFUND TRANSFERS
Reconclliation to Government-Wide Statement of Net Assets:
UNRESTRICTED RESTRICTED ToraL Transfers are indicative of funding for capital projects or
Carrying amount of deposits in Commercial Banks debt sarvice, and subsidies of various operalions. (See
and Credit Unions AL $1920,036 $1530,639 $3,450,675 Table 6)
Carrying amount of deposits in Government Bank ...... . 2307751 _2307.751
Total e 51020038 $3838390  $5758.426 B. INTERFUND RECEIVABLE AND PAYABLE
BALANCES
TABLE 6 Interfund receivables and payables at June 30, 2008 are summarized as
follows:
INTERFUND TRANSFERS WITHIN THE GOVERNMENTAL FUNDS (See TaBLET
SOURCES TRANSFER AMOUNT PURPOSE T INTERFUND INTERFUND
Other Maior Fund  Debt S:cloe 140588 el REGEIVABLE PAYABLE AMOUNT
v Mortgage Principal and
Inlerest Pm General Fund Other Funds 3597,305
Other Major Fund  Debt Service 15,393  Bondlssue Costs General Fund SBGP 235,880
General Fund Debt Service 70,081 Mortgage Principal General Fund Debt Service Fund  ___9.705
General Fund Qther Funds 31121  Specfic Project Funding Total $842890
266,128 conltinue
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NOTE7 DUETO OTHER GOVERNMENTAL UNITS

TABLE 8 AMOUNT
As of June 30, 2006, balance due to other govemmental units of the
General Fund for services rendered to the Municipality, consists of the Water and Sewer Authority § 8828
following: (See Table 8) Puerto Rico Treasury Department.... 110,805
Department of Labor and Hmnanﬁeswm 7,389
Others Agencies — 1213
NOTE8 CAPITAL ASSETS Total Due to Govemmental Units ..........ccvsecne. $.128,035
Capital Assets activities for the fiscal year ended June 30, 2006 was as
follows (See Table 9)
TABLEO BALANCE BALANCE
JuLyt, JunE 30,
DESCRIPTION 2005 ADJUSTMENTS  INCREASES  DECREASES 2006
Non-Depreciable Capital Assets:
Land e $ 358033 $ - § 28000 % - § 3,608,336
Construction in Progress............cceeevvveenes _5097.726 - 1,456,676 (919,972 5,634,430
Total Non-Depreciable Capital Assets..... _ 8.678.062 - 1,484,676 919,972) _ 9,242,766
Depreciable Capital Assets:
Buildings 26,667,363 - 922,395 - 27,589,758
Infrastructure 12,919,854 - - - 12,919,854
Vehicles, Machinery and Equpmem 8,010,289 - 645,618 (41,124) 8,614,783
Land Improvements.... 513,685 - - - 513.685
Total Depreciable Capual Assels.......... _48,111.191 - 1,568,013 (41124) _49.638,080
Less Accumulated Depreciation:
Buildings (9,121,344) - (735,784) - (9,857,128)
Infrastructure (9,443,493) . (14,576) - (9,458,069)
Vehicles, Machinery and Equipment..... (5,709,039) . (608,306) 32,699 (6,284,646)
Land Improvements...............eueunnseennse (304,880) : (17,123) = (822,008)
Total Accumulated Depreciation .............  (24.578.756) - _(1.375.789) 32,699  (25,921,846)
Total Depreciable Capital Assets (Net)... _23,532.435 . 192,224 (8.425) _23.716,234
CAPITAL ASSETS, NET.......oocoe. $32210497 $ - $.1676900 (§._928397) $32950,000

Depreciation  expenses were charged to  govemmental
functions/programs as follows: (See Table 10)
TABLE10
AMOUNT
General Government $ 68789
Public Safety 55,032
Public Works 343,947
Culture and Recreation 440,252
Health and Sanitation 151,337
Human Service and Welfare 110,064
Urban Development 206,368
Total Depreciation Expenses.................cwwn ... $1.375789

NOTES GENERAL LONG-TERM DEBTS
A. GENERAL AND SPECIAL OBLIGATIONS BONDS AND NOTES

The principal long-term obligations of the Municipality are general and
special obligations bonds and notes issued to finance the construction
and improvements of public facilities and purchase of equipment. The
Municipality’s obligations long-term debt retirements are appropriated
and pald from resources accumulated in the Debt Service Fund (See
Note 10). The special obligations long-term notes retirements are paid
through retention made by the Municipal Revenue Collection Center from
monthly advance of annual property tax and subsidy sent lo the
Municipality.

continue
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NOTE9 GENERAL LONG-TERM DEBTS (continuation)

$2,030,000, Series 1993, for consiruction purposes, payable in

annual instalimonts ranging from $30,000 to $185,000, excluding
General and special obligations bonds payable as of June 30, 2006, are variabla inferests up lo 8.20% through July 1, 2018......cccocccoe. 1,525,000
comprised of the following individual issues: $350000, Series 1994, for ton pu payablein
annual instaliments ranging from $8,000 to $26,000, em:dhg
DescripTion AmounT interests of 450% theough July 12018, ..o __231,000
General Obiigations Bonds: Total Special Obligations Bonds..........
$2,040,000, Series 1997, for construction purposes, Total General and Special ObGAtIONS ...c..cmmmmsimmmssmsssssnsss -
payable in annual installiments ranging from $30,000
10 $185,000, excluding variable interests up fo 6.56% The annual requirements 1o amortize the general and special obligations
through July 1, 2021 $1,715,000 outsianding as of June 30, 2006 are as follows (See Table 11):
$910,000, Series 1998, for construction purposes,
payable in annual instaliments ranging fram $15,000 TaBLE 11
io $85,000, excluding variable interests up 10 6.56% YEAR ENDNG PRINCIPAL INTEREST TOTAL
TOUGN July 1, 2020, 755,000 JUNE 30, PAYMENT PAYMENT PAYMENT
§845,000, Series 2003, for consiruction purposes, 2006 $ 433,000 $§ 424,886 $ B57.886
payeble in annual installments ranging from $15,000 2007 403,000 420,533 823,533
1o $70,000, excluding variable inlerests up to 5.31% 2008 433,000 396,552 829,552
Swough July 1, 2027 800,000 2009 453,000 370,816 823,816
$635,000, Series 2004, or consirucion and purchase o o gy
0’ w paym 'H'I sm i'mlmwts mm 201 1 2015 2.095.000 1 ,236, 87 ¥ '
from $10,000 o $50,000, excluing varizble Interests 2016-2020 2,061,000 550,351 2,611,351
up 10 5.31% through July 1, 2028 .....cvevvrecacernsssene €15,000 2021-2025 750,000 188,848 938,848
2026-2028 445,000 40745  __ 485745
$600,000, Series 2005, for construction of a
sanitary sewer sysiem, payable in annual instalimenis TOTAL £.7.557,000 $.4002808 $11579898
ranging from $15,000 to $40,000, emwmmm
O 4.50% Through Ay 1,208 oo 00,000 B. BOND ISSUANCE COSTS (DEFERRED CHARGES)
&abf?n m.m rengit;t from % Bond issuance cosls are reported as deferred charges and amqﬂzed as
§64,000 to $84,000, excluding inferests required by current standards. Governmental fund types recognize these
of 4.25% through July 1,2012......c0umesseemiees we 454,000 costs as expenditures during the current period. Those costs, whether or
not withheld from the actual debt proceeds received, are reported as
$295,000, Series 2006, for purchase of equipment, expendilures in the appropriale fund.
payable in annual installments ranging from
$35,000 to $55,000, exciuding interests
0f 6.50% through July 1, 2012 ........ccemmmmmsmmsmemmssissnine 295,000 C. NMORTGAGRARAVABLE
$360,000, Saries 2006, for purchase of t, Payable consists of permanent residences loans provided by
payable in annu:I irmaum:a:Js ran;?r; ﬁe:;bm USDA-Rural Development. The land and buildings of the Project secure
$40,000 to $50,000, excluding interests the morigages notes. The mortgages are payable in monthly instaliments
of 7.00% through July 1, 2012 ....ccvenrmnnismcnsivsnicnns 360,000 including interest, through 2032 as follows: (See Table 12)
Total General ObIIGAlIONS BONGS........cc..c.emscsssesns 5,504,000
Speclal Obligations Bonds: TaBLE 12
NOTE 1 NOTE 2 NOTE 3 TOTAL
$275,000, Series 1988, for consiruction purposes,
payable in annual instaliments ranging from $11,000 Morigage Inlerest Rate ... 8.50% 10.75% 6.38%
1o $19,000, excluding inlerasts of 5% through Subsidy Interest Rata ..........ooovnns 6.50% B.75% 4.38%
July 1,2012 100,000 | Monthly Payment 2004-2005 S.10076 S_2666 & = i la7i2
§125,000, Series 1989, for construction purposes, Monthly Payment 2005-2006. 410076 §__2666 £ 2311 £ 15083
payable in annual installments ranging from $6,000 Balance
10 $9,000, excluding variable ineresis p to 8% Jure 30, 2005.......... 81360607 §.03421¢ 5 360586 2 £2.265407
through July 1, 2013 52000 | Balance June 30, 2006............. $1543730 S 331770 § 414749 52200249
$460,000, Series 1991, for consiruction purposes,
payable in annual installments ol $55,000,
excluding variable interests up to 8.40%
through July 1, 2006..... s 55,000
conlinue
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NOTE9 GENERAL LONG-TERM DEBTS (continuation)

The maturates of the mortgages notes at June 30, 2006 for the next five
(5) years and thereafter are as follows: (See Table 13)

TasLe13
Year Ending Aggregate
June 30, Obligation
2007 $ 22424
2008 24,443
2009 26,645
2010 29,049
2011 31,671
2012-2016 206,906
2017-2021 319,666
2022-2026 494,984
2027-2031 768,262
2032-2036 68,161
2037-2041 51,297
2042-2046 70,485
2047-2051 96,877
2052-2056 79,370
2,290,250
Less Current Portion _ (22.424)
TOTAL $2.267,826

D. OTHER LONG-TERM DEBTS
Following are the Other Long-Term Debts (See Table 14):

NOTE 10 DEET RETIREMENT

Revenues of the debt service fund consists of the ad-valorem property
taxes which are recognized as revenue when collected from taxpayers
and reported by the Municipal Revenue Collection Center of the
Commonwealth of Puerto Rico to the Municipality (See Note 11).

These property laxes are accumulated by the Municipal Revenue
Collection Center in costs of the general obligations bonds issued by the
Municipality (See Note 9). Payments are made to the Govemment
Development Bank of the Commonwealth of Puerto Rico from such
accumulated funds by the Municipal Revenue Collection Center of Puerto
Rico.

NOTE 11 PROPERTY TAXES

The Municipal Revenue Collection Center of the Commonwealth of
Puerto Rico is responsible for the assessment of all real and personal
property located within the Municipality and for the levy, administration
and collction of the corresponding tax contribution.

The property tax contribution is levied each year over the appraised value
of the proparty at the beginning of the calendar year. The real property
assessment is based on the current value existing in the year 1957 and
the personal property at the current value at the dale of the assessment.

The tax rate per annum is 8.28% lor real property {of which 8.08% is paid
by the taxpayer and .20% is reimbursed by the Puerto Rico Treasury
Department) and 6.28% for parsonal property (of which 8.08% is paid by
the taxpayer and .20% is reimbursed by the Puertto Rico Treasury
Department). From the portion belonging to the Municipality, 6.00% and

4,00%, respeclively, represents the Municipality’s basic tax rate

E. CHANGES IN GENERAL LONG-TERM DEBTS

The following is a summary of changes in long-term debts for the year
ended June 30, 2006: (See Table 15)

LS mf:f s New HE"'N'E""E"' . BJ“'U"""E"m'“ thal is appropriated for general purposes and therefore accounted
DESCRIPTION 2005 ISSUES  ADJUSTMENT for through the General Fund.

gl v S Rl 5 3720 $ 2888 | The ramaining portion belonging to the Municipality of 1.25% ob
(Sa..,ﬁﬂen. A;cgums} 283,166 . 16,366 800 both taxes represent the ad-valorem property taxes withheld by
Compensated Absences....... 1470188 _ 670770 _ 434053 _ioiseea | the Municipal Revenue Collection Cenler of the Commonwealth
of Puerto Rico and restricted for debt service, which is accounted

TOTAL ccvcinmmsssmnmnnens 52039411 & 879779 § 467658 $2431.532 for though the Debt Service Fund (See Note 10). The
Municipality has reached the maximum statutory lax rate limit for

the basic tax while there is no limitation for the ad-valorem tax rate.

The Commonwealth of Puerto Rico grants complete real property tax
exoneration on the first $15,000 has assessed valuation on residential
units occupied by their owners. However, the Municipality receives the
full amount levied, except for residential units

TABLE 15 BALANCE
JuLy 1, New

DESCRIPTION 2005 [SSUES

General Bonds § 4,006,000 $ 1,773,000
Special Bonds. 2,112,000 .
Morlgage Pay.. 2,255,407 55,009
Oters Debts.. __ 2039411 _879,779

TOTAL ........ $10501818 §2707788

RETIREMENTS  BALANCE ANOUNTS AMOUNTS
AND JUNE30, DueWmHN DuEAFTER
ADJUSTMENT 2006 OneYEAR  NEXT YEAR

§ 274000 $ 5504000 $§ 273000 $ 5,321,000
145,000 1,963,000 160,000 1,803,000
20,166 2,290,250 22424 2267826

487658 _ 2431532 __ 462301 _ 1969231

$.9%0824 $122787R2 § 017725 $11.061067

assessed al less than $3,500 on which a complete
exemplion is ganled. The Municipal Revenue
Collection Center, instead of the property taxpayer,
becomes the source of payment in these cases.

The Municipality grants a compleie exemption from
personal property taxes up to an assessment value of
$50,000, to retailers with an annual net sales volume
of less than $150,000. The Municipal Revenue

Collection Center advances o the Municipality, on monthly payments,
100% of the contribution assessed over property for each fiscal year.

conlinue



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF AGUADA, PUERTO RICO

NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2006

NOTE 11 PROPERTY TAXES (continuation)

In accordance to Law, these advances will be contributions by the
Municipal Revenue Collection Center from taxpayers. The Municipal
Revenue Collection Center periodically informs to the Municipality the
amounts collected from taxpayers and applied to outstanding advances.

The Municipality records as revenue in the General Fund the property
tax contribution when received from monthly advances from Municipal
Revenue Collection Center.

Due to the fact that collections of property tax are applied to the advances
of property tax paid by the Municipality Revenue Collection Center, the
amortization of the advance at end of year was not available due fo that is
in process of verification by extemal auditors.

NOTE 12 VOLUME OF BUSINESS TAX

The volume of business tax is levied each year based on the prior year's
gross revenues for all commercial and industrial organizations doing
business in the Municipality and which are not totally or partially exempt
from this tax under the Industrial Incentives Laws of the Commonwealth
of Puerto Rico. All taxpayers are required to file their declarations by April
23 of each year. The tax rates are as follows:

a. 1.50% for financial institutions and savings and loan
associations.

b.  0.50% for all other organizations.

Taxes are payable in two equal semi-annual installments on July 1 and
January 1 following the date of levy. If they are paid with declaration, the
taxpayer is granted a 5% of discount. Collections of taxes during current
fiscal year, applicable to the next fiscal year, are recorded as deferred
revenues in the General Fund.

NOTE13 INTERGOVERNMENTAL REVENUES

Intergovemmental revenues consist primarily of funds received from the
Commonwealth of Puerto Rico, “in lieu of tax" payments from the quasi-
public corporation, Puerto Rico Electric Power Authority, and federal
financial assistance received from federal government.

Grants and subsidies received from the Commonwealth of Puerto Rico
and federal agencies include, among others, a general subsidy for urban
development and capital improvements. Intergovernmental revenues are
accounted for through the General Fund except for those directly related
to urban development and capital improvements, which are accounted for
through the Special Revenue and the Capital Project Funds. Federal
Financial Assistance is recorded in the Special Revenue Fund.

Recognized as a special item is the legal case settlement from the Puerto
Rico Electric Power Authority, a component unit of the Commonwealth of
Puerto Rico.

NOTE 14 EMPLOYEE'S RETIREMENT PLAN

The Employee's Retirement System of the Govemment of Puerto Rico
and its Instrumentalities (ERS) is the administrator of a cost-sharing
multiple-employer retirement system established by the Commonwealth
of Puerto Rico. The ERS was created under the Act 447, approved on
May 15, 1951, as amended, and became effective on January 1, 1952.
ERS covers all regular employees of the Commonwealth of Puerto Rico
and its instrumentalities and of certain municipalities and components
units not covered by their own retirement systems.

Participation is mandatory except for members of the Legislature,
Government Secretaries, Head of Agencies and Public Instrumentalities,
Assistanis to the Govemor, the Comptroller of the Puerto Rico,
Gubematorial Board and Committee appointees and Experimental
Service Station employees. ERS provides retirement, death and disability
benefits. Disability retirement benefits are available to members for
occupational and non-occupational disabilities. Retirement benefits
depend upon age at retirement and number of years of credited service.
Benefits vest after ten years of plan participation.

The Municipality adopted the requirements of GASBS No. 25 for all the
career employees that are covered under the Commonwealth of Puerto
Rico Employee's Retirement System, a multiple-employer public
employee retirement system, established by State Laws,

Under the plan, the employees and employer portions are contributed, for
which, the employee amount is withheld from salaries. Covered
employees are required by Commonwealth statute to contribute 5.775%
for the first $550 of monthly salary plus 8.275% for the excess of this
amount, or on the altemative, 8.275% of all salary. The Municipality
contributes to the system 9.275% of the participating employee's salaries.

Law Number 305 of September 24, 1999, amendments the Act Number
447 that establish a savings program. All employees active in the system
as of December 31, 1999 may elect to transfer from define contribution
programs to the new savings program (a defined contribution plan).

Employees in the savings program may now contribute from a minimum
of 8.275% up to a maximum of 10% of their monthly salary, and will
invested in an account which will either: (a) eamn a fixed rate based on the
two-year Constant Maturity Treasury Note or, (b) eam a rate equal to
75% of the retum of the System’s investment porfolio (net of
management fees), or (c) eam a combination of both alternatives.

If at time of retirement accumulated benefits amount to $10,000 or less
may elect to receive a lump sum distribution up to the accumulated
benefits. Under the new program the retirement age is reduced from 65
to 60 for those employees who joined the current plan on or after April 1,
1990.

The pension benefit for participants who retire with less than 30 years of
service is computed at the rate of 1%2% of their average compensation of
each year of credit service for the remaining years. The System also
provides for death and disability benefits and the assets of the System
pertaining to the participant employees.

continue



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF AGUADA, PUERTO RICO

NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2006

NOTE 14 EMPLOYEE'S RETIREMENT PLAN (continuation)

A variely of significant actuarial assumptions are used to delermine the
standard measure of the pension benefit obligation and these
assumptions are summarized below:

a. The present value of the future pension payments was
computed by using a discount of 9%.

b.  Future pension payments reflect an assumption of a 6% salary
increase.

All employees that do not elect to transfer for the new program and who
at the time of employment are 55 years old or less are eligble to
participate in the System. Pension benefits for participants with 30 years

financial statements and required supplementary information for ERS, as
a component unit of the Commonwealth of Puerto Rico. That report may
be obtained by writing to the Administration at PO Box 42003, Minillas
Station, San Juan, PR 00940.

NOTE 15 CONTINGENCIES
A. CLAIMS AND JUDGMENTS

The Municipality is, at present, a defendant in a number of legal matters
that arise from alleged improper application of policies and negligence in
the ordinary course of the Municipality's activities. The legal counsel of
the Municipality has advised that at this stage in the proceedings of
lawsuits he cannot offer an opinion as to the probable outcome.

of service are as follows (See Table 16):

YeaRrs PARTICIPANT'S TABLE 16
The amount of the total pension benefit PENSION BENEFITS
cbligation is based on a standardized | O SVCE s
measurement established by GASBS No. 27, average of the three years of highest salary during
s Reporting for Defined vl 30ormore  550rless we:‘uhe Imgr:w b y! ghest salary
Plans and Notes Disclosure for Defined I
Contributions  Plans. The standardized of the average of the three years of highest salary durin
measurement is the actuarial present value of Hoxmom 58 or mare ;fe%m'pioye:'s sarvice periodf y ey N v
estimated defined pension benefits, adjusted for
the effects of projected salary increases and | 30, more  5ormore  75% of the average of the three years of highest salary during
step-rate benefits, estimated to be payable in the employee's service period (employees started working after
future as a result of employee services l:;i“ 1990)5 : ng
performed to date. The measure is intended to S

help users assess the System's funding status

on a going-concem basis, assess progress made in accumulating
sufficient assets to pay benefils when due, and make comparisons
among other public retirement systems. The measure is independent of
the actuanal funding method used to determine contributions to the plan.

The membership of retirees and beneficiaries currently receiving benefits
and terminated employees entitied to benefits, but not yet receiving
benefits, and active employees and the distribution of active employees
between vested and non-vested is not readily available.

Contributions in 2006 and prior years were made based on percentages
established by the law. Such percentage has not been based on actuarial
studies, as required by accounting principles generally accepted in the
United States of America. An actuarial compilation of the annual
contribution applicable to the Municipality has not been prepared.
Accordingly, the accounts by which the actual contributions differ from the
required actuarial contributions are not known.

All employees who at the time of employment are 55 years old or less are
eligible to participate in the System. No benefit is payable if the
participant receives a refund of his accumulated contributions. The total
pension expenditures recorded in the category of administration for the
current and the previous years are as follows: (See Table 17)

The historical trend information regarding the accumulation of assets and
pension benefit obligation in the ERS is not available. For the ten-year
trend information, refer to the separately issued financial statements of
the ERS as of and for the fiscal year ended June 30, 2006. The P.R.
Retirement Plan Administration provides additional information of the
ERS. They issue a publicly available financial report that includes

In addition, the Municipality is a defendant or co-defendant in several
legal proceedings, which are in discovery stage. Certain of these claims
are covered by insurance. Legal counsel with the information currently
available can not determine the final outcome of these claims, except for
one lawsuit for the amount of $130,531 which have final sentence. This
amount should be paid during fiscal year 2006-2007.

B. FEDERAL GRANTS

In the normal course of operations, the Municipality receives grants from
various Federal and State agencies. The grant programs are subject to
audit by agents of the granting authority, the purpose of which is lo
ensure compliance with conditions precedent lo the granting of funds.
Any liability for reimbursement which may arise as the result of these
audits is not believed to be material.

TaBLE17

FiSCAL YEAR Law No. 447 SysTEM 2000
% $236.841 $110.247
2004 $225,601 $ 57178
2003 $218,328 £ 46,226

29
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF AGUADA, PUERTO RICO

NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2006

NOTE 16 LANDFILL CLOSURE AND POSTCLOSURE CARE COSTS
OBLIGATION

The Municipality discontinued the operation and ceased to accept solid
waste in its landfill. State and Federal laws and regulations require the
Municipality to perform certain closure procedures and establish
monitoring and maintenance procedures at the landfill site for thirty years
after closure. The closure and post closure care procedures are being
assumed by the Municipality. As guidance for calculation of total closure
costs, the Municlipality utilized an estimate provided by the Puerto Rico
Solid Waste Disposal Authority. Total post closure care costs has nol
been determined and accounted as required by accounting principles
generally accepted in the United States as of June 30, 2006.

NOTE 17 SUBSEQUENT EVENTS

On June 13, 2006, the Municipality Legislature, by means of Ordinance
Number 41, Series 2005-2006, approved the issuance of $445,000 in
general obligation bonds.

Also, Municipality has issued an Ordinance Number 23, Series 2006-
2007, establishing a Sales and Use Tax of 1.5% effective on January 1%,
2007 on all sales of goods and properties and a variety of other
transactions. This tax is to be collected by any merchant dedicated to a
business which sells or provides any goods or services described as
taxable by the Ordinance or any other ruling set forth by the Municipal
Assembly

The sales tax will apply to all sales, rent contracts, or use transactions,
with some exceptions as defined by the ordinance. All merchanis
required to collect the Sales and Use Tax, are required to file a monthly
Sales and Use Tax Retumn Form, no later than the 201 of the following
month from the month being reported.

NOTE 18 FUTURE ADOPTION OF ACCOUNTING
PRONOUNCEMENT

The Govemmental Accounting Standards Board (GASB) issued GASBS
No. 42, Accounting and Financial Reporting for Impairment of Capital
Assets and for Insurance Recoveries, which is effective for fiscal year
beginning after December 15, 2004; and GASBS No. 46, Net Assels
Restricted by Enabling Legislation, which is effective for period beginning
after June 15, 2005. Early application is encouraged. The Municipality
has not adopted the requirement of these statements. The following are
other pronouncements issued that does not apply to the Municipality:

GASBS No. 43, Financial Reporting for Postemployment
Benefit Plans Other Than Pension Plans (Period beginning
after December 15, 2006)

GASBS No. 44, Economic Condition Reporting: The Statistical
Section (Period beginning after June 15, 2005)

GASBS No. 45, Accounting and Financial Reporting by
Employers for Postemployment Benefit Other Than Pension
(Period beginning after December 15, 2007)

GASBS No. 47, Accounting for Termination Benefit (Period
beginning after June 15, 2005)

END OF NOTES



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF AGUADA, PUERTO RICO

REQUIRED SUPPLEMENTARY INFORMATION
BUDGETARY COMPARISON SCHEDULE - GENERAL FUND

FOR THE FISCAL YEAR ENDED JUNE 30, 2006

BUDGETARY FUND BALANCE, JULY 1, 2005...........

Resources (Inflows):

Property Taxes
Volume of Business Taxes

Intergovemmental Revenues

License and Pemits

Rent ...

Miscellaneous

Total Resources (Inflows)

Amounts Available for Appropriation................c......

Charges to Appropriations (Outflows):

Mayor and Municipal Legislature.................vvecsssessenen

General Government

Public Safety

Public Works
Health and Sanitation

Culture and Recreation

Human Services and Welfare

Public Instruction

Capital Outlays ........

Transfer to Other Funds

Total Charges to Approprations............ssue.
BUDGETARY FUND BALANCE, JUNE 30, 2006........

See accompanying Notes to Required Supplementary Information.

3

— BUDGETAMOUNTS
ORIGINAL FINAL
$ 1.472.319 $ 1472319
612,112 612,112
1,224,582 1,224,582
8,046,506 7,789,450
526,000 607,570
56,088 56,088
__ 622,504 738,399
_11.087.792 11,028,201
_12.560.111 12.500,520
640,502 560,192
3,796,948 3,838,251
873,978 811,923
2,228,751 2,247,431
1,370,024 1,431,010
970,256 1,081,643
1,137,083 1,112,995
31,000 39,856
39,250 60,755
. — 101,202
11,087.7: _11.285.257
§ 1472319 $ 1,215,263

ACTUAL AMOUNTS
(BUDGETARY Basis)
(See NoTe A)

1,472,319

612,112
1,179,979
8,125,497

494,717

78,713
— 888,989

11,380,007
12,852,326

570,582
3,901,636
809,041
2,168,867
1,417,280
1,066,977
1,165,180
37,057
118,619
101,202

11,356,441
§ 1,495,865

VARIANCE WITH

FinaL BubGer

(44,603)
336,047
(112,853)

22,625

150,590

351,806
—351.806

(10,390)
(63.385)

78,564
13,730
14,666

(52,185)

2,798

(57,864)

— (71.184)



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF AGUADA, PUERTO RICO

BUDGETARY COMPARISON SCHEDULE - GENERAL FUND
NOTE TO REQUIRED SUPPLEMENTARY INFORMATION

FOR THE FISCAL YEAR ENDED JUNE 30, 2006

NOTEA  Explanation of Differences between Budgetary Inflows and Outflows and GAAP Revenues and Expenditures

Sources/Inflows of Resources:

Actual Amounts (Budgetary Basis) “Available for Appropriation” from the
Budgetary Comparison Schedule (See Page 31).........uummmmesmsssemmmssessssssssanss

Difference ~ Budget to GAAP:

Prior-Year Revenue is not inflows of budgetary resources but are revenues
for financial reporting purposes. e

...................

The Fund Balance at the Beginning of Year is a budgetary resource but is not a

Current-Year Revenue for financial reporting PUIPOSES. ...........ueeesssesssismsssssmsasssssssssssessassss

Total Revenues as Reported on the Statement of Govemmental Funds Revenues,

Expenditures and Changes in Fund Balance (See Page 17) .........uummmmsinmmmmmmseasssasns

Uses/Outflows of Resources:

Actual Amounts (Budgetary Basis) “Total Charges to Appropriation” from the
Budgetary Comparison Schedule (See Page 31)

...................

Difference — Budget to GAAP:

Prior year encumbrances are recorded as expenditures for financial reporting purposes but are not

outflows of budgetary resources

Encumbrances for supplies and equipment ordered but not received are reported

in the year the order is placed for budgetary reporting PUrPOSES. ...........eemrmmieusnmsmssmesasssissens

Transfers to other funds are outflows of budgetary resources but are not expenditures

for financial repOrting PUMPOSES. ..........eveememeuesesssnmsssssssssessssssssssssssssssssssssssssssesssssssssssssssssses

AGJUSIMENE 10 EXPONARUIES......coooemmeressssssissesssssnssnsssisssssasssssssssassasssmssarsisssssssssssassssssnsssssssassss

Total Expenditures as Reported on the Statement of Governmental Funds Revenues,

Expenditures and Changes in Fund Balance (See Page 17) .......cccccucrererereesssssssussssssesnsnes

.................

...................

...................

NOTEB  Explanation of Differences between Budgetary Fund Balance and GAAP Fund Balance

Budgetary Fund Balance, June 30, 2006 (See Page 31)

Timing Differences:

Net Change in ENCUMDIANCES.............uurumeerreeesesserssreessssesssesssssessssssssesssssses

Non-budgetary Items..........

Unrestricted Fund Balance, June 30, 2006 (See Page 15).................

END OF THIS SECTION

$12,852,326

6,721

—(1.472,319)

$11.386.728

§11,356,441

169,839

(238,309)

(101,202)

5,180

$11.191.949

$ 1,495,885

48,586
(477,912)
$.1,066.859
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF AGUADA, PUERTO RICO

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

FOR THE FISCAL YEAR ENDED JUNE 30, 2006

FEDERAL PASS-THROUGH
FEDERAL GRANTOR / PASS-THROUGH CFDA ENTITY IDENTIFYING FEDERAL
GRANTOR / PROGRAM OR CLUSTER TILE NumBER NUMBER EXPENDITURES
U.S. Department of Agriculture:
USDA - Rural Development:
Rural Rental Housing Loans (E)
Section 515 Direct Loan (Balance) 10.415 N/A $1,875,500
Rural Rental Housing Loans (E)
Section 516 Direct Loan (New Loan Payments).... i 10.415 NA 414,750
Water and Waste Disposal System for Rural Communities... 10.760 NA 531315
Pass-Through Puerto Rico Department of Education:
Child and Adult Care Food Program 10.558 N/AV 26,066
Total U. S. Department of Agriculture -2.847.631
U.S. Department of Housing and Urban Development:
Direct Programs:
Section 8 Housing AsSIStance Payments ..............sussussussssesess 14.195 NA 332,260
Section 8 Housing Choice Vouchers 14.871 N/A 297,075
Indirect Programs:
Pass-Through State - Office of the
Commissioner of Municipal Affairs:
State Block Grant Program (SBGP) 14.228 01-FD-37
02-FC-37
02-AB-37
03-FC-37
03-AB-37
04-FC-37
04-AB-37
05-FC-37
05-AB-37 1,318,674
Total U.S. Department of Housing and Urban Development ... 1,948,009
U.S. Department of Justice:
Pass-Through Puerto Rico Depariment of Justice:
Local Law Enforcement Block Grant Program.............c.uueeeess 16.592 N/AV ___87.468
Subtotal Expenditures of Federal
Awards (Balance Carry Forward) 4,883.108

continue



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF AGUADA, PUERTO RICO

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2006

FEDERAL GRANTOR / PASS-THROUGH
(GRANTOR/ PROGRAM OR CLUSTER TITLE

CFDA

PASS-THROUGH
ENTITY IDENTIFYING

FEDERAL
EXPENDITURES

Subtotal of Expenditures of Federal Awards
(Balance Brought Forward)

U.S. Department of Transportation;
Pass-Through The Transit Security Commission:
State and Community Highway Safety..........ccccververernncren.
U.S. Federal Emergency Management Agency:

Pass-Through Office of the Govemor
Authorized Representative (GAR):

Public Assistant Grants

U.S. Department of Education:
Pass-Through Puerto Rico Department of Education:
Safe and Drug Free Schools and Communities ............us
U.S. Department of Health and Human Services:

Pass-Through Puerto Rico Department of Family — Families
and Children Administration:

Child Care and Development Block Grant...........emserissnns
TOTAL EXPENDITURES OF FEDERAL AWARDS........c.oumsssssseses

See accompanying Notes to Schedule of Expenditures of Federal Awards.

20.600

83.544

84.186

93.575

N/AV

FEMA1552DR-PR-081

N/AV

N/AV

9,602

270

177,082




COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF AGUADA, PUERTO RICO

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2006

NOTE1

NOTE 2

NOTE 3

NOTE 4

NOTE 5

NOTE 6

GENERAL

The accompanying Schedule of Expenditures of Federal Awards includes the federal grant activities of the Municipality of
Aguada, Puerto Rico. The information in this Schedule is presented in accordance with the requirements of OMB Circular A-
133, Audits of States, Local Govemments, and Non-Profit Organizations. Therefore, some amounts presented in this Schedule
may differ from amounts presented in, or used in the preparation of, the basic financial statements. The Municipality reporting
entity is defined in Note (1) (A) to the basic financial statements. All federal financial awards received directly from federal
agency as well as federal financial awards passed through other government agencies are included on the Schedule.
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A.  The accompanying Schedule of Expenditures of Federal Awards is prepared from Municipality’s accounting records and
is not intended to present financial position or the results of operations.

B. The Municipality in accordance with the terms records the financial transactions and conditions of the grants, which are
consistent with accounting principles generally accepted In the United States of America.

C. Expenditures are recognized in the accounting period in which the liability is incurred, if measurable or when actually
paid, whichever occurs first.

FEDERAL CFDA NUMBER

The CFDA numbers included in this Schedule are determined based on the program name, review of grant contract
information and the Office of Management and Budget's Catalogue of Federal Domestic Assistance.

PASS-THROUGH GRANTOR'S NUMBER

State or local govemment redistribution of federal awards to the Municipality, treated as if they were received directly from the
federal govemment. OMB Circular A-133 requires the schedule to include the name of the pass-through entity and identifying
number assigned by the pass-through entity for federal awards received as a subrecipient. Numbers identified as N/A are not
applicable and numbers identified as N/AV are not available.

SECTION 515 DIRECT LOAN

The amount of expenditures presented in the Schedule represents the unpaid balance of the mortgage as of June 30, 2006.
MAJOR PROGRAMS

Major programs are identified in the Summary of Auditor's Results Section of the Schedule of Findings and Questioned Costs.

END OF NOTES
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INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON
COMPLIANCE AND OTHER MATTERS REQUIRED BY GOVERNMENT AUDITING STANDARDS

To the Honorable Mayor and
Members of the Municipal Legislature
Municipality of Aguada, Puerto Rico

We have audited the financial statements of the govemmental acfivities, each major fund, and the aggregate
remaining fund information of Municipality of Aguada, Puerto Rico (Municipality), as of and for the fiscal year
ended June 30, 2006, which collectively comprise the Municipality's basic financial statements and has issued our
report thereon dated November 9, 2006. The report on was qualified because we been able to obtain sufficient
evidence to certain infrastructure capital assets in governmental activities and the Municipality does not determined
and record the liability of the estimate of solid waste landfill post closure care cosls required by accounting principle
generally accepted in the United States of America. Except as discussed in the preceding sentence, we conducted
our audit in accordance with auditing standards generally accepted in the United States of America and the
standards applicable to financial audits contained in Govemment Auditing Standards, issued by the Comptroller
General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Municipality’s intemal control over financial reporting in
order to determine our auditing procedures for the purpose of expressing our opinions on the financial statements
and not to provide an opinion on the intemal control over financial reporting. However, we noted certain matter
involving intemal control over financial reporting and its operation that we consider to be reportable condition.
Reportable conditions involve matters coming to our attention relating to significant deficiencies in the design or
operation of the internal control over financial reporting that, in our judgment, could adversely affect the Municipality's
ability to record, process, summarize and report financial data consistent with the assertions of management in the
financial statements. Reportable condition is described in the accompanying Schedule of Findings and Questioned
Costs as item 2006-I1-01.

A material weakness is a reportable condition in which the design or operation of one or more of the internal control
components does not reduce to a relatively low level the risk that misstatements caused by error or fraud in amounts
that would be material in relation to the financial statements being audited may occur and not be detected within a
limely period by employees in the normal course of performing their assigned functions. Our consideration of the
internal control over financial reporting would not necessarily disclose all matters in the internal control that might be
reportable conditions that are also considered to be material weakness. However, of the reportable condition
described above, we consider item 2006-11-01 to be a material weaknesses.

Member of: American Insiitute of Certified Public Accountants (AICPA)

Puerto Rico Society of Certified Fublic Accouniais
m ar Enroiled in tha AICPA Pear Review Piogram Siace 1048
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INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON
COMPLIANCE AND OTHER MATTERS REQUIRED BY GOVERNMENT AUDITING STANDARDS
Page 2

Compliance and Other Matters

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

This report is intended solely for the information and use of the management, the Honorable Mayor and Members of
the Municipal Legislature, Office of the Commissioner of Municipal Affairs, and federal awarding agencies and pass-
through entities and is not intended to be and should not be used by anyone other than these specified parties.
However, this report is a matter of public record and its distribution is not limited.

I
(PA m% 5
Certified Public ntants & ultants
License Number 12, expires on December 1, 2007

Caguas, Puerto Rico
November 9, 2006
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INDEPENDENT AUDITORS' REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH
MAJOR PROGRAM AND INTERNAL CONTROL OVER COMPLIANCE REQUIRED BY OMB CIRCULAR A-133

To the Honorable Mayor and
Members of the Municipal Legislature
Municipality of Aguada, Puerto Rico

Compliance

We have audited the compliance of the Municipality of Aguada, Puerto Rico (Municipality) with the types of
compliance requirements described in the U. S. Office of Management and Budget (OMB) Circular A-133
Compliance Supplement that are applicable to each of its major federal programs for the fiscal year ended June 30.
2006. The Municipality's major federal programs are identified in the summary of auditors’ result section of the
accompanying Schedule of Findings and Questioned Costs. Compliance with the requirements of laws, regulations.
contracts and grants applicable to each of its major federal programs is the responsibility of the Municipality's
management. Our responsibility is to express an opinion on the Municipality's compliance based on our audit.

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

In our opinion, the Municipality complied, in all material respects, with the requirements referred to above that are
applicable to each of its major federal programs for the fiscal year ended June 30, 2006. However, the results of our
auditing procedures disclosed other of noncompliance with those requirements, which are required to be reported in
accordance with OMB Circular A-133 and which are described in the accompanying Schedule of Findings and
Questioned Costs as item 06-111-01.

Internal Control Over Compliance

The management of the Municipality is responsible for establishing and maintaining effective internal control over
compliance with requirements of laws, regulations, contracts and grants applicable to federal programs. In planning
and performing our audit, we considered the Municipality’s internal control over compliance with requirements that
could have a direct and material effect on a major federal program in order to determine our auditing procedures foi

the purpose of expressing our opinion on compliance and to test and report on the intemal control over compliance in
accordance with OMB Circular A-133.

Member of: American Institule of Certilied Public Accountants (AICPA)
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Our consideration of the intemal control over compliance would not necessarily disclose all matters in the internal
control that might be material weakness. A material weakness is a reportable condition in which the design or
operation of one or more of the intemal control components does not reduce to a relatively low level the risk that
noncompliance with applicable requirements of laws, regulations, contracts and grants caused by error or fraud that
would be material in relation to a major federal program being audited may occur and not be detected within a timely
period by employees in the normal course of performing their assigned functions. We noted no matters involving the
internal control over compliance and its operation that we consider to be material weakness.

This report is intended solely for the information and use of the management, the Honorable Mayor and Members of
the Municipal Legislature, Office of the Commissioner of Municipal Affairs, and federal awarding agencies and pass-
through entities and is not intended to be and should not be used by anyone other than these specified parties.
However, this report is a matter of public record and its distribution is not limited.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF AGUADA, PUERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2006

SECTION | - SUMMARY OF AUDITORS' RESULTS

Financial Statements

Type of auditors' report issued: [ Unqualified Opinion
[ Adverse Opinion

Internal control over financial reporting:

® Reportable condition(s) identified? Yes

® Material weakness(es) identified? Yes

Noncompliance material to financial statements noted? O Yes

Federal Awards

Internal control over major programs:

® Reportable condition(s) identified? [ Yes

©® Material weakness (es) identified? 0 Yes

Type of auditors’ report issued on compliance for

Major Programs: Unqualified Opinion

Qualified Opinion
3 Disclaimer Opinion

[ None Reported
O No
B No

None Reported

X No

O Qualified Opinion

[ Adverse Opinion 3 Disclaimer Opinion
Any audit finding disclosed that are required to be reported
in accordance with Section 510 (a) of Circular A-133? Yes 3 No
Identification of Major Programs:
CFDA Number Name of Federal Program or Cluster

10.415 Rural Rental Housing Loans

14,195 Section 8 Housing Assistance Payments

14.228 State Block Grant Program

10.760 Water and Waste Disposal System for Rural Communities
Dollar threshold used to distinguish between
Type A and Type B Programs: $300,000
Auditee qualified as low-risk auditee? OJ Yes &I No
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF AGUADA, PUERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2006

SECTION |l — FINANCIAL STATEMENT FINDINGS

FINDING
CONDITION

CRITERIA

CAUSE

EFFECT

RECOMMENDATION

QUESTIONED COSTS
MANAGEMENT RESPONSE

NUMBER 2006-11-01

It was noted in our tests of property and equipment records that the Municipality did not
follow policies and procedures in order to account for infrastructure capital assets and to
maintain adequate and updated inventory records. An undeterminable number of
municipal roads have not been identified, segregated and valued by the Municipality.
This is a prior years finding.

Accounting principles generally accepted in the United States of America require capital
assets to be properly identified, valued and recorded in the Municipality's accounting
records and accordingly, reported in the basic financial statements.

Municipality has not established adequate internal controls to assure that infrastructure
inventory records are complete and that valuation of such assets is accurate.

Municipality is not presenting all capital assets fairly for financial statement purposes
since infrastructure is not complete and is not properly valued.

We recommend Municipality to take the necessary steps to properly identify and value
all municipal roads and complete its infrastructure inventory records, to present accurate
amounts of all capital assets.

None

Pending the Corrective Action Plan.

continue



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF AGUADA, PUERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2006

SECTION 11l — FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING

FEDERAL PROGRAM

REQUIREMENT
NONCOMPLIANCE
CONDITION

CRITERIA

CAUSE

EFFECT

RECOMMENDATION

QUESTIONED COSTS
MANAGEMENT RESPONSE

NUMBER 2006-11I-01

SECTION 8 HOUSING ASSISTANCE PAYMENT (CFDA NO. 14.195)
U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

COMPLIANCE
SPECIAL TEST AND PROVISIONS

During our analysis of deposits to the Replacement Reserve Account we noticed that the
total amount of cash to be deposited in the account was less than the amount required.

Code of Federal Regulations, 24 CFR, Subpart F, Section 880.602 (a)(1)(i) states that an
amount equivalent to .006 of the cost of total structures, including main buildings,
accessory buildings, garages and other buildings, or any higher rate as required by HUD
from time to time, will be deposited in the replacement reserve annually.

The Project didn't deposited in the Replacement Reserve Account the total amount
required for the fiscal year.

The Project is not in compliance with 24 CFR, Subpart F, Section 880.602 (a) (1) (i).

We recommend the management's project to implement proper internal controls in order
to assure that at the end of the fiscal year the amount required is deposited on the
Replacement Reserve Account.

None

Pending the Corrective Action Plan.

END OF SCHEDULE




COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF AGUADA, PUERTO RICO

SCHEDULE OF PRIOR AUDIT'S FINDINGS AND QUESTIONED COSTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2006

(1) Audit Findings that have been Fully Corrected:
NONE
(2) Audit Findings not Corrected or Partially Corrected:
FISCAL YEAR 2005
Finding Number 2005-11-1 Capital Assets (Government Auditing Standards’ findings)
CFDA Number N/A
Questioned Cost None
Auditee Comments Municipality designated an employee for the correction of the missing information
related to condition number (4). Also, coordination with the Puerto Rico
Transportation Authority is in process in order to correct the information.
FISCAL YEAR 2004
Finding Number 2004-11-1 Capital Assets (Government Auditing Standards’ findings)
CFDA Number N/A
Questioned Cost None

Auditee Comments See Finding No. 2005-1I-1

FISCAL YEAR 2003

Finding Number 2003-i1-1 Capital Assets (Government Auditing Standards’ Findings)
CFDA Number N/A

Questioned Cost None

Auditee Comments See Finding No. 2005-1-1

(3) Corrective action taken is significantly different from corrective action previously reported:
NONE

(4) Audit findings is no longer valid:
NONE

END OF SCHEDULE




