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1(ennetfi V argas 
CERTIFIED PUBLIC ACCOUNTANT 

l03 LIGHTHOUSE DRIVER.AMEY, P.R. 00603 
Tel./Fax (787) 890-3797 

I ndependent Auditors' Report 

The Honorable Mayor, Members of the 
Municipal Legislature and People of 
the Municipality of Aiiasco 
A.fiasco, J>uerto Rico 

I have audited the accompanying financial statements of the governmental activities, each tnaJOr fund, and 
the aggregate remaining fund information of the Municipality of Anasco of the Commonwealth of Puerto 
Rico (the "Municipality"), as of and for the year ended June 30, 2004, which collectively compnse the 
Municipality's basic financial statements as listed in the accompanying table of contents. These financial 
statements are the responsibility of the Municipality's management. My responsibility 1s to express an 
op1ruon on these financia l statements based on my audit. 

I conducted my audit m accordance with auditing standards generally accepted in the Umted States of 
Arnenca. Those standards require that I plan and perform the audit to obtain reasonable assurance about 
whether the respective financial statements are free of material misstatement. An audit includes examining, 
on a test basis, evidence supporting the amounts and disclosures in the respective financial statements. An 
audit also includes assessing the accounting principles used and significant estimates made by management, 
as well as evaluating the overall financial statements' presentation. I believe that my audit provides a 
reasonable basis formy opinion. 

In my op1mon, the financial statements referred to above present fairly, in all material respects, the financial 
pos1non of the governmental activities, each major fund, and the aggregate remairung fund information of 
the Municipality of Anasco of the Commonwealth of Puerto Rico, as of June 30, 2004, and the respective 
changes m financial position, thereof for the year then ended in confomuty with accountmg pnnc1ples 
generally accepted m the United States of America. 

As descnbed m Note l , on July I 2003, the Municipality implemented a new financial reporting model 
required by GASB Statement No. 34 (GASB Noy 34), Basic Financial Statements - and Management's 
Discussion and Analysis - for State and Local Governments. In conjuction with the adoption of GASB 
No. 34, the Mumc1pahty has also adopted the following pronouncements: (1) GASB Statement No. 33 -
Accounting and Financial Reporting for None:cchange Transactions, (2) GASB No. 37 - Basic Financial 
Statements - and Nfanagement 's Disct1ssions and Analysis - for State and Local Governments: Omnibus, 
(3) GASB Statement No. 38 - Certam Financial Statemen Note Disclosures, and (4) GASB Interpretation 
No. 6 - Recognitcon and Measurement of Certain Liabilities and Expenditures in Governmental Fund 
Financial Statements. 

Furthermore1 m conJuction with the adoptton of GASB No. 34, the Municipality adopted the following 
pronoucements for its governmental actiVItles reported in the government-wide financial statements: ( 1) 
APB Opm1on No. 20 - Accounting Changes, (2) APB Opmion No. 21 - Interest on Receivables and 
Payables, (3) FASB Statement No. 5 -Accounting for Contingencies, and (4) FASB No. 16 -Prior Period 
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Adjustments. Those pronoucements do not conflict with or contradict any GASB pronouncement adopted 
by the Municipality. 

The accompanymg Management's Discussion and Analysis and the Budgetary Comparison Schedule are 
not required parts of the bas1c financial statements referred to above, but are supplementary information 
requtred by GASB. I have applied certain limited procedures, which consisted principally of inquiries of 
management regarding the methods of measurement and presentation of the required supplementary 
mformat1on. However, I did not audit the information and express no opinion on it. 

My audit was conducted for the purpose of forming opinions on the basic financial statements that 
collectively comprise the Municipality's basic financial statements. The combining and individual 
government fund financial statements, the budgetary comparison schedule - debt service fund, the notes to 
the budgetary companson schedule - debt service fund, and the schedules of capital assets used m the 
operations of governmental funds, as listed in the table of contents are presented for purposes of additional 
analysis and are not reqmred parts of the basic financial statements. These combining and individual 
financial statements and schedules have been subjected to the auditing procedures applied by me m the 
audit of the basic financial statements and, in my opmion, are fairly stated in all material respects in relation 
to the basic financial statement taken as a whole. The introductory section of this report hsted in the table 
of contents has not been subjected to the auditing procedures apphed by me in the audit of the basic 
financial statements and accordmgly, I express no opinion on it. 

Aguadilla, Puerto Rico 
January 24, 2005 

Stamp No 1697003 of the Puerto Rico 
Society of Certified Public AccountanlS 
was affixed to the record copy of this report. 
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COiVIMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF Al'IASCO 

.MANAGEMENT'S DISCUSSION AL'ID Al~ALYSIS 

Management of the Municipality of Anasco of the Commonwealth of Pueno Rico (the Municipality) 
provides this Managements Discusszon and Analysis (MD&A) for the readers of the Municipality's basic 
financial statements. This narrative represents an overview and analysis of the financial acttvlties of the 
Mumc1pality for the fiscal year ended June 30, 2004. Because this MD&A is designed to focus on the 
current year activities, resulting changes and currently lmown facts, we encourage readers to consider the 
information presented m this MD&A in conjunction with the additional information furnished in the 
accompanying basic financial statements. 

During fiscal year ended Jlllle 30, 2003, the Municipality implemented the new required financial reporting 
standards established by Statement No. 34, Basic Financial Statements - and Management's Discussion -
and Analy sis - f or State an.d Local Governments, issued by the Governmental Accounting Standards Board 
(GASB No. 34). In this statement the condensed Statements of Activtties, Balance Sheet, and Statement of 
Operations for the fiscal year ended June 30, 2004 are presented in a cornparatwe approach to :financial 
statements of fiscal year ended June JO, 2003. 

FINAl~CIAL IDGHLIGHTS 

a) Government-Wide Highlights 

• Assets - The Municipality has reported assets amounting to $39.6 millions in the accompanying 
statement of net assets, of which the most significant are capital assets, cash and cash equivalents, 
and tax. receivables amounting to $29.4 million, $7.7 millions, and $0.6 million, respectively. 

• Liabilities - The Municipality has reported liabilities amounting to $24.7 millions in the 
accompanymg statement of net assets, of which the most significant are bonds payable, notes 
payable, estimated liability for municipal solid waste landfill closure and postclosure care costs, 
deferred revenues, compensated absences, and accounts payable amounting to $14.4 millions, $2.1 
rnilhons, $2.0 ffiillions, $1.9 millions, $1.7 millions and $1.1 m.illions respectively. 

• Net assets - The assets of the Municipality exceeded its liabilities by $14.9 millions at June 30, 
2004, which is presented as "net assets" in the accompanying statement of net assets. Restncted net 
assets and unrestricted deficit amounted to $5.5 millions and $10.6 millions, respectively. Net 
assets invested in capital assets amounted to $20.0 millions. 

• Net change in net assets - The Municipality's net assets increased by $1.4 millions during fiscal 
year ended June 30, 2004. Net assets at June 30, 2003 (as restated) amounted to $13.4 millions. 
The increase m net assets represents a positive result of operations in the Municipality's overall 
financial pos1t10n in comparison with the prior fiscal year. 

• Revenues - The Municipality has reported total revenues amounting to $14.5 millions m the 
accompanymg statement of activities, of which the most significant are intergovernmental grants 
and contnbuuons, and taxes amounting to $6.5 millions and $4.5 millions, respectively. 

• Expenses - The Municipality has reported total expenses amounting to $13.0 millions m the 
accompanymg statement of acttv1nes. 
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COMMONWEALTH OF PUERTO RICO 
lVIUNlCIPALITY OF ANASCO 

.MANAGEMENT'S DISCUSSION At'ID ANALYSIS 

b) Governmental Funds Highlights 

• Assets - The Municipality's governmental funds have reported combined assets amounting to 
$10. l millions in the accompanying balance sheet - governmental funds, of which the most 
s1gruficant are cash, taxes receivable, due from other funds and intergovernmental receivables 
amounting to $7.7 millions, $0.7 million, $0.4 million, $0.3 respectively. 

• Liabilities -The Municipality's governmental funds have reported combmed liabilities amounting 
to $5.5 millions in the accompanying balance sheet - governmental funds, of which the most 
significant are deferred revenues, mature bonds due and payable, due to other funds and accounts 
payable and accrued liabilities amounting to $2.4 milhons, $1.2 millions and $1.0 millions 
respectively. 

• Govemmental fimd balances - The Municipality's governmental funds reported combined fund 
balances amounting to $4.6 millions, of which $5.6 nulhons and $(0.9) millions represent reserved 
and unreserved fund balances, respectively. 

• Net clla!lge in governmental fund balances - The Municipality's governmental fund balances 
increased by $1.1 millions during fiscal year ended June 30, 2004. Governmental fund balances at 
June 30, 2003, as restated, amounted to $3.5 millions. The increase in net assets represents the 
excess ofrevenues and other financing sources over expenditures and other financing uses. 

• Revenues - The Municipality's governmental funds have reported combined revenues amounting 
to $13 .5 millions in the accompanying statement of revenues, expenditures and changes m fund 
balances - governmental funds, of which the most significant are intergovernmental grants and 
contributions, property taxes and charges for services amounting to $6.2 millions, '$2.9 millions 
and $2.1 millioqs, respectively. 

• Expenditures - The Munic1pality's governmental .funds have reported combined expenditures 
amountmg to $17.8 millions in the accompanying statement ofrevenues, expenditures and changes 
m fund balances - governmental funds, of which the most significant are categorized as general 
government; capital outlays; health and sanitation; urban and economic development; and public 
housmg and welfare amounting to $5.5 millions, $3.9 millions, $3.3 millions, 2.4 millions and $0.9 
m1ll1ons respectively. 

USL.~G TIDS ANNUAL REPORT 

Tius annual report consist of a senes of new fmancial statements with a change in the focus from the 
preVIous financia l statements. The new focus is on both the Municipality as a whole (government-wide) 
and the ma1or md1v1dual funds. Both perspecnves (government-wide and major fund) allow the user to 
address relevant questions, broaden a basis for comparison (year to year or government to government) and 
enhance the Municipality's accountability. 
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COJ.\lllVIONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ~ASCO 

MANAGEJ.\IIENT'S DISCUSSION AND ANALYSIS 

OVERVIEW OF THE BASIC FINANCIAL STATElVIENTS 

The Municipality's financial statements include three components: (1) the government-wide financial 
statements, (2) the fund financial statements, and (3) the notes to the financial statements (collectively 
known as the basic financial statements). This report also contains additional required supplementary 
mfonnatton (budgetary schedules) in addition to the basic financial statements themselves. These 
components are described below: 

Government-Wide Financial Statements 

The government-wide financial statements are designed to provide readers with a broad overview of the 
Mumc1pahty's operations and finance as a whole m a manner similar to pnvate-sector business. These 
statements provide short-term and long-term informat10n about the Municipality's financial position, which 
assist the Munic1pahty's management to determme the econoffilc condition at the end of the fiscal year. 
These financial statements are prepared using the flow of economic resources measurement focus and the 
accrual basis of accounting. This basically means that these financial statements follow methods that are 
stmtlar to those used by most businesses. They take into account all revenues and expenses connected with 
the fiscal year ended June 30, 2004 even if cash involved have not been received or paid. The government­
w1de financial statements include: (1) the statements of net assets and (2) the statement of activities. 

Statement of Net Assets 

The statement of net assets presents all of the Municipality's assets and liabilities, with the difference 
between these two items reported as "net assets" (equity). Over time, increases or decreases in the net 
assets may serve as a useful indicator of whether the financial position of the Mumcipality is either 
improvmg or detenoratmg. 

Statement of Activities 

The statement of activities presents information showing how the Municipality's net assets changed during 
the fiscal year ended June 30, 2004. All changes in net assets are reported as soon as the underlying event 
giving rise to the change occurs, regardless of the timing of related cash flows. Thus, revenues and 
expenses are reported in this statement for some items that will not result in cash flows until future fiscal 
periods (such as uncollected taxes and earned but unused vacation leave). This statement also presents a 
comparison between direct expenses and program revenues for each function of the Municipality. 

Both of the abovernentioned financial statements present all the governmental activities of the Municipality, 
which consist mostly by taxes and intergovernmental revenues (such as federal grants). Most services 
proVtded by the Mtmicipality fall into this category, including culture, recreat1on and education, general 
government, health and sanitation, public safety, public housing and welfare, etc. 
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COIVIMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF Al~ASCO 

lYIAi'iAGEJ.VIENT'S DISCUSSION AND ANALYSIS 

Fund Financial Statements 

The Municipality' s fund financial statements, which consist of: (I) the balance sheet- governmental funds 
and (2) the statement of revenues, expenditures and changes in fund balances - governmental funds. These 
financial statements report the financial position and results of operations of the Municipality's 
governmental funds. 

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 Municipality, like most other state and local 
governments, uses fund accounting to ensure and demonstrate compliance with finance-related legal 
requirements. Each fund is considered an independent fiscal entity accounted for within a set of self­
balancing accounts that comprise its assets, liabilities, fund equity, revenue, and expenditures. Fund 
accounting segregates funds according to their intended purpose and is used to aid management in 
demonstrating compliance with legal, financial and contractual proVIsions. 

The fund financial statements focus on: (l) mdividual parts of the Mumcipality's government and (2) 
reportmg the Mumcipality's operations in more detail than the government-wide financial statements. For 
financial reporting purposes, the Municipality classifies its funds within the following fund categones: (t) 
general fund, (2) debt service fund, (3) special revenue funds and (4) capital projects funds (collectively 
known as the "governmental funds") . 

Governmental funds are used to account for all of the services provided by the Municipality. Governmental 
funds are used to account for essentially the same functions reported as governmental activities 10 the 
govemmental-w1de financial statements. However, unlike the government-wide financial statements, 
governmental fund financial statements focus on near-term inflows and outflows of spendable resources. 
They also focus on the. balances of spendable resources available at the end of the fiscal year (June 30, 
2004). This approach is known as using the flow of current financial resources measurement focus and the 
modified accrual basis of accounting. These statements provide a detailed short-term view of the 
Municipahty's finances that assists in determining whether there will be adequate financial resources 
available to meet the current needs of the Mumcipality, that is, evaluating the Municipahty's near-term 
financing requLrements. 

Because the focus of governmental funds is narrower than that of the government-wide financial 
statements, 1t is useful to compare the fund information presented for governmental funds with similar 
information presented for governmental actiVlties in the government-wide financial statements. By domg 
so, readers may better understand the long-term impact of the Municipality's near-term financial decisions. 

For financial reporting purposes the Municipality has three major funds: (1) the general ftmd, (2) the 
$3,42 1,000 bond issuance fund and (3) the debt service fund. 
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COMlvIOIDVEALTH OF PUERTO RICO 
MUNICIJ> ALITY OF ANASCO 

MANAGEiYlENT'S DISCUSSION AND ANALYSIS 

Notes to the Basic Financial Statements 

The notes to the basic financia l statements provtde additional information that is essential to a full 
understanding of the data prov1ded m the govemment-w1de and the fund fmancial statements. The notes to 
the basic financial statements can be found lmmed1ately followmg the basic financial statements. 

Required Supplementary Information 

The basic financial statements are followed by a section of required supplementary mformat10n consisting 
oi a budgetary comparison between actual operating results with the original budget and the final amended 
budget for the general fund. 

lNFRASTRUCTURE ASSETS 

Historically, a government' s largest group of assets (infrastructure - roads1 bridges, traffic signals, 
underground pipes [unless associated with a utility), etc .) have not been rep9rted nor depreciated m 
governmental financial statements . GASB 34 requires that these assets be valued and reported within the 
governmental column of the Government-Wide Financial Statements. Add1tlona1ly, the government must 
elect to either (a) depreciate these assets over their estimated useful 1ife or (b) develop a system of asset 
management designed to maintain the service delivery potential to near perpetuity. 1f the government 
develops the asset management system (modified approach) which penodically (at least every third year), 
by category, measures and demonstrates its maintenance of locally established levels of service staridards, 
the government may record its cost of maintenance in lieu of depreciation. The mformation about the 
constbon and maintenance of condition of the government infrastructure assets should assist finaricial 
statement users m evaluating a local government and its performance over time. 

As of July 1, 2002, the 1y!umc1pahty retroactively recorded the histoncal costs of infrastructure assets. Also 
the Mumc1pality elected to depreciate infrastructure assets instead of usmg the modified approach. 

FINANCIAL ANALYSIS OF THE MUNICIPALITY AS A WHOLE 

Net Assets 

As noted earlier, net assets may serve over time as a useful indicator of the Municipality' s financ1al 
position. ln the case of the Municipality, net assets (excess of assets over liabilities) amounted to $14.9 
millions at June 30, 2004, compared to $13.4 millions at the end of the previous year, as restated. 

The largest portion of the Municipality's net assets are invested in capital assets net of their related debt 
($20 . millions). The Municipality's net assets is also composed of net assets amounting to $5.5 milhons 
that are restricted for (1) future debt service payments, (2) the future acquisition or construction of capital 
assets and (3) other purposes, mainly the financing of federal and state assisted programs. ln addition, the 
Municipality's net asset are reported net of an unrestricted deficit of$ I 0.6 millions. 

The unrestncted deficit is the consequence of previous budgets which did not provide fundmg for incurred 
long-term obhgat10ns such as compensated absences and others. Histori~ally, such obhgabons have been 
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COlVIMONWEALTH OF PUERTO RICO 
M~'ICIP ALITY OF Al~ASCO 

.M.ANAGE:MENT'S DISCUSSION A.J.'ID ANALYSIS 

budgeted on a pay as you go basis without providing fundmg for their future liquidation. Consequently, the 
Municipality cannot draw from its ex1stmg assets to provide services to its citizens and depends on its 
taxing ability to continue its operations. 

The portion of the Municipality's net assets invested in capital assets such as land, buildmgs, equipment, 
etc., less any outstanding related debt used to acquire those assets., are used by the Municipality to provide 
services to its citizens; consequently these assets are not available for future spending. Although the 
Municipality's investment in its capital assets is reported net of related debt, 1t should be noted that the 
resources needed to repay this debt must be provided from the debt service fund, smce the capital assets 
themselves cannot be used to liquidate these liabilities. 

The following is a condensed presentation of the Municipality's financial position, as reported in the 
government-wide financial statements: 

Comparative Condensed Statement of Net Assets 

June 30, 

2004 2003 
Governmental Governmental 

activities activities 
Assets: 

Current assets $ 10,113,623 $ 13,049,904 

Noncurrent·assets: 
Capital assets, net 29,424,446 26.1.80,022 

Other noncurrent assets 71,907 71,409 

Total assets $ 39,609,976 $ 39,301,335 

Liabilities: 

Current Tiabilities 4,412,544 8,296,502 

Long-term liabilities due within one year 1,487,931 1,097,690 

Long~term liabilities due after one year 18,807,665 16,464,176 

Total liabilities 24,708,140 25,858,368 

Net assets (liabilities): 
Invested in cap1tal assets, net ofrelated debt $ 20,030,953 $ 21,353,685 

Restricted 5,505,018 3,392,210 

Unrestricted (10,634,135) .(11,302,928) 

Total net assets $ 14,901,836 $ 13,442,967 
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COM1vIONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ANASCO 

MANAGEMENT'S DISCUSSION AND ANALYSIS 

Changes in Net Assets 

The Mumc1pahty's net assets increased by $1.4 million. Approximately 31 percent of the Municipality's 
total revenues came from truces, while 45 percent resulted from restricted and unrestricted capital and 
operatmg grants, contribut10ns and re1mbursements, including federal financial assistance. The 
Murucipality's expenses cover a range of services. The largest expenses were for general government (43 
percent), urban and econonuc development (22 percent) and health and sanitation (16 percent). 

THIS SPACE HAS BEEN LEFT IN BLANK INTENTIONALLY 

11 



COIVIMONWEALTB OF PUERTO RICO 
MUNICIPALITY OF Al~ASCO 

MAi'fAGE.MENT'S DISCUSSION Ai"'ID ANALYSIS 

The following is a condensed presentation of the Municipality's results of operations, as reported in the 
govemment-W1de financial statements: 

Comparative Condensed Statement of Activities 

June 30, 

2004 2003 
Program revenues: 

Program-spec1fic operating grants and contributions $ 554,909 $ 536,875 
Program-spec1.fic cap1tal grants and contributions 1,481,617 4,083,678 
Charges for seTVlces 2,430,658 2,313,662 

Total program revenues $ 4,467, 184 $ 6,934,215 

General revenues and special item: 
Property taxes 2,813,400 6,589,450 
Mumc1pal license taxes 1,340,322 1,419~ 186 

Construction excise ta."<.es 303,522 252,792 
Unrestncted intergovernmental grants and contributions 4,428,891 1,309,977 
Unrestncted investment eam~gs 145,975 99,636 
Other general revenues (various sources) 980,590 350,413 

Total g~neral revenues 10,012,700 10,021,454 

Total revenues 14,479,884 16,955,669 
Program expenses: 

General government 5,655,854 5,302,939 

Urban and economic development 2,921,654 2,544,601 

Public safety 225,835 201, 148 

Health and sanitation 2,049,154 2,950,826 

Culture, recreation and education 869,070 316,403 

Public housing and welfare 924,271 632,655 

Interest on long-term obligations 375,177 429,994 

Total expenses 13,021,015 12,378,566 

Net decrease m net assets 1,458,869 4,577,103 

Net assets • at begmmng of year as restated 13,442,967 8,865,864 

Net assets · at end of year $ 14,901,836 $ 13,442,967 
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COlVfMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF A1'1ASCO 

lVL.\l'lAGEMENT'S DISCUSSION AND ANALYSIS 

FINANCIAL ANALYSIS OF THE MUNICIPALITY'S GOVERNl\iIENTAL FUNDS 

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

Governmental Funds - The focus of the Municipality's governmental fimds is to provide informahon on 
near-term inflows, outflows, and balance of spendable resources. Such information is useful in assessing 
the Municipality's financing requirements. In particular, unreserved fund balance may serve as a useful 
measure of a government's net resources available for spending at the end of fiscal year. The following is a 
condensed presentation of the Mumc1pality's balance sheet and results of operations of governmental 
funds: 

THIS SPACE HAS BEEN LEFT IN BLANK INTENTIONALLY 
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Assets: 

COJ.VIMONWEALTH OF PUERTO RICO 
MUN1CIP ALITY OF ANASCO 

.MANAGEI\'IENT'S DISCUSSION AND ANALYSIS 

Comparative Condensed Balance Sheet - Governmental Funds 
June 30, 

2004 2003 

Total assets - major governmental funds 
Total assets - other governmental funds 

Combined total assets 

$ 7,631,282 
2,490,448 

$ I 1,902,008 
855,956 

Liabilities: 
Total liabilities - major governmental funds 
Total liabilit1es - other governmental funds 

Combined total liabilities 

Fund balances: 
Reserved - major governmental funds 
Reserved - other governmental funds 
Unreserved - major governmental funds 

Combined total fund balances 

10,121,730 

4,123,482 
1,355,478 
5,478,960 

4,434,838 
l, 134,970 
(927,038) 

4,642,770 

Comparative Condensed Statement of Revenues, Expenditures 
and Changes in Fund Balances - Governmental Funds 

Year Ended June, 

2004 
Revenues: 

Total revenues - major governmental funds $ 10,821,327 $ 

Total revenues - other governmental funds 2,678,240 
Combined total revenues 13,499,567 

Expenditures: 
Total expenditures - major governmental funds 12,761,682 
Total expenditures - other governmental funds 5,019,797 

Combined total expenditures I 7,781,479 

Other financing sources (uses), net: 
Major governmental funds 4,093,982 
Other governmental funds 1,275,169 

Combined total other financing sources (uses), net 5,369, 15 I 

Excess of expenditures anti other financing uses over 
revenues and other financing sollrces 1,087,239 

Fund balance at beginning of year. as restated 3,555,531 
Ft1nd balance at entl of year $· 4,642,770 $ 
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12,757,964 

8,705,693 
496,740 

9,202,433 

3,448,879 
359,214 

(252,562) 
3,555,531 

2003 

15,533,317 
1,004,496 

16,537,813 

16,071,857 
l,473,834 

17,545,691 

1,863,347 
347,884 

2,211,231 

1,203,353 
2,352, 178 
3,555,531 



COMMONWEALTH OF PUERTO RICO 
l\tIUNICJPALITY OF AL~ASCO 

MAJ.~AGElVIENT'S DISCUSSlON AND ANALYSIS 

CAPITAL ASSETS AL'ID DEBT ADMINISTRATION 

Capital Assets 

The accompanying statement of net assets reported total gross capital assets, at cost, amounting to $44.9 
mllhons, of which $14.5 millions represent i'nfrastructure assets at June 30, 2004. The related accumulated 
deprec1at1on and amortization of capital assets amounted to $15.5 millions, of wluch $6.5 nu1l1ons are 
related to infrastructure assets at June 30, 2004. This investment m capital assets mcludes land, buildings, 
improvements, equipment, infrstructure and construction in progress. Infrastructure assets are 1tems that 
are normally Immovable and of value only to the municipal govemment, such as roads, bndges, streets and 
sidewalks, dramage systems. Lighting systems, and similar items. 

Actual costs mcurred to purchase or construct capital assets were $4.0 millions for the year ended June 30, 
2004. Depreciation and amortization charges for the year totaled $15.5 millions. 

The Municipality finances a significant portion of its construction activities through bond issuances and 
state and federal grants. The proceeds from bond issuances designated for construction activiues are 
comnntted m its entirety for such purposes and cannot be used for any other purposes. 

Debt Administration 

The laws and regulations of the Commonwealth of Puerto Rico have estabhshed a linutation for the 
issuance of general ·obligation municipal bonds and notes for the payment of which the good faith , credit 
and tax mg power of each municipality may be pledged. 

The applicable laws and regulations also require that in order for a munic1pality to be able to issue 
additional general obhgatton bon~ and notes. such mumc1pality must have suffic1ent ''payment capac1ty". 
Act No. 64 of July 3, 1996 as amended, provides that a municipality has sufficient "payment capacity" to 
mcur additional general obligation debt if the deposits in such Municipality's Redemption fund and the 
annual amounts collected with respect to such Municipality's Special Additional Ta.-x (as defined below), as 
projected by the Government Development Bank. for Puerto Rico, will be sufficient to service to maturity 
the Mumc1pahty 's outstanding general obligation debt and the additional proposed general obligation debt 
{"Payment Capacity"). 

The Mumcipal1ty is required under applicable laws and regulations to levy the Special Additional Tax in 
such amounts as shall be required for the payment of its general obligation municipal bonds and notes. Jn 
addition, pnnc1pal of and interest on all general obligation municipal bonds and notes and on all municipal 
notes issued m anticipation of the issuance of general obligation bonds issued by the Municipality 
constitute a first lien on the Municipality's Basic Tax revenues. Accordingly, the Municipality's Basic Tax 
revenues would be available to make debt service payments on general obligation municipal bonds and 
notes to the extent that the Special Additional Tax Levied by the Mumc1pal1ty, together with moneys on 
deposit m the Municipality's Redemption Fund, are not sufficient io cover such debt servtce It has never 
been necessary to apply Basic Taxes to pay debt service on gen~ral obhgation debt of the Munic1pabty. 
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COlVIMONWEALTH OF PUERTO RICO 
l\ilUNICIP ALITY OF ANASCO 

l\tlANAGKMENT'S DISCUSSION Al""ID ANALYSIS 

ECONOMIC FACTORS AND NEXT BUDGETS AND RATES 

The Muruc1pality relies primanly on property and municipal license taxes, as well as, federal and state 
grants to carry out the governmental activities. Histoncally, property and municipal license taxes have 
been very predictable with mcreases not generally exceeding ten percent. Federal grant revenues may vary 
1 f new grants are available but the revenue is also very predictable. 

Those factors were considered when prepanng the Mumcipahty's budget for the 2003-2204 fiscal year. 
There were no significant changes between the budget for fiscal year 2002-2003 and the one for fiscal year 
2003-2004 

FINANCIAL CONTACT 

The Mumc1pality's financial statements are designed to present users (citizens, taxpayers, customers, 
investors and creditors) with a general overview of the Mtmic1pality's finances and demonstrate the 
Municipalitys' accountability. If you have any questions about the report or need additional financial 
information, contact the Municipality' Director of Finance, Mrs. Irene Malave Ruiz, at PO Box 1385. 
Afiasco, Puerto Rico, 00610. 
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COMMON\.VEAL TH OF PUERTO RICO 

MUNICIPALITY OF A.t~ASCO 

Statement of Net Assets 
June 30, 2004 

Current assets: 
Cash m commercial banks (note 2) 
Accounts receivable: 

Taxes: 

Assets 

Property taxes (note 4) 
Municipal license taxes (note 3) 

lntergovemme.ntal 
Accrued interest 

Other 
Inventones and other current assets 
Investments (note 2) 
Restricted assets: 

Cash in commercial banks (note 2) 
Cash in fiscal agents (note 2) 
Property taxes (note 4) 

Total current assets 

Noncurrent assets: 
Capital assets, net of accumulated depreciation and 

amortization of$15,542,454 (note 6) 
Deferred cha~ges, net of accumulated amortization of $29,621 

Total noncurrent assets 
Total assets 

Governmental 
activities 

$ 773,120 

443 ,523 
7,234 

744,190 
14,741 

454,604 
96,337 

552,506 

868,792 
6,044,564 

114,012 
10,113,623 

29,424,446 
71,907 

29,496,353 
$ 39,609,976 

The accompanying notes to the basic financial statements are an integral part of this statement. 
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CO.LV!MONWEALTH OF PUERTO ruco 
MUNICIPALITY OF ANASCO 

Statement of Net Assets (contmued) 

June 30, 2004 

Liabilities and net assets 

Current liabilities (due within one year): 
Accounts payable 
Intergovernmental payables 
Accrued liabilities including accrued interests of $4,000 
Deferred revenues 
Current portion of long-term obligations (due within one year): 

Bonds payable 
Notes payable 
Compensated absences 
Claims and judgments 

Total current liabilities 

Noncurrent liabilities (due in more than one year ) : 
Bonds payable (note 8) 
Notes payable (note 8) 
Compensated absences (note 8) 
Estimated liability for municipal solid waste 

landfill closure and post closure costs (note 8) 
Total noncurrent habibties 

Total habihues 

Net assets: 
Invested in capital assets, net of related debt 
Restncted for 

Capital projects 
Debt service fund 

Other specified purposes 
Total restricted net assets 

Unrestricted deficit 
Total net assets 

$ 4,532,995 
962,649 

9,374 

$ 

Governmental 

activities 

1,198,010 
1, 101,819 

278,628 
l,834,087 

459,000 
90,757 

892,843 
45,331 

5,900,475 

13,948,750 
1,979,007 

844,469 

2,035,439 
18,807,665 
24,708, 140 

20,030,953 

5,505,018 
(10,634,135) 

$ 14,901 ,836 

The accompanying notes to the basic financial statements are an mtegral part ofth1s statement. 
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Functions/Progr.ims 

Governmental activltles: 

General government 

Urban and economic development 

Public safety 

Health and samtat1on 

Culture, recreation and education 

Public housing and welfare 
Interest on long-term obligations 

Total governmental acnv1t1es 

COM MONWEALTH OF PUERTO Rico 
M UNICIPALITY OF ANASCO 

Statement of Acnv1ties 
Year ended June 30, 2004 

Program Revenues 

Expenses 

$ 5,655,854 

2,921,654 

225,835 
2,049,154 

869,070 
924,271 

37.5,177 

$ 13,021,015 

General revenues: 
Taxes: 

Property taxes 

Charges 
for services 

299,870 

415,383 

1,469,802 

245,603 

2,430,658 

Municipal license taxes 

Construction excise taxes 

Total taxes 

Operating 
grants and 

contributions 

298,090 

3,495 

859 

53,343 
199,122 

554,909 

Capital grants 
and 

contr ibutions 

1,481 ,61 7 

1,481 ,617 

Intergovernmental contributions and reimbursements 

Unrestricted investment earnings 

Miscellaneous 
Special ltem legal settlement PREP A 

Total general revenues 
Net change m net assets 

Net assets-beginmng of fiscal year, as restated 

Net assets-end of fiscal year 

The accompanying notes to the basic financial statements are an integral part of this statement. 
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Net 
expenses 

and changes in 
net assets 

$ 

$ 

(5,355,984) 

(726,564) 

(222,340) 
(578,493) 

(570, 124) 

(725, 149) 
(375, 177) 

(8,553 ,831) 

2,813,400 

1,340,322 

303,521 

4,457,24' 

4,428,89 

145,97 
494,97 
485,61 

10,012,7( 

1,458,8( 

13,442,91 
$ 14,901 ,8 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ANASCO 

Balance Sheet - Governmental Funds 
Year Ended June 30, 2004 

Major fu nds 

SJ,421,000 
Debt bond Other Totul 

General service .issuance governmental governmental 
rund fund rund fu nd funds 

As.o;ets 
Cash m commercial bnnks (note 2) s 773,120 s 773,120 
AccountS receivable, net of 

allowance of uncollecuble accountS: 
Taxes· 

Property ta:<es 443,523 443,523 
Municipal license ta'<es 7,234 7,234 

Accrued interest 1,334 10,412 2,995 14,741 
Intergovernmental 197,794 26,552 320,047 544,393 
Due from other funds 165,422 138,818 304,240 
Others 454,605 454,605 

lnvestmentS 552,506 552,506 
Restricted assets: 

Cash in commercial banks (note 2) 868,792 868,792 
Cash in fiscal agem (note 2) 1,477,369 3,407,399 1,159,796 6,044,564 
Property ta'<es receivable net of allowance 
for uncollcctible accounts note 114,012 114,012 

Total assets s 2,594,204 1,619,267 3,417,811 2,490,448 s 10,.121,730 

Liabilities 
Accounts payable, and accrued hab11it1es 473,455 150,982 381 ,818 1,006,255 
Intergovernmental 607.617 607,617 
Due to other funds (note 5) 137,865 2,790 10,412 153,173 304,240 
Deferred revenues 2,237,51 5 107,846 820,487 3,165,848 
Matured bonds due and payable · 395,000 395,000 

Total l1abiht1es 3.456.452 656,618 10,412 1,355,478 5,478,960 

Fund balance (deficit) 
Reserved for 

Encumbrances 64,790 64,790 
Debt service 962,649 962,649 
Capital projects 3,407,399 1,125,596 4,532,995 
Other spec1 lied purposes 9,374 9,374 

Unreserved (927,038) (927,038) 
Total fund balance (deficit) (862,248) 962,649 3,407,399 1,134,970 4,642,770 

Total hab1ht1es and fund balance (deficit) s 2,594,204 l,619,267 3,417,811 2,490,448 s 10,121,730 

The accompanying notes to the baste financial statements are an integral part of this statement. 
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C OMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ANASCO 

Statement of Revenues, Expenditures and 
Changes in Fund Balance (Deficit) - Governmental Funds 

Year Ended June 30, 2004 

l\llnjor funds 

SJ,421,000 

Debr bond Orher Tot.'11 

Gener.ii service issuance govcrnmcnlnl governmc n111l 

fund fund rund fund funds 

Revenues: 

Taxes 

Propcny c:ixes s 2.551,681 318,582 s 2,870.263 

Mumctpa1 tnxes license taxes l .3" 0.l 22 1,340,322 

Co nstrucuon excise ta.xes 303.522 303,522 

Charges for services 2,069,168 2,069,168 

I ntergovemmcntal grants arid contributions 

Federal govenuncnt 2,073,156 2,073,156 

State government 3,717,525 554,908 4,272,433 

Investment earnmgs 95,799 50,176 145,975 

M iscellaneous 424.728 424,728 

Totnl revenues 10,502.745 318,582 2,678.240 13,499,567 

Ex11endirurcs: 

Current 

General government 4,972,102 lJ,601 507,907 5,493,610 

Urban and economic development 2,356,482 1,650 2,358, 132 

Public Safety 225,510 225,510 

Kcal1h and samtatton 3,292,435 320 3,292,755 

Culture. recrcatton and education 493,737 205,919 699,656 

Public housing and welfare 157,285 757,240 914,525 

Debt service. 

Pr111c1pal 98.103 408,000 506.103 

Interest 25,177 350,953 376,130 

Cap ital outlays· 

Construcnon and remodehng of public faciltlles 279,491 3,546,761 3,826,252 

Machmery . equipment and vehicles 88.806 88.806 

Total expenditures 11,989,128 758,953 13,601 5,019,797 17,781,479 

Excess (defic1cncy) of reve nues over 

(under) cx1>e11ditures ( 1,486.383) (440,371) ( 13,60 I) (2.341 ,557) !4.281,912) 

Orhcr finn ncang sources (uses): 

Transfers-in !Tom other funds 192,151 106,813 4,780 303,744 

Transfers-out from other funds {111 ,593) ( 192.151) (303,744) 

S pecial item le1;1al settlement PR.EPA 485.6 11 485.611 

Proceeds from issuance of bond anttc1pa11on notes 3,421,000 1,462,540 4,883.540 

Total o ther financing sources {uses) 566.169 106,813 3.421.000 1,275,169 5,369.151 

Excess (dcfic1enc:y) or r evenues nnd other financing sources 

over (under) u11endlturcs 11nd other finnnc:lng uses (920,214) (333,558) 3,407,399 (1,066,390) 1,087,239 

Fund b11ln11c:e (dcficil) ut beginning ofyenr (Ds reslR!ed) 57,966 1,296,207 2,201,358 3,555,531 

Fund balnnc:c (deficit) :u end of year s (862.248) 962.649 3,407,399 1, 134,968 s 4,642,770 

The accompanying notes to the bos1c fino.nc1al stntements ore an integral part of this statement. 
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COMMONWEAL TH OF PUERTO RICO 

MUNICIPALITY OF ANASCO 

Reconciliation of the Balance Sheet - Governmental Funds 

to the Statement of Net Assets 
June 30, 2004 

Governmental act1v1ties' amounts reported in the statements of net assets and the balance sheet -
governmental funds are different because: 

Aggregate fund balance reported m the balance sheet - governmental funds 

Add (Deduct): 

lnventones and other current assets are not available to pay current period expenditures, 

therefore are not reported in the governmental funds 

Capital assets used in governmental funds activities are not financial resources, therefore 

are not reported m the governmental funds 

Deferred revenues in the governmental funds that are recognized as revenues m the 

statements of activities 

Debt issued by the Municipality has associated costs that are paid from current available 
resources m the governmental funds. However, these costs are deferred in the 

statement of net assets 

The following liabilities are not due (mature) in the current penod, therefore are not reported 
in the governmental funds : 

Accounts payable and accrued liabilities 

Accrued interest payable 
Intergovernmental payables 

Bonds payable 

Obhgat1on under leases 
Compensated absences 

Claims and Judgments 
Solid waste landfill closure and postclosure cares costs 

Net assets - governmental activities reported in statement of net assets 
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$ 4,642,770 

96,337 

29,424,446 

1,331,760 

271,705 

(448,451) 

(4,000) 

(494,202) 
(16,082,514) 

(17,933) 
(1,737,312) 

(45,331) 

(2,035,439) 

$ 14,901,836 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ANASCO 

Reconc1liat1on of Statement of Revenues, Eitpenditures and Changes 
in Fund Balances - Governmental Funds to the Statement of Activities 

Year ended June 30, 2004 

Governmental act ivmes' amounts reported m the statements of activmes and the statement of revenues, expenditures and 
changes m fund balances - governmental funds are difference because: 

Net change m fun balances reported in statement of revenues, expenditures and changes m fund balances - governmental 
funds. 

Add (Deduct): 
The following revenues recorded in the statement of activities do not provide current 

financial resources, therefore are deferred in the governmental funds: 
Property taxes 
Charges for services 
Intergovernmental grants and contributions 

Governmental funds report capital outlays as expenditures. However in the statement of 
activities the cost of those assets area allocated over their estimated useful lives as 
amort1zat1on expense. This is the amount by which capital outlays exceeded depreciation and amortization 

$ 1,087,239 

13,385 
361,490 
119,828 

expense. 3,102,911 

Repayment of pnnc1pal of long term obligations is an expenditure in the governmental funds but 
the repayment reduces long term liabilities in the statement of net assets. 506,103 

Certain interest reported in the statement of activities do not require the use of current financial 
resources, therefore are not reported as expenditures in the governmental funds. 954 

Amort1zanon of deferred charges reported in the statement of activities does not required the use of 
current financial resources, therefore are not reported as expenditures in the governmental funds. (4,502) 

Some expenses reported in the statement of activities do not require the use of current financial 
resources, therefore are not reported as expenditures in the governmental funds. I, l 5 1,917 

Generally, inventory and other current assets are recorded as expenditures in the governmental funds 
when paid rather than capitalized as an asset. However these assets are capitalized in the statement of net 
assets. This amount represents the net change in these assets for the year 3,084 

Proceeds from issuance of bond anticipation notes provide current financial resources to governmental 
funds, but issuing such debt mcreases long term liabilities in the statement of net assets. (4,883,540) 

Net change m net assets reported as m the statement of act1v1ties S 1,458,869 

The accompanying notes to the basic financial statements are an integral part ofth1s statement. 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ANASCO 

Notes to Basic Financial Statements 
June 30, 2004 

1. Summary of Significant Accounting Policies 

The Mumc1pality of Aiiasco of the Commonwealth of Puerto Rico (the "Municipality") is a local 
government with full legislative, fiscal and administrative powers to operate as a government 
under Law No. 81 of August 30, 1991, as amended, known as the Autonomous Municipalities Act 
of the Commonwealth of Puerto Rico (Law No. 81). 

The Mumcipality's governmental system consists of executive and legislative branches. The 
Constitution of the Commonwealth of Puerto Rico (the "Commonwealth") provides for the 
separation of powers of the executive, legislative and judicial branches. A Mayor, elected every 
four years by the citizens, exercises the executive power of the Municipality. The legislative 
power 1s exercised by the Mumc1pal Legislature, which is also elected every four years. The 
General Justice Court System of the Commonwealth, which has jurisdiction over the 
Mumcipahty, exercises the judiciary power. 

The Mumcipality assumes responsibility for providing services to its citizens related to public 
housing, welfare, public safety, health, sanitation, education, culture, recreation, urban and 
economic development, and many other general and administrative duties. 

a) New Financial Reporting Model 

The accompanying basic financial statements present the financial position and the results of 
operations of the Municipality as a whole, and its various governmental funds as of and for the 
year ended June 30, 2004, in conformity with accounting principles general1y accepted in the 
United States of America, as prescribed by the Governmental Accounting Standards Board 
(GASB). 

In June 1999, GASB issued Statement No. 34, Basic Financial Statements - and Management's 
Discussion and Analysis - for State and Local Governments (GASB No. 34). This statement 
estabhshed new financial reporting requirements for state and local governments. On July 1, 
2002, the Municipality adopted the provisions of GASB No. 34 as well as other statements 
referred to below. These statements require the reporting of new financial information and 
restructured much of the information that governments have reported prior to July 1, 2002. 
Accordingly, comparability with financial statements issued for years ended June 30, 2002 or 
before, has been affected significantly. 

Accordmg to the new financial reporting model established by GASB No. 34, the minimum 
required financial statement presentation applicable to the Municipality is composed of the 
following elements: (1) government-wide financial statements (GWFS), (2) governmental fund 
financial statements (GFFS), (3) notes to basic financial statements, and (4) required 
supplementary mformation (RSI). 

The RSI, which consists of a management discussion ·and analysis (MD&A), is information 
presented along with, but separate from, the Municipality's basic financial statements . The 
MD&A is a narrative report that introduces the accompanying basic financial statements and 
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COMMONWEALTH OF PUERTO RICO 

lVIUNlCIPALlTY OF ANASCO 
Notes to Basic Financial Statements 

June 30, 2004 

provides an analytical overview of the Muruc1pahty's financ1al activities for the year ended June 
30, 2004, based on the Municipality's lmowledge of the transactions, events and condttions 
reflected in the basic financial statements. The MD&A also highlights certain key fiscal polic1es 
that control the Municipality's operations. 

As preYlously mentioned, on July 1, 2002, other statements and interpretations were also adopted 
m conJunct1on and simultaneously with GASB No. 34. Those statements and interpretations are: 
(1) GASB Statement No. 33 - Accounting and Financial Reporting for Nonexchange 
Transactions, (2) GASB Statement No. 37 - Basic Financial Statements - and Management 's 
Discussion and Analysis-for State and Local Governments: Omnibus, (3) GASB Statement No. 
38 - Certain Financial Statement Note Disclosures and (4) GASB Interpretation No. 6 -
Recogmtzon and J\lfeasurement of Certain Liabi/itzes and Expenditures m Governmental Fund 
Financial Statements. 

GASB No. 34 also required that the accountlng for all governmental act1V1ties reported m the 
GWFS be based on applicable pronouncements issued by the Financial Accounting Standards 
Board (FASB) and its predecessor bodies, such as the Accounting Principles Board (APB), 
issued on or before November 30, 1989, proVlded those pronouncements do not conflict with or 
contradict GASB pronouncements. Accordmgly, in conjunction and simultaneously with the 
adoption of GASB No. 34, the Muruc1pality also adopted the following pronouncements; (1) 
APB Op1mon No. 20- Accounting Changes, (2) APB Opinion No. 21 -Interest on Receivables 
and Payables, (3) FASB Statement No 5 - Accounting for Contingencies and (4) FASB 
Statement No. 16 - Prior Period Adjustments. The Municipality has elected to. not apply all 
statements· and interpretations issued by FASB after November 30, 1989. 

b) Financial Reporting Entity 

The accompanying basic financial statements include all departments, agencies and mumcipal 
entities that: (l) are under the legal and adrrunistrative control of the Mayor and (2) whose funds 
are under the legal custody and control of the Municipality's Director of Finance and Budget, as 
prescnbed by Law No. 81 

The Mumc1pahty's management has considered all potential component units for which it may 
be financially accountable and other legally separate organizations for which the nature and 
significance of their relat1onshlp with the Municipality may be such that exclusion of the!T bas1c 
financ1al statements from those of the Municipality would cause the Municipality's basic 
financ1al statements to be misleading or mcomplete. 

GASB Statement No. L4 -The Financial Reporting Entity (GASB No. 14) has set forth cntena to 
be considered m detenrumng financial accountability. These criteria include appointing a votmg 
ma Jon ty of an orgamzation 's governing body and (1) the ability of the Municipality to unpose 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 Murucipality. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ANASCO 

Notes to Basic Financial Statements 
June 30, 2004 

On July l, 2003, the Municipality adopted the provisions of GASB Statement No. 39 -
Determining Whether Certain Organizations are Component Units (GASB No. 39). This 
statement provides additional guidance in determining whether certain orgamzat10ns for which 
the primary government is not financially accountable should be reported as component units 
based on the nature and significance of their relationship with the primary government. 
Generally, GASB No. 39 requires reporting a component urut if an organization nses and holds 
economic resources for the direct benefit of a governmental unit. 

The Municipality's management has concluded that, based on the aforementioned cnteria, there 
are no legally separate entities or organizations that should be reported as component um ts of the 
Municipality as of June 30, 2004 nor for the year then ended. 

c) Government-wide Financial Statements 

The accompanying GWFS are composed of: (1) the statement of nee assets and (2) the statement 
of activities. These financial statements do not report fund information but rather report 
information of all of the Municipality's governmental activities. These statements are aimed at 
presenting a broad overview of the Municipality's finances through reporting its financial 
position and results of operations as a whole, using methods that are simi1ar to those used by most 
pnvate busmesses. 

The focus of the GWFS is not on compliance with budgets, regulatory requirements or on the use 
of available or currently expendable financial resources (referred to as fiscal accountability), but 
on operational accountability information about the Municipality as a single economic unit. 
Operational accountability is the Municipality's responsibility to report to the extent to which it 
has met its operating obJectives efficiently and effectively, using all resources available for that 
pwpose lt focuses on the Municipality's principal operating objective, which is to provide 
services to its citizens. 

The accompanymg statement of net assets provides short-term and long-term information about 
the Mtmic1pality's financial pos1t1on and condition by presenting all of the Munic1pahty's assets 
and habiht1es, with the difference between these two items reported as .. net assets" (equity). 
Tlus statement assists management m assessmg the level of serYlces that can be provtded by the 
Mumc1pahty m the future, and its abihty to meet its obligations as they become due. In addition, 
tlus statement reports the extent to wluch the Municipality has invested in capital assets, 
mcludmg tnfrastructure, and discloses legal and contractual restnctions on resources. 

Net assets are classified m the accompanymg statement of net assets withm the followmg three 
categones: 

• Invested in capital assets, net of related debt - These consist of capital assets, net of 
accumulated depreciation and amorttzation, reduced by the outstanding balances of bonds, 
notes and other debt that are attributed to the acqu1s1ti6n, construction or improvement of 
those assets. For the purposes of determimng the outstandin& debt attributed to capital assets, 
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lVIUNICIPALITY OF ANASCO 
Notes to Basic Financial Statements 

June 30, 2004 

the total long-term debt related to the acquisition, construction or improvement of capital 
assets have been reduced by any related unspent debt proceeds and any related unamortized 
debt issuance costs. 

• Restricted net assets - These consist of net assets restncted by external parhes (such as 
creditors, grantors, contributors, laws or regulations of other governments, etc.), or net assets 
for which constraints are imposed by constitutional provisions or enabling legislat10n. 
Enabhng legislation is defined as legislation that authorizes the Municipality to assess, levy, 
charge or otherwise mandate payment of resources (from external resource providers). 
Enablmg legislation estabhshes restncttons if it includes a legally enforceable requirement 
that those resources be used only for the specific purposes stipulated in the legislation. 

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

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

• Unrestricted net assets - These consist of net assets that are neither externally or legally 
restncted, nor invested in capital assets. However, umestricted net assets often are 
designated to indicate that management does not consider them to be available for general 
operattons. Umestricted net assets often have constramts that are imposed by management, 
but can be removed or modified. 

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

The accompanying statement of activities presents the results of .the Municipality's operanons by 
showing how the Municipality's net assets changed during the year ended June 30, 2004, using a 
net (expense) revenue format. This statement presents the cost of each function/program as well 
as the ex.tent to which each of the Municipality's functions, programs or other services either 
contributes to or draws from the Municipality's general revenues (such as property taxes, 
mun1c1pal hcense taxes, construction excise taxes, etc .). 

A function/program describes a group of activities that are aimed at accomplishing a major 
service or regulatory responsibility. The functions/programs reported in the accompanying basic 
financial statements are: (1) general government, (2) urban and economic development, (3) 
publtc safety, (4) health and sarutation, (5) culture, recreation and education and (6) public 
housmg and welfare. The governmental operations of the ·Municipality's departments and . 
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operational umts are classified within the following functions/programs in the accompanying 
basic financial statements: 

General government: 
Municipal legislature 
Mayor's office 
Department of finance and budget 

Department of human resources 
Department of mumcipal secretary 
Department of internal audit 

Urban and economic development: 
Department of pubhc works 
Department of tourism 

Public safety: 
Department of m\lllicipal police 
Department of emergency management 

Health and sanitation 
Department of health 
Department of sanitation 

Culture, recreation and education: 
Department of recreation and sports 

Public housing and welfare: 
Department of elderly affairs 
Department of federal programs 

The statement of activities demonstrates the degree to which program revenues offset direct 
expenses of a given function/program or segments. Direct expenses are those that are clearly 
identifiable with a specific function, segment or operational unit. This statement reports revenues 
m two broad categories: (1) program revenues and (2) general revenues. 

Program revenues are generated directly from a program itself or may come from parties outside 
the Mumcipality's taxpayers or citizens. In the statement of activities, program revenues reduce 
the costs (expenses) of the function/program to arrive at the net cost of the function/program that 
must be financed from the Municipality's general revenues. ,The accompanying statement of 
activities separately reports the following categories of program tevenues: 
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• Charges for services - These generally consist of exchange or exchange-like transactions 
mvolvmg charges to customers or applicants who purchase, use or directly benefit from the 
goods, services or privileges provided, or are otherwise directly affected by the services. 
TI1ese include fees charged for specific services, charges for licenses and permits, and fines 
and forfeitures, among others. 

• Program-specific capital and operating grants and contributions - These consist of 
transactions that are either mandatory or voluntary nonexchange transactions with other 
governments, orgamzahons, or individuals that restrict the resources for use in a particular 
program. Capital grants and contributions consist of capital assets or resources that are 
restncted for capital purposes - to purchase, construct or renovate capital assets associated 
wt th a specific program. Operating grants and contributions consist of resources that are 
required to be used to finance the costs of operating a specific program or can be used either 
for operatmg or capital purposes of a specific program. Restricted capital and operating 
grants and contributions are program revenues because they are specifically attributable to a 
program and reduce the net expense of that program to the Municipality. They are reported 
net of estimated uncollectible amounts. 

General revenues are the default category for revenues. It includes all revenues and gains that do 
not meet the definition of program revenues. Property taxes, municipal license taxes and 
constrnction excise taxes are reported as general revenues. All other nontax revenues (including 
unrestncted mvestment earnings, grants and contributions not restricted for specific programs 
and miscellaneous revenues) that do not meet the definition of program revenues are classified as 
general revenues . Resources that are dedicated mtemally by the Municipality are reported as 
general revenues rather than as program revenues. All general revenues are reported net of 
estimated uncollectible amounts, which are recorded as reduction of revenues rather than as 
expenses. 

The general government function/program reported in the accompanying statement of activities, 
includes expenses that are, in essence, indirect or overhead expenses of the Municipality's other 
functions/programs. Even though some of these costs have been charged to other funds in the 
governmental fund financial statements as indirect cost allocations permitted under some federal 
programs, the Municipality has reported these indirect expenses as direct expenses of the general 
government function. Accordingly, the Mumcipality does not allocate general government 
(indirect) expenses to other functions. 

The effects of all interfund governmental activtties (revenues, expenditures and other financing 
sources/uses among governmental funds) have been removed from the accompanying statements 
of net assets and activities. 

The Mmucipality classifies all of its activities as govermnental activities in the accompanymg 
GWFS. These are activ1ties generally financed through ·taxes, intergovernmental revenues and 
other nonexchange revenues that can be used to support the M~1cipality's programs or services. 
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These governmental actJ.vities are also generally reported in the governmental fund financial 
statements. 

The Mun1cipahty has no fiduciary activities, which are those in which the Municipality would be 
holding or managmg net assets for specific individuals or other external parties in accordance 
with trust agreements or other custodial a.qangements. In addition, the Municipality has no 
operations or activines that are pnmari1y financed and operated in a manner similar to private 
business enterprises, where the costs of providing goods or services to the general public is 
financed pnmarily through user charges. 

d) Governmental Fund Financial Statements 

The accompanying GFFS are composed of: (1) the balance sheet - governmental funds and (2) 
the statement of revenues, expenditures and changes in fund balances - governmental funds. 
These financial statements report the financial position and results operations of the 
Municipality's governmental funds by presenting sources, uses and balances of current financial 
resources. Some of these financial statements have a budgetary onentation and focus primarily 
on: (1) the Municipality's major funds, as defined below, (2) the fiscal accountability and (3) the 
mdividual parts of the Municipality's government. Fiscal accmmtability represents the 
Mumcipahty's responsibility to justify that its actions m the current year have complied with 
public deciswns concerning the raising and spending of public moneys in the short term (one 
fiscal year). 

Each governmental fund is considered an independent fiscal entity accmmted for within a set of 
self-balancmg accounts that comprise its assets, liabilities, fund equity or deficit, revenue and 
expenditures. . The accompanying GFFS segregate governmental funds according to their 
mtended purpose and are used in demonstrating compliance with legal, financial and contractual 
provisions. The mimmum nu_mber of governmental funds is maintained consistent with legal and 
self-imposed managerial requirements established by the Municipality. For financial reporting 
purposes, the Municipality classifies its governmental funds within the following categories: 

• General fund - The general fund is the Municipality's main operating and major fund, as 
defined below, used to account for all financial resources and governmental activities, except 
for financial resources required to be accounted for in another fund. It is presumed that the 
Municipality' s governmental activities have been reported in the general fund except for 
transactions for which one of the following compelling reasons has required the use of 
another fund: (I) legal requirements, (2) GAAP requirements or (3) the demands of sound 
financial admmistration requiring the use of a governmental fund other than the general fund. 

• Special revenue funds - The special revenue funds are nonmajor funds, as defined below, 
used by the Municipality to account for revenues derived from grants or other revenue 
sources (other than maJor capital projects) that are either self-restricted by the Municipality 
or legally restncted by outside parties for use in speeific purposes. The uses and limitations 
of each special revenue fund are specified by ·municipal ?rdinances or federal and state 
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statutes. However, resources restricted to expendrture for purposes normally financed from 
the general fund are reported in the Municipality's general fund provided that all applicable 
legal requirements are appropriately satisfied. In this case, a special revenue fund to account 
for such kind of transactions will be used only if legally mandated. 

• Debt service fund - The debt service fund is a major fund, as defined below, used by the 
Murnc1pality to account for the accumulation of resources for, and the payment of, principal 
and mterest for: (1) bonds and notes for which debt service payments are legally mandated to 
be accm.mted for in a debt service fund and/or (2) general long-term debt for which the 
Mun1c1pahty lS being accumulating financial resources in advance, to pay principal and 
mterest payments maturing in future years. Principal and accrued interest due on July 1 of 
the followmg fiscal year related to long-term debt for which debt service payments are 
accounted form the debt servtce fund, are recorded as debt service fund's liabilities at June 
30, 1f resources are available at June 30 for its payment. 

General long-term debts for which debt service payments do not involve the advance 
accwnulation of resources (such as obligations under capital leases, compensated absences, 
cla1ms and judgments, and notes payable, among others) are accounted for m the 
accompanymg statement of net assets. The debt service payments of such debts are generally 
accounted for m the general fund. 

• Capital projects funds - Capital projects funds are major and nonmajor funds, as defmed 
below, used to account for the financial resources used in the acquisition or construction of 
maJor capital facilities, other assets and permanent improvements. Significant capital outlays 
financed from general obhganon bond proceeds are accounted for also in the capital projects 
funds. 

The use of the capital projects funds has been reserved for major capital acquisitions or 
construction activities that would distort financial resources trend data if not reported 
separately from the other Municipality• s operating activities. The routine purchases of minor 
capitahzable assets (such as certain vehicles and other minor capital assets) have been 
reported rn the fund from which financial resources were used for the purchase. 

Pnor to GASB No. 34, the Murucipahty was required to report governmental fund financial 
statements that presented a single aggregated column for each fund type. Each column presented 
the combined total of all funds of a particular type. Fund types are no longer the focus of the 
accompanymg governmental fund financial statements. Under GASB No. 34, the focus of the 
governmental fund financial statements is on major funds, which generally represent the 
Mumcipailty 's most important funds. Accordingly, the Municipality is required to segregate 
governmental funds among major and nonma3or withm the governmental fund fmancial 
statements. MaJOr individual governmental funds are reported individually as separate columns 
m the governmental fund financial statements, while data from all nonmajor governmental funds 
are aggregated mto a single colunm, regardless of fund tyt:>e. 
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By definition, the Mumcipality's general fund is always considered a major governmental fund 
for financial reporting purposes. In addition, any other fund is considered a major fund for 
financial reporting purposes if its total assets, liabilities, revenues or expenditures of that 
individual governmental fund are at least 10 percent of the corresponding element total (assets, 
liabilities, revenues or expenditures) for all governmental funds. For the purposes of applying 
the aforementioned major fund criteria, no eliminations of interfund balances have been made. 
Total revenues for these purposes means all revenues, including operating and nonoperating 
revenues (net of allowances), except for other financing sources. Total expenditures for these 
purposes mean all expenditures, including operating and nonoperating expenditures, except for 
other financing uses. 

Based on the aforementioned cnteria, the Municipality's major governmental funds reported m 
the accompanying governmental fund financial statements are: (1) the general fund, (2) the state 
legislative JOtnt resolutions fund, and (3) the debt service fund. 

The state legislative joint resolutions fund is a major fund used to account for financial resources 
derived from capital and operating grants awarded each year by the Commonwealth's Senate and 
House or' Representatives (the Commonwealth's Legislature). The purpose of the amounts 
awarded by the Commonwealth's Legislature vary from year to year, but are generally restricted 
to (1) partially subsidy certain qualifying administrative and operational activities of the 
Municipality, (2) provide specific multipurpose services to citizens and (3) finance the 
acqms1tion or construction of capital assets approved by the Commonwealth's Legislature. 

e) 1'1/Jeasuremen{Focus and Basis of Accou11ti11g 

Government-wide .financial statements - The accompanying GWFS are prepared using the 
economic resources measurement focus and the accrual basis of accounting. Subject to the 
add1t10nal rules and lumtahons detailed below, revenues (including interest income) are 
generally recorded when earned and expenses are generally recorded when a liability is incurred, 
regardless of the timing of related cash flows. 

All revenues, expenses, gains, losses, assets and liabilities resulting from exchange and 
exchange-like transactions are generally recorded when the exchange takes place. In exchange 
transactions, each party to the transaction receives and gives up essentially equal values. An 
exchange-like transaction is one in which there is an identifiable exchange and the values 
exchanged. though related, may not be quite equal. Nevertheless, the exchange characteristics of 
the exchange-like transaction are strong enough to justify treating it as an exchange for 
accountmg purposes (examples mclude fees for licenses and pennits, charges for services, and 
miscellaneous revenues, which are recorded as revenues when collected because they are 
generally not measurable until actually received). 

All revenues, expenses, gams, losses and assets resulting from nonexchange transactions are 
recorded usmg the criteria set forth by GASB Statement No. 33, Accounting and Financial 
Reporting for Nonexchange Transactions (GASB No. 33), which the Mun1c1pality adopted on 
July l, 2002. GASB No. 33 established accounting and reporting standards for nonexchange 
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transactions mvolvmg cash and financial or capital resources (for example, most taxes, grants and 
private donations). In a nonexchange transaction, the Municipality gives (or receives) value 
w1thout directly receiving (or giving) equal value in return. This is different from an exchange 
transaction, in which each party receives and gives up essentially equal values. According to 
GASB No. 33, the Municipality groups its nonexchange transactions into the following four 
classes m the accompanying basic financial statements: (a) derived tax revenues, (b) 1mposed 
nonexchange revenues, (c) government mandated nonexchange transactions, and (d) voluntary 
nonexchange transactions. 

In the case of denved tax revenue transactions (such as municipal license taxes), which result 
from assessments the Municipality places on exchange transactions, receivables and revenues are 
recorded when the underlying exchange has occurred (that generally is, when the taxpayers' net 
sales or revenues subject to ta.'< take place). 

Jn the case of imposed nonexchange revenue transactions (such as property taxes), which result 
from assessments made by the Municipality on nongovernmental entities, including individuals, 
other than assessments on exchange transactions, receivables are generally recorded m the penod 
when an enforceable legal claim has arisen. Property taxes are generally recorded as revenues 
(net of amounts considered not collectible) in the period when resources are requrred to be used 
or the first period that the use of the resources is permitted. 

Government-mandated nonexchange transactions (such as grants and contributions) result when 
a government at one level (such as the federal or state government) provides resources to another 
government (such as the Municipality), · and the provider government requires the recipient 
government to use those resources for a specific purpose or purposes established in the 
provider's en·abling legislation. Jn these types of transactions, receivables and revenues are 
generally recorded as follows: 

• For reimbursement-type (commonly known as "expenditure-driven awards"), receivables 
and revenues are recorded when all eligibility requirements imposed by the provider 
have been met. The Municipality must expend resources on the specific purpose or 
project before the provider reimburses any amounts. Revenue is, therefore, generally 
recognized as qualifying reimbursable expenditures are incurred. 

• For other types of grants (mainly grants and contributions with purpose restrictions but 
with no time requirements), receivables and revenues are recorded when all applicable 
eligibility requirements are met. When the provider is a government (including the 
government of the United States of America) the applicable recognition period for both, 
the provider and the recipient, is the provider's fiscal year and begins on the first day of 
that year. 

Voluntary nonexchange transactions (such as donations and certain grants and entitlements) 
result from legislative or contractual agreements, other than exchanges, entered into willingly by 
two or more pames. In these types of transactions, receiva~les and revenues are generally 
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accounted for m the same manner as government-mandated nonexchange transactions discussed 
above. 

Receipts of any type of revenue sources collected in advance for use in the following period are 
recorded as deferred revenues. 

Events that are neither exchange nor nonexchange transactt0ns are recorded when it is probable 
that a loss has been incurred and the amount of Joss is reasonably estimable. 

The measurement focus and the basis of accounting used in the accompanying GWFS differ 
significantly from the measurement focus and basis of accounting used in the preparation of the 
accompanying GFFS. Therefore, the accompanying GFFS include reconciliations to better 
identify the relationship between the GWFS and the GFFS. 

Governmental fund financial statements - The accompanying GFFS are reported usmg the 
current financial resources measurement focus and the modified accrual basis of accmmting. 
Revenues are generally recognized as soon as they are both measurable and available. Revenues 
are generally considered to be available when they are collectible within the current year or soon 
enough thereafter to pay liabilities of the current year. For this purpose, the Municipality 
considers most revenues to be available if collected within 90 days after June 30, 2004, except 
for property taxes for which the availability period is 60 days. Revenue sources not meeting this 
availability cntenon or collected m advance are recorded as deferred revenues at June 30, 2004. 
The pnnc1pal revenue sources considered susceptlole to accrual include property taxes, 
municipal hcense taxes, mtergovernmental grants and contributions and interest income. These 
principal revenue sources meet both measurability and availability criteria in the accompanying 
GFFS, except for amounts recorded as deferred revenues. 

In a manner sinular to the GWFS, but subject to and limited by the availability criteria discussed 
above, all revenues, expenses, gains, losses, assets and liabilities resulting from exchange and 
exchange-like transactions are also generally recorded when the exchange takes place. 
Accordingly, fees for licenses and permits, charges for services and miscellaneous revenues are 
recorded as revenues when collected because- they are generally not measurable until actually 
received. 

All revenues, expenses, gains, losses and assets resulting from nonexchange transactions are 
recorded m a similar manner to the GWFS, using the previously discussed criteria set forth by 
GASB No. 33 for nonexcbange transactions, but subject to and limited by the availability criteria 
discussed above. Accordingly, municipal license tax receivables and revenues are generally 
recorded when the underlying exchange has occurred. Property tax receivables are also generally 
recorded m the penod when an enforceable legal claim has arisen while property tax revenues 
(net of amounts considered not collectible) are also generally recorded in the period when 
resources are requrred to be used or the first period that the use of the resources is permitted. 
Receivables and revenues from reimbursement-type grants, contributions, donations and 
entitlements are also generally recorded as qualifying reimbursable expenditures are incurred, 
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while receivables and revenues from other types of grants are recorded when all elig1bihty 
reqmrements imposed by the proVJ.der have been met. 

Interest mcome is recorded when earned only if collected within 90 days after year-end since 
these would be consLdered both measurable and available. 

As prev10usly discussed, on July l, 2002, the Municipality adopted the provisions of GASB 
Interpretation No. 6, Recognition and Measurement of Certain Liabilities and Expenditures in 
Governmental Fund Financial Statements (GASBI No. 6), which modifies the recognition 
cntena for certam expenditures and liabilities reported under the modified accrual basis of 
accounting and clarifies a number of situations in which the Municipality should distinguish 
between governmental fund habilities and general long-term liabilities. 

Pursuant to the provisions of GASBI No. 6, expenditures and related liabilities are generally 
recorded m the accompanymg governmental fund financial statements in the accounting period 
m which the liability is incurred, as under the accrual basis of accounting, but only to the extent 
that they are normally expected to be liquidated with expendable financial resources. 

Modifications to the accrual basis of accounting include: 

• Employees' accumulated vacahon, sick leave and compensatory time (compensated 
absences) is recorded as expenditure when consumed. The amount of the unpaid 
compensated absences has been reported only m the accompanying statements of net assets. 

• Pnncipal and interest on bonds and notes payable are recorded when they mature (when 
payment Is due), except for pnncipal and interest due in July l of the following fiscal year, 
which are recorded when resources are available in the debt service fund (generally June 30). 

• Obhgations under capital leases, amounts subject to claims and judgments under litigation 
and other long-term obligations are record_ed only when they mature (when payment is due). 

• Accounts payable and accrued liabilities not expected to be liquidated with available and 
expendable financial resources are recorded in the accompanying statement of net assets but 
not m the governmental funds. 

• Executory purchase orders and contracts are recorded as a reservation of fund balance m the 
GFFS. 

Liabihties outside the bounds of these exceptions or modifications are reported as governmental 
fund habilines when incurred (including salaries, professional services, supplies, utilities, etc.) 
since these liabilities normally are paid in a timely manner and in full from current financial 
resources. 
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The measurement focus of the GFFS is on decreases m net fmancial resources (expenditures) 
rather than eX:penses. Most expenditures are measurable and are recorded when the related 
governmental ftmd liability is incurred. Allocation of costs, such as depreciation and 
amortization, are recorded in the accompanying statement of activities, but are not recorded in the 
accompanying GFFS. 

Under the new financial reporting model established by GASB No. 34, all general capital assets 
and the unmatured long-term liabilities (determined using the modified accrual basis of 
accounting) are no longer reported in account groups within the governmental fund balance sheet 
but are incorporated into the accompanying statement of net assets since July 1, 2002. 

j) StewardSllip, Compliance a11d Accountability 

Budgetary Control 

Accordmg to the Autonomous Municipalities Act of the Commonwealth of Puerto Rico, the 
Mayor and its Administrative Cabinet prepare annual budgets each fiscal year for the 
Municipahty's general fund and debt service fund. Such legally adopted budgets are based on 
expected expenditures by program and estimated resources by source for both funds. The annual 
budgets are developed using elements of performance-based program budgeting and zero-based 
budgeting, and include estunates of revenues and other resources for the ensuing fiscal year under 
laws and reg~lations existing at the hme the budget is prepared. 

The Mayor must submit an annual budgetary resolution project (the Project) to the Commissioner 
of Municipal Affairs of Puerto Rico (the Commissioner) and the Municipal Legislature no later 
than each May 10 and May 15, respectively. The Commissioner preliminary verifies that the 
Project complies with all the applicable laws and regulations and may provide comments and 
suggestions to the Mayor on or before each June 13. 

The Municipal Legislature has 10 business days, up to Jlllle 13, to discuss and approve the 
Project with modifications. The Municipal Legislature may amend the budgets submitted by the 
Mayor but may not increase any items so far to cause a defic1t without imposing taxes or 
identifymg other sources of revenue to cover such deficit After the Municipal Legislature 
modifies and preliminarily approves the Project, the modified Project is sent back to the Mayor 
for his approval or rejection within 6 days. The Mayor may decrease or eliminate any line item 
but may not increase or insert any new line item in the budgets. The Mayor may also veto the 
budgets in their entirety and return it to the Municipal Legislature with his objections. If the 
Mayor rejects the Project, the Municipal Legislature will have up to 8 days to adopt or reject the 
recommendations or objections of the Mayor. The approved Project is sent again to the Mayor, 
which then would have 3 days to sign and approve it. 

If the budgets are not adopted pnor to the end of the deadlines referred to above, the annual 
budgets for the preceding fiscal year, as approved by the Legislature and the Mayor, are 
automatically renewed for the ensumg fiscal year until the Municipal Legislature and the Mayor 

37 



COMMONWEAL TH OF PUERTO RICO 

MUNlCIP ALITY OF ANASCO 

Notes to Basic Financial Statements 
June 30, 2004 

approve new budgets. This permits the Municipality to continue making payments for its 
operations and other purposes until the new budgets are approved. 

The annual budgets may be updated for any estimate revisions as well as year-end encumbrances 
and may include any additional information requested by the Municipal Legislature. The Mayor 
may request subsequent amendments to the approved budgets, which are subject to the approval 
of the Mumcipal Legislature. 

The Municipality's Department of Finance and Budget has the responsibility to ensure that 
budgetary spending control is mamtamed. For day-to-day management control, expenditures 
plus encumbrances may not exceed budgeted amounts at the expenditure-type level of each cost 
center (activity within a program within a fund). The Mayor may transfer unencumbered 
appropriations withm programs within funds. The Municipal Legislature may transfer amounts 
among programs W1thin and among funds. 

The legal level of budgetary control (i.e., the level at which expenditures may not legally exceed 
appropnat1on) is at the functions/pragram level (general government, urban and economic 
development, public safety, health and sanitation, culture, recreation and education, and public 
housing and welfare) within a fund. 

Under the laws and regulations of the Commonwealth, the appropriations made for any fiscal 
year shall not exceed the total revenue, including available surplus, estimated for said fiscal year 
unless the imposition of truces sufficient to cover said appropriations is provided. 

Budgetary A:ccounting 

The Mumcipality's annual budgets are prepared under the budgetary (statutory) basis of 
accountmg, which ts not m accordance with GAAP. 

Under the budgetary basis of accounting, revenue is generally recognized when cash is received. 
Short-term and long-term borrowings may be used to finance budgetary excess of expenditures 
over revenues. 

The Mumcipality uses encumbrance accounting to record the full amount of purchase orders, 
contracts and other commitments of appropriated resources as deductions from the appropriation 
pnor to actual expenditure. In the governmental funds, encumbrance accounting is a significant 
aspect of budgetary control. Accordingly, expenditures are generally recorded when the related 
expenditure is incurred or encumbered. Available appropriations and encumbrances are 
established to lapse one year after the end of the fiscal year. Amounts required to settle claims 
and Judgments against the Municipality, and certain other liabilities, are not recognized until they 
are encumbered or otherwise processed for payment. Unencumbered appropriations and 
encumbrances lapse at year-end. Other appropriations, mainly capital projects appropnations, 
are contmumg accounts for which the Municipal Legislature has authorized that an unspent 
balance from the prior year be carried forward and made available for current spending . . 
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The accompanying budgetary companson schedule provides infonnatton about the general fund's 
ongmal budget, the amendments made to such budget, and the actual general fund's results of 
operahons under the budgetary basis of accounting for the fiscal year ended June 30, 2004. 
Further details of the Municipal.lty's budgetary control at the legal level may be obtained from the 
Budgetary L1quidat1on Report for the fiscal year ended June 301 20041 which is prepared by the 
Mumcipahty 's Department of Finance and Budget. Copies of that report may be obtained by 
writmg to the Municipality's Director of Finance and Budget. 

Accounting pnnc1ples apphed for purposes of developing data on a budgetary basis differ 
s1gmficantly from those used to present the governmental fund financial statements in conformity 
with GAAP. Accordingly, the accompanying budgetary comparison schedule is accompanied by 
a reconc1liation of the differences between the budgetary basis and GAAP actual amounts. 

The Municipality does not legally adopt budgets for the state legislative joint resolutions capital 
fund. The financial resources received by these funds are not subject to budgeting by the 
Municipality smce the resources received each year from the respective grantors varies from year 
to year, and the respective amounts are granted at their discretion. 

g) Unrestricted and Restricted Deposits 

The Mumcipality's deposits are composed of cash on hand, demand deposits and cash 
equivalents m: (1) commercial banks, (2) the Government Development Bank for Puerto Rico 
(GDB), a governmental bank and a major component unit of the Commonwealth, who is 
statutorily designated as fiscal agent of the Municipality, and (3) the Municipal Revenue 
Collection Center (CR1M, by its Spanish acronyms), a governmental entity responsible for the 
1mpos1t10n and collection of property taxes on behalf of all municipalities of Puerto Rico. 

The Municipahty follows the practice of pooling cash. The balance in the pooled cash account is 
available to · meet current operating requirements. Under the laws and regulations of the 
Commonwealth, public funds deposited by the Municipality in commercial banks must be fully 
collateralized for the amounts deposited in excess of the federal depository insurance generally 
provided by the Federal Deposits Insurance Corporation (FDIC). All securities pledged as 
collateral are held by agents designated by the Secretary of the Treasury of the Commonwealth, 
but not m the Municipality's name. 

Restricted assets include cash and cash equivalents in commercial banks, GDB and CRIM. These 
cash balances are classified as restricted assets since its use is limited for the specified purposes 
discussed below, which are established by applicable agreements or required by law. 

Restricted cash with fiscal agent in the general and debt service funds represent property tax 
collections which are retained and restricted for the payment of the Municipality's debt service, 
as established by law. Restricted cash m fiscal agent in other governmental funds consists of 
unspent proceeds of bonds and notes, and the balance of .interest and noninterest bearing accounts 
which are restricted for: ( 1) the acquisition, construction or improvement of major capital assets 
and the operations of federal and state funded programs. • 
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Restricted cash includes cash equivalents amounting to $868,792 at June 30, 2004, cons1stmg of 
certificates of deposit Wlth ongmal maturities of three months or less. These cash equivalents are 
recorded m the state legislative joint resolutions fund, consequently, are restricted for use in 
specific activities accounted for in such fwid. 

Ii) Unrestricted and Restricted Accmmts aud Notes Receivable 

In the accompanying GWFS, receivables consist of all revenues earned but not collected at June 
30, 2004. Major receivable balances for the governmental activities include municipal license 
taxes, property taxes and intergovernmental receivables. 

Tax receivables in the general fund represent uncollected property taxes and municipal license 
taxes. Restncted tax receivables in the debt service fund consist of uncollected property taxes, 
which are restricted for the payment of the Murucipality's debt semce, as established by law. 

Intergovernmental receivables are composed of: (1) amounts owed to the Mumcipahty for 
reimbursement of expenditures incurred pursuant to federal and state funded programs (recorded 
in the general fund, special revenue fonds and capital project funds), and (2) contributions m lieu 
of taxes from the Puerto Rico Electric Power Authority, recorded in the general fund. 

These accounts receivables are stated net of estimated allowances for uncollectible accounts, 
which are determined, based upon past collection experience, historical trends, current economic 
conditions and the periodic aging of accounts receivable. 

Activities among 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 mterfund loans) or "advances to/from other funds" (1.e., the non-current portion of 
interfund loans). All other outstanding balances between funds are reported as "due to/from other 
funds." Advances between funds, as reported in the GFFS, are offset by a fund balance reserve 
account m apphcable governmental funds to indicate that they are not available for appropriation 
and are not expendable available financial resources. 

i) Inventories and Other Current Assets 

Inventones and other current assets consist of matenals, supphes, food and medicme mventories 
held for consumption; and prepaid costs. Generally, inventories and other current assets are 
capitalized (consumption method). Inventones are stated at cost usmg the first-in, first-out 
method (FIFO). 

j) Deferred Charges 

Deferred charges capitalized in the accompanying statement of net assets consist of bond 
issuance costs, net of accumulated amortization. Deferred charges are amortized over the term of 
the related debt using the straight-hne method. In the GFFS, bqnd issuance costs are recognized 
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m the current penod as expenditures, whether or not w1thheld from the actual debt proceeds 
received. 

k) Capital Assets 

Capital assets used in governmental activities include land and land improvements, buildings, 
structures and building improvements, machinery and equipment, furniture and fixtures, licensed 
vehicles, construction in progress, and infrastructure. These assets are capitalized and reported in 
the accompanying statement of net assets. Infrastructure assets are generally stationary in nature 
and mclude roads, bridges, streets and sidewalks, drainage systems and other similar assets. 

The Mumcipahty defines capital assets as assets with an individual cost of $500 or more at the 
date of acqumtion or construction, and with useful lives extending beyond one year. All assets 
with mdiv1dual costs under $500 or with useful lives not exceeding one year, are charged directly 
to expense m the accompanying statement of activities. In the governmental funds, all capital 
assets are recorded as expenditures. 

In the statement of net assets, all capital assets are recorded at cost or estimated historical cost if 
actual cost was unavailable, except for donated capital assets, which are recorded at their 
estimated fair value at the date of donation. Estimated historical costs based on deflated current 
costs were used to value a s1gmficant portion of the infrastructure and certain land, buildings, 
structures and building improvements constructed or acquired prior to June 30, 2002. The 
method to deflate the current costs using an approximate price index was used only in the case of 
certain items for which their historical cost documentation was not available. Actual historical 
costs were used to value the infrastructure, land, building, structures, building improvements, 
construction in progress, machinery and equipment and licensed vehicles constructed or acquired 
dunng or after the year ended June 30, 2003. 

Major outlays for capital assets and improvements are capitalized in the statement of net assets as 
projects are constructed. The costs of normal maintenance and repairs that do not add value to 
the asset or materially extend capital asset lives are not capitalized. 

Depreciation and amortization expense is recorded only in the government-wide statement of 
actlVlhes. However, there is no depreciation or amortization recorded for land and construction­
m-progress. Depreciable capital assets are generally depreciated or amortized over their 
estimated useful lives tmder the straight - line method, except for machinery and equipment held 
under capital leases which is depreciated over the shorter of its estimated useful ltfe or the lease 
term. The estimated useful lives of major capital asset categories are: 

THIS SPACE HAS BEEN LEFT IN BLANK INTENTIONALLY 
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Land unprovements 

Buildings, structures and building improvements 

Infrastructure 

Licensed vehicles 
Furruture and fixtures 

Machinery and equipment, excluding those 

held under capital leases 

20 

30 to 50 

20 to 50 

8 

5 to 20 

5 to 20 

Depreciation and amortization expense on capital assets are recorded as direct expenses of the 
function/program specifically identified with the asset. Depreciation and amortization of 
mfrastructure is not allocated to various functions/programs but reported as direct expenses of 
the urban and economic development function. 

I) Deferred Revenues 

The Municipality reports deferred revenue on its GFFS and GWFS. In the GFFS, deferred 
revenue anses when: 

• Potential revenue does not meet both the "measurable" and "available" criteria for revenue 
recognition m the current period. As previously discussed, available is defined as due (or 
past due)' at June 30, and collected within 90 days (60 days for property taxes) thereafter to 
pay obhgations due at June 30, or; 

• The Mumcipahty receives resources before it has a legal claim to them. In subsequent 
periods, when the revenue recognition criterion is met, the liabihty for deferred revenue is 
removed and revenue is recognized. 

Deferred revenues at the government-wide level arise only when the Municipality receives 
resources before it has a legal claim to them. 

m) Compensated Absences 

Compensated absences are accounted for under the provisions of Statement No. 16, Accounting 
for Compensated Absences, issued by GASB (GASB No. 16). Compensated absences include 
paid ttrne off made available to employees in connection with vacation, sick leave and 
compensatory time. The liability for compensated absences recorded in the accompanying 
statement of net assets is limited to leave that: (1) is attributable to services already rendered on 
or before June 30, 2004 and (2) is not conttngent on a specific event (such as illness) that is 
outside the control of the Municipality and the employee. The l~bility for compensated absences 
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mcludes salary-related costs, which are directly and incrementally related to the amount of salary 
paid to the employee (such as employer's share of social security taxes and medicare taxes). 

The vacation policy of the Municipality is established by law and provides for the accumulation 
of regular vacations at a rate of 2.5 days per month (30 days per year) per employee. Employees 
accumulate regular sick leave at a rate of 1.5 days per month (18 days per year). Employees 
accumulate compensatory time at a rate of 1.5 times the overtime worked. All vacation and sick 
leave days accumulated by employees m excess of 30 days and 90 days, respectively, are paid to 
employees each year, 1f not consumed, as required by law. In the case of compensatory time, the 
excess of 240 hours is paid to employees each year, if not consumed. 

Upon terminanon of employment, an employee receives compensation for all accumulated 
unpaid regular vacation leave at the current rate. In the case of regular sick leave, if the 
employee termmates his or her employment with the Municipality before reaching 10 years of 
serYices, such regular sick leave is not paid to the employee, if not consumed. Upon termination 
of employment, an employee does not receive compensation for compensatory time, if not 
consumed. After 10 years of services any regular sick leave balance is paid to the employee. 
Accumulated vacation time is fully vested to the employee at any time. 

The liability for compensated absences is reported in the statement of net assets. A liability for 
compensated absences is reported in the GFFS only if they have matured, for example, as a result 
of employee resignanons and retirements. 

n) Long-term Debt 

The long-term liabihties reported in the accompanymg statements of net assets include the 
Mumcipahty's bonds, notes, obligation under capital leases, compensated absences, estimated for 
landfill closure and postclosure care costs and legal claims and judgments. 

All long-term debt to be repaid from governmental resources is reported as liabilities in the 
accompanying statement of net assets. Principal and interest payments on bonds due in July 1 of 
the following fiscal year are recorded as fund liabilities in the GFFS when resources are available 
in the debt service fund (generally at June 30). In the GFFS, the face amount of debt issued is 
reported as other financing sources when issued. 

In the GWFS debt issuance costs are reported as deferred charges and are amortized under the 
straight-line method over the life of the debt while in the GFFS such costs are recognized as 
expenditures during the current period. 

On July 1, 2002, the Municipality adopted the provisions of APB Opinion No. 21, Interest on 
Receivables and Payables (APB No. 21), to account for certam non-interest bearing notes 
payable to: (l) CRIM, (2) Puerto Rico Land Authonty and Puerto Rico Aqueduct and Sewer 
Authonty, two discretely presented component um~ of the Commonwealth, and (3) Puerto Rico 
Treasury Department and Puerto Rico Department of Labor and Human Resources, two agencies 
(governmental units) of the primary government of the Commonwealth. 
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Accordmg to APB No. 21, the Municipality has recorded such notes at present value with an 
imputed mterest rate that approximates the rate that would have been used, using the same terms 
and conditions, if it had been negotiated by an independent lender. In the accompanying 
statement of net assets, such notes payable are reported net of the applicable unamortized 
discount, which is the difference between the present value and the face amount of the notes. 
The notes discount is amortized over the life of the notes using the effective interest method. 
Amortization of the notes discount is recorded as part of interest expense in the statement of 
activities. In the GFFS, notes discount is recognized as other financing uses dunng the current 
penod. 

o) Leases 

The Municipality classifies its lease agreements either as operating or capital leases. Capital lease 
agreements are non-cancelable and involve substance over form, the tran5fer of substantially all 
benefits and nsks inherent in the ownership of the leased property, while operating leases do not 
mvolve such transfer. Accordingly, a capital lease involves the recording of an asset and a 
related lease liability at the mception of the lease. According to GAAP, the Mumcipality 
classifies a lease agreement as a capital lease if at its incephon the lease meets one or more of the 
followmg four criteria: 

• By the end of the lease term, ownership of the leased property is transferred to the 
Municipality. 

• The lease agreement contains a bargain purchase option. 

• The lease term is substantially equal (75% or more) to the estimated useful life of the leased 
property. 

• At the inception of the lease, the present value of the minimum lease payments, with certain 
adjustments, 1s 90% or more of the fair value of the leased property. 

Although the Municipality 1s prevented legally from entering into obligations extending beyond 
the current year budget, most capital lease agreements entered by the Municipality contain fiscal 
funding clauses or a cancellation clause that makes the continuation of the agreements subject to 
future appropnations. Leases that meet at least one of the aforementioned four criteria and have 
fiscal funding or cancellation clauses have been recorded as capital leases in the accompanying 
GWFS, since the likelihood of invoking the provision is considered to be remote. The 
Municipality's lease agreements do not include contmgent rental payments or escalation clauses. 

In the GWFS, the obligation under capital leases is recorded at the lesser of the estimated fair 
value of the leased property or the present value of the minimum lease payments, excluding any 
portion representing executory costs and profit thereon to be paid by the lesser. A portion of 
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each m1mmum lease payment is allocated to mterest expense and the balance is applied to reduce 
the lease f1abil1ty using the effective mterest method. 

In the GFFS, the net present value of the minimum lease payments at the inception of the capital 
lease 1s recorded simultaneously as (1) expenditure and (2) other financing source. Minimum 
lease payments are recorded as expenditures in the GFFS. 

p) Accounting for Pe11sio11 Costs 

For the purpose of applying the requirements of GASB Statement No. 27, Accounting for 
Pensions by State and Local Government Employers (GASB No. 27), the Commonwealth of 
Puerto Rico is considered to be the sponsor of the Employees ' Retirement System of the 
Government of Puerto Rico and Its Instrumentalities (ERS) and System 2000, the two retirement 
systems m which the employees of the Municipality participate. Accordingly, the Municipality is 
considered a participant and not a sponsor of these retirement systems since the majority of the 
participants in the aforementioned pension trust funds are part of the financial reporting entity of 
the Commonwealth. Accordingly, no portion of the net pension obhgation (NPO) related to ERS 
has been allocated to the Municipality in the accompanying basic financial statements. The bas1c 
financial statements of the Commonwealth account for the total amount of the net pension 
obligation of ERS, including any amount that may be allocated to the Municipality. 

According tq GASB No. 27, the Municipality accounts for pension costs from the standpoint of a 
part1c1pant in a multiple·employer cost·sharing plan. Accordingly, pension costs recognized in 
the accompanying basic financial statements are equal to the statutorily required contributions, 
w1th a bability recorded for any unpaid required contributions. 

q) Risk i"lanagement 

The Municipality cames commercial msurance covering casualty, theft, tort claims and other 
losses. Insurance policies are negotiated by the Puerto Rico Treasury Department (the Treasury 
Department) on behalf of all municipalities of Puerto Rico. The Treasury Department pays the 
insurance preffilums on behalf of the Municipality and then is reimbursed each year through 
monthly equal payments deducted from the Municipality's gross property tax collections made 
by CRIM. 

The Mun1c1pal1ty cames insurance coverage for death and bodily injuries caused by automobile 
acc1dents . This insurance is obtained through the Automobile Accidents Compensation 
Admm1stration ("ACAA'', by its Spanish acronym), a discretely component umt of the 
Commonwealth. This insurance 1s compulsory for all licensed velucles used on public roads and 
highways in Puerto Rico. The annual prermum is $35 per licensed motor vehicle, which 1s paid 
directly to ACAA. 

The Municipality obtains workers' compensation insurance coverage through the State Insurance 
Fund Corporation ("FSE" by its Spanish acronym), a component unit of the Commonwealth. 
This msurance covers workers against injuries, disability or death because of work or 
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employment-related accidents, or because of illness suffered as a consequence of their 
employment. Workers' compensation insurance premiums are also paid through monthly 
deductions made by CRilvf from .the Municipality's gross property tax collections. 

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

The Mumcipality also obtains medical msurance coverage for its employees. The current 
insurance policies have not been canceled or terminated at June 30, 2004. In the past three years, 
the Municipality has not settled claims that exceeded insurance coverage. 

r) Reservatious of Fund Bala/lees 

Reservations of fund balances represent portions of fund balances that are legally segregated for 
specific future uses or are not appropriated for expenditure. The Municipality has the following 
types of reservations of fund balances: 

• Encumbrances - Represent future expenditures under purchase orders, contracts and other 
comrmtments. These committed amounts represent reservations of unexpired appropriations 
and generally will become liabilities in future penods as the goods or services are received. 

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

• Debt Service - Represent fund balances available to finance future debt service payments. 

• Adva/lces- Represent the reservation of resources set aside for long4erm accounts, notes and 
interfund receivables, which are not considered current available financial resources. 

• Inventories and other current assets - Represent the reservation of resources set aside for 
inventories and prepaid costs, which are not considered current available financial resources. 

• Other Specified Pllrposes - Represent resources set aside for use in federal and state grant 
programs accounted for in the special revenue funds. 
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Permanent reallocations of resources among the Municipality's funds are classified as interfund 
transfers. The Municipality has the following types of activities recorded among funds in the 
accompanying GFFS: 

• Operating Tra11sfers - Represent legally required transfers that are reported when incurred 
as "operating transfers-in" by the recipient fund and as "operating transfer-out" by the 
disbursing fund. 

• Intra-entity Activities - Represent transfers among funds that are reported as interfund 
transfers with receivables and payables presented as amounts due to and due from other 
funds. 

• Atlvances - Represent amounts advanced among funds, which are not considered to be 
currently available financial resources. 

In the GFFS, interfund activity has not been eliminated, as permitted by GAAP. 

t) Use of Estimates 

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

11) Future Adoptio11 of Accounting Pronouncements 

On March 27, 2003, the GASB issued its Statement No. 40 (GASB No. 40), Deposit and 
Investment Risk Disclosure, an Amendment to GASE Statement No. 3. This statement requires 
that state and local governments disclose essential risk information about deposits and 
investments. The disclosure requirements cover four main areas: (1) credit risk, (2) interest rate, 
(3) investment maturity, (4) interest rate sensitivity and (5) foreign exchange exposure. The 
provts1ons of GASB No. 40 are effective for the Municipality's fiscal year commencing on July 
1, 2004. 

On November 18, 2003, the GASB issued its Statement No. 42 (GASB No. 42), Accounting and 
Financial Reporting for Impairment of Capital Assets and for Insurance Recoveries. This 
statement requires governments to report the effects of capital asset imparrment in their financial 
statements. This statement also requires all governments to account for insurance recoveries in 
the same manner. The provisions of GASB No. 40 are effective for the Municipality's fiscal 
year commencing on July 1, 2005. 
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The Municipality's management has concluded that the future adoption of GASB Statements No. 
40 and 42 will not have a significant impact on the Munic1pahty's basic financial statements. 

2. DEPOSITS 

The Municipality mamtams its deposits of cash in various commercial banks located in Puerto Rico, 
GDB and CRIM. The balances deposited in commercial banks are insured by the Federal Deposit 
Insurance Corporation ("FDIC") up to a maximum of$ l 00,000 per depositor. 

Under the laws and regulations of the Commonwealth, public funds deposited in commercial banks 
must be fully collateraltzed for the amounts deposited in excess of federal depository insurance. All 
securities pledged as collateral are held by the agents of the Commonwealth's Secretary of the 
Treasury, in the Municipality's name. 

The Municipality's bank balance of deposits with financial institutions is categorized to proVlde an 
mdication of the level of collateral risk assumed by the Municipality at June 30, 2004. Risk 
categones are described as follows: 

Category 1: 

Category 2: 

Category 3: 

Deposit is insured or collateralized with securities held by the Secretary of 
the Treasury' ~gents in the Municipality's name. 

Deposit is collateralized with securities held by pledging financial 
mshtution's trust department or agent in the Municipality's name. 

Deposit is uncollateralized; including any bank balance that is collateralized 
Wlth securities held by the pledging financial institution or by its trust 
department or agent but not in the Municipality's name. 

THIS SPACE HAS BEEN LEFT IN BLANK INTENTIONALLY 
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The carrying amount (book balance) of cash and cash equivalents at June 30, 2004 consist of the 
following: 

Unrestncted (category 1 ): 

General 
fund 

Major funds 

$3,421,000 
Debt bond 

service 
fund 

issuance 

fund 
Nonmajor 

funds Totals 

Cash in conunercial banks $ 773,120 $ 773,120 

Restricted (category 1): 
Cash m commercial banks 552,506 868,792 

Restricted (category 3): 
Cash in GDB or CR.IM, as 
fiscal agents 1,477,369 3,407,399 1,159,796 

Total deposits $ 1,325,626 1,477,369 3,407,399 2,028,588 $ 

The Mumcipalicy'.s bank balances m commercial banks amounting to $2,408,659 at June 30, 2004 
were fully collateralized (Category 1). The bank balance of deposits in GDB and CRIM, which is 
uninsured and uncollateralized (Category 3), amounted to $5,990,137 at June 30, 2004. 

3. lVIUNICIPALLICENSE TAXES 

The Municipality is authorized by Law No. 81 to impose and collect municipal license taxes on all 
trade or business activities operated by any natural or legal person within the territonal area of 
A.fiasco. This is a self-assessed tax generally based on the business volume measured by gross sales. 
The Municipality establishes the applicable tax rates. At June 30, 2004, the mumcipal tax rates 
imposed by the Municipality were 1.50% for financing institutions and 0.50% for other types of 
taxpayers. Any taxpayers that have been granted with partial tax exemptions under any of the 
incentive tax laws of the Commonwealth ultimately pay municipal license taXes at reduced ta,'< rates, 
generally between 60% and 90% under standard rates. 

Each taxpayer must asses his/her corresponding municipal license tax by declaring his/her volume of 
business through a tax return to be filed every April 15 based on the actual volume of business 
generated in the preceding calendar year. Taxpayers with a sales volume of $1 million or more must 
include audited financial statements with their tax returns. The tax can be paid by the taxpayer in two 
equal installments due on July 15 and January 15, subsequent to the filing of the declaration. The 
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first mstallment of the tax covers the six-month period ended December 31 , subsequent to the filing 
date of the declaration, while the second installment of the tax covers the six-month penod ended 
June 30 of the subsequent calendar year. If a taxpayer elects to pay the tax m full on the filing date 
of the declaration (generally April 15), a 5% discount is gi-anted automatically on the total tax 
amount due. 

Any muruc1pal l icense taxes collected in advance (that is, pertainmg to a future penod) are recorded 
as deferred revenues. Deferred municipal license tax revenues recorded in the accompanying GWFS 
and GFFS amounted to $1,359,567 at June 30, 2004, which represents municipal licenses collected in 
advance for the taxable year 2004-2005. 

4. PROPERTY T A.,'XES 

The Municipality 1s authonzed by Law No. 81 to impose and collect personal and real property taxes. 
Under the laws and regulations of the Commonwealth, personal property taxes can be imposed to any 
natural or legal person that at January l of each year is engaged in trade or business and 1s the owner 
of personal property used in trade or business. 

Personal property taxes are self-assessed by taxpayers every year generally using the book value of 
personal property assets owned by the taxpayer at January l (assessment date) and reporting such 
taxable value through a personal property ta,'< return filed on May 15 subsequent to the assessment 
date. The total personal property tax rate in force at June 30, 2004 was 6.08% (of which taxpayers 
pay 5.88% and ·0.20% is reimbursed by the Department of Treasury). Real property taxes are 
assessed by CRIM. The assessment on real property is made every January 1 and is based on 
estimated current values of the property deflated to 1957 market prices. The total real property tax 
rate in force at June 30, 2004 was 8.08% (of which 7.88% is paid by taxpayers and 0.20% is also 
re1mbursed by the Department of Treasury). 

Residential real property occupied by its o'vvner is exempt by law from property taxes on the first 
$15,000 of the assessed value (at 1957 market prices). For such ex.empt amounts, the Department of 
Treasury assumes payment of the basic tax (4% and 6% for personal and real property, respectively) 
to the Municipality, except for property assessed of less than $3,500 (at 1957 market prices), for 
which no payment ts made. 

CRIM is responsible for the btlhng and collections of real and personal property taxes on behalf of 
the Municipality. Pnor to the begmmng of each fiscal year, CRIM informs the Municipality of the 
estimated amount of property tax expected to be collected for the ensumg fiscal year. Throughout 
the year, CRIM advances fi.mds to the Municipality based on the initial estimated collections. CRIM 
is required by law to prepare a settlement statement on a fiscal year basis, whereby a comparison is 
made between the amounts advanced to the Municipality and amounts actually collected from 
ta."<payers. This settlement has to be completed on a prehminary basis not later than each December 
31 . If CRIM remits to the Municipality property tax advances, wluch are less than the property tax. 
actually collected, an additional property tax receivable is recorded at June 30. However, if advances 
exceed the amount actually collected by CRIM, an intergovemment~l payable is recorded at June 30. 

50 



COMMONWEAL TH OF PUERTO Rico 
MUNICIPALITY OF Ai"ASCO 

Notes to Basic Financial Statements 
June 30, 2004 

Law No. 81 provides for the levy of an annual special tax of 1.03% of the assessed value of all real 
and personal property not exonerated from taxation. Such special tax is levied and collected by 
CRIM. Collections of this special tax are remitted to the Conunonwealth's debt service fund for 
payment of debt service on general obligations of the Commonwealth. 

In addition, 1.40% of the total personal and real property taxes collected by CRIM is restricted for 
the Mwuc1pahty's debt service requirements and is retained by GDB for such purposes. 

The Additional Lottery System of the Commonwealth (the "Additional Lottery") is an operational 
unit reported as an enterprise fund of the Commonwealth, which currently operates several betting 
alternatives to the citizens of Puerto Rico. The Additional Lottery is required every year to distribute 
a pomon of its excess ofrevenues over expenses as follows: 

i. Thirty five percent (35%) of its net earnings (defined as the excess of revenues over expenses 
Jess an amount earmarked for the Fund for Rent and Home hnprovement Subsidy Program for 
the Low-Income Qualifying Elderly) is earmarked to the municipalities of the Commonwealth, of 
which a maximum of $26 million, on an annual basis, is distributed to the Mun1cipal 
Equalization Fund held by CRIM to cover operating expenses and permanent improvements of 
the mumcipalittes. 

11. An additional amount not exceeding $16 million, on an annual basis, is distributed to the 
Municipal Equalization Fund, provided it 1s within the 35% corresponding to the municipalities 
of the Commonwealth. When the accumulated municipal appropriations from the municipalities' 
Puerto Rico Health Reform are covered up to June 30, 1997, these resources will be assigned to 
the Health Insurance Administration, a component unit of the Commonwealth. 

Total property tax receivable, net of an allowance for uncollectible accounts of $3, 169,592, 
amounted to $557,535 at June 30, 2004. The composition of the property tax receivable and the 
related allowance for doubtful accounts is as follows: 

Property tax receivable 

Allowance for doubtful accounts 

Net property tax receivable 

Deferred (unavailable) property 

tax revenues in GFFS 

General 
fund 

$ 3,058,853 

(2,615,330) 

$ 443,523 

$ 415,310 
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Debt 
service 

fund 

668,274 

(554,262) 

114,012 

Total 

$ 3,727,127 

(3, 169,592) 

$ 557,535 

107,846 $ 523, 156 



COMMONWEAL TH OF P UERTO Rico 
M UNICIPALITY OF ANASCO 

Notes to Basic Financial Statements 
June 30, 2004 

5. INTERFUND BALANCES 

On July 1, 200 I the Municipality adopted the provisions of Statement No. 38, Certain Financial 
Statement Note Disclosures, issued by the Governmental Accounting Standards Board. This 
statement requires the disclosure of the flow of resources between funds and to assess the 
collectibility of interfund balances. Interfund balances at June 30, 2004 consisted of the following: 

Operating transfers-out: 

Major funds: 

Gener.ii ti.ind 

Debt service fund 

NonmaJor govcmmenllll funds 

Total 

Due/advances to: 

Major funds 
General fund 

NonrmJor gove!llmental funds 

T otnl 

Operntlng transfers-in: 

Maj or funds 

$ 

General 

fund 

106,813 
4,780 

s 111,593 

General 

fund 

$ 
137,865 

$ 137,865 

Debt 

service 

fu nd 

Nonmajor 

governmental 
fu nds 

192,151 

192,151 

Due/advances from: 

Major 

funds 

$3,421,000 

Debt bond Nonmajor 
service issuance governmental 

fund fund funds 

1,837 10,412 153,173 

953 

2,790 10,412 153,173 

Total 

$ 192,151 

106,813 

4,780 

$ 303,744 

Total 

s 165,422 
138,818 

$ 304,240 

At June 30, 2004 all amounts due to among funds are considered collectible by the Municipality's 
management. 

THIS SPACE HAS BEEN LEFT IN BLANK INTENTIONALLY 
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June 30, 2004 

Capital asset actiVlty for the year ended June 30, 2004, was as follows: 
B:al:ance 

at 

June 30, 2003, Additions/ 
COST BASIS as r est:ated increases 

Cost basis of cap1tal asseis, not subject 
to depreciation and amort1zauon· 

und $ 3,641,Q20 

Construction m progress 4,070,489 1,103,008 

Total cost basts of capttal assets, not 
subject to deprec1auon and amortiz:loon 7,711,509 1,103,008 

Cost basis of cap11al asselS , subject to 

depreciation and amor11zat1on. 

Bu1ldmgs, structures and building improvements 12,437,934 

Infrastructure 12,093,052 2,411,832 

Land Improvements 3,229.404 452,927 

Licensed vehicles 3,627,669 

Machinery and equipment 1,276,429 88,806 

Equipment under capital leases 534,330 

Total cost basis of capital assets subject 

to deprec1auon 11nd amortization 33,198,818 2,953,565 

Total cost basis of capital assets s 40,910,327 4,056,573 

Bain nee Depreci:ition and 

at Amortiza tion 

June 30, 2003 Exeense 

ACCllM! !I AIEQ QEfBECIAIIQ.1:::1 Alli:! AMOBIIZAII0.1:::1· 
Bu1ldmgs, structures and building improvements $ 1,974,841 218,693 

Infrastructure 6,193,415 272,094 

Land Improvements 2,135,579 142,177 

Licensed vel11cles 3,352,733 95,440 

Machinery and equipment 609,516 83,744 

Equipment under capital leases 464,222 

Total accumulated depreciation and amortization 14,730,306 812,148 

CAPITAL ASSETS, NET s 26,180,021 3).44,425 
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B:alance 

Disposnls/ :at 

decre:ises June 30, 2004 

$ 3,64\,020 
5,173,497 

8,814,517 

12,437,934 
14,504,884 

3,682,331 

113,682 3,741,351 
420.648 1,785,883 

(534,330) 

36,152,383 

s 44,966,900 

Bal:ince 

at 

Recl:issifications June 30,2004 

s 2, 193,534 

6,465,509 

2).77,756 

113,682 3,561 ,855 

350,540 1,043,800 
(464,222) 

15,542,454 

s 29,424,446 



COMMONWEALTH OF PUERTO Rlco 
MUNICIPALITY OF ANASCO 

Notes to Basic Financial Statements 
June 30, 2004 

Depreciation and amort1zatlon of capital assets was charged to functions/act1v.ities in the 
accompanying government-wide statement of act1vitles as follows: 

General governrrent 
Public safety 
Public housing and welfare 
Culture and education 
Health and sanitation 
Urban and economic developrrent 

Total depreciation and armrti2ation expense 

7. EIVIPLOYEES RETIREMENT SYSTEM 

$ 

$ 

21,603 
325 

169,414 
9,746 

184,439 
426,621 

812,148 

The Mumcipahty's employees participate in the Employees' Retirement System of the Government 
of Puerto Rico and its Instrumentalities (the ''System"). The System is the administrator of a multi­
employer cost-sharing (as related to the Municipality's reporting entity) defined pension plan 
established by the Commonwealth. The System was created under Act. No. 447 approved on May 
15, 1951, as amended, and became effective on January 1, 1952. The System covers all regular 
employees of the Commonwealth and its instrumentalities, the Municipality and other municipalities 
of the Commonwealth. 

The System is independent, thus assets may not be transferred to another system or used for any 
purpose other than to benefit each system's participants. The System issue publicly available 
financial reports that include its basic financial statements and required supplementary information 
for each of them, including required six-year trend information. Those reports may be obtained by 
wntmg to the administrator of the System. 

The System proVIdes for retirement, death and disability benefits. Death and disability retirement 
benefits are available to members for occupational and non-occupational death and disabilities. 
Retirement benefits depend upon age at retirement and number of years of credited service. Benefits 
vest after l 0 years of plan participation. 

Retirement benefits are determined by the application of stipulated benefit ratios to the member's 
average compensation. Average compensation is computed based on the highest 36 months of 
compensation recognized by ERS. The annuity, for which a plan member is eligible, is limited to a 
mmimum of$200 per month and a maximum of75 percent of the average compensation. 

On September 24, 1999, an amendment to Act No. 447 of May 15, 1951, which created the System, 
was enacted with the purpose of establishing a new pension system ("System 2000"). System 2000 
became effectiv~ on January 1, 2000. Employees participating in the current system as of December 
31, 1999, had the option to either stay in the defined benefit plan or transfer to the new program . 
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MUNICIPALITY OF ANASCO 

Notes to Basic Financial Statements 
June 30, 2004 

Persons joining the government on or after January l, 2000, are the only required becommg members 
of System 2000. 

System 2000 is a hybrid defined contribution plan, also !mown as cash balance plan. Under this new 
plan, there is a pool of pension assets, which wil1 are invested by the System, together with those of 
the current defined benefit plan. The Commonwealth not the Mumcipahty will not guarantee 
benefits at rehrement age. The aru1Uity will be based on a formula which assumes that each year the 
employees' contribution (with a minimum of 8.275 percent of the employees' salary up to a 
maximum of 10.00 percent) will be invested in an account which will either: (1) earn a fixed rate 
based on the two-year Constant Maturity U.S. Treasury Note; (2) earn a rate equal to 75 percent of 
the return of the System 2000's investment portfolio (net of management fees); or (3) earn a 
combmat1on of both alternatives. Participants receive penodic account statements similar to those of 
defined contnoution plans showing their accrued balances. D1sability pensions are not being granted 
under System 2000. The employer's contributions (9.275 percent of the employees' salary which is 
applicable to the Municipality) will be used to fund the current plan. 

System 2000 reduced the retirement age from 65 years to 60 for those employees who joined the 
current plan on or later January 1, 2000. 

Funding Policv: 

Contribution reqµirements are established by law and are as follows: 

Murucipality 
Employees: 
Hired on or before March 31, 1990 

Hired on or after April 1, 1990 

9.275% of gross salary 

5.775% of gross salary up to $6,600 
8.275 of gross salary over $6,600 
8.275% of gross salary 

On August 12, 2000, Act No. 174 was approved to allow certain participants of the ERS to be 
eligible for early retirement upon attaining at least age 55 with 25 years of service, provided they 
made their election on or before April 1, 200 l. Those who elected early retirement under this law 
wtll receive monthly benefits of 75 percent (if 25 or more year of service and 55, or 30 or more years 
or servlces and age 50) or benefits of 65 percent (if 25 years of service by less than age 55) of their 
average compensation which is computed based on the highest 36 months of compensation 
recognized by the System. In these cases, the employer (including the Municipality) is responsible 
for contributing to the System the amount needed to cover the benefit payments and employer 
contribution with respect to the participants covered until the participants reaches the normal 
rehrement age. 

Histoncally, the Commonwealth has reported the System as a single-employer plan (as relates only 
to the financial reporting entity of the Commonwealth) in its comprehensive annual iinancial report. 
Accordmgly, any actuana1 deficiency that may exist or arise related to the Mumc1pality 's 
parttcipanng employees W1ll be assumed by the Commonwealth since the System does not allocate 
any actuarial deficiencies pertaining to municipal employees parlicipating in the System. The 
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Mumctpahty is only required by law to make statutory contributions in the rates mentioned above. 
As a result, no net pension obhgatton nor net pension asset that may be allocable to the 
Municipality's participating employees, if any, has been recorded in the accompanying basic 
financial statements. 

The Municipality's actual contributions for the cWTent and previous fiscal years, which are equal to 
the statutory required contributions, were as follows: 

Fiscal year 
ended June 30, 

2004 
2003 

Act No. 447 
$ 73,475 

79,774 

System 2000 
$ 89,733 

14,492 

8. LONG-TERMDEBT · 

The Municipality's Legislature is legally authorized to determine the contracting of debts of the 
Mumcipahty. Nevertheless, the laws and regulations of the Commonwealth also provide that: 

• 

• 

Direct obligations of the Municipality (evidenced principally by bonds and notes) are 
backed by the full faith, credit and taxing power of the Municipality; and 

Direct obligations are not to be issued if the amount of the principal of, and interest on, 
such bonds and notes (and on all such bonds and notes issued thereafter) which are 
payable in any fiscal year, together with any amount paid by the Municipality in the 
preceding fiscal year on account of bonds or notes guaranteed by the Municipality, 
exceed 10 percent of the total assessed value of the property located within the 
Municipality plus the balance of the ad valorem taxes in the debt service fund, for bonds 
payable to be repaid with the proceeds of property taxes restricted for debt service. 

In addition, before any new bonds or notes are issued, the revenues of the debt service fund should be 
sufficient to cover the pro3ected debt service requirement. At June 30, 2004, the Municipality is in 
compliance \vith the debt limitation requirements. The general long-term debt activity for the year 
ended June 30, 2004 was as follows: 
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Balance at Borrowings Paymenu Balance at Bahm cc 

June 30 2003, or or June30, due within 

as restated additions deductions 2004 one year 

Bonds payable s 10,929,750 3,836,000 (358.000) 14,407,750 $ 459,000 

Bond ;mucrpat1on notes 282,766 l,052.540 1,335,306 

Notes payable: 

Puerto Rico Trensury Department 

Social Security Adnumstranon 11 3.510 (61,647) 51,863 51,863 

Property tax advances 50,152 (7,133) 43,019 7,451 

CRIM: 

LIMS 324.265 (29,322) 294,943 31,443 

Delinquent accounts 414,48 1 (69,848) 344,633 

Obhgauon under capital leases 13,644 (13,644) 

Compensated absences 1,701,428 35,884 1,737,312 892,843 

Estimated hab1hty for municipal solid waste 

landfill closure and postclosure cnre costs 3,648,238 (1,612,799) 2,035,439 

Clamis and Judgments 10,000 45,331 (10,000) 45,331 45,331 

Tomi $ 17,488,234 4,969,755 (2, 162,393) 20,295,596 $ 1,487,931 

a) Bonds Payable 

The Munic1pality issues general and special (public improvements) obligations bonds and notes to 
provide for the acquisition and construction of major capital facilities and equipment, as well as, to 
cover certam operating needs. Bonds and notes payable at June 30, 2004 is composed of the 
following debts: . 

THIS SPACE HAS BEEN LEFT IN BLANK INTENTIONALLY 
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General Obligations Bonds: 

200 I serial bonds, original amount of $660,000, due in annual principal installments ranging from 
$10,000 to $55,000; plus interests due in semiannual installments at variable rates not to exceed 

Outstanding 
Amount 

8.00% (5.00% at June 30, 2004) through July, I, 2026 $ 640,000 

2003 serial bonds, original amount of $1,850,000, due in annual principal installments ranging 
from $30,000 to $140,000; plus interest due in semiannual installments at variable rates not to 
exceed 6.50% (5.00% at June JO, 2004) through July I, 2027 

Special Obligations Bonds: 
1998 serial bonds, original issue amount of $565,000, due in annual principal installments ranging 
from $5,000 to $12,875, plus interest due in semiannual installments at variable rates not to exceed 
7.50% (5.00% at June 30, 2004) through July I, 2017 

2001 serial bonds, original issue amount of $1,010,000, due in annual principal installments 
ranging from $15,000 to $90,000; plus interest due in semiannual installments at variable rates not 
to exceed 8.000/o (5 .00% at June JO, 2004) through July I, 2025 

2002 serial bonds, original amount of $4,000,000, due in annual installments ranging from 
$2 I 6,000 to $223,000; plus interest due in semiannual installments at variable rates. 

Public Improvement Bonds: 
1992 serial bonds, original amount of $685,000, due in annual principal installments ranging from 
$20,000 to $85,000; plus interest due in semiannual installments at rates not to exceed 6.31% 
(6.26% at June, 30, 2004) through July I, 2005 

1995 serial l:ionds, original amount of $2, 150,000, due in annual principal installments ranging 
from $80,000 to $235,000; plus interest due in semiannual installments rates not to exceed 7.71% 
(7.21% at June 30 2004) through July I, 2009 

1996 serial bo~ds, original amount of $420,000, due in annual principal installments ranging from 
$15,000 to $50,000; plus interest due in semiannual installments at variable rates not to exceed 
6.88% (5.80% at June 30, 2004) through July I, 2009 

2000 serial bonds, original amount of $865,000, due in annual principal installments ranging from 
$30,000 to $90,000; plus interest due in semiannual installments at rates not to exceed 7 .81 % 
(2.80% at June 30, 2004) through July I, 2014 

200 I serial bonds, original amount of $415,000, due in annual principal installments ranging from 
$11 ,000 to $25,000; plus interest due in annual installments at rate of 3.25% through January I, 
2024 

2004 serial bonds, original amount of $415,000, due in annual principal installments ranging from 
$5,000 to $30,000; plus interest due in semiannual installments at rates not to exceed 6.00% 
(2.36% at June 30, 2004) through July I, 2028 

2004 serial bonds, ~riginal amount of $3,421,000, due in annual principal installments ranging 
from $50,000 to $120,000; plus interest due in semiannual installments at rates not to exceed 12% 
(%at June 30, 2004) through July I, 2016 

Total bonds payable 
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1,820,000 
2,460,000 

478,750 

965,000 

4.000,000 
5,443,750 

160,000 

l,165,000 

240,000 

725,000 

378,000 

415,000 

3,421,000 
6,504,000 

$ 14,407.750 



COMMONWEALTH OF PUERTO RICO 

lVlUNICIPALITY OF ANASCO 

Notes to Basic Financial Statements 
June 30, 2004 

These bonds are payable from the ad valorem property tax of 1.67% which is restricted for debt 
service and retained by the Government Development Bank for Puerto Rico for such purposes. 

The laws and regulations of the Commonwealth provide that public debt of the Municipality will 
constitute a first claim on the available revenue of the Municipality. Public debt includes bonds and 
notes payable. The good faith, credit and taxing power of the Municipality are irrevocably pledged 
for the prompt payment of the principal and interest of the bonds and notes payable. 

The Murucipality levies an annual additional special tax of 1.40% of the assessed value of personal 
and real property. The proceeds of this additional special tax are deposited in a sinking fund 
established at GDB whereby sufficient funds must be set aside to redeem the bonds in minimum 
annual or biannual principal and interest payments. The proceeds of this special tax are recorded in 
the debt service fond. 

Interest rates on senal bonds subject to variable rates are reviewed periodically by GDB and are based 
on the fluctuation of GDB's weighted average rate for its commercial paper program, not to exceed 
8%. Under ttus program, GDB issues commercial paper in the U.S. taxable and tax-exempt markets, 
in the Eurodollar market and to corporations that have tax exemption under the Commonwealth's 
Industrial Incentives Act and qualify for benefits provided by the U.S. Internal Revenue Code Section 
936. 

Annual debt servi.ce requirements of maturity for bonds payable are as follows: 

Year 
ending 

J une 30, Princieal Interest Total 
2005 $ 459,000 318,313 $ 777,313 
2006 742,500 364,564 1,107,064 
2007 686,000 338,961 1,024,961 
2008 723,000 313,879 l,036,879 
2009 834,500 292,611 1,127,111 

2010-2014 3,042,000 1,157,902 4,199,902 
2015-2019 2,957,750 1,052,951 4,010,701 
2020-2024 2,867,000 676,433 3,543,433 
2025-2029 2,096,000 280,625 2,376,625 

Totals $ 14,407,750 4,796,239 $ 19,203,989 
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Advances on bond anticipation notes (BAN's) with the U.S. Department of Rural Development 
(USDRD) have been recorded within long-term obligation in the accompanying statement of net 
assets. Dunng the fiscal year ended June 30, 2004, the proceeds received from BAN's amounted to 
$1,052,540 wh1ch has been recorded as other financing sources in his capital project fund, and as an 
increase in the BAN's liability in the statement of net assets. The proceeds ofBAN's have been used 
to finance construchon projects of the Municipality. The Municipality has the ability, to refinance 
such BAN's on a long-term basis with GDB. The agreement with USDRD is non cancelable and 
does not expire withm one year after June 30, 2004. The obligation~ under the agreement are not 
callable during that period, except for violations of the provisions of the agreement, for which 
comphance ts objectively determinable or measurable. At June 30, 2004 no violation has occurred 
thereafter pnor to the issuance of the accompanymg financial statements. At Jlllle 30, 2004 the 
outstanding balance of the advances amounted to $1,335,306. 

c) Notes Payable to Puerto Rico Treasztry Department 

Social Securitv Administration - On April 1, 2000 the Municipality entered into a financing 
agreement with the Puerto Rico Treasury Department to pay a debt related to social securtiy tax from 
1982 to 1986. The original face amount of the of the note was $302,408, which 1s due in monthly 
principal installments of $5,250, at an implicit interest rate of 1.58% through May 2005. Outstanding 
balance at June 30, 2004 is net of unamortized discount. The outstanding principal and accrued 
interest balances of the note payable to CRIM amounted to $51,863 and $370, respectively, at June 
30, 2004. The principal and interest maturities are as follows. 

Year ending 
June 30. 

2005 $ 

Principal 

51,863 

Interest Total 

370 $ 52,233 

THIS SPACE HAS BEEN LEFT IN BLANKINTENTIONALLY 
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Propertv Tax Advances - On October 27, 1994 the Municipality entered mto a financmg agreement 
with the Puerto Rico Treasury Department to pay the debt related to the excess of property tax 
advances over collection made by the Puerto Rico Treasury Department.. The original face amount 
of the note was $137,812, whichi is due in monthly principal installments of$765.62, at an implicit 
interest rate of 4.38% through September 2009. Outstanding balance at June 30, 2004 is net of the 
unamortized discount. The outstanding principal and interest balances of the note payable amounted 
to $43,019 and $1,736, respectively, at June 30, 2004. The principal and mterest maturities are as 
follows: 

Year ending 
June 30. Princiea:t 

2005 $ 7,451 
2006 7,784 
2007 8,132 
2008 8,496 
2009 8,876 
2010 2,280 

Total $ 43,019 

d) Notes Payable to CRIM 

Interest 
$ 1,736 

1,403 
1,055 

691 
311 
18 

$ 5,214 

Total 
$ 9,187 

9,187 
9,187 
9,187 
9,187 
2,298 

$ 48,233 

LIMS - On August 2, 2001, the Municipality entered into a financing agreement with CRIM for the 
payment of the Municipality's share of the cost of an information management system, acquired by 
CRIM on behalf of all municipalities, for the management of a digital database of taxpayers 
properties located in Puerto Rico. The face amount of the loan was $5 l 0,929 and bears no interest. 
The note is payable m monthly mstallments of $4,25 8 through November 1, 2011. Tlns note has an 
imputed interest rate of 7.00% and was originally recorded at its present value of $368,769, net of an 
unamortized discount of $142,160, at inception. At June 30, 2004, the balance of this note, net of the 
unamortized discount of $83,997, amounted to $294,943. The principal and discount amortization 
(recorded as mterest expense) maturities are as follows: 

Year ending 
June 30. Principal Interest Total 

2005 $ 31,443 $ 19,650 $ 51,093 
2006 33,716 17,377 51,093 
2007 36,154 14,939 51,093 
2008 38,767 12,326 51,093 
2009 41,570 9,523 s 1,093 

2010-2012 113,293 10, 182 123,475 

Total $ 294,943 $ 83,997 • $ 378,940 
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Delinquent Accounts - On March 26, 2000, the Resolution No. 10 Series 2001-2002 was enacted 
which authonzed the Municipality to obtain up to $414,881, for a term not exceeding 30 years, for 
the repayment of bonds issued for the sale of delinquent accounts. The repayment agreement bears 
interest at vanable rates beginning in 6.50% at June 30, 2003. The outstanding principal and accrned 
interest balances of the note payable to CRIM amounted to $344,633 and $20,596, respectively, at 
June 30, 2004. The principal and interest maturities are as follows: 

Year ending 
June 30, PrincieaI Interest Total 

2005 $ 20,596 $ 20,596 
2006 22,401 22,401 
2007 22,401 22,40 l 
2008 22,401 22,401 
2009 14,399 21,972 36,371 

2010-2014 71,995 95,820 167,815 
2015-2019 71 ,995 72,425 144,420 
2020-2024 71,995 49,025 121,020 
2025-2029 7 1,995 25,625 97,620 
2030-2032 42,254 6,284 48,538 

Totals $ 344,633 358,950 $ 703,583 

Conzpensated Absences 

At June 30, 2004, the liability for compensated absences is composed as follows: 

Due within Due after 
one year one year Total 

Vacations $ 462,023 331,234 $ 793,257 
Sick leave 275,334 513,235 788,569 
Compensatory time 155,486 155,486 

Total $ 892,843 844,469 $1,737,312 

j) Landfill Closure and Postclosure Cost 

According to the regulations set forth by the U.S. Environment Protection Agency (EPA) m its 
"Sohd Waste Disposal Fac1hty Cntena", issued on October 9, 1991, the Municipality is required to 
place a final cover on the Munic1pahty's landfill site when it stops accepting waste, and to perform 
certain maintenance and momtonng functions at the site for 30 years after closure. In accordance 
with GASB No. 18, the Mumcipality has performed a study of the actw1nes that need available space 
and to comply with applicable state and federal regulations. Base~ on this study, the Municipality 
has recorded estimated hability of $2,035,439 in the accompanying GWFS, using current costs 
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allocated, based on the actual landfill capacity used at June 30, 2004. The portion of the estimated 
current costs to be incurred m future years is approxunately $390,637, which has not been recorded 
yet m the accompanying GWFS Actual costs may be different to the recorded estimated liability 
due to milatton, changes m teclmology, or changes m Acts and regulations. At June 30, 2004, the 
Murucipaltty 's solid waste landfill 1s still operating and its remaining estimated useful life is 
approximately 6 years. 

9. LEASE OBLIGATIONS 

The Mumc1pahty paid m full all the obligations under capital leases during the fiscal year ended June 
30, 2004 by the amount of $13,644. 

10. COMMITMENTS AND CONTINGENCIES 

The Mumc1pahty 1s defendant m vanous legal proceedings pertaining to matters mcidental to the 
performance of routine governmental operations. Under Act. No. 104 ofJune 25, 1955, as amended, 
persons are authorized to sue the Municipality only for causes of actions set forth in said Act to a 
maximum amount of $75,000 or $150,000 if it involves actions for damages to more than one person 
or where a single injured party is entitled to several causes of action. Under certain circumstances, as 
provided in Act. No. 9 of November 26, 1975, as amended, the Municipality may provide its officers 
and employees with legal representation, as well as assume the payment of any judgment that may be 
entered against them. There is no limitation on the payment of such judgment. 

Which respects to pending or threatened litigation, the Municipality has reported liabilities of 
$45,33 I for awarded or anticipated unfavorable judgments as of June 30, 2004. Management 
believes that any unfavorable outcome in relation to pending or threatened litigation would not be 
s1gmficantly m excess of recorded amounts. 

The Municipality has reported, outstanding encumbrances amounting to $64,790 in the general fund 
at June 30, 2004. The Municipality intends to honor these encumbrances, which will continue to be 
liquidated under the current year's budget during a lapse period that extends mto the subsequent 
fiscal year. 

THIS SPACE HAS BEEN LEFTIN BLANK INTENTIONALLY 

63 



11. RESTATEMENTS 

COMMONWEALTH OF PUERTO RICO 

MUNICIPALITY OF ANASCO 

Notes to Basic F inancial Statements 
June 30, 2004 

The following schedule reconciles the June 30, 2003 fund balances as previously reported by the 
Muruc1pahty to the beginning fund balances, as restated: 

Ma1or funds: 

Gene ral fund 

Debt serV1ce fund 

$ l ,850,000 bond issuance fund 
Nonma1or funds: 

Ochers 

Totals 

June 30, 2003, 
fund balance, 

as pr eviously 
reported 

s 57,966 

1,296,207 

1,842,144 

248,900 

$ 3,445,217 

Recl:lssifications 
and adjustments 

110,314 

110,3 14 

June 30, 2003, 

fund balance, 
as restated 

$ 57,966 

1,296,207 

1,842, 144 

359,2 14 

s 3,555,531 

The following schedule reconciles the June 30, 2003 net assets previously reported by the 
Municipality to the beginning net assets, as restated in the accompanying statement of activities: 

12. Subsequent Events 

June 30, 2003 
net asseu 

as p reviously 
reported 

$ 11,516,717 

Reclassifications 
and adjustments 

1,926,250 

June 30, 2003 
net assets 

as p reviously 
reported 

$ 13,442,967 

The Municipality closed operations of the "Centro de Salud Fanriliar" (Family Health Center) of 
A.fiasco on November, 2004 as a result of the implementation of the "Tarjeta Inteligente" by the 
Department of Health. This situation caused MCS, administrator of the IP A 145 and other health 
insurance companies not pay the Mwiicipality for rendered services in the emergency room since 
May, 2004. The Municipality could not pay Preferred Emergency & Critical Management Inc. (PE 
& CM) having to close operations on November, 2004. The Municipality established a payment plan 
in the amount of $335,202 to satisfy the debt as of November, 2004 with PE & CM, beginning m 
Jam1ary, 2005 monthly installments amounting $50,000 unti1 the debt is liquidated. The 
Municipality finally will close the Family Health Center on January 31, 2005. 
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COMMONWEAL TH OF PuERTO RI co 
M UNTCIPALITY OF ANASCO 

Budgetary Comparison Schedule - General Fund 
Year Ended June 30, 2004 

Actual 
amou nts 

(budgetary 
Budgeted Amounts basis) 

Original Final (see note 1) 
Revenues: 

Property truces $ 2,783,621 2,783,621 
Municipal license taxes l,507,000 1,507,000 
Construction excise taxes 200,000 200,000 
Charges for services and rents 1,207,110 1,207,110 
Intergovernmental grants and contributions 4,919,852 4,919,852 
Interest on deposits 78,000 78,000 
Miscellaneous 340,000 340,000 
Special item legal settlement PREPA 

Total revenues l l,035,583 11,035,583 
Expenditures: 

Current: 
General government 4,925,560 4,749,500 
Urban and economic development 2,202,850 1,980,649 
Public safety 241,936 237,460 
Health and sanitation 1,898,428 1,934,986 
Culture, recreation and education 301,464 273,252 
Public housing and welfare 126,628 139,300 

Debt service: 
Principal 98,103 312,401 
Interest 51,446 218,867 
Operating transfer - out to other funds 147,263 147,263 

Total expenditures 9,993,678 9,993,678 

Explana tion or Differ ences: 

Sources/in flows of fina ncial resources: 
Actual amounts (budg'!tary basis) "available for appropriations" from budgetary 
comparison schedule 
Differences· budget basis to GAAP~ 

Net decrease in receivables 
Resources considered revenues for budgetary but are not revenues 
for financial reporting purposes 
Resources considered revenues for financial reporting but not for budgetary purposes 
Total revenues as reported on the statement of revenues, expenditures 

and changes in fund balances - general fu nd 
Uses/outfl ows of fin ancial resources: 
Actual amounts (budgetary basis) "total charges to appropriations" 
from the budgetary comparison schedule 
Differences - budget basis to GAAP· 

Net decrease in payables 
Transfers to other funds are outflows of budgetary resources but are not expenditures 
for financial reporting purposes 
Nonbudget expenditures 
Prior year encumbrances recorded as current year expenditures for GAAP basis 
Current-year encumbrances recorded as expenditures for budgetary purposes 

Total expenditures as reported on the statement of revenues, expenditures 
<ind changes in fund balances - governmental funds 

2,551,954 
1,376,805 

303,522 
649,106 

2,8 11 ,650 
89,579 

424,730 
485,610 

8,692,956 

3,603,600 
1,879,338 

225,804 
1,897,395 

238,856 
130,328 

303,000 
218,867 
106,563 

8,603,751 

The accompany mg notes to the basic financial smtements are an integral part of this statemenL 
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Vnriance 
with finu l 
budget-

over ( under) 

$ (231,667) 
( 130, 195) 
103,522 

(558,004) 
(2, I 08,202) 

11,579 
84,730 

485,610 
(2,342.627) 

I, 145,.900 
101,311 

11,656 
37,591 
34,396 

8,972 

9,401 

40,700 
1,389,927 

s 8,692,956 

74,849 

(36, 758) 
1,771,700 

$ !0,.:>02, 74'7 

$ 8,603,750 

132,247 

111,593 
3,032,407 

317,574 
(208,443) 

$ 11 ,989,128 



II. SCHEDULE OF EXPENDITURES ON 
FEDERAL AW ARDS AND REPORTS 
REQUIRED BY GOVERNMENTAUDITING 
STANDARDS AND OMB CIRCULAR A-133 



l\IIUNICIP ALITY OF ANASCO 
SCHEDULE OF EXPENDITURES OF FEDERAL AW ARDS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2004 

Federal 
Federal Grantor I Pass-Through CFDA 

Grantor I Program Title Number Expend1tures 

U.S. DEPARTMENT OF HUD 

Direct programs: 
Section 8 Housmg Voucher Program 14.177 $ 410,677 

Pass-through Office of the Commissioner of 
Mumc1pal Affairs : 

Community Development State Block 
Grant Program (SBGP): 462.464 

Total U.S. Department of HUD 873, 141 

U.S. DEPARTl\IIENT OF AGRICULTURE 

Pass-through the Governor's Office of Child 
Services and Community Development: 

Child and Adult Care Food Program 10.558 199,279 

Total U.S. Department of Agriculture 199,279 

OTHER FEDERAL ASSISTANCES 3,000 

Total Federal Assistance ~l,Q7~.42Q 

The accompanying Notes to Schedule of Expenditures of Federal Awards 
are an integral part of this Schedule. 
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1. GENERAL 

COl\IMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF ~ASCO 

NOTES TO SCHEDULE OF EXPENDITURES 
OF FEDERAL AW ARDS 

FOR THE FISCAL YEAR ENDED 
JUNE 30, 2004 

The accompanying Schedule of Expenditures of Federal Awards includes the 
federal grant actiVlty of the Municipality of A.Basco, Puerto Rico, and is presented on the 
modified accrual basis of accounting. The mformation in this schedule is presented in 
accordance with the requlfements of OMB Circular A-133, Audits of States , Local 
Governments, and Non-Profit Organizations. Therefore, some amounts presented in, or 
used m the preparation of, the basic financial statements. The Municipality's reporting 
entity is defmed in Note 1-b of the notes to basic financial statements. Federal agencies 
as well as federal financial ass1stance passed through other government agencies are 
include on the schedule. 

2. BASIS OF ACCOUNTING 

A. The accompanying Schedule of Federal Financial Assistance is presented 
using the modified accrual basis of accounting, which is described in Note 1-e 
to the basic fmancial statements. 

B. The accompanying Schedule of Expenditures of Federal Awards 1s prepared 
From' the Municipality's accounting records and is not intended to present 

Fmanc;.al position or the results of operat10ns. 

C. The financia l transactions are recorded by the Municipality in accordance 
with the terms and conditions of the grants, wluch are consistent with 

generally accepted accounting principles. 

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

3. FEDERAL CFDA NUMBER 

The CFDA numbers included in this schedule were determined based on the program 
name, review of grant contract information and the Office of Management and Budget's 
Catalogue of Federal Domestic Assistance. 
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COI\t!MONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF AN AS CO 

NOTES TO SCHEDULE OF EXPENDITURES 
OF FEDERALAW ARDS 

FOR THE FISCAL YEAR ENDED 
JUNE 30, 2004 

4. RELATIONSHIP TO FEDERAL FINANCIAL REPORTS 

Expenditures of federal assistance awards are reported in the Municipality's 
basic financial statements in the accompanying Statement of Revenues, Expenditures and 
Changes in Fund Balance -Governmental Funds as Follows: 

Expenditures as per basic financial statements: 

Section 8 Housing Voucher Program 
State Block Grant Program 
Child and Adult Care Food Program 
Other Federal Assistance 

Total per Schedule of Expenditures of Federal Awards 
Other Governmental Funds 

Total expenditures per Statement of Revenues, 
Expenditures and Changes in Fund Balance­
Govemmental Funds 
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Expenditures 

$ 410,677 
462,464 
199,279 

3.000 
1,075,420 

3,944,377 

$5.019.797 



1(ennetli 1/argas 
CERTIFIED PUBLIC ACCOUNT ANT 

103 LIGHTHOUSE DRIVE RANIEY, P.R. 00603 
Tel./Fax (787) 890-3797 

INDEPENDENT AUDITORS' REPORT ON COMPLIANCE AND ON 
INTERNAL CONTROL OVER FINANCIAL REPORTING BASED ON AN 
AUDIT OF FlNANCLU STATE!VIENTS PERFORMED IN ACCORDANCE 

WITH GOVERNMENT AUDITING ST AND ARDS 

The Honorable Mayor, Members of the 
Mumc1pal Legislature and People of 
the Municipality of Afiasco 
A.fiasco, Puerto Rico 

I have audited the general purpose financial statements of the Municipality of Afiasco, Puerto 
Rico, as of and for the fiscal year ended June 30, 2004, and have issued my report thereon dated 
January 24, 2005. I conducted my audit -in accordance with auditing standards generally 
accepted in the United States of America and the standards apphcable to financial audits 
contained m Government Auditing Standards, issued by the Comptroller General of the Umted 
States. 

Compliance 

As part of obtaining reasonable assurance about whether the Municipality of Afiasco, Puerto 
Rico, basic financial statements are free of material misstatement, I performed tests of its 
compliance with certain provisions of laws, regulations, contracts and grants, noncompliance 
with which could have a direct and material effect on the determination of financial statement 
amounts. However, providing an opinion on compliance Wlth those provisions was not an 
objective of my audit, accordingly, I do not express such an opinion. The results of my tests 
disclosed instances of noncompliance that are required to be reported under Government 
Auditing Standards wluch are described in the accompanying Schedule of Findings and 
Questioned Costs. 
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InternaJ Control Over Financial Reporting 

In planmng and performing my audit, I considered the Mumc1pality's mtemal control over 
financial reportmg in order to determine my auditing procedures for the purpose of expressing 
my opmion on the basic financial statements and not to provide assurance on the mtemal control 
over financial reportmg. My consideration of the mternal control over financial reporting would 
not necessarily disclose all matters m the mtemal control over financial reporting that might be 
material weaknesses. A material weakness ts a condition in which the design or operation of one 
or more of the mtemal control components does not reduce to a relatively low level the risk that 
nusstatements m amounts that would be material m relation to the basic financial statements 
being audited may occur and not be detected within a timely period by employees in the normal 
course of perfonnmg their assigned functions. I noted no matters involving the internal control 
over financial reporting and its operation that I consider to be material weaknesses . However, I 
noted other matters mvolving the internal control over financial reporting that I have reported to 
management of the Municipality of A.fiasco, Puerto Rico, in a separate letter dated January 24, 
2005. 

llus report ts intended solely for the mformation and use of management, Municipal Council, 
Office of the Commissioner of Municipal Affairs, and federal awarding agencies and pass­
through entities. However, this report is a matter of publtc record and its distribution is not 
limited. 

ct/~~ 
KENNETH VARGAS, CPA 
License 2251 

AguadiUa, Puerto R.Jco 
January 24, 2005 

Stamp number 1697005 of the 
Puerto Rico Society of 
Certified Public Accountants 
has been affixed 10 the 
original copy ofth1s report. 
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'l(enneth o/argas 
CERTIFIED PUBLIC ACCOUNT ANT 

103 LIGHTHOUSE DRNE RAMEY, P.R. 00603 
Tel./Fax (787) 890-3797 

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

The Honorable Mayor, Members of the 
Mumcrpal Legislature and People of 
the Munic1pality of A.fiasco 
Anasco, Puerto R.tco 

Compliance 

I have audited the compliance of the Municipality of A.fiasco, Puerto Rico, with the types of 
compliance requirements descnbed 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, 2004. The Municipality's major federal programs are identified 
m the summary of auditor's results section of the accompanying schedule of findings and 
questioned costs.. Compliance with the requirements of laws, regulations, contracts and grants 
apphcable to each of its major federal programs is the responsibility of the Municipality' s 
Management. My responsibility is to express an opinion the Municipality's compliance based on 
my audit. 

l conducted my audit of compliance m accordance with auditing standards generally accepted m 
the United States of America; the standards applicable to financial audits contained m 
Government Auditing Standards, issued by the Comptroller General of the United States; and 
OMB Circular A-133, Audits of States, Local Governmenls, 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 perfonning such other procedures as I considered 
necessary m the circumstances. I believe that my audit proVIdes a reasonable basis for my 
op1mon. My audit does not provide a legal determination on the Municipality's compliance with 
those requirements. 
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In my opm10n, the Municipality of Afiasco comphcd, in all matenal respects, with the 
requirements referred to above that are applicable to each of its major federal programs for the 
fiscal year ended June 30, 2004. However, the results of my auditing procedures disclosed 
mstances of noncompliance with those requirements that are required to be reported m 
accordance with OMB Circular A-133 and which are described in the accompanying schedule of 
findings and questioned costs. 

Internal Control Over Compliance 

The management of the Municipality of A.fiasco, Puerto Rico, is responsible for establishing and 
mamtaimng effective internal control over compliance with requirements of laws, regulations, 
contracts and grants applicable to federal programs. In planning and perfomung my audit, I 
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 detennme my aud1tmg 
procedures for the purpose of expressing my opinion on compliance and to test and report on the 
internal control over compliance in accordance with OMB Circular A-133 . 

I noted certam matters involving the internal control over compliance and its operation that I 
considered to be reportable conditions. Reportable conditwns involve matters commg to my 
attention relatmg to significant deficiencies in the design or operation of the mtemal control over 
compliance that, in my judgment, could adversely affect the Murucipahty 's ability to adrmmster 
a maJOr federal program in accordance with the applicable requirements of laws, regulahons, 
contracts, and grants. Reportable conditions are described in the accompany:mg schedule of 
findmgs and questioned costs. 

A material weakness is a condition in which the design or operation of one or more of the 
internal control components does not reduce to relatively low level the risk that noncompliance 
with the applicable requirements of laws, regulations, contracts, and grants 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 perform:mg their assigned functions. 
Our considerahon of the internal control over compliance would not necessarily disclose all 
matters in the mternal control that might be reportable conditions and, accordingly, would not 
necessanly disclose all reportable conditions that are also considered to be material weaknesses. 
However, I beheve that none of the reportable conditions described above is a material weakness. 
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This report is intended solely for the information and use of management, Municipal Council, 
Office of the Commissioner of Municipal Affairs, and federal awarding agencies and pass­
through entities. However, this report is a matter of public record and its distribution 1s not 
limited. 

KENNETH VARGAS, CPA 
License 2251 

Aguadilla, Puerto Rico 
January 24, 2005 

Stamp number 1697006 of the 
Puerto Rico Society of 
Certified Public Accountants 
has been affixed to the 
original copy of this report. 
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ID. FINDINGS AND QUESTIONED COSTS 



COl\'INIONWEALTB OF PUERTO RICO 
MUNICIPALITY OF Al~ASCO 

SCHEDULE OF FINDINGS AL'\TD QUESTIONED COSTS 
SUMMARY OF AUDITOR'S RESULTS 

FOR THE FISCAL YEAR ENDED 
JUNE 30, 2004 

F inancial Statements 

Type of auditor's report issued 

Internal control over financial reporting: 

Matenal wealmess(es) identified? 

Reportable condition(s) identified that are not 
considered being material weaknesses? 

Noncompliance material to financial statements noted? 

Federal Awards 

Internal control over major programs: 

Unqualified 

_Yes __ll_No 

__ Yes __ll_Non Reported 

__ Yes __ll_No 

Matenal weakness(es) tdentified? __ Yes __ll_No 

Reportable condttion(s) identified that are not 
considered being material weaknesses? ~Yes __ Non Reported 

Type of auditor's· report issued on comphance for Major 
Programs: · Unqualified 

Any audit findmgs disclosed that are required to be 
reported m accordance with Section 510 (a) of 
Circular A-133? __ Yes _K_No 

Identification of Major Programs: 

CFDANumber Name of Federal Program or Cluster 

14.219 State Block Grant Program 

Dollar threshold used to distinguish between 
Type A and Type B Programs: 

Aud1tee quahfied as low-risk auditee? 

-75-

$300,000 

X Yes __ No 



Program 

COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF ANASCO 

FINDINGS AND QUESTIONED COSTS 
FOR TIIE FISCAL YEAR ENDED 

JUNE 30, 2004 

Federal Assistance Programs 

FINDING NUlVIBER 1 

During the examination of the personnel records of the 
federal programs office personnel, it was observed that 
m some cases, certain important documentation such as 
medical certificates, certificates of birth, proof of academic 
background were missing. 

Recommendation 

The personnel department should review all employee files 
m order to ascertain that they include the following documents: 

A. Employment application 
B. Medical ~ertification 
C. Certificate of birth 
D. Sworn fidelity 
E. Proof of academic background 
F. Record of promotions and reclassifications 
G. Form 499-R-4 (income tax withholding statement) 
H. Form I-9; "Employment Eligibility Verification Form". 

This form is required by the Immigration Reform and 
Control Act of 1986. Under this act employers are 
required to verify identity and eligibility for employment 
to all persons hired for employment after November 6, 1987. 

I. Certification which makes known that the person does 
not receive any payment of compensation for services 
rendered to the State Government or other Municipality. 
This certification should include a statement wluch makes 
clear that the person is not on paid vacations from the State 
Government or any Municipal Government and to be true, 
that it be permitted by law. 
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COSTS 

$-0-



COMMONWEALTH OF PUERTO RICO 
i.VIUNICIP ALITY OF ANASCO 

FINDINGS AND QUESTIONED COSTS (CONTINUED) 
FOR THE FISCAL YEAR ENDED 

JUNE 30, 2004 

J. Certificate of good behavior 
K. Contract (if applicable) 

Response 

The Personnel Director is in the process of updating 
all personnel records in order to have them with all 
the documents or information needed. 

Program 

State Block Grant Program 

FINDING NUMBER 2 

The Mumc1pality did not submit the program income report 
required by the grant agreement. 

Recommendation 

The municipality should implement proper controls regarding 
program mcome. 

Response 

The Federal Program Director has been advised of the finding. 
Proper controls regarding program income will be implemented 
in order to assure that the program income reports are submitted 
on a timely basis. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF Al~ASCO 

FINDINGS Al'ID QUESTIONED COSTS (CONTINUED) 
FOR THE FISCAL YEAR ENDED 

.JUNE 30, 2004 

Program 

State Block Grant Program 

FINDING NUMBER 3 

Cash management 

The office of Federal Funds did not comply with the requirement of 
maintaining a cash management system with procedures to minimize 
the time elapsed between the transfer of funds from federal agencies 
and the disbursements of funds. Various fund requisitions were disbursed 
over three days from the date the funds were received. 

Recommendation 

The Mumcipalityshould implement a cash management system m order 
to have better control and minimize the time elapsed between the transfer 
of funds from federal agencies and the disbursements of the funds. According 
to program requirements funds should be disbursed not later than three days 
after they have been received. 

Response 

QUESTIONED 
COSTS 

-0-

The mayor gave mstructions to the Federal Program Director to establish a cash management 
system as required by federal program guidelines. 
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COMMONWEALTH OF PUERTO RICO 
MlJNICIPALITY OF A1'1ASCO 

STATUS OF PRIOR YEAR FINDINGS 
AND QUESTIONED COSTS 

FOR THE FISC.U YEAR ENDED 
JUNE 30, 2004 

During the current engagement of the single audit, the status of prior year findings and question 
costs were reVlewed. 

The review disclosed that the conditions still existed and/or no correction action has been taken 
on the findmg Number 1 finding Number 2 and finding Number 3 of this report. These were 
included in the pnor year audit report. 
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