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CERTIFIED PUBLIC ACCOUNT ANT 

Tel. (787) 879-4433 
Fax (787) 880-1402 

INDEPENDENT AUDITOR'S REPORT 

Mayor of the Municipality of Barceloneta 
Baxceloneta, Puerto Rico 

I have audited the accompanying Capital· Assets Statement of the Municipality of . 
Barceloneta, Puerto Rico, as of and for the year ended June 30, 2003. These financial 
statements are the responsibility of the Municipality's management. My responsibility is to 
express an opinion on these general-purpose financial statements based on my audit 

I have conducted my audit in accordance with auditing standards generally accepted in the 
United States of America and the standards applicable to financial audits contained in 
Government Auditing· Standards, issued by the Controller General of the United States of 
America. Those standards require that I plan and perform the audit to obtain reasonable 
assurance about whether the financial statements are free of material misstatement. An audit 
includes examining, on a test basis, evidence supporting the amowits and disclosures in the 
financial statements. An audit also includes assessing the accounting principles used and 
significant estimates made by management, as well as evaluating the overall financial statement 
presentation. I believe that my audit provides a reasonable basis for my opinion. 

In my opinion the Capital Assets Statement, present fairly, in all material respects, of the fixed 
assets of the Municipality of Barceloneta, Puerto Rico, as of June 30, 2003, and the respective 
changes in financial position there of for the year then ended in conformity with accounting 
principles generally accepted in the United States of America 

San Juan, Puerto Rico 
December 19, 2003 
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As described in Note 1 to the basic financial statements, the Municipality of Barceloneta 
adopted the provisions of Governmental Accounting Standards Board Statement No. 34, Basic 
Financial Statements - And Management's Discussion and analysis-For State and Local 
Governments; as of and for the year ended June 30. 2003. This result in a change in the format ·-·. 
and content of the basic financial statements. · 

The Management's Discussion and Analysis information, on pages 3 through 7, and the 
Budgetary Comparison Schedule -General Fund on page 14 is not a required part of the basic 
financial statements but is supplementary information required by the Gevernmental 
Accounting Standards Board. I have applied certain limited procedmes, which oonsisted 
principally of inquiries of management regarding the methods of measurement and presentation 
of the supplementary information. However, I did not audited the infonnation and express no 
opinion on it 

San Ju~, Puerto Rico 
Decem}?e:r: 19, 2003 

The stamp number 1942~4' 
was aftlxed to the 
original of this report. ----- ____,._ --- -

1942b41 

; 

2 
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MANAGEMENT'S DISCUSSION AND ANALYSIS 

As management of the Municipality of Barceloneta (the "Municipality"), we offer the reader of 
the Municipality' s financial statements this narrative overview of the financial activities of the 
Municipality for the fiscal year ended June 30, 2003. We encourage readers to consider the 
information presented here in conjunction with the Municipality's financial statements. 

Fiscal year 2002-2003 operations sustain the Municipality's track of solvency an<! sound fiscal 
condition. The Governmental Wide financial siatement also supports our statement. This 
condition is achieved in a time of economy constrains and low revenues growth rates. 

FINANCIAL IDGHLIGHTS 

)> The assets of the Municipality Government exceeded its liabilities at the close of the 
current fiscal year by $7 ,548,602 (net assets). 

> The adjusted actual of the General Fund operations resulted in a favorable variance of 
$1,806,053 as compared to the revised budget. 

)> As June 30, 2003 the Municipality's General Fund (the primary operating fund) reported 
a fund balance of $2,428,146 an increase of$1,162,141in comparison with the prior year. 

> Loans principal payments were $1,292,895 during fiscal year 2002-03. Loan proceeds 
from new debt issued amounted to $3,250,000 during the same fiscal year. 

New Requirements for the Financial Reporting 

The new approach on the preparation of the Municipality's financial statements emphasizes on a 
government wide (consolidated) view of its financial operations. Nevertheless major individual 
funds are presented and evaluated in all of its details. Simultaneous implementation of both of 
these perspectives allows user to address relevant questions about municipality's performance 
and provides a basis for comparisons and evaluation of services quality. · 

Because of the implementation of these new reporting standards, much of the information will 
not be easily comparable with prior year data. However, in future years, comparisons will be 
more meaningful and will provide a better understanding of the municipality's financial position 
and results of its operations. 
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Financial Statements Components 

The basic financial statement consist of government wide financial statements, the major 
individual funds financial statement, and notes to the fmancial statements that provides more 
details. 

The Statement of Net Assets reports information of the municipality as a whole. Increase or 
decrease of net assets may serve as an indicator of whether municipality's financial position is 
improving or deteriorating. Those statements include all assets and liabilities using the accrual 
basis of accounting, which is similar to the accowiting used by most privet sector companies. 
Accrual of the current year• s revenues and expenses are taken into account regardless of when 
cash is received or paid. 

The statement of Activities is focused on both the gross and net cost of various activities, wruch 
are supported by the Municipality's property tax, municipal licenses tax and other revenues. It is 
intended to summarize and simplify the user's anaiysis of the costs of governmental services. 
The governmental activities reflect basic services, including police, public works, solid waste 
disposal, community services, and general administration. Property tax, municipal license tax, 
state and federal appropriations finance most of the services. 

A fund is a grouping of related accounts that is used to maintain control over resources that have 
been segregated for specific activities or objects. The Major Governmental Funds presentation 
provides detailed information about the most significant funds, not the Municipality as a whole. 
The Municipality uses fund accounting to ensure and demonstrate compliance with fmancial 
related legal requirements. The Municipality's basic services are reported in governmental 
funds, wruch focus on how money flows into and out of those funds and the balances left at year­
end that are available for spending. These funds are reported using a accounting method called 
modified accrual accounting, which measures cash and all other financial assets that can readily 
be converted to cash. The Governmental funds statement provides a detailed short-term view of 
the Municipality general governmental operations and the basic services it provides. 
Governmental funds information help you determine whether there are more or fewer financial 
resources that can be spend in the near future to finance Municipality's programs. We describe 
the relationship between governmental activities and governmental funds in reconciliation 
besides the fund financial statements. 

The notes provides additional infomiation that is essential to a full understanding of the data 
provided' in the government-wide and fund financial statement. 
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Infrastructure Assets 

The Municipality implemented the major model portions of GASB statement 34 during the 
current fiscal year. Historically, the governmental larger group of assets have not been reported 
nor depreciated in governmental financial statement. The new statement required that this assets 
be valuated and reported within the Governmental colunm of the Governmental Wide Statement 
Additionally, the government must elect to either depreciate these assets over theirs estimated 
useful life or develop a system of assets management designated to maintain the service 
delivered potentially to near perpetuity. If the government develops the assets managements 
system, which periodically, by category, measures and demonstrate its maintenance system, 
which periodically, by category, measures and demonstrate its maintenance oflocally established 
level of services standards, the government may record its cost of maintenance in lieu of 
depreciation. The information about the condition and maintenance of condition of the 
government infrastructure assets should assist financial statements users in evaluating a local 
government and its performance over time. 

Government-Wide Statement 

Statement of Net Assets 
The Statement of Net Assets reports infonnation of the municipality as a whole. Increase or 
decrease of net assets may serve as an indicator of whether municipality's financial position is 
improving or deteriorating. In the case of the Municipality primary government assets exceeded 
liabilities by $170.7 millions at the close of the recent fiscal year. The following reflects the 
condensed Statement of Net Assets of the Primary Government. 

Statement of Net Assets 
As of June 30, 2003 

Cunent and other assets $ 16,777,734 
Capital assets 29,388,199 

Total assets 

Cunent and other liabilities 11,153,907 
Long-term liabilities 27A9Si424 

Total liabilities 

Net assets: 
Invested in capital assets, net related debt 10,253,401 
Restricted 128,060 
Unrestricted (2,832,859) 

Total net assets 

The principal increase of the net assets was due mainly to the inclusion of the capital assets of 
the municipality. Such amount will increase as the infrastructure assets are identified and 
included in the financial statements. 
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Statement of Activities 

The following reflects the condensed Statement of Activities of the Primary Government: 

For the year ended June 30, 2003 

General revenue $12,406,521 
Progam revenue --- ------------- -~!~~~,~~1. 

Total revenue 20,671,368 

Expenses (28,374,461) 
Govenunental activities 

Change in net assets ~727032093 

Economic Factors and Next Year Budget 

. -
The Municipality is a political legal entity with full legislative and administrative powers in 
every area of municipal govenunent, with perpetual existence and legal personality, separate and 
independent from the central governmental of Puerto Rico. The Municipal Government 
comprises the executive and legislative braches. The Mayor exercises the executive power and 
the legislative power by the Municipal Legislature, which has 16 members. 

The Municipality provides a full range of services including public works, education Public 
safety, public housing, health, community development, culture, recreation and other 
administrative services. The Municipality's principal sources of revenues are property taxes, 
municipal license taxes, contributions by the state government and federal grants. 

The municipality has a wide industrial base which included the International Airport, hotels, 
large pharmaceuticals, wholesalers, retail stores, financial institutions, restaurants, among others. 
This industrial base has increased substantially during the most recent years. 

The Municipality' s Budget for fiscal year 2002-2003 for $3,547,472 is over last fiscal year 
(2002-2003). 

Contacting the Municipality's Financial Management 

The Municipality's financial statements are designed to present users with general overview of 
the Municipality's finances. If you have questions about the report or need additional financial 
information, contact the Municipality's Director of Finance. 

-6- • 



I 

> 

I· 

MUNICIPALl1Y or BARCELONETA, PlIBRTO RICO 
STATtMENT Of NET ASSETS 

JUNE 30, 2003 

ASSETS 

Cash and investments 
Cash with fiscal agent and other 
Accounts receivable: 

Receivable volume business 
Accounts receivable government 

Due from general fund and other funds 
Accounts receivable government 
Capital Assets 

Total assets 

LIABILITIES AND FUND EQUITY 

Liabilities: 

Accounts payable and accrued liabilities 
Due to special revenue fund and other 
Due to government entity 
Deferred revenue 
Matured bond and interest payable 
Noncurrent liabilities: 

Due within one year 
Due in more than one year 
Total liabilities 

NET ASSETS 

Invested in capital assets, net of related debt 
Restricted for debt services 
Unrestricted 

Total Net Assets 

See notes to financial statement 

-7-
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Governmental 
Activities 

$ 12,436,922 
2,510,777 

241,488 
1,426,928 

5,262 
176,357 

29,388,199 
46,185,933 

$ 1,007,965 
5,143 

369,200 
7,138,982 
2,387,860 

237,920 
27,490,261 
38,637,331 

10,253,401 
128,060 

{2,832,859} 
$ 7,548,602 
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Functlons/Programs 

EXPENDITURES: 
Current: 

General government 
Public work 
Public safety 
Health and education 
Capital projects 
Culture and recreation 
Other expenditures 

Interest on long-term debt 
Total governmental activities 

GENERAL REVENUES 
Property taxes 
Municipal licenses tax 
Intergovernmental revenues 
Interest income 
Other Revenues 

Total general revenues 

Changes in net assets 
Net assets at beginning of year 
Net assets at end of year 

See notes to financial statements. 

$ 

$ 

Expenses 

15,303,472 
5,950,879 
1,300,333 
1,358,974 
1,320,275 
1,892,449 

229,110 
1,018,969 

28,374,461 

MUNICIPALITY or BARCELONETA, PUERTO RICO 
STATEMENTS or ACTIVmes 

fOR THE flSCAL Y"eAR ENDED JUNE 30, 2003 

$ 

$ 

Charges for 
Services 

(993,771) 

{993,7712 

-8-

$ 

$ 

Program Revenues 
Capital Grants Operating Grants 

and and 
Contributions Contributions 

(94,028) $ (7,177,048) 

{94,0282 $ {7. 177,0482 

J u an A Feliciano Chameco • Certified Public Accountat 

$ 

$ 

$ 

$ 

Net (expense) 
revenue and change 

in Net Assets 
Governmental 

Activities 

(7,038,625) 
(5,950,879) 
(1,300,333) 
(1,358,974) 
(1,320,275) 
(1,892,449) 

(229,110) 
{1,018,9692 

{20, 109,6142 

401,613 
9,178,588 
2,117,137 

118,364 
590,819 

12,406,521 

(7,703,093) 
15,251,695 
7,548,602 
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· MUNICIPALITY OF BARCELONETA, PUERTO RICO 

. BALANCE SHEET 
GOVERNMENTAL FUNDS 

JUNE 30, 2003 

ASSETS 
Cash and Investments 
Cash with fiscal agent and other 
Receivable volume business 241,488 
Accounts receivable federal government 740,513 143,955 
Due from general fund and other funds 814,666 5,262 
Accounts receivable government 176,357 

Total assets and other debits $ 10,154,316 $ 946,779 $ 149,089 

LIABILITl!;S AND FUND BALANCES 

Liabilities: 
Accounts payable and accrued liabilities $ 212,845 $ 328,121 $ 107,688 
Due to special revenue funds and other 5,143 
Matured bond and interest payable 
Due to government entity 369,200 
Deferred revenue 7,138,982 
Due to general fund 

Total liabilities 7,1!!611'1<S 
4971915 
s2s10~ 

36,663 
144351 

Fund balances 
Reserve for debt services 
Encumbrances 545,925 
General Fund 1,882,221 
Special revenue fund 120,743 
Capital Proyect fund 4.738 
Total fund balances 21428.146 12!1.'743 4,738 

Total liabilities and fund balance $ 10,154,316 $ 946,779 $ 149089 

Amounts reported for govermental activities In the statement of 
net assests are different because: 

Capital assets used In govermental activities are not financial resources 
and ,therefore.are not reported in the funds 

Long-term liabilities, induding bonds payable, are not due and payable in 
the current period and, therefore, are not reported in the funds: 

Accrued compensated absence 
Landfill closure and postclosure care costs 
Health insurance debt 
Bonds payable 
Advances from CRIM 

Total tong-term liabilities 

Total net assets of governmental actMtles 

See notes to financial statement 

.g. 

.. Juan A Feliciano Chameco •Certified Public Accountant 

-- - -
De t 

Service 
Fund 

3, 12,4 I 22 
2,510,777 2,510,777 

241,488 
542,460 1,426,928 

819,928 
176,357 

$ 2,510,777 $ 3,851,439 $ 17,612,400 

$ $ 359,311 $ 1,007,965 
2,382,717 2,387,860 

369,200 
7,138,982 

213821'717 
28010&8 
639,399 

814,666 
IU1U7~ 

.128,060 128,060 
545,925 

1,882.221 
227,878 348,621 

128,060 
21984,162 
31212.o:to 

2,988.900 
5,893,7!!'7 

$ 2,510,777 $ 3,851 ,439 

$ 29,388,199 

$ 938,830 
5,000,000 
1,262,320 

17,841,903 
2,690,271 

~7.733.3242 

$ 7,548,602 
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STAT?Hl!l'IT 01' IUW!NUCS, llXl'llMDl'n/IUIS AMO ctW'tOM IN l'UrtD BALNtcr.s 

POR nte l'ISCJll. YllAR eNDeD JUl"le 30, :Z003 

GOVERNMENTAL FUND 
pedal Capital Debt Ola 

General Revenue Projects Service Other Governmental · 
Fund Fund Fund Fund Funds Funds 

REVENUES 
Property taxes s 401,613 s $ . s 2,079,223 $ $ 2,480,836 
Municipal license tax 9,304,048 9,304,048 
licenses ,permits and fines 776,327 776,327 
Intergovernmental revenues 2.447,137 5, 160,231 7,607.368 
Rent of properties 67,833 67,833 

. Interest income 118,364 16,823 135,187 
Other revenues 740,370 740,370 
Federal linancial award 4,117,695 709,840 812,852 5,&I0,387 

Total revenue& 13,855,692 • , 117,695 709,840 2,096,046 519731083 26,752,356 

EXPENDITURES: 
Current 

General government 7,885,762 3,685,256 94,028 3,059,353 14,724,399 
Public woks 5,813,597 5,813,597 
Pubffc safety 1,150,894 1,150,894 
Health and 1,292,131 1,292.131 
Capital projects 205,610 608,697 505,968 1,320,275 
Culture and recreation 1,865,058 1,865,058 
Other expenditures 229,110 229,110 
Debt :service: 

Principal retirement 1,292,895 1,292,895 
lnterast and fiscal charges 1018969 1,018,969 

Total expenditures 18,442,162 3,685,256 702,725 2,311,864 3,565,321 28,707,328 
Excess of revenues over (under} expenditures (4,586,470} 4 32,439 7,115 (215,818) 2,407,762 (1,954,972) 

Other financing source (uses): 
Not advance of property taxes 5,200,360 5,200,360 
Transfer ln (cul) to debt service fund and olher fund (576,543} 533,323 43,220 
Transfer from debt service 14,582 (14,582) 

Transfer to other funds 314,292 (314,929) {637) 
Total other financing source (uses) 4,638,399 833,033 (271,709) 5, 199,723 

Excess of revenues and other sources over 
(under) expenditures and other u:soa 51,929 432,439 7,115 617,215 2.136,053 3,2-44,751 

Fund balance June 30, 2002 1,266.005 (311,696) 1,893,562 1.075,987 3,923,858 
Prior period adjustment 1,110,212 {2,an1 !2.,382,71Z} !1,274,8821 
Fund balance June 30, 2003 $ 2,428,146 s 120,743 $ 4 738 $ 128,060 s 3,212,040 s 5,893,n7 

See notes to financial ataloments. 

·10-
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RECONCILIATION OF THE STATEMENT OF REVENUES, 
EXPENDITURES, AND CHANGES IN FUND BALANCES OF 

GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES 
YEAR ENDED JUNE 30, 2003 

Amounts reported for governmental activities in the statement of activities 
are different because: $ 

Net change in fund balance - total governmental funds 
Governmental funds report capital outlays as expenditures. However, 
in the statement of activities the cost of those assets is allocated 
over their estimated useful lives and reported as depreciation expense. 

Expenditures for capital assets 
Less current year depreciation 

The issuance of long-term debt (e.g., bonds, leases) provides current 
financial resources to governmental funds, while the repayment of the 
principal of long-term debt consumes the current financial resources 
of governmental funds. Neither transaction, however, has any effect 
on net assets. Also, governmental funds report the effect of issuance 
costs, premiums. discount, and similar items when debt is first issued, 
whereas these amounts ae deferred and amortized in the statement 
of activities. This is the amount by which proceeds exceeded repayments 

Bond, loan 
Bond costs 
Principal payments 

Some expenses reported in the statement of activities do not 
require the use of current financial resources and, therefore, 
are not reported as expenditures in governmental funds. 

Change in landfill accrual 

Change in net assets of governmental activities $ 

See notes to financial statement 

-11-
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(1,954,972) 

(1,320,275) 
(26,405} 

1,346,680 

(3,250,000) 
(30,253) 

1,292,895 
(1,987,358) 

~2,414,083! 
(2,414,083) 

{7,703,093} 
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MUNICIPALITY OF BARCELONETA, PUERTO RICO 
NOTES TO FINANCIAL STATEMENS 

JUNE 30, 2003 

GENERAL ORGANIZATION 

The Municipality of Barceloneta (the Municipality) was founded in 1881. The governmental system 
of the Municipality is composed of the executive and legislative bodies. The Mayor is the Chief 
Executive Officer and is elected every four years in the general elections of Puerto Rico. The 
legislative body consistes of fourteen assemblymen also elected in the general elections of Puerto Rico 
for a four-year period. 

The Municipality provides services such as: health, public safety, sanitation, recreation and sports, 
educatio~ housing, transportation, welfare, construction and/or improvements of highways and streets, 
and other general and administrative services. 

The financial statements of the Municipality of Barceloneta (the Municipality) have been prepared 
in conformity with generally accepted accounting principles (GAAP) as applicable to governmental 
entitis. The Governmental Accounting Standards Board (GASB) is the primary standard-setting body 
for establishing governmental accounting and financial reporting principles. The following summarizes 
the Municpality significant accounting policies: 

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

Reporting Entity 

The Municipality's financial statements include the operations of all departments for which the 
Municipality is financially accountable. 

The financial statements present the :financial position of the various fund types and accounts groups 
and the results of operations of the various fund types of the Municipality. This includes the 
organizational units governed by the Executive Officers and Members of the Municipal Assembly of 
the Municipality. In evaluating the Municipality as a reporting entity, management has addressed all 
the potential component units, which may or may not fall within the Municipality's financial 
statements. The basic .criterion for including a component unit within the Municipality's reporting 
applying the provisions made entity of statement No. 14 of the Governmental Accounting Standard 
Board (GASB), the oversight responsibility is by Barceloneta Municipality Assembly. 

In evaluating the Municipality as a reporting entity, management has addressed all potential component 
units, which may or may not fall within the Municipality's oversight and control and, as such, be 
included within the Municipality's financial statement. The basic criteria for including a component 
unit within the Municipality's reporting entity is the exercise of oversight responsibility by the 
Municipality's Council. The specific criteria used by the Municipality for establishing oversight 
responsibility are: 

-12-
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MUNICIPALITY OF BARCELONETA, PUERTO RICO 
NOTES TO FINANCIAL STATEMENTS 

Manifestations of Oversight Responsibility 
Selection of Governing Authority 
Designation of Management 
Ability to Influence Operations Significantly 

Accountability for Fiscal Matters 
Budget Authority 
Surplus/Deficit 
Responsibility for Debt 
Fiscal Management 
Revenue Characteristics 

JUNE 30, 2003 
(Continued) 

Factors other than oversight, which may significantly influence the entity relationship, are: 

Scope of Public Service 
Special Financing Relationships 

The relative importance of each criteria is evaluated in light of specific circumstances in order to 
determine which component units are to be included as part of the reporting entity. Our specific 
evaluations of the criteria applicable to be Municipality of Barceloneta indicate that the reporting 
entity consists of all funds and accounts groups included in the combined balance sheet, therefore no 
organizations, activities or functions were excluded from the reporting entity. 

In June 1999, the GASB issued Statement No. 34 Basic Financial Statements and Management 
Discussion and Analysis for State and Local Governments. 1bis Statement establishes new financial 
reporting requirements for state and local governments. It requires new information and restructures 
much of the infonnatio that governments have reported in the past. Coparability with reports issued in 
prior years is affected. In June 2001, The GASB issued Statement No. 37 Basic Financial Statements 
and Management Discussion and Analysis for State and Local Governments Omnibus, which in part 
addressed the Management Discussion and Analysis (MD&A) requirements, Program Revenue 
Classifications and Major Fund criteria requirements in the reporting model in Statement No. 34. 

-13-
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MUNICIPALITY OF BARCELONETA, PUERTO RICO 
NOTES TO FINANCIAL STATEMENS 

JUNE 30, 2003 

I. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation) 

Basic Financial Statements-GASH Statement No. 34 (Continuation) 

The government-wide Statement of Activities reflects both the gross and net cost per :functional 
category. The Statement of Activities reduces gross expenses (including depreciation) by related 
operating grants and contributions. The operating grants include operating-specific grants . 

1bis government-wide focus is more on the substantiality of the Municipality the change in 
aggregate economic position resulting from the actiyities of the fiscal period. 

The fund financial statements are, in substance, very similar to the financial statements presented 
in the previous model. Emphasis here is on the major funds in the governmental category. Non­
major funds are aggregated into a single column. 

The governmental funds financial statements are presented on a current financial resource 
measurement focus and modified accrual basis of accounting. This is the manner in which these 
funds are normally budgeted. 1bis presentation is deemed most appropriate to (a) demonstrate 
legal and covenant compliance, (b) demonstrate the source and use of liquid resources, and ( c) 
demonstrate how the Municipality actual experience conforms to the budget or fiscal plan. 
Since the governmental fund statements are presented on a different measurement focus and 
basis of accounting than the government-wide statement, a reconciliation is presented on the 
fund statement, which briefly explains the adjustments necessary to transform the fund 
statements into the governmental wide statements. 

Basis of Presentation 

The new model as defined in Statement No. 34 establishes criteria (percentage of the assets, 
liabilities, revenues or expenditures/expenses of either fund category or the governmental and 
enterprise combined) for the determination or major funds. The Municipality reports the 
following major funds on Fund Financial Statements: 

Major Funds 

General Fund - Always a major fund. The general fund is the main operating fund of the 
Municipality. It is used to account for all financial resources except those required to be 
accounted for in other funds. 
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MUNICIPALITY OF BARCELONETA, PUERTO RICO 
NOTES TO FINANCIAL STATEMENS 

JUNE 30, 2003 

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation) 

Basis of Presentation (Continuation) 

Major Funds (Continuation) 

Economic Development Fund-Accounts for teh proceeds of Federal Grants and loans and 
Local Special Assignments to develop specific purpose on the Economy of the 
Municipality. 

Debt Service Fund - Debt service fund is used to account for the accumulation of 
resources for, and the payment of , general long-term debt principal and interest. 

Capital Projects Fund - Capital projects fund is used to account for the financial resources 
for the acquisition of personal property and/or construction of major improvements which 
are not financed by other funds. 

Business Type Activities 

Enterorise Fund - The Enterprise fund is accounted for using the accrual basis of 
accounting. Its revenues are recognized when they are earned and their expenses are 
recognized when they are incurred. Most of the fund transactions are made through a 
financing institution. 

Basis of Accounting 

The accounts of the Municipality are organized on the basis of funds, each of which is 
considered to be a separate accounting entity. The Municipality has created various types of 
funds. Each fund is accounted for by a separate set of self-balancing accounts, which include its 
assets, liabilities, fund . balances, and revenues and expenditures/expenses, as applicable. The 
individual funds accounts for the governmental resources allocated to the Municipality for the 
purpose of carrying on specific activities in accordance with laws, regulations, or other 
restrictions. 
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MUNICIPALITY OF BARCELONETA, PUERTO RICO 
NOTES TO FINANCIAL STATEMENS 

JUNE 30, 2003 

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation) 

I Basis of Accounting (Continuation) 

Measurement Focus, Basis of Accounting 

I 
I 
I 

I 

I 

I-

Government-wide Financial Statements - The government wide financial statements are 
reported using the accrual basis of accounting. Revenues are recorded when earned and 
expenses are recorded at the time liabilities are incurred, regardless of when the related 
cash flows take place. Non exchange transactions, in which the Municipality gives (or 
receives) value without directly receiving (or giving) equal value in exchange, include 
grants. Revenue from grants is recognized in the fiscal year in which all eligibility 
requirements have been satisfied. 

Governmental Funds Financial Statement - Governmental funds are reported using the 
current financial resources measurement focus and the modified accrual basis of 
accounting. Under this method, revenues are recognized when measurable and available. 
Available means collectible within the current period or 60 days after the end of the period 
to use them to pay liabilities of the current period. Miscellaneous revenues are recorded 
when collected. Revenues collected in advance of the fiscal year to which they apply are 
recorded as deferred revenues and recognized as revenues in the year to which they apply. 
Expenditures are generally recognized when the related fund liability is incurred. General 
capital asset acuisitions are reported as expenditures in governmental funds. 

Governmental Fund Types I Governmental Activities - Governmental funds are those 
through which most governmental functions of the Municipality are financed. The 
acquisition, use, and balances of the Municipality's expendable financial resources and 
the related liabilities are accounted for through governmental funds. The measurement 
focus is upon determination of changes in financial position, rather than upon net income 
determination. . . 

Licenses and permits, charges for services, fines and forfeits and miscellaneous revenues 
(except investment earnings) are recorded as revenues when received. Investment earnings 
(interest) are recorded as earned since they are measurable an available. 
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MUNICIPALITY OF BARCELONETA, PUERTO RICO 
NOTES TO FINANCIAL STATEMENS 

JUNE 30, 2003 

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation) 

Encumbrances 

Governmental funds employ encumbrances accounting. Under the encumbrance system, all 
purchase orders, contracts and other commitments for the expenditure of funds are recorded in 
order to reserve that portion of the applicable appropriation. Under generally accepted 
accounting principles, encumbrances outstanding at year-end are reported as reservations of fund 
balance and they constitute neither expenditures: nor liabilities. Encumbrances constitute the 
equivalent of expenditures for budgetary purposes only, and accordingly, are reported with 
expenditures in all budgetary basis statements. 

Budgetary Data 

The Municipality follows these procedures, which are in accordance with the municipal law; in 
establishing the budgetary date reflected in the basic financial statements. 

(1) On or prior to may 15, the Mayor submits to the Municipal Assembly a proposed budget 
for the fiscal year commencing the following July 1st. The proposed budget includes 
estimated expenditures and their financing sources. 

(2) The budget document is available for public inspction prior to its approval by the 
Municipal Assembly. 

(3) Prior to July 1st., the annual budget is legally enacted through passage of the annual 
appropriation ordinance. 

The budget is prepared following the modified accrual basis of accounting except for the 
encumbrances as described below . 

.. 
The actual results of operations, presented in the Statement of Revenues, Expenditures and 
Changes in Fund Balances-Budget and Actual-General Fund, are reflected in conformity with the 
budgetary accounting of the Municipality for a better comparison with the budget information. 

-17-
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MUNICIPALITY OF BARCELONETA, PUERTO RICO 
NOTES TO FINANCIAL STATEMENS 

JUNE 30, 2003 

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation) 

Budgetarv Data (Continuation) 

Amendments to the budget, and budgetary transfers related to personal expenditures, require the 
approval of the Municipal Assembly. Non-capital encumbrances lapse at the end of the next 
fiscal year. 

Since the budgetary basis differs from generally accepted accounting principles (GAAP), actual 
amounts for the general fund and debt service fund in the accompanying Statement of Revenues 
and Expenditures-Budget and Actual are presented on the budgetary basis to enhance 
comparability. The principal differences are as follows: 

(1) Encumbrances are recorded as expenditures under the budgetary basis and as 
reservations of fund balance under the GAAP basis. 

(2) The property tax advances are presented as revenue in the budgetary basis and as other 
financing souces in the GAAP basis. 

(3) The Municipality receives certain revenus as contributions from governmental entities, 
legislative and private parties, which are not included therein nor are the related 
expenditures. 

(4) Certain debt issuance to acquire personal property is reflected in the general fund and is 
restricted for that purpose. 

The necessary adjustments to convert the result of operations of the general and debt service 
funds fro the modified accrual of accounting to the budgetary basis are as follows: 

Deposits 

Substantially all cash balances are commingled in a general checking account and several special 
purpose bank accounts, except for cash and investments restricted by law. Each fund records its 
equity interest in the pooled cash balance. The available cash balance in the general checking 
account beyond immediate needs is invested in interest-bearing deposits. Generally, cash is 
deposited in interest-bearing bank accounts. Investment earnings are credited to the respective 
fund. 

Investments consist of short-term certificates and are stated at cost, which approximates fair 
value. 
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MUNICIPALITY OF BARCELONETA, PUERTO RICO 
NOTES TO FINANCIAL STATEMENTS 

JUNE 30, 2003 

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation) 

Inventories 

The general fund purchases office and printing supplies, gasoline, oil, medicines and other 
items. The cost of purchases is recorded as an expenditures and the inventory is not recorded 
in the basis financial statements since amount is insignificant. 

Capital Assets 

Fund Financial Statements 

The capital assets acquired are recorded as expenditures at cost in the governmental funds. 

Government Wide Financial Statement 

Purchased capital assets are recorded at cost. Donated capital assets are recorded at their 
estimated fair value a the time they are received by the Municipality and is capitalized in the 
Statement of net Assets. Major renewals and betterment are capitalized: replacement, 
maintenance and repairs, which do not improve or extend the life of the respective assets, are 
charged to operations. 

Depreciation is provided over the estimated useful life of the respective assets on straight­
line basis. 

Vacation and Sick Leave and Other Compensated Absences 

Municipal employees are granted 30 days of vacacion and 18 days of sick leave annually. 
Vacation may be accwnulated up to a maximwn of 60 days and sick leave up to a maximum 
of 90 days. In the event of employee resignation, the employee is paid for accumulated 
vacation days up to .. the maximwn allowed. Separation from employment prior to use of all 
or part of the sick leave terminates all rights for compensation, except for employees with ten 
years or more of service who are entitled to sick leave pay to the maximum allowed. The 
Municipality is required to pay excess sick leave over 90 days on or before March 31 of the 
accumulated excess at December 31 of prior year. 

Employees' maximum allowed accumulated vacation, with the employer's share of payroll 
taxes, are accounted in the Statement of Net Assets. 
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MUNICIPALITY OF BARCELONETA, PUERTO RICO 
NOTES TO FINANCIAL STATEMENTS 

JUNE 30, 2003 

Insurance 

The Municipality has insurance coverage for its public facilities and equipment, primarily to 
provide protection in case of disaster and other losses. Also, principal officials of the 
Municipality are covered under various surety bonds. The Secretary of the Department of 
the Treasury of the Commonwealth of Puerto Rico is the designated agency to obtain the 
necessary insurance coverage for the Municipality. 

Restricted Assets 

Investments and Certificates o(Depoit-Enterprise Fund 

Certain proceeds of enterprise ftmd revenue bonds, as well as certain resources set aside for 
their repayment, are classified as restricted assets on the balance sheet because their use is 
limited by applicable bond convenants. The "revenue bond" maintenance account is used to 
report those rental proceeds that are restricted for use in maintenance of the properties. The 
"revenue bond fund account"is used to segregate resources accumulated for det service 
payments over the next twelve months. The "Debt Service Account"is used to report 
resources set aside to make up potential future deficiencies in the "revenue bond fund 
account". For description of collateral, see Deposits Note. 

Cash with fiscal agent 

The cash with fiscal agent pertaining to the debt service represents property tax collections 
retained by the Government Development Bank for Puerto Rico and another financial 
institution restricted for the payment of Municipality's debt service (See Note 2) and unused 
proceeds from bonds and notes issued principally for the acquisition or construction of 
pennanent improvements are accounted in the capital project fund. 
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Reservations of Fund Balance 

Reservations of fund balance represent portions of fund balances that are legally segregated 
for a specific future use or are not appropriable for expenditure. The Municipality has the 
following reservations of fund balance: 

);> Encumbrances - Represent future expenditures under purchse order, contracts and 
other commitments. These committed amounts generally will become liabilities in 
future periods as the goods or services are received. 

);> Debt Service - Represents net ssets available to finance future debt service payments. 

);> Capital Projects - Represent net assets available to finance future capital outlays . . 
Claims and Judgements 

The estimated amount of the liability for claims and judgements, which is due on demand, 
such as from adjudicated or settled claims, is recorded in the general fund and in the 
Statement of Net Assets. 

Use of Estimates 

The preparation of financial statements in conformity with generally accepted accounting 
principles requires management to make estimates and assumptions that effect the reported 
amounts of asses and liabilities and disclosure of contingent assets and liabilities at the date 
of the financial statements and the reported amounts of revenues and expenses during the 
reporting period. Actuals results could differ from those estimates. 
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MUNICIPALITY OF BARCELONETA, PUERTO RICO 
NOTES TO FINANCIAL STATEMENTS 

JUNE 30, 2003 

2. PROPERTY TAXES 

The "Centro de Recaudaci6n de Ingresos Municipales"(CRIM) is responsible for the assessment 
of all real and personal property located within the Municipality of Barceloneta and for the 
levy, administration and collection of the corresponding taxes. 

The property tax is levied each year on the asessed value of the property at the beginning of the 
calendar year. Assessed values of real property are established at the estimated current value 
existing in the year 1957 and of personal property at the current value at the date of the 
assessment. 

Real property taxes are billed by the CRIM and are due in two equal installments in July and 
January following the assessment date. Personal property taxes are self-assessed ad are due in 
May 15, when the property tax return is required to be filed. 

The tax rate per annum is 8.08% for real property and 6.08% for personal property of which 
3.83% and 1.83%, respectively, belongs to the Commonwealth of Puerto Rico and 4.5% of both 
percents belong to the Municipality. From the portion belonging to the Municipality, 3% 
represents the Municipality's basic rate,which is appropiated for general purposes and, 
therefore, accounted for through the general fund. The remaining portion belonging to the 
Municipality of 1.3% repesents the ad-valorem" tax withheld by the CRIM as fiscal agent, and 
restricted for debt service which is accounted for through the debt service fund (See note 11 ). 
The Municipality has reached the maximum statutory tax rate limit for the asic tax while there 
is no limitation for the ad-valorem tax rate. 

Complete real property tax exoneration is granted by the Commonwealth of Puerto Rico on the 
first $15,000 of the assessed valuation of owner occupied residential units. However, the 
Municipality receives the full amount levied, except for residential units assessed at less than 
$3,500, on which a complete exemption is granted. Veterans have additional exemption from 
taxes of $5,000 of the assessed alue of real property. The Department of Treasury instead of the 
property taxpayer becoms the source of payment in these cases. 

Complete exemption from personal taxes up to an assessment of $50,000 is granted to retailers 
with an annual volume of net sales under $150,000. 

-22-
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MUNICIPALITY OF BARCELONETA, PUERTO RICO 
NOTES TO FINANCIAL STATEMENTS 

JUNE 30, 2003 

The CRIM reports annually to the Municipality the estimated basic property tax and the tax to be 
used for the det service, which will be collected in the fiscal year. The basic tax is advanced to 
the Municipality during such fiscal year. It is the practice to amortize these advances through 
the subsequent collection by the CRIM of the basic tax from the taxpayers. 

The basic property tax advances from the CRIM are recorded in the general fund as other 
financing sources. As this tax is collected and reported by the CRIM, it is recorded i the gneral 
fund as revenue. The property tax received from the Department of Treasury, which is related to 
the exoneration granted by the Commonwealth of Puerto Rico is reflected as revenue in 
thegeneral fund. 

Since the collection of property taxes from the taxpayers is under the administration f the CRIM, 
the Municipality recognized as an expenditure the operational expenses allocated by the CRIM 
to the Municipality, which amounted to $214,851 during 2003. 

The following is a summaryof the property tax advances, which resulted as an account 
receivable, for the year ended June 30, 2003 and outstanding debt from 2003. The resulting 
receivable is presented as a deferred revenue in the general fund for Fund Financial Statement 
and as a revenue in the Government Wide Financial Statements. The debt has been presented in 
the Statement of Net Assets as a non-current libility since payment is not anticipated to be paid 
in near future. 

I Accounts Payable: 

I 

I 
I . 
I.. 

Amortization throu2h collections of property taxes by the CRIM 
07-01-02-06-30-03 

Advance received, 07-01-01-06-30-02 
Due from CRIM - 2003 

Due to CRIM - 2002 
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MUNICIPALITY OF BARCELONETA, PUERTO RICO 
NOTES TO FINANCIAL STATEMENTS 

JUNE 30, 2003 

3. DEPOSITS 

Deposits include certificates of deposits amounting to $7,087,147. The Municipality's cash and 
investments at June 30, 2003, were entirely covered by the Federal Depository Insurance 
Corporation by collateral provided by the banks and held by the Department of the Treasury 
pursuant to applicable laws and regulations. Cash with fiscal agent is maintained in interest­
bearing accounts in the Government Development Bank for Puerto J.ljco and is collaterized by 
the Commonwealth of Puerto Rico. 

Puerto Rico laws authorize govermental entities to invest in direct obligations or obligations 
guaranteed by the federal government or the Commonwealth of Puerto Rico. The Municipality 
is also allowed to invest in bank acceptances, other 'bank obligations and certificates-of deposit in 
financial institutions authorized to do business under the federal and Commonwealth laws. 
During the year, the Municipality invested its funds in interest-bearing bank accounts, and 
short-term certificates of deposit. 

4. CONCENTRATION OF CREDIT RISK 

The Municpality maintains its csh account in local commercial banks, whose accounts are 
warranty by the Federal Deposit Insurance Corporation (FDIC) up to $100,000. Deposits in 
excess of$100,000 are collaterized by the bank securities to property safeguard such funds. 
Nevertheless, Management believes that concentration of credit risks is limited because 
balances are deposited with high standing financial institutions. 

5. MUNICIPAL LICENSE TAXES 

The volume of business tax is levied each year based on the prior year's gross revenues for all 
commercial and industrial organizations doing business in the Municipality and which are not 
totally or partially exempt from this under the industrial Incentives Acts of Puerto Rico. All 
taxpayers are required to file their declarations by April 15 of each year. 

The tax rates are as follow: 
1 % for financial institutions 
for all other organizations 0.5% 

Taxes are payable in two equal semiannual installments on July 1 and January 1 following the 
levy date. If they are paid before their maturity, the taxpayer is granted certain discounts. 

The Municipality recognized as account receivable the amount estimated to be collected based 
on the volume business tax declaration during the next year that pertaining to this year and prior 
years included interest receivable of $19,328. (Net of allowance for un-collectable). The 
deferred revenue of the general fund correspond to the business tax levied received from the next 
fiscal year. ~ 
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MUNICIPALITY OF BARCELONETA, PUERTO RICO 
NOTES TO FINANCIAL STATEMENTS 

JUNE 30, 2003 

6. INTERFUND TRANSACTIONS 

Due From/To Other Funds (Fund Financial Statement) 

Interfund receivables and payables generally reflect temporary loans, billings for services 
provided and recovery of expenditures. The balance are as follows: 

Funds Due From Due To 

General $814,666 $ -
Other Funds - 280,088 
Caoital Project - 36,663 
Soecial revenue fund - 497,915 

$814,666 $814,666 

The interfund receivables and payables on Fund Financial Statement are eliminated on Statement 
of Net Asets (Government Wide Financial Statement). 

7. INTERGOVERNMENTAL REVENUES 

Sources of intergovernmental revenue consit primarily of governmental payments from the 
Commonwealth of Puerto Rico and iil lieu of tax" payments from certain "quasipublic" 
corporations, such as the Puerto Rico Electric Power Authority. 

Grants and subsidies received from the Commonwealth of Puerto Rico include, aong others, a 
general subsidy for capital improvements. Almost all these intergovernmental revenues are 
accounted for in the general fund. 
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MUNICIPALITY OF BARCELONETA, PUERTO RICO 
NOTES TO FINANCIAL STATEMENTS 

JUNE 30, 2003 

8. CAPITAL ASSETS 

Fund Financial Statements 

The Municipality charged costs of capitalizable outlays as expenditures categories in the 
Governmental Fund Financial Statements. 

Land $ 4,519,188 $2,072,048 $ - $ 6,591,236 
Construction in progress 1,650,575 1, 114,665 1,650,575 1,114,665 

Total capital assets not being depreciated 6,169,763 3,186,713 1,650,575 7,705,901 

Capital asets, being deprciated 
Buildings and building improvements 22,609,447 1,064,608 23,694,055 
lnfraestructure 12,464,168 12,464,188 
Equipment 1,505,782 870,737 2,376,519 
Vehicles 3,656,289 37,230 3,693,519 

Total capital assets being depreciated 40,235,706 1,992,575 42,228,281 
Less accumulated depreciation for: 

Buildings and building improvements {6,848,361) {412, 134) {7,260,495) 
lnfraestructure {9,331,241) {59, 103) {9,390,344) 
Equipment (1 , 169,483) (155,337) {1 ,324,820) 
Vehicles {2,236,870} {333,454} ~2 ,570,324} 

Total accumulated depreciation {19,585,955} {960,028} {20,545.983} 
Total capital assets being depreciated, net 20,649,751 1,032,547 21 ,682,298 
Governmental activities capital assets. net $26,819,514 $4,219,260 $1,650,575 $ 29,388, 199 

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

Governmental activities: 
General ~overrunent $579,073 
Public safety 149,439 
Public works 137,282 
Culture and recreation 27,391 
Health and education . 66,843 

Total depreciation expense- governmental activities $960,028 
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MUNICIPALITY OF BARCELONETA, PUERTO RlCO 
NOTES TO FINANCIAL STATEMENTS 

JUNE 30, 2003 

Government Wide Financial Statements 

Capital assets purchased are carried at historical costs. Contributed assets are recorded at fair 
value as of the date donated. Additions, Improvements and other capital outlays that 
significantly extend the useful! life of an asset are capitalized. Other costs incurred for repairs 
and maintenance are expensed as incurred. Depreciation on capital assets is calculated using the 
straight-line method over the following estimated useful lives: 

Vehicles, Heavy Equipment 4-10 $300 
Furniture and Fixture 10 $300 
Computer and Electronic Equipment 5 $300 
Buildings 50 $1 
Infrastructure 60 $1 
Improvements 20-40 $1 
In addition, the Municipality assigned a 10% residual value on most Capital Assets. 

9. CHANGES IN GENERAL LONG-TERM DEBT 

Payale at Balance 
Description July 1, 2002 Additions Reductions June 30, 2003 

General Obligations Bonds $17,177,692 $3,250,000 $1,292,895 $19,134,797 
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MUNICIPALITY OF BARCELONETA, PUERTO RICO 
NOTES TO FINANCIAL STATEMENTS 

JUNE 30, 2003 

9. CHANGES IN GENERAL LONG-TERM DEBT (continued) 

General Obligation Bonds: 

Original Interest Balance 
Description Amount Rate 06-30-03 

Bonds Series 1984 263,000 5% 98,850 

Bonds Series 1992 520,000 5.56 to 6.36% 210,000 

Bonds Series 1992 229,000 5.75% 160,000 

Bonds Series 1992 630,000 5.56to 6.14% 300,000 

Bonds Series 1992 257,000 5.75% 178,000 

Bonds Series 1992 600,000 5.75% 413,000 

Bonds Series 1993 277,000 5.75% 200,000 

Bonds Series 1998 1,380,000 6.00to 8.0% 1,260,000 

Bonds Series 1998 485,000 8.0% 290,000 

Bonds Series 1999 190,000 6.00 to 7.50% 45,000 

Bonds Series 1999 1,710,000 6.00 to 7 .50% 1,420,000 
.. 

Bonds Series 1996 400,000 8.0% 330,000 

Bonds Series 1998 105,000 8.0% 92,000 

Bonds Series 1998 1,380,000 5.32% 1,275,000 
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Operational Loans: 

Bonds Series 1998 3,250,000 5.0% 2,127,000 07-01-2007 

Bonds Series 1987 1.520,000 9.0% 395.000 07-07-2007 

Bonds Series 1994 411,000 5.0% 309,000 01-01-2007 

Bonds Series 1988 120,000 8.0% 27,000 07-07-2013 

Sub-total 9,129,850 

Special Loans from Lottery Funds: 

Bonds Serles 1988 380,000 8.0% 80,750 07-01-2007 

Bonds Series 1988 620,000 8.0% 131,750 07-01-2007 

Bonds Series 1989 530,000 8.0% 153,447 10-01-2008 

Sub-total 365,947 

Revenue Obligations Bonds: 

Bonds Series 1997 5,875,000 6.00to8.0% 5,285,000 07-01-2021 

Bonds Series 1995 660,000 6.70 to 7.70% 505,000 07-01-2013 

Bonds Series 1993 883,000 5.25% 599,000 01-01-2016 

Bonds Series 2003 3,250,000 5.00%to 6.50% 3,250,000 07-01-2019 

Sub-total 9,639,000 

TOTAL $ 19,134,797 

**Rent of properties in the Special Revenue Fund is used for payment of interest and principal. 
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MUNICIPALITY OF BARCELONETA, PUERTO RICO 
NOTES TO FINANCIAL STATEMENTS 

JUNE 30, 2003 

The annual requirements to amortize all bonded debt autstanding as Jwie 30, 2003 follows: 

Year Ending Princioal Interest Total 
2004 $ 1,516,895 $ 1,045,438 $ 2,562,333 
2005 1,567,895 1,049,266 2,617,161 
2006 1,672,895 940,677 2,613,572 
2007 1,796,894 824,911 2,621,805 
2008 1,825,395 726,759 2,552,154 
Subsequent years 10,754,823 - 10,754,823 -

$ 19,134,797 $ 4,587,051 $ 23,721,848 

10. DEBT SERVICE FUND 

The revenues of the debt service fund arise from the additional property tax and are recognized 
when collected and informed by the CRIM (See Note 2). The CRIM retains these collections for 
the payment of principal and interest of bonds and notes issued by the MWlicipality. Interest 
income is for the payment of interest or special obligations notes and property taxes are for the 
debt service requirements of the genera obligations bonds and notes. 

Principal and interest on these obligations are paid by the Government Development Bank for 
Puerto Rico from funds obtained fro the Following: 

Property taxes $2,096,046 
General funds 533,323 
Other fund 314,929 

$2,944,298 

Expenditures for the ye'ar 2002-2003 were as follows: 

Principal $1,292,895 
Interest 1,018,969 

$2,311,864 
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MUNICIPALITY OF BARCELONETA, PUERTO RICO 
NOTES TO FINANCIAL STATEMENTS 

JUNE 30, 2003 

11. RETIREMENT SYSTEM 

Plan Description 

Regular employees of the Municipality contribute to a cost sharing multiple-employer defined 
benefit retirement plan, administered by the Employee'Retirement System of the Government of 
Puerto Rico and its instrumentalities (ERS). ERS covers all regular full time public employees 
working for thecentral government, public corporations and the municipalities of Puerto Rico. 
The system provides retirements pensions, death and disability benefits. Retirement benefits 
depend upon age at retirement and number of years of credited service. Disability retirement 
benefits are available to members for occupation3.I and non-occupational disabilities. Benefits 
vest after ten years of plan participation. The system was created under Act 447, approved on 
May 15, 1951, as amended, and became effective on January 1, 1952. ERS issues a publicly 
financial report that includes financial statements and required supplementary information of the 
Plan, which may be obtained from the ERS at G.P.O. Box 42003, San Juan Puerto Rico. 00940. 

The annual retirement benefits for those regular full-time employees hired on or before March 
31, 1990 or those attaining permanent status before that date (Old Plan) and for those hired or 
attaining permanent status on or after April 1, 1990 (New Plan) are as follows: 

Eligibility 

Age 55 and 30 years 
Of service 

Under 55 and 30 ears 
Of service 

OLD PLAN 

Pension Benefits 

75% of average highest compensation 
during any years of credited service 

65% of average highest compensation 
during any 3 years of credit service 

Participant in the System who retire prior to 30 years of credited service are entitled to an annual 
retirement benefit equal to 1.5% of the highest compensation in any 3 years of credited service 
for each year of service up to 20 years, and 2% for each year in excess of 20 years. 
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MUNICIPALITY OF BARCELONETA, PUERTO RICO 
NOTES TO FINANCIAL STATEMENTS 

Eligibilitv 

Age 65 with 10 years 
of servie 

JUNE 30, 2003 

NEW PLAN 

Pension Benefits 

1.5% of average compensation during 
the final 5 years of credited services 
multiples by the nwnbers of years 
credited service 

For both plants, the employees are vested when attaining ten years of credited services. 
Disability and death are available with certain limitations and all annuities in pay Status will be 
increased evry three years by 3% subject to the approval by the Legislature of Puerto Rico. 

Funding Policy 

The Act 447, as amended, is the authority under which obligations to contribute to the Plan by 
the Plan members, employer and other contributing entities are established or may be amended. 
The required contributions made by the Municipality were based on percentages established by 
the Administrator of the System. Such percentages were not based on actuarial studies as 
required by generally accepted accounting principles. An actuarial computation of the annual 
contribution applicable to the Municipality has not been prepared. Accordingly, the amounts by 
which the actual contributins differ from the required actuarial contributions are not known. The 
Municipality's total payroll for the fiscal year 2003 amounted approximately $10,802,627 
respectively. Members'contributions are 5.775% for gross salaries up to $6,600 plus 8.275% of 
the gross salary in excess of $6,600 and the Municipality is required to contribute 9.275% of 
gross salary. 
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MUNICIPALITY OFBARCELONETA, PUERTO RICO 
NOTES TO FINANCIAL STATEMENTS 

JUNE 30, 2003 

12. CLAIMS AND CONTINGENCIES 

Contingencies 

As pr Act No. 72 of September 7, 1993, Act of the Health Insuance of PR Administration", 
(HIA) should negotiate with the municipalities a contribution from the operational budget for 
the medical services covered by the Health Care Reform. As of June 30, 2002 the amount billed 
by HIA to the Municipality amounted to $1,283,283. Te Municipality alleged that the HIA never 
discussed the aount to be contributed by the Municipality and is determined unilaterally. The 
Municipality's management decided not to record the liability on the financial stateinetns. 

On July 1, 1997, there was a amendment to Act No. 72 in which it was established that the 
balance due to HIA from October 1994 to June 30, 1997 will be earned on the additional lottery 
games. 

Federal Programs 

The Municipality participates in a number of federal financial assistance programs. Although the 
Municipality's grant programs have been audited in accordance with the provisions of the Single 
Audit Act of 1984, as amended, during the year ended June 30, 1996, these programs are still 
subject to financial and compliance audits and resolution of previously identified questioned 
costs. These grants are also subject to audit on behalf of the granters to assure compliance with 
grant provisions. If expenditures are disallowed due to noncompliance with grant program 
requirements, the Municipality may be required to reimburse to the grantor agency. 
Accordingly, the Administrations's compliance with applicable grant requirements will be 
established at some future date. Nevertheless, the Municipality's management expects the 
amount of expenditures, which may be disallowed by the granting agencies from such audits, to 
be immaterial. 

Comptroller's Office Audits 

The Municipality of Barceloneta, Puerto Rico, has been audited by the Comptroller's Office of 
the Commonwealth of Puerto Rico. The Comptroller's Office issued a final report related to the 
financial operations of the Municipality dated November 2, 2001. The report covers municipal 
operations from July 1, 1997 through June 30, 2000. Such report includes findings regarding to 
certain alleged irregularities in the operations and administration of the Mwtlcipality of 
Barceloneta, Puerto Rico, during the stated period. The Comptroller's opinion in the report stated 
that the operations of the Municipality were conducted substantially in accordance with laws and 
regulations, except for some findings disclosed in specific municipal operations. 
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MUNICIPALITY OF BARCELONETA, PUERTO RICO 
NOTES TO FINANCIAL STATEMENTS 

JUNE 30, 2003 

13. PRIOR PERIOD ADJUSTMENTS 

General Fund 

The current bank account includes certain non-budgeted fund cash balances, which have not 
been naluzed. Therefore, when differences are detennined, they are recorded as an adjustments 
to the beginning fund balance. This year's difference amounted to $1,110,212 and the amount, if 
any, that would have been recorded in the current year revenues or expenditures of the general 
fund, was not practicable to determine. 

Municipal Solid Waste Landfill Closure and Post-closure cost: 

The Municipality of Barceloneta discontinues the landfill operation on December 31, 1998 
according to United States Environmental Protection Agency (EPA) by the Consent Decree 
(CERLA -00304). The order demands a remedial feasibility study at the site to determine the 
estimated cost to closure and post-closure cost the landfill. State and Federal laws and 
regulations require the Municipality to perform certain closure procedures and establish 
monitoring and maintenance function at the landfill for 30 years after closure. The 
Environmental Protection Agency (EPA) determines that the Municipality of Barceloneta with 
ten pharmaceuticals companies was responsible for the existence of contamination on the 
landfill. The Mwlicipality and the other responsible parties signed to under take the obligations 
established in the consent decree with an estimated total cost of $5,000,000. 
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MUnICJFALITY 01" BARCELONETA, PUERTO RICO 

SCHEDULe or exnNDITURf.5 or FEDERAL AWARDS 
FOR TH~ FISCAL YBAR ~NDED JUNe 30, 2003 

Federal CFDA Pass-through 

Federal Grantor I Pass-throuah Grantor Program Title Number Grantors Number 

U.S. Of Housing and Urban Development Passed-through 

the office of the Commissioner of Municipal Affairs 

Community Planning and Development 

Community Development Block Grant (State Program) 

SBGP-2002 14-228 2002-FD 

SBGP-2001 14-228 2001-FD 

SBGP-2000 14-228 2000-DC 

SBGP-1999 14-228 1999-FD 

Direct Program: 

Public and Indian Housing 

Section 8- Existing 14-857 RQ-46-CE-054-0021010 

Section 8- Voucher 14-855 RQ-46-V-054-0021004 

U.S. Department of Health and Human Services: 

Administration for children and families 

Passed-through Governors Office for Human Development 

Head Start 93-600 02-CH-0483 

Early Head Start 93-SOO 02-CH-9892-03 

Early Children Care 93-575 CHG-0421 

Administration on Aging 

Special Program for the Aging (SENDEC) 93-045 Title Ill 

U.S. Department of Agriculture: 

Passed-through Department of Education 

Child Care Food Program 10-558 

Early Chilct Food Program 10-558 

Food and Nutrition Services: 

Total Federal Assistance 

See notes to the schedule of expenditures of federal awards. 
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Federal 

EmenditUres 

$ 146,807 

394,392 

73,113 

88.413 

702,725 

557 

479,617 

480,174 

2,695,894 

989,362 

406,955 

76,154 

4,168,365 

147,784 

35.945 

183,729 

$ 5,534,993 



I 
I 

I 
I 
I 

I 
I 

I · 

MUNICIPALITY OF BARCELONETA, PUERTO RICO 
NOTES TO THE SCHEDULE 

OF EXPENDITURES OF FEDERAL FINANCIAL AW ARDS 
FOR THE FISCAL YEAR THEN ENDED JUNE 30, 2003 

(1) GENERAL 

The accompanying schedule of expenditures of federal awards includes the federal grant 
activity of Municipality ofBarceloneta, Puerto Rico and is presented on the accrual basis of 
accounting. The reporting entity is define in Note 1 to the financial statements of the 
Municipality. The information in this schedule is presented in accordance with the 
requirements of OMB Circular A-133, Audits of States, Local Governments, and Non­
Profit Organizations. 

(2) MAJOR FEDERAL AW ARDS 

The Community Development Block grants, Housing Assistance Payments Programs, Health 
and Human Services Programs and Federal Emergency Management Agency represents the 
major federal financial awards of the Mwlicipality. Major federal awards represent 89% of 
total expenditures. 

(3) FEDERAL CFDA NUMBER 

The CFDA nwnbers included in this schedule were determined based on the program name 
review of grant contract information and the office of management and budget catalog of 
Federal Domestic Assistance. 

(4) RELATIONSHIP TO GENERAL PURPOSE FINANCIAL STATEMENTS 

Federal financial assistance expenditures are reported in the Municipality of 
Barceloneta, Puerto Rico Combined Statement of Revenues, Expenditures and 
Change in Fund Balances - All Governmental and Types as follow: 

Descri12tion S12ecial revenue Ca,12ital ,12roject Other funds Total 

Federal Programs 
Expenditures $3,685,256 $702,725 $1,147,012 45,534,993 
State &, Municipal 
Expenditures - - 2,418,309 2,418,309 

Total Expenditures $3,685,256 $702,725 $3,565,321 $47,953,302 
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STATV1E:NT or UVl:NU~. l!.XPCNDJTUUS AND 
CHANQ~ IN fUND BALANCI:. Buoarr AND ACTUAL (BUDQrf BASIS) aeNl:RAL nJND 

roR 1lfl: l'ISCAL Y?.AR eNDW JUN!: 30, 2003 

REVENUES 
Property taxes 
Municipal license tax 
Intergovernmental revenues (Note 5) 
Licenses, Permits and F. 
Rent of properties (Note 6) 
Interest income 
Other revenues (Note 5a) 
Other financial sources 
Total revenues 

EXPENDITURES: 
Current 

General Goverment 
Public safety 
Public Work 
Health 
Other expenditures 
Capital projects 
Culture and Recreation 
Transfer out to Debt service 

Total expenditures 

Excess of revenues over (under) expenditures 

$ 

I Adjusted 
Budget Amounts Actual 

Ori inal I Final Note 1 

401,613 $ 401,613 $ 401,613 
9,500,000 9,500,000 9,178,585 
2,059,552 2,059,552 1,996,349 

157,200 161,200 785,352 
40,000 40,000 67,833 

305,000 305,000 118,364 
132,000 530,837 740,370 

4.291.001 512001360 s120013so 
16,892,372 18,198,562 18,488,826 

6,754,077 8,532,536 7,958,461 
905,235 1,155,376 1,150,894 

5,426,123 6,082,128 5,813,597 
1,340,036 1,303,658 1,292,131 

229,110 229,110 
205,610 205,610 205,610 

1,879,005 1,897,683 1,865,058 
382.286 533.323 533.323 

16,892,372 19,939,424 19,048,186 

$ (559,360~ 

The reduction from actual compare with budget in the account municipal license tax if for less tax volume business 
declaration and interest income on the investment account was reduce. 

STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY 

·audaetarv Control 

The Municipality's annual budget is prepared on the budgetary basis of accounting, which is not in accordance 
with GAAP, and represent department appropriations recommended by the Mayor and approved by the Muni­
cipal Legislature prior to the beginning of the fiscal year. Amendments to the budgetrequire Iha approval of the 
of the Municipal Legislature. Transfer of appropriations within the budget, knows as Mayor's Resolution, do not 
require the approval of the Municipal Legislatue. 

The Municipality prepares its annual budget including the operation of the general fund. 

For budgetary purpose, encumbrance accounting is used. The encumbrance are considered expenditures when 
incurred. For GAAP reporting purposes, encumbrances oustanding at year-end are reported as reservation of 
fund balances and do not constitute expenditures or liabilities because the commitments will be honored during 
the subsequent year. 

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

The annual budget as presented in the Budgetary Comparison Schedule - General Fund is the budget ordinance 
at June 30, 2003 representing the original budget. There were no supplemental appropriations for the year 
ended June 30, 2003. 
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Variance 
Favorable 

CUnafavorable) 

$ 
-321,415 
-63,203 
624,152 
27,833 

-186,636 
209,533 

0 
290,264 

574,075 
4,482 

268,531 
11,527 

-0 
0 

32,625 

891,238 

$ 1,181,502 
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406 Tnt. Cesar Gonzalez 
Eleanor Roosevelt 
Hato Rey, PR 00919 

J-,. .A. 5.lieiluul Cfuu,..,,, 
CERTIFIED PUBLIC ACCOUNTANT 

Tel. (787) 879-4433 
fax(787)880-1402 

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

PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS 

To the Mayor and Municipal Council 
Municipality ofBarceloneta, Puerto Rico 

I have audited the financial statements of the Municipality of Barceloneta; Puerto Rico, as of 
and-for the ·.year ended June 30, 2003, and has issued a qualified (for its general fixed ass~ts) 
report thereon dated December 19, 2003. I conducted my audit in accordance with generally 
accepted, auditing standards and· the standards applicable to financial audits contained in 

.... · Government Auditing Standards, issued by the Comptroller General of the United States. 

Compliance . 
As part of obtain reasonable assurance about whether the Municipality of Barceloneta financial 
statements are free of material misstatement, I performed tests of its compliance which certain 
provision of law, regulations, contracts and grants, non-compliance with which could have a 
direct and material effect on the determination of financial statement amounts. However, 
providing an opinion on compliance with those provisions was not an objective of my audit 
and, accordingly, I do not express such an opinion. The results of my tests disclosed no 
instances of non-compliance that are required to be reported under Government Auditing 
Standards. 

Internal Control Over Financial Reporting 
In planning and performing my audit, I considered Municipality of Barceloneta, Puerto Rico, 
intefllal control over financial reporting in order to detennine my auditing procedures for the 
purpose of expressing my opinion on the financial statements and not to provide assurance on 
the internal control over financial reporting. My consideration of the internal control over 
financial reporting would not necessarily disclose all matters in the internal control over 
fmancial reporting that might be material weaknesses. 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 a relatively low level the risk that misstatements in amounts that would be material in 
relation to the general purposes financial statements being audited may occur and not be 
detected within a timely period by employees in the nonnal course of perfonning their assigned 
functions. 
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I noted no matters involving the internal control over financial reporting and its operation that I 
consider being material weaknesses. However, I noted other matters involving the internal 
control over financial reporting that I have reported to management of Municipality of 
Barcelone~ in a separate dated December 19, 2003. 

This report is intended for the infonnation of the board of directors, management and federal 
awarding agencies and pass-through entities. However, this report is a matter of public record 
and its distribution is not limited. 

San Juan, Puerto Rico 
December 19, 2003 

The stamp number /94:z. 1,4~ 
Was affixed to the 
original of this report. 
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406 Tnt. Cesar Gonzalez 
Eleanor Roosevelt 
Hato Rey, PR 00919 

J,.,.,. .A. J.luu.- e1 .. .,, .. co 

CERTIFIED PUBLIC ACCOUNT ANT 

Tel. (787) 879-4433 
Fax (787) 880-1402 

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

IN ACCORDANCE WITH OMB CIRCULAR A-133 

Mayor of the Municipality of Barceloneta 
Barceloneta, Puerto Rico 

Compliance 
I have audited the compliance of the Municipality of Barcelone~ Puerto Rico, with the types . 
of compliance requirements described in the U.S. Office of Management and Budget (OMB) 
Circular A-133 Compliance Supplement that are applicable to .each of its major federal 
programs for the year ended June 30, 2003. The Municipality of Barceloneta major feqeral 
programs is identified in the summary of auditor's result section of the accompanying schedule 
of findings and questioned costs. Compliance with the requirements of laws, regulations, . 
contracts and grants applicable to each of its major federal programs is the responsibility .of 
Municipality of Barceloneta Management. My responsibility is to express an opinion on 
Municipality of Barceloneta compliance based on my audit 

I conducted my audit in accordance with generally accepted auditing standards, the standards 
applicable to financial audits contained in Government Auditing Standards issued by the 
Comptroller General of the United States; and OMB Circular A-133, "Audits of States and 
Local Governments and Non-Profit Organizations. Those standards and OMB Circular A-133 
require that I require that I plan and perfonn 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 Municipality of Barceloneta, compliance with those 
requirements and- performing such other procedures, as I considered necessary in the 
circ':1111stances. I believe that my audit provides a reasonable basis for my opinion. My audit 
does not provide a legal determination on Municipality of Barceloneta compliance with those 
requirements. 

In my opinion. Municipality of Barceloneta, complied, in all material respects. with the 
requirements referred to above that are applicable to each of its major federal programs for the 
year ended June 30, 2003. However, the results of my auditing procedures disclosed instances 
of noncompliance with those requirements that are required to be reported in accordance with 
OMB Circula,r. A-133 and which are described in the, accompanying schedule of findings and 
questioned costs as items 2003-01, 2003-02, 2003-03 and 2003-04. 
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Internal Control Over Compliance 
The · management of the Municipality of Barceloneta, Puerto Rico, is responsible for 
establishing and maintaining internal control over compliance with requirements of laws, 
regulations, contracts and grants applicable to federal programs. In planning and performing 
my audit, I considered Municipality of Barceloneta internal control over compliance with 
requirements that could have a direct and material effect on a major federal program in order to 
determine my auditing procedures· for the purpose of expressing my opinion on compfomce and 
to test and report on internal control over compliance in accordance with OMB Circular A-133. 

My consideration of the internal control over compliance would not necessarily disclose all 
matters in the internal control that might be material weaknesses. 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 a relatively low level the risk. that noncompliance with 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 performing their assigned functions. I noted no matters 
involving the internal control over compliance and its operation that I consider being material 
weaknesses. 

This report is intended for the information of the board of directors, management and federal 
awarding agencies and. pass-through entities. However, this report is a matter of public record 
and its distribution is not limited. 

San Juan, Puerto Rico 
December 19, 2003 

The stamp number J94:Z/,4..3 
was affixed to the 
original of this report. 
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MUNICIPALITY OF BARCELONETA 
SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

YEAR ENDED JUNE 30, 2003 

A. Summary of Audit results 

Financial Statements 

Type of auditor' s issued: 

Internal control over financial reporting: 

Material weamess (es) identified? 

Reportable condition(s) identified not considered 
to be material weaknesses? 

reported 

Noncompliance material to financial statements noted? 

Federal Awards 

Internal control over mayor programs: 
Material weakness(es) identified? 
Reportable condition(s) identified not 

Considered being material weaknesses? 

Type of auditor's report issued on compliance considered 

Qualified 

__ Yes _X_l':lo 

Yes X No None -- - -

__ Yes_X_No 

__ Yes _ X_ No 

__ Yes_X_No 

For mayor programs Unqualified 

Any audit findings disclosed that are required to be 
Reported in accordance with Circular A-133, 
Section .510( a) are reported on part C, of this schedule _X_Y es No 
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Identification ofMaior Programs 

CFDA Number(s) Name of Federal Program or Cluster 
14.855, 14,857 Section 8 - Voucher 
93.600, 93-575 Head Start, Early Child Care & Early Head Start 
14-228 SBGP 

Dollar threshold used to distinguish 
Between type A and type B Programs 300,000 

Auditee qualified as low-risk audit _x_ Yes 

B - Financial Statements Findings 

No matters were reported regarding reportable conditions, material 
weaknesses, and instances of non-compliance related to the financial 
statements that are required to be reported in accordance with 
paragraph S.18 through 5.20 of Governmental Auditing Standards. 

C- Federal Award Findings and Questioned Cost 

Ref. No. _______ .. 
2003-01 

Federal Program Information 

U.S. Department of Health and Human Services 
Early Head Start 
Pass-through Office of Children and Families Administration 
CFDA No. 93-600 
Grant No. 02-CH-9892/03 
Year ended June 30, 2003 

Finding I Noncompliance 

Statement ofCondition and Criteria 
. It was noted in my test of compliance that is the Municipality is not 
Complying with the criteria established by Treasury Circular letter 
1075. The Municipality's financial management system. 

To established procedures to minimize the time elapsing between the 
Transfer of funds from the Office of Administration of Children and 
Families administration and the disbursements by the Municipality. It 
was note~ during my audit that Municipality held cash balances over 
$5,000 for periods Longer than 3 days. 
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The Municipality does not comply with the Circular 1075 of the 
Department of Treasury of the United States. 

The Municipality does not maintained and adequate procedures for 
The administration of cash that detennine properly their needs. 

Auditor's Recommendation 

The Municipality established adequate procedures in order to 
control in a more effective manner the need of the federal funds 
used. 

Municipality Response: 

We concur with auditor's recommendations. The Mwlicipality 
evaluates. The actual administrative procedures followed to 
establish a procedure to minimize the time between the funds 
received and the disbursements. 
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MUNICIPALITY OF BARCELO NETA 
SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

YEAR ENDED JUNE 30, 2003 
(continued) 

U.S. Department of Health and Human Services 
Administration for Children and Families Administration 

Passed-through Governors Office for Administration on Aging 
Special Programs for the Aging 

CFDA No. 93-045 
Grant -Title III, Part B 
Year Ended June 30, 2003 

Ref. No. Finding I Noncompliance 

2003-02 Statement of Condition and Criteria 

Questioned 
Cost 

It was noted in my test of compliance is not complying with the criteria -0-
established by Treasury Circular letter 1075. The Municipality's 
financial management system. 

To established procedures to minimize the time elapsing between the 
transfer of funds from the Office of the Administration on Aging 
and the disbursements by the Municipality. It was noted during my 
audit that Municipality held cash balances over $5,000 for periods 
longer than 3 days. 

Cause 
The Municipality does not comply with the Circular 1075 of the 
Department of Treasury of the United States. 

Effect 
The Municipality does not maintained an adequate procedures for the 
Ad.ministration of cash that determine properly their use needed. 

Auditors Recommendation 
The Municipality establishes adequate procedures in order to control 

·in a more effective manner the need of the federal funds used. 

Municipality Response: 
We concur with auditor's recommendations. The Municipality 
evaluates the actual administrative procedures followed to establish 
procedure to minimize the time between the funds received and the 
disbursements. 
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MUNICIPALITY OF BARCELONETA 
SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

YEAR ENDED JUNE 30, 2003 
(continued) 

U.S. Department of Health and Human Services 
Head Start 
Passed-through Office of Children and Families Administration 
CFDA No. 93-600 
Grant No. 02-CH--0483/03 
Year ended June 30, 2003 

Ref. No. Finding I Noncompliance 

2003-03 Statement of Condition and Criteria 

It was noted in my test of compliance is note complying with the 
criteria established by Treasury Circular letter 1075. The 
Municipality's financial management system. 

To established procedures to minimize the time elapsing between the 
transfer of funds from the Office of the Administration for Children 
and Families and the disbursements by the Municipality. It was noted 
during my audit that Municipality held cash balances over $5,000 for 
periods longer than 3 days. 

Cause 
The Municipality does not comply with the Circular 1075 of the 
Department of Treasury of the United States. 

Effect 
The Municipality does not maintained adequate procedures for the 
Administration of cash that determine properly their use needed. 

Auditor's Recommendation 
The Municipality establishes adequate procedures in order to control 

· m 
a more effective manner the need of the federal funds used. 

Municipality Response: 
We concur with auditor's recommendations. The Municipality 
evaluates the actual administrative procedures followed to establish 
a procedure to minimize the time between the funds received and the 
disbursements. 
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MUNICIPALITY OF BARCELONETA 
SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

YEAR ENDED JUNE 30, 2003 
(continued) 

U.S. Department of Agriculture 
Child Care Food Program 

Passed-through Department of Education 
CFDA No. 10-558 
Grant No. None identified 
Year ended June 30, 2003 

Ref. No. Finding I Noncompliance 

2003-04 Statement of Condition and Criteria 

It was noted in my test of compliance is note complying with the 
criteria established by Treasury Circular letter 1075. The 
Municipality's financial management system. 

To established procedures to minimize the time elapsing between the 
transfer of funds from the Office of the Department of Education and 
the disbursements by the Municipality. It was noted during my audit 
that Municipality held cash balances over $5,000 for periods longer 
than 3 days. 

Cause 
The Municipality does not comply with the Circular 1075 of the 
Department of Treasury of the United States. 

Effect 
The Municipality does not maintained adequate procedures for the 
Administration of cash that detennine properly their use needed. 

Auditor's Recommendation 
The Municipality establishes adequate procedures in order to control 
·in 
a more effective manner the need of the federal funds used. 

Municipality Response: 
We concur with auditor's recommendations. The Municipality 
evaluates the actual administrative procedures followed to establish a 
procedure to minimize the time between the funds received and the 
disbursements. 
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MUNICIPALITY OF BARCELONETA 

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS 
YEAR ENDED JUNE 30, 2003 

2003 - Finding No. 1: Early Head Start 
CFDA No. 93-600 
Year ended June 30, 2003 

2003 - Finding No. 2: Special Program for the Aging 
CFDA No. 93-045 
Year ended June 30, 2003 

Condition 
It was noted in my test of compliance that is the Municipality does 
Treasury Circular letter 1075 establish not complying with the criteria. 
The Municipalities financial management system. 

To established procedures to minimize the time elapsing between the 
transfer of funds from the office of Administration for Children and 
Families and the disbursements by the Municipality. It was noted during 
my audit that Municipality held cash balances over $5,000 for periods 
longer than 3 days. 

Recommendation 
The Municipality establishes adequate procedures in order to control in 
a more effective manner the need of the federal funds used. 

Current Status 
The mayor gave instructions to establish adequate procedures to comply 
with the requirement. 

Findings reported again. 
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MUNICIPALITY OF BARCELONETA 
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS 

YEAR ENDED JUNE 30, 2003 

2003 -Finding No.3: Early Head Start 
CFDA No. 93-600 
Year Ended June 30, 2003 

Condition 
During our review of the participant files, we found the 
following situations: 
•Two files did not have evidence of the physical report by a 
doctor • 
•Two files did not have evidence of dental report by a doctor 

Sub-part B of the Code of Federal Regulations Number 45 CFR 
1304.20 (a) Establishes that a grantee must develop procedures 
to obtain or arrange Further diagnostic testing. examination and 
treatment by an appropriate Licensed professional for each child 
in coordination with the parents. 

Recommendation 
The municipality most establishes adequate procedures in order 
to control and record in a more effective manner the records of 
the students. 

Current Status 
The mayor gave instructions to establish adequate procedures to 
comply with requirements. 

Finding was corrected. 
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Qfstabo 1Ubre S!lsodabo be ~uerto l\ito 

c!9obierno :Jlunicipal be ~arceloneta 
)Bepartamento bt jf inan1as 

CORRECTIVE ACTION PLAN 
YEAR ENDED JUNE 30, 2003 

(CONTINUE) 

Ref. No. Finding /Corrective Action 
2003-01 Planned/Person Responsible: 

Statement of Condition: 
The Early Head Start Program, cash balance over $5,000 for periods 
End longer than 3 days. 

Corrective Action Planned: 

The Municipality to control established adequate procedures 
the use federal funds in effective manner. 

Person Responsible: 
Noel Gutierrez, Finance Director ~ 

Ref. No. Finding /Corrective Action 
2003-02 Planned/Person Responsible: 

Statement of Condition: 
The Special Program for the Aging Cash balance over $5,000 
For periods longer than 3 days. 

Corrective Action Planned: 

The Municipality to control established adequate procedures 
the use federal funds in effective manner. 

Person Responsible: 
Noel Gutierrez, Finance Director 

-50-

Anticipated 
Completion Date 

On or before 
end of 2003-04 
fiscal year 

Anticipated 
Completion Date 

On or before 
end of 2003-04 

fiscal year 

"Para un 1luen {ioqierno, una 1Juena ~aministraciOn" -··-

PO S:2Q49 Barceloneta, Puerto ;o ~~~;; • T;Us;};4o.3400 • Fax (787)-84&.2009 
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Ref. No. 
2003-03 

Ref. No. 
2003-04 

~~tabo U.ibre ~sociabo be ~uerto lairo 

~obierno ;Municipal be 1/jarceloneta 
jJBepartamento be jf inan,as 

CORRECTIVE ACTION PLAN 
YEAR ENDED JUNE 30, 2003 

(CONTINUE) 

Finding /Corrective Action 
Planned/Person Responsible: 

Statement of Condition: 
The Head Start Program, cash balance over $5,000 for periods 
End longer than 3 days. 

Corrective Action Planned: 

The Municipality to control established adequate procedures 
the use federal funds in effective manner. 

Person Responsible: 
Noel Gutierrez, Finance Director 

Finding /Corrective Action 
Planned/Person Responsible: 

Statement of Condition: 
The Child Care Food Program cash balance over $5,000 
For periods longer than 3 days. 

Corrective Action Planned: 

·The Municipality to control established adequate procedures 
the use federal funds in effective manner. 

Person Responsible: ,,/ 
Noel Gutierrez, Finance Director / f 
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Anticipated 
Completion Date 

On or before 
end of2003-04 
fiscal year 

Anticipated 
Completion Date 

On or before 
end of2003-04 

fiscal year 

PO Box 2049 Barceloneta, Pueno Rico 00617 • Tels. (787)-846-3400 • Fax (787)-846-2009 
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MUNICIP ALJTY OF BARCELONET A, PUERTO RICO 
NOTES TO FINANCIAL STATEMENTS 

JUNE 30, 2003 

11. RETIRE.MENT SYSTEM 

Plan Description 

Regular employees of the Mwl.icipality contribute to a cost sharing multiple-employer defined 
benefit retire~ent plap, administered by the Employee'Retiremcnt System of the Government of 
Puerto Rico and its instrumentalities (ERS). ER.S covers all regular full time public employees 
working for thecentral government, public corporations and the municipalities of Puerto Rico. 
The system provides retirements pensions, death and disability benefit!. Retirement benefits 
depend upon age at retirement and number of years of credited service. Disability retirement 
benefits are available to members for occUpation81 and non-occupational disabiliiie&. Benefits 
vest after ten years of plan participation. The system was created under Act 447, approved on 
May JS. 1951, as amended, and became effective on January 1, 1952. ERS issues a publicly 
financial report that includes :financial statements and required supplementary infonnation of the 
Pl~~ which may be obtained from the ERS at G.P.O. Box 42003, San Juan Puerto Rico. 00940. 

The annual retirement benefits for those regular full-time employees hired on or before M~ 
31, 1990 or those attaining pennanent status before that date (Old Plan) and for tho~c hired or 
attaining pennanent status on or after April 1, 1990 (New Plan) are as follows: 

Eligibilitt 

Age SS and 30 years 
Of service 

Under SS and 30 ears 
Of service 

OLD PLAN 

Pension Benefits 

75% of average highe~ compensation 
during any years of credited service 

65% of average highest compensation 
during any 3 years of credit service 

Participant in. the System who retire prior to 3o years of credited service aro entitled to an annual 
retirement benefit equal to 1.5% of the highest compensation in any 3 years of credited service 
for each year of service up to 20 years, and 2% for each year in excess of 20 years . 

• 
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MUNICIPALITY OF BARCELONET~ PUERTO RICO 
NOTES TO FINANCIAL STATEMENTS 

Eligibility 

Age 6S with 10 yeatS 
of servie 

JUNE 30, 2003 

NEW PLAN 

Pension Benefits 

1.5% of average compensation during 
the final 5 years of credited services 
multiples by the· numbers of years 
credited service 

For both plants, the employees are vested wh~ attaining ten years of credi!~ services. 
Disability and death are available with certain limitations and all annuities in pay status will be 
increased evrj three years by 3% subject to the approval by the Legislature of Puerto Rico. 

Funding_Policy 

The Act 447, as amended, is the authority under which obligations to con~'bute to the Plan by 
the Plan members, employer and other contributing entities are established or may be amended. 

·\ The required contributions made by the Municipality were based on percentages established by 
the Administrator of the System. Such percentages were not based on actuari~: studies as 
required by generally accepted accounting principles. An actuarial computation of the annual 
contribution applicable to the Municipality has not been prepared. Accordingly, the amounts by 
which the actual contributins differ from the required actuarial contributions are not known. The 
Municipality's total payroll for the fiscal year 2003 amounted approximately $10,802,627 
respectively. Members'contributions are 5.775% for gross salaries up to $6,600 plus 8.275% of 
the gross salary in excess of $6,600 and the Municipality is required to contribute 9.27S% of 
gross salary. 
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MUNICIPALITY OF BARCELONETA, PUERTO RICO 
NOTES TO FINANCIAL STATEMENTS 

JUNE 30, 2003 

12. CLAIMS AND CONTINGENCIES 

Contingencies 

As pr Act No. 72 of September 7, 1993, Act of the Heal~ lnsuance of PR Administration", 
(HIA) should negotiate with the municipalities a contribution from the operational budget for 
the medical services covered by the Health Care Reform. As of June 30, 2002 the amolint billed 
by HIA to the Municipality amounted to $1,283,283. Te Municipality alleged that the HIA never 
discussed the aount to be contributed by the Municipality and is determined unilaterally. The 
Municipality's management decided not to record the liability on the financial stateineins. . ... ... . 

On July 1, 1997. there was a amendment to Act No. 72 in which it was established that the 
balance due to HIA from October 1994 to June 30. 1997 will be earned on the additional lottery 
games. 

£ederql Programs 

The Municipality participates in a nwnber of federal financial assistance programs. Although the 
Municipality's grant programs have been audited in accordance with the provisions of the Single 
Audit Act of 1984, as amended, during the year ended June 30, 1996, these programs are still 
subject to financial and compliance audits and resolution of previously identified questioned 
costs. These grants are also subject to audit on behalf of the grantors to assure compliance with 
grant provisions. If expenditures are disallowed due to noncompliance with grant program 
requirements, the Municipality may be required to reimburse to the grantor agency. 
Accordingly, the Adniinistrations's compliance with applicable grant requirements will be 
established at some future date. NeverthelessJ the Municipality's management expects the 
amowit of expenditures, which may be disallowed by the granting agencies from such audits, to 
be immaterial, 

Comptroller's Office Audits 

The Municipality of Barceloneta, Puerto Rico, has been audited by the Comptroller's Office of 
the Commonwealth of Puerto Rico. The Comptroller•s Office issued a final report related to the 
financial operations of the Municipality dated November 2, 2001. The report covers municipal 
operations from July 1, 1997 through June 30, 2000. Such report includes findings regarding to 
certain alleged irregularities in the operations and administration of the Municipality of 
Barceloneta, Puerto Rico, during the stated period. The Comptroller's opinion in the report stated 
that th~ operations of the Municipality were conducted substantially in accordance with laws and 
regulationst except for some findings disclosed in specific municipal operations. 
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MUNICIPALITY OF BARCELONET~, PUERTO RICO 
NOTES TO FINANCIAL STATEMENTS 

Eligibilirt 

Age 65 with 10 years 
of servie 

JUNE 30, 2003 

NEW PLAN 

Pension Benefits 

1.5% of average compensation during 
the final 5 years of credited service's 
multiples by the numbers of years 
credited service 

For both plants, the employees are vested when attaining ten years of credited services. 
Disability and death are available with certain limitations and all annuities in pay Status will be 
increased evry three years by 3% subject to the approval by the Legislature of Puerto Rico. 

Funding Policy 

The Act 447, as amended, is the authority under which obligations to contribute to the Plan by 
the Plan members, employer and other contributing entities are established or may be amended. 

·\ The required contributions made by the Municipality were based on percentages established by 
the Administrator of the System. Such percentages were not based on actuarial: studies as 
required by generally accepted accounting principles. An actuarial computation of the annual 
contribution applicable to the Municipality has not been prepared. Accordingly, the amounts by 
which the actual contributins differ from the required actuarial contributions are not known. The 
Municipality's total payroll for the fiscal year 2003 amounted approximately $10t802,627 
respectively. Members'contrlbutions are 5.775% for gross salaries up to $6J600 plus 8.275% of 
the gross salary in excess of $6,600 and the Municipality is required to contribute 9.275% of 
gross salary. 
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MUNICIPALITY OF BARCELONETA, PYERTO RICO 
NOTES TO FINANCIAL STATEMENT~ 

JUNE 30, 2003 

1~. PRIOR PERIOD ADJUSTMENTS 

General Fund 

The current bank account includes certain non-budgeted fuild cash balances, whic~ have not 
been naluzed. Therefore, when differences are determined, they are recorded as an adjustments 
to the beginning fund balance. This year's difference amounted to $1, 110;212 and the ·amowit, if 
any, that would have been recorded in the current year revenues or expenditures of the general 
fimc4 :was not p~eable to determine. · 

Municipal Solid Waste Landfill Closure and Post-closure cost: 

The Municipality of Barceloneta discontinues the landfill operation on December 31, 1998 
according to Unit.ed States Environmental Protection Agency. (EPA) by the Consent Decree 
(CERLA -00304). The order demands a remedial feasibility study at the site· to. detenrune the · 
estimated cost to closure and post..closure cost the landfill. State and Federal laws and 
regu4ltions require 'the Municipality to perform certain closure procedures and eSt.ablish 
monitoring and maintenance function at the landfill for 30 years after closure. The 
Environmental Protection Agency (EPA) determines that the Municipality of Barceloneta with 
ten pharmaceuticals companies was responsible for the existence ·of contamination ·on the 
landfiµ. The Municipality and ~e other responsible parties signed to under talce the obligation$ 
established in the consent decree with an estimated total cost of$5,000,000 . 

• 
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MUNICIPALl'JY OF BARCP..t..01'.'fF.TA. PUMTO RICO 
SCHEOUL£ or txPENDITURES 01' f'EDJSRAL AWARDS 

J"OK 1111~ MSCAL YM.R mom JUl'ir: :so, 200~ 

Federal CFDA Pass-through 
Federal Grantor I Pas1-ttirouoh Grantor PM.ti ram Tdle Number Grantors Number 

U.S. Of Housing and Uf1)an Dev!tlopment PassecMhrougll 

· tne ofrlc:e of the Commlaaloner d Municipal Affalts 

Community Planning and Pevelop~ent 

Community O.velcpmant Block Grant (State Program) 

SSGP·2002 1+U8 2002·FO 

SBGP•2001 14-228 2001-FD 
SBGP-2000 14-228 2000-DC 
SBGP· 1999 14-228 1999-FD 

Dlrtct Program: 

Pubf'ic and Indian Housing 

S8Cti0n 8- E>elalin9 14-857 R~S.CE-<>54-002/010 

Seetlon B-Voucher 1~5 R~V-054-002/004 

U.S. Department of Health and H~man Services: 

Admlnlatfatlan for children and t.lmRles 

Passect-through Govamors Oflice for Human Development 
Head Start 93-600 02..CH·0483 
Early Head Start ~ 02-CH-9892.03 

Earty Children Care 93-575 CHC-0421 

Admlnhitratioo on Aging 

Special Program fOr the Aging (SENOEC) 93-045 llUe Ill 

U.S. Cepartment of Agriculture: 

Passed.lt1rough Depanment of Edueation 

Chlld Care Faocl Program 10.558 

early Chlld FOOd Program 10-558 

Food and NutrlUon Services: 
Total Federa!Aasistance 

See notee to the •chedule of t>q)enditurn of federal awarde. 

-35-
Juan A. Fariciano Chameco •Certified PubftcAceountant 

Federal 
i;~nditwe • . 

$ 148,807 

394,392 

.- 73,113 . 

88,~13 

. 702,725 

.. : 
657 

479,817 
• > 480,1~4 

2.895,894 . 
. 989.~62 

408,955 

761164 
'4,168,385 

1-i7,7M 

35,945 

183,729 

$ 5,534,993 
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MUNICIPALITY OF BARCELONET~ PUERTO RICO 
NOTES TO THE SCHEDULE 

OF EXPENDITURES OF FEDERAL FINANCIAL AW ARDS 
FOR THE FISCAL YEAR THEN ENDED JUNE 30, 2003 

(1) GENERAL 

The accompanying sch~dule of expenditures of federal awards includes the federal grant 
activity ofMunieipality ofBarceloneta, Puerto Rico and is presented on the· accrual basis of 
accounting. The reporting entity is define in Note 1 to the financial statements of the 
Municipality. The information in this schedule is presented in accordance with the 
requirements of OMB Circular A-133, Audits of States, Local Governments, and Non­
Profit Organizations. 

(2) MAJQR FEDERAL AW ARPS 

The CommUnity Development Block grants, Housing Assistance Payments Programs, Health 
and Human Services Programs and· Federal Emergency Management Agency represents the 
major federal financial awards of the Municipality. Major federal awards represent 89% ot 
total expenditures. 

(3) FEDERAL CFDA NUMBER 

The CFDA numbers included in this schedule were dctennined based on the program name 
review of grant contract information and the office of management and budget 'catalog. of 
Federal Domestic Assistance • 

. (4) RELATIONSIDP TO GENERAL P~OSE FINANCIAL STATEMENTS 

Federal financial assistance expenditures are reported in the Municipality of 
Barceloneta. Puerto Rico Combined Statement of Revenues1 Expenditures and 
Change in Fund Balances - All Governmental and Types as follow: 

.. 

Descrin1Wn Sgecil! revs=nye CaJlital ~roiect Other funds Totaj 

Federal Programs 
Exoenditures $3,685,256 $702,725 $1,147,012 45.534,993 
State & Municipal 
Expenditures .. . 2,418,309 2,418,309 

Total Exoenditures $3,685,256 $702,725 $3,565,321 $47,953,302 
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CHMOES In PUrfD BA1.AnCE • IUDO~ MD AC'JUAL (BUDQET BASIS) OMERAL rurtD 
ro" 1tf! l'TSCAL YEA1' EnDED .rune 30,. 2003 

RMNUES 
Property taxes 
Munlclpal llcenae tax 
lntergovemmental revenues (Note 5) 
Ucenees, Permits and F. 
Rent of properties (Note 8) 
Interest Income 
other revenues (Note ~) 
Otherflnanclalaource1 
Total revtnuea 

EXPENDITURES: 
Current 

General Govarment 
P.ublic •afety 
Public Work 
Hulitt 
Other upendltures 
Capital proJec:ta 
Culture and Racraation 
Trlnafer out to Debt service 

Total expendlturn 

Exe .. • of revenun over (under) expendlturH 

$ 

I Adjusted 
Budget Arounts Actual 

0 Ina! Final Note 1 

'401,813 s '401,813 $ 401,813 
9,S00,000 9,500,000 9,178,585 
2,059,652 2,059,552 1,996,949 

157,200 161,200 785,352 
40,000 40,000 67,833 

305,000 305,000 118,364 
132,000 530,837 7'40,370 

~a!7,QQ7 s~oo13ao s12001sso 
1818~372 18,198,582 18,488,826 

6,754,077 8,532,536 7,958,MJ1 
905,·235 1,155,376 1,1ll0,894 

5,426,123 6,082,128 6,813,587 
1,340,036 1,303,858 1,292,131 

229,110 229,110 
205,610 205,610 205,610 

1,879,005 1,897,683 1,885,058 
382,288 6331323 533.323 

16,892,372 19,939,424 191048,188 

$ {559,380i 

The reduction from actual compare with budget in the account municipal license tax if for leSf tax volume buafnesa 
dec:faratfon and Interest Income on the invea1ment accountwu muce. 

STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY 

Budqetarv Control 

The Municipality 'a annual budget Is prepared on the budgetary basis of accounting, which is not in accordance 
with GAAP, end represent depanmant appropriations recommended by the Mayor and approved by the Muni­
cipal Leglllature prior to the beginning of th• fiscal year. Amendmentl to the budgetrequlr& tha approval of the 
of th• Municipal Legislature. Transfer of appropriations within the budget, knows as Mayots Resolution, do not 
require the approval of the Municipal legislatue. 

The Municipality prapants Its annual budget Including the operation of the general fund. 

For budgetary purpose, encumbrance accounting is used. The encumbnlnce ere considered expenditures when 
lncurrtd. For GAAP reporting purposes. encumbrancas oustanding at year...nd are reJ)OftGd as reaorvation of 
fund balances and do not constitute expenditures or nabilitfea becau•• th• commitments will be honored during 
the aubuquent year. 

The unenC\lmbered balance of any •ppropriatlons at the end of the fiscal year will lapse at the end of such fiscal 
year. other approprfatlona, mainly capital projed appropriations, are conUnulng accounts rot which the M1.1nl­
clp1I Legislature has authorized that an unspent balances from tha prior year be carried forward and made 
available for current spending. 

The annual t>udget as presentlld in th• Budgetary Comparl&on Schedule· General Fund Is the budget ordinance 
at June 30, 2003 representing 'the ortglnal bUdget. There were no supplemental appropriations for the yeat 
ended June 30. 2003. 

.37. 

Juan A. Feliciano Chameco • certtriect Public A<:C01.mlant 

Variance 
Favotabla 
nafavarable 

$ 
"321,415 
-e3.203 
62'4,152 
27,833 

~188,836 

209,533 
0 

290,264 

574,076 
4,4'2 

288,531 
11,527 

.() 

0 
32,925 

891,238 . 

$ 111811602 
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. 
I noted no matters involving the internal control over financi&l reporting and its operation that I 
consider being material weaknesses. However, I noted other matters involving the internal 
control over financial reporting that I have . reported to management of Munic~pality of 
Barceloneta, in a separate dated December 19, 2003. 

" 
This report is intended for the infonnation of the board of directors, management and f cd~ral 
awarding agencies and pass-through entities. However, this report is a matter of public record 
and its distribution is not limited. 

San Juan, Pµerto Rico 
December 19, 2003 

...... The stamp number 194.Z."-.#-;,. 

• 

Was affixed to the 
·original of this.report. 

. J.~Y.2b42 . · 

.: , 
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406 Tnt. C~sar Oonzilei: 
Eleanor Roosevelt 
Hato Rey, PR 00919 

J ...... _A. 9,1~ a.,,_. 
CERTIFIED PUBLIC ACCOUNTANT 

Tel. (787) 879-4433 
Fax(787)880..1402 . 

REPORT ON COMPLIANCE. WITH REQUIREMENTS APPLICABLE TO 
EACH MAYOR PROGRAM AND INTERNAL CONTROL OVER COMPL·IANCE 

IN ACCORDANCE WITH OMB CIRCULARA-133 

Mayor of the Municipality ofBarceloneta 
Barceloneta, Puerto Rico 

" 

Complimce , 
- . 

I have audited the compliance of the Municipality of Barceloneta. Puerto Rico, with tlie types . _ 
of compliance requirements described in the U.S. Office of Management and Budget (OMB) 
Circular A-133 Compliance Supplement that are applicable to .each of its majo~ federal '. 
programs for the year ended June 30, 2003. The Municipality of Barceloneta_ major fe4eral · :. 
programs is identified in the swmbary of auditor's result section of the accompanying schedule . - . 
of findings and questioned costs. Compliance with the requirements of Jaws, ·rcgulatiOll$t . · ' · · 
contracts 11nd grants applicable to each of its major federal programs is th~ resp0nsibility_of . 
Municipaliiy of Barceloncta Management. My responsibility is to express an opinion ~>n 
Municipality of Barceloncta complianc~ based on my audit. 

I conducted my audit in accordance with aenerally accepted auditing standards, the standards 
applicable to financial audits contained in Government Auditing Standards issued by the 
Comptroller General of the United States; and OMB Circular A·133, "Audits of States and 
Local Governments and Non-Profit Organizations. Those standards and OMB Circular A-133 
require that I require that I plan and perform the audit to obtain reasonable assurance about 
whether noncompliance with the types of compliance requirements refeucd to above that could 
have a direct and· material effect on a major federal program occurred. An audit includes 
examhl!ng, on a test ~is, evidence about Municipality of Bmceloneta, compliance with those 
requirements and perfomting such other procedures, as I · considered necessary in the 
circumstances. I believe that my audit provides a reasonable basis for my opinion. My audit 
does not provide a legal determination on Municipality of Barceloneta compliance with those 
requirements. 

In my opinion, · Municipality of Bateeloneta, complied, in all material respects, with the 
requirements referred to above that' ar1: applicable to each of its major federal programs for the 
year ended Jwic 30. 2003. However, the results of my auditlng procedures disclosed instan~s 
of noncompliance with those requirements that are required to be reported in accordance with 
OMB Ciroul~ A-133 and which are described in the,accompanying schedule of findings and 
questioned costs as items 2003-01, 2003-02, 2003-03 and 2003-04. 

4' 



I 
FROM ~BARCELONETA_pLJERTO RICO FAX NO. :7878464430 Apr. 07 2004 03:16PM P12 

l 
.... ~ 

I • • .,.... . 
I 

.. 
r. 
I 

lntemaJ Cqntrol Oyer Compliance 
The· management of the Muriicipality of Barceloneta, Puerto Rico. is responsible for 
establi~bing and maintaining internal contro) over compliance with reqtiirements. of laws, 
regulations, contracts and grants applicable to federal programs. In plaru.Ung and performing 
my audit, I considered Municipality of Barccloneta internal control over compliance with 
requirements that could have a direct and material effect on a major federal program in order to 
deter_mine my auditing procedures· for the pmposc of expressing my opinion on compliJlnce and 
to test and repo~ on internal control over compliance in accordance with OMB Circl;llar A .. t J3 . 

. . 
My .consideration of the internal ·control over compliance would not ne~sarily disclose all 
matters in the internal control that might be material weaknesses. A. material weakness is a 
condition in which the design or operation of one or more of the internal control components 

.-.. .. does not reduce t!J a relatively low level the risk, that noncompliance with applieable 
requirements of laws, regulations, contracts and grants that would he material in r.eJa.tion to a 
"major federal program being audited may oe<:ur and itQt be detected within a timely period by 
employees in the nonnal course 'of performing their assigned functions. I noted no matters 
involving the in~ control over compliance and its operation that l consider being material 
weaknesses. 

This report is intended for the information of the board of directors, management and federal 
awarding agencies and. pass·through entities. However, this report is a matter of public record 
and its distribution is not limited. 

San Juan, Puerto Rico 
December 19, 2003 

The stamp number 194-3-~1.iJ 
was affixed to the 
original of this report. 

" ,.... ~ . 
:L'l42b43 
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MuNICIPALITY OF BARCELONETA 
SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

YEAR ENDED JUNE 30, 200~ 

A. Summaiy of Audit results 

Financial Statements 

Type of a~ditor's issued: 

Internal control over financial reporting: 

Material weBkness (es) identified? 

Reportable condition(s) identified not considered 
·to be material weaknesses? 

reported 

Noncompliance material to financial statements noted? 

Federal Awards 

Internal control over mayor programs: 
Material weakness( es) identified? 
Reportable condition(s) identified not 
Considered being material weaknesses? 

Type of auditor's report issued on compliance considered 
For mayor programs 

Qualified 

__ Yes_x_~o 

__ Yes_X_No None 

__ Yes X_No 

__ Yes_X_No 

__ Yes_X_No 

Unqualified 

Any audit findings disclosed that are required to be 
Reported in accordance with Circular A-133, 
Section .510(a) are reported on part C, of this schedule _X_Yes No 
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I 

1-
. ., 

Identification of Major Progmms 

CFDA Number(s) Name of Federal Program or Cluster 
14.855. 14,857 Section 8-Voucher 
93.600, 93-S?S Head Star4 Early Child Care & Early Head Start 
14-228 SBGP 

Dollar threshold used to di~tinguish 
Between type A and type B Programs 300,000 

Auditee 'qualified as low-risk audit _x_ Yes No 

B • Financial Statements Findings 

No matters were reported regarding reportable conditions, material 
weaknesses. and instances of non-compliance related to the financial 
statements that are required to be reported in accordance with 
paragraph 5.18 through S.20 of Governmental Auditing Standards. 

C ~Federal Award Findings and Questioneci Cost 

Federal Program Infonnation 

U.S. Department of Health and Human Senices 
Early Head Start 
Pass-through Office of Cbildrcn and Families Administration 
CFDA No. 93-600 
Grant No. 02-CH-9892/03 
Year ended June 30, 2003 

Ref. No. Finding I Noncompliance 
----- -·-------· ------------
2003-01 S.tatemcnt of Condition and Criteria 

It was noted in my test of compliance that is the Municipality is not 
Complying ·with the criteria established by Treasury Circular letter 
1075. The Municipality's financial management system. 

To established procedures to minimize the time elapsing between the 
Transfer of funds from the Office of Administration of Children and 
Families administration and the disbursements by the Mwlicipality. It 
was note~ during my audit that Municipality held cash balances over 
$5,000 for periods Longer than 3 days. 

-43-
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MUNICIPALITY OF BARCELONETA 
SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

YEAR ENDED JUNE 30, 2003 
(continued) 

U.S. Department of Health and Human Services 
Administration for Children and Families Administration 

Passetf .. fhrough Governors Office for Administration on Aging 
Special Pro1rams for tbe Aging 

CFDA No. 93-04~ 
Grant-Tide m, Part B 
Year Ended June 30, 2003 

Ref. No. Finding I Noncompliance 

2003-02 
--------------....... ·--------~ 
Statement of Condition and Criteria 
It was noted in my test of compliance is not complying with the criteria 
established by Treasury Circular letter 1075. The Municipality•s 
financial management system. 

To established procedures to minimize the time clapsipg between the 
. transfer of funds from the Office of the Administration on Aging 
and the disbursements by the Municipality. It was noted during my 
audit that Municipality held cash balan~ over $5,000 for periods 
longer than 3 days. 

~ 
The Mwlicipality does not comply with the Circular 1075 of the 
Department of Treasury of the United States. 

mw 
The Municipality does not maintained an adequate procedures for the 
Administration of cash that determine properly their use needed. 

Atiditors Recommendation 
The Municipality establishes adequate procedures in order to control 
in a more effective manner the need of the federal funds us~d. 

Municipality Resoonse: . 
We concur with auditor's recommendations. The Municipality 
evaluates the actual administrative procedures followed to establish 
procedure to minimiie the time between the funds received and the 
disbursements. 

-45-
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MUNICIPALITY OF·BARCELONETA 
SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

YEAR ENDED JUNE 30, 2003 
(continued) 

U.S. Department of Health and Buman Servieet 
Head Start 
Passed .. through Office of Children and Families Administration 
cmANo. 93-600 
Grant No. 02-CH--0483/03 
Year .ended June 30, 2003 

Ref. No. Finding I Noncompliance 

2003-03 Statement of Condition and Criteria 

It was noted in my test of compliance is note complying with the 
criteria established by Treasury Circular letter 107S. The 
Municipality's financial management system. 

To established procedures to minimize the time elapsing between the 
transfer of funds from the Office of the Administration for Children 
and Families and the disbursements by the Municipality. It was noted 
dwing my audit that Municipality held cash balances over SS.000 for 
periods longer than 3 days. 

Cause 
The Municipality does not comply with the Circular I 075 of the 
Department of Treasury of the United States. 

~ 
The Municipality does not maintained adequate procedures for the 
Administration of cash that determine properly their use needed. 

Atiditor's Recommendation 
The Municipality establishes adequate procedures in order to control 
in 
a more effective manner the need of the federal funds used. 

Municipality Response: 
We concur with auditor's recommendations. The Municipality 
evaluates the actual administrative procedures followed to establish 
a procedure to minimize the time between the funds received and the 
disbursements. 

-46-



FROM :BARCELONETA_pLJERTO RICO FAX NO. :7878464430 Apr. 07 2004 03:17PM P17 

MUNICIPALITY OF BARCELONETA 
SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

YEAR ENDED JUNE 30, 2003 
c~ontlnaed) 

U.S. Department of Agriculture 
Child Care Food Program 

Passed-through Department of Education 
CFDA No. 10 .. sss 
Grant No. None identified 
Year 'nded· June 30, 2003 

Ref'. No. Finding I Noncompliance 

2003-04 Statement of Con4ition and Criteria 

It was noted in my test of compliance is note complying with the 
criteria established by Treasury Circular letter 1075. The 
Municipality's financial management system. 

To established procedures to minimiz.e the time elapsing between the 
transfer of funds from the Office of the Department of Education and 
the disbursements by the Municipality. It was noted during my audit 
that Municipality held cash balances over $5,000 for periods longer 
than3 days. 

~ 
The Municipality does not comply with the Circular 1075 of the 
Department of Treasury of the United States. 

~ 
The Municipality does not maintained adequate procedures for the 
Administration of cash that determine properly their use needed. 

Auaitor,s Recommendation 
The Municipality establishes adequate procedures in order to control 
in 
a more effective manner the need of the federal funds used. 

Municipalitv Response: 
We concur with auditor's recommendations. The Municipality 
evaluates the actual administrative procedures followed to establish a 
procedure to minimize the time between the funds received and the 
disbursements. 
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MUNICIPALITY OF BARCELONETA 
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS 

VEAR ENDED JUNE 30, 2003 

2003 - Finding No. 1: Early Head Start 
CFDA No. 93-600 
Year ended June 30, 2003 

2003 - Finding No. 2: Special Program for the Aging 
. CFDA No. 93-045 
Year ended June 30, 2003 

Condition 
It was noted in my test of compliance that is the Municipality does 
Treasury Circular letter 1075 establish not eomplying with the criteria. 
The Mwliclpalities financial management system. 

To established procedures to minimize the time elapsing between the 
transfer of funds from the office of Administration for Children and 
Families and the disbursements by the Mwlicipality. It~ noted during 
my audit that Municipality held cash balances over $5,000 for periods 
longer than 3 days. 

Recommenclation 
The Mwlicipality establishes adequate procedures in order to control in 
a more effective manner the need of the federal funds used. 

Current ssatus 
The mayor gave instructions to establish adequate procedures to comply 
with the requirement. 

Findings reported again. 
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... 

MUNICIPALITY OF BARCELONETA 
~UMMARY SCHEDULE OF PRIOR AUDIT FINDINGS 

YEAR ENDED JUNE 30, 2003 

2003 - Finding No.3: Early Head Start 
CFDA No. 93'"600 
Year Ended June 30, 2003 

Conditi<m 
During our review of the participant files, we found the 
following situations: 
··Two files did not have evidence of the physical report by a 
doctor • 
•Two files did not have evidence of dental report by a doctor 

Sub-part B of the Code of Federal Regulations Number 45 CFR 
1304.20 (a) Establishes that a grantee must develop procedures 
to obtain or arrange Further diagnostic testing, examination and 
treatment by an appropriate Licensed professional for each child 
in coordination with the parents. 

Recommendation 
The municipality most establishes adequate procedures in order 
to control and record in a more effective manner the records of 
the students. 

Current Status 
The mayor gave instructions to establish adequate procedures to 
comply with requirements. 

Finding was corrected. 

49-
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Qljtabo ~ibre ~ociabo b~ ~uerto iafco 

cl9obterno :municipal be 1fjarceloneta 
Depaftamento be jf inan~B 

CORRECTIVE ACTION PLAN 
YEAR ENDED JUNE 30, 2003 

{CONTINUE) 

Ref. No. Finding /CQUCctive Action 
2003-01 Planned/Person Responsible: 

Statement of Condition: 
The Early Head Start Program, cash balance over SS,000 for periods 
End longer than 3 days. 

Corrective Action Planned: 

The Municipality to control established adequate procedures 
the use federal funds in effective manner. 

Person Responsible: 
Noel Gutierrez, Finance Director ~ 

Re£ No. Finding /Corrective Action 
2003-02 Elanned!Person Responsible: 

Statement of Condition: 
The Special Program for the Aging Cash balance over $5,000 
For periods longer than 3 days. · 

Corrective Action Plannedi 

The Municipality to control established adequate procedures 
the use federal funds in effective manner. 

Person Responsible: 
Noel Gutierrez, Finance Director 

-50-

Anti~ipated 
• Completion Date 

On or before 
end of2003~04 
fiscal year 

Anticipated 
Completion Date 

On or before 
end of 2003-04 

fiscal year 

"'Para un ~uen (106.~rno, una !Buena J\aministraci6n" __ 
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Qe~tllbO 'li1Jre ~loriabo ~e ~UtftO l\ico 
d§ollierno ;fflutticipal bt 11Jarttlo1teta 

jlBep~rtamento be jfinan~as 

CORRECTIVE ACTION PLAN 
YEAR ENDED JUNE 30, 2003 

. (CONTINUE) 

Ref. No. Finding /Coirective Action 
2003-03 P1anned!Person Responsible: 

• . S..tatement of Conditiom . 
The Head Start Progr~ cash balance over SS,000 for periods 
End longer than 3 days. 

Corrective Action Planned: 

The ;Municipality to control established adequate pr~dures 
the use federal funds in effective manner. 

Person Responsible: 
Noel Gutierrez, Finance Director 

Ref. No. &ding /Corrective Actjon 
2003-04 Planned/Person Responsible: 

·statement of Condition: · 
The Child Care Food Program cash balance over $SJOOO 
For periods longer than 3 days. 

Corrective Action Planned: 

The Municipality to control established adequate procedures 
the use federal funds in effective manner. 

eerson R~sponsible: ,,../ 
Noel Guti~rrez, Finance Director 7' f 
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Anticipated 
Completion Date · 

·On or before ~ . 
· ·end of 2003-()4 · 

fi~eal year 

· Anticipited 
Completion Date 

On or before 
end of 2003-04 
fisc~ year 
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