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MUNICIPALITY OF CABO ROJO 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2004 

The following discussion and analysis of the Municipality of Cabo Rojo's financial performance 
provides an overview of the Municipality's financial activities for the fiscal period ended June 30, 
2004. Please read it in conjunction with the financial statements which follow this section . . 
FINANCIAL HIGHLIGHTS 

Hlgbllghts for Government-wide Financial Statements 

The government-wide financial statements report information about the Municipality as a whole using 
the economic resources measurement focus and accrual basis of accounting: 

• The ~ts of the Municipality, on a government-wide basis, exceeded its liabilities at the 
close of fiscal year 2004 by $27,904,847 (net assets). 

• Revenues (not including special items) increased by 9% and expenses increased 23% in 
comparison with year 2003 

• Net change in net assets amounted to $1,709,433, a decrease of 11% with respect to prior 
year net change. 

Highlights for Fund Financial Statements 

The fund financial statements provide detailed information about the Municipality's most significant 
funds using the current financial resources measurement focus and modified accrual basis of 
accounting: 

• At the close of the current fiscal year, the Municipality's governmental funds reported 
combined ending fund balances of $12,585,627, an increase of $1,258,368 in comparison 
with the prior year. Approximately 11 % of the total combined fund balances is unreserved. 

• The General Fund reported an excess of revenues and other financing sources over 
expenditures and other financing uses of $1,252,797 and an unreserved fund balance of 
$1,469,197. Unreserved fund balances increased 27% from prior year. 

General Financial Highlights 

• The investment in capital assets as of June 30, 2004 was $33, 708,509 (net of depreciation). 
• Long term debt increased to $19,756,265, approximately 7% with respect to prior year. 
• On a budgetaI}' basis, actual revenues exceeded actual expenditures by $252,184. 
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MUNICIPALITY OF CABO ROJO 

MANAGEMENT DISCUSSION AND ANALYSIS 

FIJcal year ended June 30, 2004 

OVERVIEW OF THE FINANCIAL STATEMENTS 

The Municipality's basic financial statements comprise three components: (1) management discussion 
and analysis (presented here). (2) basic financial statements. and (3) required supplementary 
information. • 

~~~~~~1-t~ 
-- - · ·-- ·· · ·--·-·-·-- j 

The Municipality's basic financial statements consist of two kinds of statements, each with a difi'erent 
view of the Municipality's finances. The government-wide financial statements provide both long­
term and short-term information about the Municipality's overall financial status. The fund financial 
statements focus on major aspects of the Municipality's operations, reporting those operations in 
more detail than the government-wide statements: · 

Basic Financial Statements 

The government-wide statements report infonnation about the Municipality as a whole using 
accountina methods similar to those used by private-sector businesses. They are prepared 
using the flow of economic resources measurement focus and the accrual basis of 
accounting. The first government-wide statement - the statement of net assets - presents 
information on all of the Municipality's assets and liabilities, with the clitTerence between the 
two reported as net assets. Over time, increases or decreases in the Municipality's net assets 
are an indicator of whether its financial health is .improving or deteriorating. Other non­
financial mctors such as the condition of the Municipality's roads and other infrastructure 
may need to be considered to assess the overall health of the Municipality. The second 
statement - the statement of activities - presents information showing how the net assets 
changed during the year. All of the current year• s revenues and expenses are taken into 
account in the statement of activities regardless of when cash is received or paid. 

5 
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MUNICIPALl1Y OF CABO ROJO 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2004 

The government-wide statements reports as govcmmcotal ·activitiea the municipality•a basic 
services such as public works and sanitation; public safety, culture and recreation, houaing, 
welfaro, and community development; education and general admioistration. These activities 
are primarily finanped through property taxes, other local taxes and intergovernmental 
revenues. Included in the governmental activities are the governmental funds. 

• Fund Financial S'4t•msnts 

The fund financial statements provide more detailed information about the Municipality's 
most sipificant funds. Funds are accounting devices that the Municipality uses to keep track 
of specific SOQl'CeS of funding and spending for particular purposes. Some funds are required 
by Federal and Commonwealth regulations, as well by bond covenants. 

The Municipality's basic services are included in governmental funds, which are used to 
account for essentially the same functioos reported as governmental activities in the 
government-wide statements. However, unlike the government-wide statements, the 
governmental funds are prepared using the flow of current financial resowces measurement 
focus and the modified accrual bmis of accounting. Under this approach the financial 
statements focus on near-tenn inflows and outflows of extemal resources, as well on 
balances of expendable resources available at year end Consequently, the governmental 
fund statements provide a detailed short-term view that heJPs the reader determine whether 
~are more or fewer financial resources that can be spent in the near future to finance the 
Municipality's programs. Because this information does not encompass the additional long­
term focus of dle government-wide statements, additional information is provided on a 
subsequent p~e that explains dle relationship (or differences) between the government-wide 
and fund_ statements. 

The govcmmc:ntal fund statements focus on major fi!nds. The Municipality's major funds ere 
the gcocral fund (which accounts for the main operating activities of the Municipality) and 
funds that compliea with a minimum criterion (pcr«mtago of the asaots, liabilities, IO'VCDUCS 

or expenditures). Funds that do not comply with this criterion aro grouped and presented in a 
single column as other governmental f\inds. 

• Now to the jfnanclal statements 

The basic financial Slatcments also include notes to explain information in the financial 
statements and provido more detailed data. 

Requlrecl supplementary Jnformatlon 

The statements and notes 8(0 followed by the required supplementary information that contains the 
budgetary comparison schedule for the General Fund. 
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MUNICIPALITY OF CABO ROJO 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2004 

FINANCIAL ANALYSIS OF THE MUNICIPALITY AS A WHOLE 

NetAlsets 

The following table presents a summary of the Statements of Net Assets as of June 30, 2004 and 
2003: 

TABLE1 

Assets 
Current and other assets $ 18,043,695 $ 16,220,405 
Capital assets 331708.509 31955 699 

Total auets $ 51,752,204 $ 48 176104 

Liabilities 
Current and other liabilities $ 4,091,092 $ 3,634,467 
Long term liabilities 1917561265 18 346 23 

Total llabWties 23,847,357 21980 690 

Net assets 
Invested in capital assets, net of related debt 25,230,191 25,003,934 
Restricted 3,119,403 2,915,695 
Unrestticted (deficit) (444z747l 1 724 15 

Total net assets 2719041847 $ 26195 414 

Net assets (assets over liabilities) may serve over time as a useful indicator of a government's 
financial position. Net assets for the year increased 6% with respect to prior year. The most 
significant change was a reduction in unrestricted deficit due to a positive change in net assets reJated 
to unrestricted operation. 

The largest portion of the Municipality1s net assets reflects its inve&1ment in capital assets (e.g., land, 
buildings, equipment, and infrasttucture); less accumulated depreciation and less any related 
outstanding debt used to acquire those assets. The Municipality uses these assets to provide services 
to its citizens and consequently, these assets are not available for future spending. The resources 
needed to repay the debt related to these capital assets must be provided from other sources, because 
capital assets are not generally liquidated for the purpose of retiring debt. 

Restricted net assets represent resources that are subject to extemal restrictions on bow they may be 
used. 

Unrestricted net assets are the part of the net assets that can be used to finance day-to-day operations 
without constrains established by debt covenants, enabling legislation or other legal requirements. 

7 
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MUNICIPALITY OF CABO ROJO 

MANAGEMENT DISCUSSION AND ANALYSIS 

~iscal year ended June 30, 2004 

As of June 30 2004 the Municipality presented an unrestricted net assets deficit This deficit primarily 
arise from long term obligations such as compensated absences and debts to CRIM for which the 
Municipality did not provide fundina in previous budaets. Historically. such obligations have been 
budgeted on a pay as you go basis without providing funding for their future liquidation. In addition. 
operational loans and certain general obligation bonds do not have a related capital asset to be 
reported as inv~ed in capital assets, net of related debt section of net assets. Therefore, are reported 
as part of the unrestricted net assets section. 

Chuges ID net assets 

The following table summarizes the changes in net assets for the years ended June 30, 2004 and 2003: 

TABLE2 

Program revenuea: 
Fees. tines BDd cliarges for sccvicc:s $ S,263,849 $ 3,447,405 
Operating grants and contnbutions 1,392,866 1,349,916 
Capital grants and contn'butions 1,198,583 1,854,240 

General revenues: 
Property taxes 5,452,698 4,703,372 
Municipal license taxes 2,401,334 2,352,331 
Grants and C<llltn'butions not restricted to specific 

programs 4,537,984 4,648,504 
Interest 253,072 348,924 
Other 361861 66483 

Total revenues 20,537 J.47 18 771 175 

Expenses: 
6,025;i5~ 4,784,723 General government 

Public worlal and sanitation 7,317,351 5,619,499 
Public safety 1,734,897 1,548,947 
Culture and recreation 1,288,050 1,111,641 
Health 777,6£J8 724,133 
Housing, welfare and community development 2,507,083 1,968,120 
Education 272,430 290,247 
Interest on long term debt 8841146 801 851 

Tutal expenses 
' 20,807,379 16,849,161 

Special Items 1,979.565 

Change In net 111ets l,709,433 1,922,014 
Net auets-beglnnlng of year 2611951414 24 73400 
Net assets-end of year $ 27z904,847 $ 26,195 414 
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MUNICIPALITY OF CABO ROJO 

MANAGEMENT DISCUSSION AND ANALYSIS 
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MUNICIPALITY OF CABO ROJO 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2004 

Approximately 24% of the MUnicipalityts revenues oame from property 1ax~ 23% from fees and 
charges for services and 20% from unrestricted grants. The Municipality's expenses cover a nmge of 
services. The largest expenses are public works and sanitation representing approximately 35%, 
general aovemment with 29% and housini. welfare and community development with 12%. Pro2f&Dl 
revenues of the Municipality' covered 38% of to1al expenses. . 
With respect to 'prior year, revenues increased by approximately 9%. Significant increases include 
program revenues with S2%, due to additional collections of construction permits and property taxes 
with 16% due mainly to an increase in collections and additional revenues due to a positive final 
settlement from CRIM on taxes restricted for debt service 

Expenses increased 23% in comparison with 2003 year. Significant increases were registered on 
general govemment with 26% due to increases in operational expenses as well aa compensated 
absences and the recognition of a loss on disposition of capital assets. Public works and sanitation 
increased 30% due to additional capital assets maintenance and ·other noncapitalizablo coses. AD 
increase of 27% in housing, welfare and community development funcdon was due to additional 
welfare expenses related to donations and others financed with external gran1S such as Section 8 
Voucher and CDBO. 

Changes in net assets for tho year 2004 include additional resources from special items in tho amount 
of $1$79,565. These special items include $1,078,599 of a property tax amnesty and $900,966 of a 
legal case settlement from the Puerto Rico Electric Power Authority, a component unit of ·the 
Commonwealth of Puerto Rico. 

As noted previously the increase in expenses over the increase in revenues caused a decrease of 11 % 
in the net change ~ net assets with respect to prior year net chuge. 

The following table focwes on the cost of each of the Municipality's largest programs as well as each 
program's net cost (total cost less fees generated by the programs and propm -specific 
intergovernmental aid): 

Oen~ gt!vcmmcnt S 
Public wcdca and IUlic.tlon 
Public afety 
Cultwe ud m:radoa 
Hollling. welJarc Biid ~mmunity 

devoloin-t 
Other · -

$ 

TABLE3 

6,02S,7S4 
7,317,3$1 
l,?34,897 
1,288,0Sl 

2,S07,0S3 
1.934.244 

20,807,380 

s 

s 

4,784,723 
5,619,499 
1,548,94? 
1,111,641 

1,968,120 
1.816.231 

16,849,161 

s 

s 

2,396,562 $ 
4,614,570 
1,463,938 
1,168,068 

1,633,20$ 
16 s 739 

12 9S2 082 S 

2,949,419 
~.620 
1.085,015 
1,006,196 

1,379,$75 
I 52 77S 

10197 600 

Some of the cost of governmental activities was paid by those who directly benefited from the 
programs ($5,263,849) and other governments and organimtions that subsidized certain programs 
with grants and contn'butions ($2,591,449). The $12,952,082 net cost of services was fully covered by 
other general rev~es including property and municipal license taxes. 
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MUNICIPALITY OF CABO ROJO 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2004 

FINANCIAL ANAI.iYSIS OF Tim MUNICIPALITY'S FUNDS 

Governmental funds 

The focus of the Municipality's governmental funds is to provide information on near-term inflows, 
outflows and balances of resources available for spending. Such infODDation is useful in assessing· the 
Municipality's financing requirements. In particular, unreserved fund balance may serve as a useful 
measure of a Municipality's net resources available at the end of a fiscal year. For the Fiscal year 
ended June 30, 2004, the governmental funds reported combined ending fund balances of 
$12,585,627, a net increase of $1,258,378 in comparison with the prior year. This increase was 
caused primarily by a net change in the general fund ofSl,252,797; $86,103 in the debt service fund; 
($687,870) in the Capital Improvement Fund - $4,425,000 Bond and $607,338 · in the other 
governmental funds. Of total combined fund balances, $1,469, l 97 (11 %) constitutes unreserved fund 
balance. The remainder of fund balance is reserved to indicate that .is not available for new spending. 

The general fund is the operating fund of the Municipality. Unreserved fund balance of the general 
fund represents approximately 11 % of total combined ending fund balances. For the year ended June 
30, 2004, the fund balance of the general fund increased by $1,252, 797 when compared with the prior 
year, however, the net change in fund balance decreased by 19%. The principal components of the net 
increase of $3,197,313 in revenues are an increase of $1,875,659 in fees, fines and charges for 
services. The net increase in expenditures of$ 3,292,989 was due to an Increase of $1,471,296 in the 
general government expenditures such as salaries, Christmas bonus, workmen's compensation and 
insurance; and of $1,236,041 in public works and sanitation expenditures due to an increase in the 
expenditures related to repair and maintenance of roads, structures and equipment 

GENERAL FUND BUDGETARY filGBLIGBTS 

The general fund original budget for the fiscal period 2003-2004 presented an increase of 5% with 
respect to prior year budget Amendments to the original budget are approved by the Municipal 
Legislature. During the fiscal year budget revenues were increased by $2,526,068 due to additional 
collections of property taxes, construction permits and of other revenues. Budget expenditures were 
increased by $2,022,070, including an $890,520 readjustment from prior years fund balance. Actual 
revenues were less than the revised budgeted revenues by $(27,461) (net). The mo8t significant 
variances were in fees, fines and charges for services, $240,137; and $(242,884) in intergovernmental 
revenues. 

A positive variance of$389,874 between revised budget and actual expenditures was due mainly to a 
net decrease of $191,077 in general government and $185,017 in public works and sanitation 
expenditures. The Municipality reported less expenditures than appropriations in those functions on 
payments for unemployment insurance, professional and nonprofessional services, utilities and the 
~dministration of the Municipal landfill. Actual revenues exceeded actual expenditures by $252,184. 

11 
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MUNICIPALITY OF CABO ROJO 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2004 

CAPITAL ASSET AND DEBT ADMINISTRATION 

Capital anets . 
At the end of the fiscal year, the Municipality baa invcated $33,708,509 (net of accumulated 
depreciation) in a broad range of capital assets, including buildings, parb, roads, bridges, land and 
equipment. This amount represents a net increase of approximately 5% over the prior year. 

TABLE4 

-
_, Goveiiniental Actlvttlei :..r· 

2004 2003 

Non-depreciable anets: 
Land $ 3,281,S17 $ 2,622,0Cfl 
Construction in progress 1,233,705 3,741,297 

Depredable aaets: 
Land improvements 20,276 4,048 
Buildings and buildings improvements 15,075,074 12,719,320 
Infrastructure 11,532,504 10,0S8,S37 
Vehicles, machinery and equipment 2~6Sa433 2 810490 
Total $ 331708.s09 $ 31 SS 699 

During tho year, tho Municipality completed various significant construction projec1B which were 
reported as decreases in construction in progi .:ss and are detailed as follows: 

• Improvements to "Faro de los Morrlllos" - Sl,l p,480 
• Improvements to "Plaza del Mercado" -$1,532~608 
• Construction of "Pedemales" bridge (infrastructure) - $801,764 

The Municipality's major capital projects that were still in construction as of June 30, 2004 are as 
follows: 

• Construction of new City Hall- $1,026,458 
• Improvemenu to "Teatro Paraiso:" $207,246 

The Municipality acquired a total of $659, 700 of land during the fiscal year 2003-2004: $173, 700 for 
the uew City H8ll and $486,000 for the extension of the public cemetery. 

12 
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MUNICIPALITY OF CABO ROJO 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2004 

The Municipality reported approximately $2,460,747 in infrastructure additions during the year. 
These additions are composed mainly of capital improvements and donations from construction 
contractors of municipal streets and roads. Some of these improvements and donations are detailed as 
follows: 

• "Camino La Pitahaya" -$117,810 
• "Urb. Sierra Linda y Ext." - $177,810 
• "Camino Parabueyon" - $106,588 
• "Camino Arsenio Zapata" - $73,950 

The Municipality's fiscal year 200.5 consolidated capital budget calls for a significant amount of 
projects including improvements of commercial area of "Bo. Joyuda;" improvements to recreational 
facilities including the basketball colll't.S of "Urb. Villa Aida, .. "Urb. Villa del Canncn,"and of "Bo. 
Miradero Sector Sabana Alta;" improvements to "Tcatro Paraiso" and "Escuela Curry," construction 
of new City Hall, construction of the "Las Magas" bridge; the start of the second phase of the 
improvements to "Faro Los Murillos" and capital improvements to municipal streetll, roads and 
lighting system. These projects will be financed through Federal and Commonwealth grants, funds 
from the Commonwealth Legislature, general obligation bonds and Municipal funds. More detailed 
information about the Municipality's capital assets is presented in Notes E and P to the financial 
statements. 

Long term debt 

At year-end, the Municipality bad $15,292,930 in general and special bonds and notes, an increase of 
7% with respect to prior year. The following is a summary of the Municipality's outstanding debt as 
of June 30, 2004 and 2003: 

TABLES 

General and special obligation bonds and notes $ 15,292,930 $ 13,954,375 
Note payable to CR.IM - LJMS 554,711 611,905 
Note Payable to CRIM - prior years delinquent 

accounts 764,868 960,664 
Note payable to Puerto Rico Department of Labor 79,076 180,009 
Obligation under capital leases 56,848 21,350 
Compensated absences 2,458,627 2,083,299 
Christmas Bonus 386,160 319,801 
Claims and judgments 90,665 213,965 
Payable to CRIM - property tax advanCC5 72,380 
Others 854 
Total $ 19z7S6~6S $ 18,345 368 

13 
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MUNICIPALITY 01' CABO ROJO 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2004 

'Ibe inaease in the general and special obligation bonds and notes is due to the issuance by the 
Municipality of four new municipal general obligation bonds during the year. The decrease in claims 
and judgments results from the payment dwiog the year of the majority of the judgments that were 
outstanding as of June 30, 2003. Finally, the inaease in other liabilities is due to the acquisition by 
the Municipality of four new photocopiers through tile use of capital leases. More detailed 
infor:malion about the Municipality's long term liabilities is presented in Note F to the fiDancial 
statements. 

ECONOMIC JI' ACTORS AND NEXT YEAR'S BtJDGET 

The Municipality's selected and appointed officials c:oosidcrcd many factors when setting the fiscal 
year 2004-2005 budget One of these factors is the economy. Among economic areas considered are 
the population growth estimates, pe:rsonaI income, housing statistics and unemployment .rates. The 
Municipality's unemployment rate now stands at 124%, which compares with the Commonwealth 
rate of 10.3Yo. 

The Municipality applied a conservative approach in development budget estimates. Amounts 
available for appropriations in the General Fund for the fiscal year 2005 are $14,979.460, an inaease 
of approximately ll4'A. with nspect to prior year estimates. Budgeted expenditures are expected to rise 
accordingly to the increase of budgeted revenues. Among planned projects. this budget included an 
increase in monlhly salaries to 380 employees, inaease of $SO per employee for medical plans 
benefits an increase from $750 to $1,000 Christmas boDUS to all Municipal employees. If these 
estimates are realized, the Municipality's budgetary general ftmd balance is expected to illcrease 
modestly by the close of 2005 fiscal year. 

CONTACTING THE MUNICIPALITY'S F'INANCIALMANAGEMENT 

This firumcial report is designed to provide our citizens, taxpayers, aod creditors with a general 
overview of the Municipality's finana:s and to demoDSlrale the Municipality's accountability for the 
IDODeY it receives. 1f you have questions about this report or need additional informalioo, con1act the 
Mmlicipalily's Director of Finance at P 0 Box 1380, Cabo Rojo, Puerto Rico 00623. 
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lNDEPENDENT AUDITOR'S REPORT 

Mayor and Municipal Legislature 
Municipality of Cabo Rojo 
Cabo Rojo, Puerto Rico 

We have audited the financial statements of the governmental activities, major funds, and remaining fund 
information, which collectively comprise the basic financial statements, of the Munlclpallty of Cabo Rojo 
("Municipality''} as of and for the year ended June 30, 2004, as listed in the table of contents. These 
financial statements are the responsibility of the Municipality's management. Our respoD&l>ility is to 
express opiniom on these financial statements based on our audit. 

Except as discussed in the following paragraph, we conducted our audit in accordance with auditing 
standards generally accepted in the United States of America and the standan:ls applicable to tioa.ocial 
audits contained in Government Auditing Standards issued by the Comptroller General of the United 
States. Those standards require that we plan and perfo1U1 the audit to obtain reasonable assurance about 
whether the financial statements are free of material misstatements. An audit also includes assessmg the 
accoUJJting principles used and significant estimates made by management, as well as evaluating the overall 
financial statement presentation. We believe that our audit provides a reasonable basis for our opinions. 

We were unable to obtain a liability estimate of the landfill's closure and post closure care costs at June 30, 
2004. The accompanying government-wide financial statement did not include the liability for these costs. 
Accounting priDciples generally accepted in the United States of America ICQuire that Jandfill's closure and 
port~closure costs are estimated and included as liability in the government-wide financial statement. which 
would decrease the assets and net assets and change the revenues in the government-wide financial 
statements. The amount by which this departure would affect the assets, net assets, and revenues of the 
govemmeot-wide financial statement is not reasonably determinable. The note "G" of the financial 
statements describes more details regarding the landfills costs. 

In our opinion, except for the effects, if any, of not providing an adequate liability estimate of the Jandfill's 
closure and post closure care costs for the govemment-wide financial statement as dcscnbed in the 
preceding paragraph, the financial statements referred to above present fairly, in all material respects, the 
respective financial position of the government-wide financial statement of Munidpallty of Cabo Rojo, 
as of June 30, 2004, and the respeetive changes in financial position thereof for the year then ended in 
conformity with accounting principles generally accepted in the United States of America. 

In addition. in our opinion, the tlnancial statements referred to above present fairly, in all material respects, 
the respective financial position of the, each major fun~ and the aggregate remaining fund information of 
Munlclpallty of Cabo Rojo, as of June 30, 2004, and the respective changes in financial position thereof 
for the year then ended in conformity with accounting principles generally accepted in the United States of 
America. 

In accordance with Government Auditing Standards, we have also issued our report dated November 23, 
2004, on our consideration of the Municipality of Cabo Rojo internal. control over financial reporting and 
on our tests of its compliance with certain provisions of laws, regulations, contracts, and grants. That report 
is an integral part of an audit performed in acc~ce with Government Auditing Standards and should be 
read in conjunction with this report in considering the results of our audit. 

Rfo Piedru Heights 
1733 C21le Tinlo, Sm Juan, Puerto Rico 0<1.)26-3252 
Tel. (787) 764-8664 • 764-8667 • Fax (787) 764-8643 
web: cpagonzalez.com 
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INDEPENDENT AUDITOR'S REPORT CCQNTINUEDl 

The management's discussion and analysis and budgetary comparison information on pages 3 through 14 
and 55 through 58, are not a required part of the basic financial statements but are supplementary 
information required by accounting principles generally accepted in the United States of America. We have 
applied certain limited procedures, which consisted principally of inquiries of management regarding the 
methods of measurement and presentation of the required supplementary information. However, we did not 
audit the information and express no opinion on it. 

Our audit was conducted for the pqrpose of forming opinions on the financial statements that collectively 
comprise the Munlclpallty of Cabo Rojo, basic financial statements. The accompanying schedule of 
expenditures of federal awards is presented for purposes of additional analysis as required by U.S. Office of 
Managemcol and Budget Circular A-133, Audits of States, Local Oovemmcots, and Non-Profit 
Organizations, and is a1ao not a required part of the basic finencial statements of Munldpallty of Cabo 
Rojo. The sehedule of expenditures of federal awards have been subjected to the auditing procedures 
applied in the audit of the basic financial statements and, in our opinion, are fairly stated in all material 
respects in relation to the basic financial statements taken as a whole. 

November 23, 2004 
San Juan. Puerto Rico 

The stamp number 2017679 
was affixed to the original of this report. 
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I MUNICIPALITY Oli' CABO ROJO 

I STATEMENT Oli' NET ASSETS 
JUNE 30, 2004 

I Governmental 
Aetlvftles 

ASSETS 

I 
Cash and cash equivalents s 6,736,270 
Receivabloa, net 

Municipal license taxes 3,707 

I 
Rents and constnlction permits 394,001 

Due from: 
Commonwealth Government (note Cl) 517,771 
Federal Government (noto Cl) 184,605 

I Restricted assets: 
Cash and caab equivalents 978,077 
Caah with fiscal agents 9,156,166 

I Deferred bond~ costs 73,098 
Capital uaots (note E): 

Land and conatruction in progress 4,SlS,222 

I 
Other capital ISiets, net 29.193~7 

Total capital uscta, net 33.708.509 

Totaluacta s Sl.7S2.204 

LIABlLITIES 
Accounts payable and accrued liabilities 1.638,667 
Interest payable 378.897 
Due to: 

Commonwealth Government 9,108 
Federal Government 48,485 

Deferred revenues 
Municipal license taxes (note I) 2,000,749 

I 
Federal grants lS,186 

Long torm liabilities (note F) : 
Due within one year 2,158,226 
Due in more than one year 111s9s1039 

I Total liabilities 23,847,357 

I NET ASSETS 
Invested in capital assets, net of related debt 25,230,191 
Restricted for: 
Capital projects 650,173 
Debt service 2,257,737 
Other specified purposes 211,493 

Unrestricted (deficit) (444.742} 
Total net asscta s 27.9()4,847 

The accompanying notes are an integral part of this statemcol 
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Faactf ODS 

~Adhltia: 
0enera1 government s 
Public 1V0tks and sani111tion 
Public safety 
Oilture and recn:alion 
Health 
Housing. welfare and community development 
Edllcadon 
Interest on long term debt 

Total s 

MUNICIPALITY OF CABO ROJO 

SfATEMENTOP ACDVITIES 
FISCAL YEAR ENDED JUNE JG,208' 

~ 

6,025,154 
7,.317,351 
1.734,897 
1,288,050 
rn,668 

2,507,083 
272,430 
8841146 

20.ao1~19 

Fees, Fmet ud 
Cbrgesfor 

IUYlces 

s 3.,259,383 
1.833,257 

83,200 

88,009 

s s~1849 

General revea11e1 
Taxes 

Pr021"1Ull llewDllel 
Operadng 
Gnats and 

CoatrDml-

s 274,778 

210,959 
36,783 

SSl,841 
2'8,SOS 

! 1~23!8~ 

Property taxes 
Municipal license taxes 

Caplal 
Granllud 

Coatribatlom 

s 9S,031 
869.524 

234,028 

s 11198~83 

Otmts and conbibutions not restricted to specific: prognms 
Interest 
Other 

Speda1 lteml 
Prq>aty taxes-amnesty 
Legal case setdement-PREPA 

Total gcriml revenues and special items 

Cllaage la aetUldl 
Net aueCl-lieglnnhtg.a restated 

. NetUldlcacllac 

The accompanying 1'IOtes are an integn1 part of this statement. 
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Total 

(2,396,562) 
(4,614.570) 
(1,463,938) 
(1,168,067) 

(Tn,668) 
(1,633,205) 

(13,92') 
{8841146} 

(1~9~0812 

S,452,698 
2.401.334 
4,537,984 

253,072 
36,861 

l•M61,S14 

1,709,433 
26z19S,414 

s rr.904.847 



MUNICD'AUTY Of CABOROlO 

llAL\NCE 8llEET 
GOVERNMENTAL FllNDS 

J1JNE 30.1004 

Co11UDualC7 Capital 
Devdopcaeat Del>t lmproveme.t Otll• Tot.I 
BlodtGl'ut Service Falld-$4,425,000 Gownmeatll Go.........uJ 

. General Pro11n111 Faad Blad Fuadl Ftladl 
A6Vi1'S 

Cub and cub equlvalenta s 6,736,270 s s s s f 6,736,270 
&cch1bla. net 
Mllllldpal llccme 1uea 3,707 3,707 
Ren11 and COllSUllCdon pcrm111 394,001 394,001 

O..fillm: 
Conl!nonwClltb 00¥umnent (noio Cl) 401,980 90,017 25,704 517,771 
FedalJ aownu-it (note Cl) 97,686 86,919 114.605 
Oilier ftlnds 113,979 113,919 
~to olherfiaadl 90,000 90,000 
Ralrictod llldl: 
Cull and cull equlvalenta 13,474 ~.693 978,077 
Cuh wldl fbc:aJ agellll 2.S431652 31499.m 3.11µ22 911~166 

TOlal...eu s 7,732'937 f 111.160 s 2,633.739 s 3d?U93 s 4,!!pca s l8,l74,57f 

UA8ILlTIES 
Acoomla .. yablo and ..x:rllCd llabllltla $ 767,6S s 57,713 s s 118,628 s 694,6$1 $ J,638,668 
Malvnd boads llld iataal payable l,]32,.532 l,]32,532 
Ducto: 

CO!llmOAWellUI OOWi'iiiileilt 9,108 9,108 
Pcdcnil <lovcmmonl 48,'48$ 48,415 
Other ftlnds 53,447 60,532 113,979 

Deferred l'CWllllCI: 
Mlmldpa1 Ucenso llJCI (llOIC I) 2,000.749 2.000,749 
IA~oowcallh Oovau 193,080 193,()IO 
Fedmlpull 15,186 15,116 
Reais llld COllltnlCtlm pcrmill 147,162 147.162 

AdVlllCCI tom olher flmda 2Qi000 so.ooo 
Totlll llabllltie. 31111,768 JI l,160 IJ3Ml2 llBA2! 908,861 SJ883'19 

rtlND BALANCES 
.Raem:d fbr: 

Encunbrancel 213,569 - 283,569 
Debt ICl'Yfco 1,301,207 1,301,207 
Capltal projccla 1,346,397 3,381,364 2,766,176 7,493,937 
Olbc:r spedftcd JlUIPOICI 1,433,006 514,711 l,947,717 
Advancea 90,000 9G,OOO 

UIRICMd 1,4691197 1.469,197 

Toal ftllld balances ~6~169 ·~01~7 3~81.!64 3aao1aa1 ·~as~ 

Total ll1b1Ud• and fUnd ba1aneea s 7,739,937 s ll!.169 s 2.§33,739 f 3,ffl,992 s 4.J8p48 s 1u71.sz6 

The &OC0111ponylng aolcll lll'O en inlqp'll pert of lhl1 1lalcmcmt. 
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MUNICIPALITY OF CABO ROJO 

RECONCllJATION OF TOTAL GOVERNMENTAL JUND BALANCE 
TO NET ASSETS OF GOVERNMEl'ITAL ACTIVITIES 

.JUNE 30, 2004 

Total govcnuncntal fund balances: 

Amounts reported for aovemmental activities in the statement of 
net assets are different because: 

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

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

Other assets are not available to pay for current-period 
expenditures and therefore are defemd in the funds: 

Rents and busines.9 permits receivable $ 147,162 
Christmas bonus 193.080 

Interest liabilities are not due and payable in the cmrent 
period and thmf~ are not reported in the funds: 

Long term liabilities. including bonds payable, are not due 
and payable in the current period and therefore are not 
reported in the funds: 
General obligation bonds and notes $ 14.296.054 
Note payable to CRIM-IJMS 554,711 
Note payable to CRIM-financing of delinquent accounts 764,868 
Note payable to PR Department of Labor 79,076 
Obligation under capital leases' 56,848 
Compensated absences 2,458,627 
Christmas bonus 386,160 
Judgment and legal claims 90,66S 
Payable to CRIM-excess of property tax advances 72,380 

Net uaeb ofgovenmmtal activitlec 

The accompanying notes are an integral part of this statement. 
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33,708,509 

73,098 

340.242 

(43,240) 

(18,759,389) 

s 27,904,847 
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I MUNICIPALITY OF CABO Ro.JO 

I 
Bl'ATBMENT OF R&Vl.NlJIS, EXPINDITURU AND CllANGIS IN JltJND 8ALAHCls. 

GOVERNMENTAL JIVNDS 
rlSCAL YBAll BKDED J'UNB 30, 2004 

I co-1111117 c.,1111 
Develapmut Dtbt Jmprcmmut Odlet' Totll 
Block Grant 8enke FanHot,425,000 Gownlmutll Gowramutld 

Gelltnl Prolram Fu.ad load Fuda hDda 
Rew11ua 

I Tula: 
Propatycua(nolOH> s J,ll0,349 s s 1,730,511 s s s 5,540,930 
Mllllioipal llceue IDOi (DOie I) 2,<COl.334 2,.401.334 

IDterpwnuualal (aote J) 

I 
CollllllOllWtllth pvemmeut 6,229,129 440,<CQ.4 6,669,533 
Federala-t 909,2U 941,2S7 1,857,472 

Pees. 8-ud cba!pl foruMcel 3,622,673 3,622,673 
llltmat 70,676 IS,946 95,159 70.691 253.072 
Oilier 12,<Cl7 121417 

I 
TOlll- 16,J<C6,571 909.215 1,746,527 95,759 1,459.352 20,357,431 

llplaulltDrel 
Cumlllt: 
o-i aovaamem S,747.577 95,031 5,142,601 
Public wodca and llftllltloa 5,967:J47 122.314 351.557 6,441,811 

I l'llbllc uflly 1,404,380 332,'402 1,736,782 
Cultme ud 11e1111tloD 197.SSS 40,050 937,605 
Haltla 777,668 m,661 
Holllf»a. welfani IJld COllllllUD!ty developmeDt 1,587,964 197,419 621,877 2,414,260 

I 
Edllcat!o11 17,134 251.SB7 268,721 

Capital oWllyl 375,434 494,451 687,170 J.S32,264 3,090,019 
Debt IOrVfce 

Prladpal 1,166,445 1,166,445 
lllterell 744,619 744,619 

I Bond bMDCO COiia 131083 131083 
Towlexpoodltuia l§i7751659 909~15 la!ll~ 6871810 31149S!! 2314331628 

l!xceu (dellclellcy) orrevenea overapeadltwa (629,081) (164.537) (592,tll) (1,690,468) (3,076,197) 
Otller tlaudoa IOlll'UI (uu) 

I 
General obliplloD bonds 2,355,000 2,355.000 
nu.renla 182,787 37,825 13,333 233:J4$ 
Tralllf'en out (51115!} {l~ll ~51759} 00.52?} (m~5} 

TOlll olbcr floaocillg 1ources (UICI) 131~9 21~24 (951759} ~97180fJ ~s51000 
Spedll ltau (aote 0) 

I Property mea • llllllell)' 8"49,213 229.316 1,071,599 
Lopl gao uttlemnt• PIU!PA 9001966 900.!§§ 

Totll 1p1elal lteim •1750,249 229~16 11979~ 

I 
Net cltup t. finld balance 1,252,797 86,103 (687,870) 607.338 1,251,361 

Flllld baa- at bqllllllq of7M1',01 rettatecl (note IC) 3J69J72 UJ51104 4.06U34 2,673J49 llJ27,259 

Fwd balaace at sod or,.., ! 41$169 ! s 1a1.a07 I 3~·1~64 ! 31380.f!l 11ais~1621 

I The ICCOlllplllylag notes .,. ID IDtepl put or tbls ltatement. 
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MUNJCll'ALITY Oll'CABO ROJO 

RltCONCILIA. TION OP STA. TBMENT OF REVENUES, EXPl:NDmJ.US .AND CILUIGIS IN 
FUND BALANCBSOll'GOVIRNMENTAL .FVND8 TO TBE STATEMENT 011' A.cnvmES 

I 
FISCAL VIAR INDID JUNE H, 1004 

I Net chaaae In lmld bal.-.lotal aevenmealll flmdl: $ l,258,361 

AIDouDla lcponal for govCIDlllCllial acdvitica iD the Slltcmcat of 
activJtiea.,.. dUfereat beoawe: 

I Oi>VOIDIDODtll f\mda R1J01t1 "Pl1al llllCla oll1layt u txpaldilaftl. 
However, In tbo Stldemalt of Acdvitiea, tlle cost of dlOlo meta 
la ll1looatcd over thcU' atimatcd uacM Jlvca and reported aa 

I 
depreclatfon expense: 

ElqJmcllturca ilr capilal lllCll s . 3,276,274 
Lea: cumat year depreciatioa (1~0314021 1,772,172 

I 
OovcmmCDlll fmllb ClDly report tbc proc:ccda iccclvcd iD the d.lapoul 
of aadl. IA 1he Stlltemellt of Activities, a pin or loss Is reported for 
each dlspoaa1. Thus, tho cbuac ID met UMtl di&:n &om tho chaage 
In tbnd beJaace by die colt of the disposed met: (3S7,JD3) 

I Rcvmuca ill tbc Statcm=t of AcdTitica that do not povitlc QlllCllt 

fllwlclal iaoun:es ~not rq>oned .. --Ill the funds: 
Rc:Dll aad buuiDcll pcmda m'CllllCI s 147,162 
Cbrlstma Boaus Rcimblnc:mcDt 193,080 

I DODlll:d capi1al .... 29)1442 633,684 

Revenues reparted In funda whlcll me notreported as reveauea in the 
Slalemcat of Aclividcl: 

I Property tuca s (72,380) 
Puaio Rico Electric Power Autllori(y (PREPA)-prior year (203,516} 
CRIM-prior 1Cffl: (IS,852) 
CJlriltmu Bolllll-plior ym (1591900) (4$1,648) 

I Proceeds 6om gcoenl obligation bonds ii au-other &aoclDg IOUR:O in tho 
govemmmtal fbmda, but Increase Jong-tam liabilities In the SlllCmall of 
Nc&Auctl: (2,3,,,000) 

I Expeadltua reparted in funcb whlch are notrepomd u eiqiema In the 
S1a&cmcmt of Actlvttk4: 
Matmedboads principal paymmll (nctchlllgo) IS0,000 

I Repaymom ofloag tam debt is an cxpeaditun la tho governmental 
ftmds, but n!Glces loaa-cam liabllltlel in die Slalemmlt ofNet 
Allcta: 

I 
Omc:ral obllptloo bonds ad noa $ l,016,44S 
Other long ram Uabllittes 1,002.101 2,019,lSJ 

Oovermnental funds report the effect of bond issuance coJts as exi-ditw'e 
whc:a debt la firlt laaucd, whc:n:u these amollllts me clcf'am! llld 
amortiml in die Statcmcat of Activities. this amoumt is the act effect of 
these ditmcoces: 
Boad~-~ s 13,08) 
Amortmtloo ofboad issuance costs (8,131} 4,9Sl 

Some CXJ>ClllOI ~ ia tbo Stalcmeot of ktivitia1 do not roquhe 
tho use of cum:nt filllllclll moun:a and lbcrofore iw not reported 
u axpcodlturcs m tbc goVCIDIDClllal ftmds: 
Compcmated absences s (S32,3S6) 
Judamt:nt and JepJ dlJms (39,700) 
Cbdstmas bcm111 (386,160) 

Accrued hrtaat (act cbanp) 4,217 
Others (11.9ffi (965,HS) 

Cbanae In Det aueta of 10¥1rnauntal actlvllleu s 1J09.433 

The 1CCOmpaaymg notes are en integral part oflhfs statement 
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MUNICIPALITY OF CABO ROJO 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2004 

NOTE A· SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

The Municipality of Caho Rojo was founded in 1771. The Municipality is govemed by the executive 
and the legislative branch elected for a four year term during the general elections in Puerto Rico. 
The Mayor is the executive officer and the legislative branch consists of fourteen (14) members of the 
Municipal Legislature. The Municipality engages in a comprehensive range of services to the 
community such as: general government administration, public wom, health, environmental control. 
education, public security, welfare, housing, community development and culture and recreation 
activities. 

The financial statements of the Municipality have been prepared in accordance with accounting 
principles generally accepted in the United States as applied to governmental units. The 
Governmental Accounting Standards Boani (GASB) is the standard-setting body for governmental 
accounting and financial reporting. The GASB periodically updates its existing Governmental 
Accounting and Financial Reporting Standards, which, along with subsequent GASB pronouncements 
(Statements and Interpretations). constitutes OAAP for governmental units. 

1. Finonclal rqordng ~ndty 

The financial reporting entity included in this report consists of the financial statements of the 
Municipality of Caho Rojo (primary government). To fairly present the financial position and the 
results of operations of the financial reporting entity, management must determine whether its 
reporting entity consists of only the legal entity known as the primary government or one or more 
organizations called component units. The inclusion of a potential component unit in the primary 
government's reporting entity depends on whether the primary government is financially accountable 
for the potential component unit or on whether the nature and significance of the relationship with the 
primary government is 8\lch that exclusion would cause the reporting entity's financial statements to 
be misleading or incomplete. The basic criteria for deciding financial accountability are any one of 
the following: 

a. Fiscal dependency of the potential component unit on the primary government, or 
b. The primary, government appoints a voting majority of the potential component unit's governing 

body and, 

1) The primary govemment can impose its will on the potential camponent unit and/or, 

2) A financial benefit/ burden exist between the primary government and the potential component 
unit. 

There are two methods of presentation of the component unit in the financial statement 

a. Blending the financial data of the component units' balances and transactions in a manner similar 
to the presentation of the Municipality's balances. 

b. Discrete presentation of the component unit's financial data in columns separate from the 
Municipality's balances and transactions. 
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MUNICIPALITY OF CABO RO.JO 

NOTES TO FJNANCIAL STATEMENTS 

June 30, 2004 

NOTE A- SUMMARY OP SIGNJFiCANT ACCOUNTING POLICIES - Contlllued 

In fiscal year 2003-2004 the Municipality adopted Statement No. 39 "Determining Wliether Certain 
Organizlltlons Are Component Units- an amendment ofGASB 34Statement No. 14". This Statement 
amends OASB Statement N'o. 14 to provide additional guidance to detennine whether certain 
organi7.ations for which the primary govemment is not financially accountable should be reportod 88 

components units bued on the nature and significance of their relationship with the primary 
government. A legally separate, tax-exempt organization should be discretely presented as a 
component unit of a reporting entity if all of the following criteria arc met: 

a. The economic resources received or held by the separate organization are entirely or almost 
entirely for tho direct benefit of the primary govemmoot, its component units, or its constituents. 

b. The primary government, or its component units, is entitled to, or baa the ability to otherwise 
access, a majority of the economic resources received or held by the separate organization. 

c. The econoglic resources received or held by an Individual organization that the specific primal)' 
govcmment, or its component units. is endlled to. or bas the ability to otherwise access, are 
$ignificant to the primBI}' govemmenL 

In addition, other organizations should be evaluated as potential component units if they are closely 
related to, or financially integrated with. the primary government. 

The Statement continues the requirement in Statement No. 14 to apply professional judgment in 
detennining whether the relationship between a primary government and other organizations for 
which the primary government is not accountable and that do not meet these criteria is such that 
exclusion of the organization would render the financial statements of the reporting entity misleading 
or incomplete. 

Based on the above criteria there are no potential component units which should be included as part 
of the financial statements. · 

2. Basis of pre1entationt measurement focus and basis of accoundnl 

The financial report of the Municipality consists of a Management Discussion and Analysis (MD&A), 
bmic financial statements, notes to the financial statements and required supplementary information 
other than the MD&A. Following is a summary presentation of each, including the measurement 
focus and basis of accounting Measurement focus is a term used to descn"be which tnmsactiom are 
recorded within tho various financial statements. Basis of accounting refers to when transactions are 
recorded regardless of the measurement focus: 

M!naaement Dllculllon a.nd Analysis 

This conaists of a narrative introduction and..analytical overview of the Municipality's financial 
activities. This analysis is similar to analysis the private sector provides in their annual reports. 
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MUNICIPALITY OF CABO ROJO 

NOTES TO FINANCIAL STATEMEN~ 

Jane 30, 2004 

NOTE A· SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES· Continued 

B11lc flnanelal 1tatemept1 

Basic financial statements'include both government-wide and fund financial statements. Both levels 
of statements categorize primary activities as governmental type, which arc primarily supported by 
taxes and intergovernmental revenues. · 

Goyenugent-lfide •tatements 

The government-wide statements cansist of a Statement of Net Assets and a Statement of 
Activities. These statements are prepared using the economic resources measurement focus, 
which concentrates on an entity or 1\ind's net assets. All tnmsactioos end events that affect the 
total economic resources (net assets) during tbe period aro reported. The statements are reported 
on the accrual basis of accounting. .Revenues are RC<>gnized in the period camcd and expeosca 
rec:opW.ed in the period in which the associated liability ia incum:d. Fiduciary activities, if any, 
whose resources are .not available to finance govcmmcnt programs, BR excluded from the 
govemmont-Widc statements. The effect of int.cr-Nad activities is eliminated. 

The Statement of Net Assets incorporates all capital (long lived) 8880ts aod receivables es well as 
long term ~ebt and obligations. The Statement of Activities reports revenues and expenses in a 
format Chat fOCU8 on the net cost of each function of the Municipality. Both the gross 81ld net 
cost of the function, which ia otherwise being supported by the general government revenues, is 
compared to the revenues generated directly by the function. This Statement reduces gross 
expenses. including depreciation. by related pmgnun revenues, operating and capital grants, and 
contnbutions. Program revenues must be directly associated with the function. 

The types of traosactioos included as program revenues are: charges for services, fees, licenses 
and permits; operating grants which include operatin&-specific and discretionary (either Gpenlting 
or capital) grants; and capital granfB which are capital-specific grants. lntemally dedicated 
resources are reported as general revenues rather than as program revenues. Likewise, general 
revenues include all taxes. Property taxes (imposed nonexcbange transactions) are recogni7.ed as 
revenues in the year for which they are levied and municipal license taxes (derived tax revenues) 
when the underlying exchange has occurred. Revenues on both operating and capital grantB are 
recognized when all eligibility requirements (which include time requirements) impoacd by the 
provider have been met. For certain expenditure-driven grants revenue is recognhed after 
allowable expenditures aro inmmed. As a policy, indirect expenses in the Statement of Activities 
are not allocated. The Municipality first uses restricted assets for expenses incurred for which 
both restricted and unrestricted assets are available. 

The Municipality reports deferred ievenues in the government-wide statements. Deferred 
revenues arise when resources are received before the Municipality bas a legal claim w them .or 
before applicable eligibility requirements are met (in case of cCrtain fcdcral expenditure-driven 
grants if resouicca arc received before allowable expenditurca are incwrcd). In subsequent 
periods, wlicn the Municipality bas a legal claim to tho roaoun:ca, the liability for deferred 
revenues is removed and the ievenuc is recognized. 
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MUNICIPALITY OF CABO ROJO 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2004 

NOTE A - SUMMJUtY OF SIGNIFICANT ACCOUNTING POUCIES - Continued 

Private-sector atandards of accounting and financial reporting issued prior to December 1, 1989 
generally ate followed in the government-wide financial statements to the extent that those 
standards do not contlicf with or contradict iuidance of the Governmental Accountini Standanis 
Board The Municipality has elected not to follow subsequent statements and interpretations 
issued by the FASB after November 30, 1989. 

Fund Statemenb 

The financial transactions of the Municipality are recorded in individual funds, each of which are 
considered an independent fiscal entity. Each fund is accounted for by providing a separate set of 
self balancing accounts that comprise its assets, liabilities, reserves, fund equity, revenues and 
expenditures. Funds are segregated according to their intended pwpose which helps nianagemcnt 
in demonstrating compliance with legal, financial and contractual provisions. Governmental 
Funds are those through which most governmental functions of the Municipality are tinanced.. 
The governmental fund statements include a Balance Sheet and a Statement of Rovcnuca, 
Expenditures and Changes in Fund Balances with one column for the gencml fund, one for each 
major fund and one colwnn combining all non-~or governmental fbuds. MA\jor funds are 
determinod based on a minimum criterion (percentage of the 88SCta, liabilities, revenues or 
expenditutes) or based on the Municipality•a official's criteria, if the fund ls particularly 
important to financial statement users. 

The Municip&lity reports the following major governmental funds: 

General Fund: The General Fund is the general operations fund of the Municipality. It is uaed 
to accou¢ for all financial resources except those required to be accounted in another fund. 

Community Develooment Block Grant Program Fund CCDDGl: CDBG fund is used to 
account for revenues sources for the development of viable urban communities by providing 
decent housing, a suitable living environment and expanding economic opportunities, 
principally for persons of low and moderate income. 

Debt Sen1ee 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 Improvement Fund - 54.425.000 Bond: Capital Improvement Fund is used to 
account for the financial resowces used for the construction of a capital asset 

Governmental funds are accounted for.using the cwrent financial resources measurement focus. 
With this 11lC8SUmDent focus, only current assets and currmt liabilities are included on the 
balance 8heet in the funds statements. Long-term assets and long-totm liabilities ans-includcid in 
the govcmment·wide statements. Operating statements of these funds preaeot in<:RUC11 (i.e., 
revenues and other financing sources) and decmsaes (i.e., cxpenditwca and other financmg uaea) 
in net current assets. 
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MUNICIPALITY OF CAHO ROlO 

NOTF.S TO FINANCIAL STATEMENTS 

June 30, 2004 

NOTE A- SUMMARY OP SIGNIFICANT ACCOUNTING POLICIES - Continued 

The fund statements are maintained and reported on the modified accrual basis of accounting. 
Under this method of accounting. revenues are recognized as soon as they are both measurable 
and available. Revenues' are considered to be available when they are collectl"ble within the 
cummt period or soon enough thereafter to pay liabilities of the current period. For this purpose. 
the MunicJpality considers revenues to be available if they are collected within 60 days of the end 
of the current .tisca1 period. Expenditures generally arc recorded when the related liability is 
incurred. 

Property taxes (imposed nonexchange transactions) are recogiiized as revenues in the year for 
which they are levied and municipal liccose taxes (derived tax revenues) when the underlying 
exchange 1188 occmred, subject to the availability criteria. Revenues on intergovernmental grants 
are recognized when all eligibility requirements (which include time requiremmts) imposed by 
the provider have been met and revenue becomes available. For certain expenditure-driven grams 
revenue Ja recognized after allowable expenditures are incwrcd. LiCCllSe8 and permits, cbarics 
for services, rent and miscellaneous revenues are re<:orded 88 revenues when received becauae 
they are not mcaswable and available. 

The Municipality reports defem:d revenues in the governmental funds statements which arise 
when potential revenue does not meet both measurable and available criteria for recognition in 
the cwrent period (in the government-wide statements revenue is reQognized as soon as it is 
earned regardless of its availability). Deferred revenues also arise when resources are received 
before the Municipality has a legal claim to them or before applicable eligibility requirements are 
met (in case of certain federal expenditure-driven grants if resources are received before 
allowable expenditures are incurred). In subsequent periods. when the revenue recognition 
criteria is met. or when the Municipality has a legal claim to the resources, the liability for 
deferred revenues is removed from the combined balance sheet and the revenue is recognized. 

Expenditures are generally recognized when the related liability is incurred. Certain exceptions to 
this fundamental concept include the following: 1) payments of principal and interest on general 
long term debt, which are recorded as expenditures when due, except for principal and interest 
due on July· I (in this case amounts are recorded as liabilities and expenditures on June 30 since 
amounts have been accumulated Qr transferred to the debt service fund before July 1 payments 
are made) 2) vested compensated absences. claims and judgments and special termination 
benefits which are recorded as expenditures only to the extent that they are expected to be 
liquidated with expendable fillancial resources (in the government-wide statements the expense 
and related accrual liability for long tenn portions of debt must be included). 

Since the govemmcntal fund statements are presented on a different measurement focus and basis 
of accounting than the government-wide statements, recouciliation is neoessmy to explain the 
adjustments needed to transform the fund financial smlcments. into the govcmmca"'-widc 
statements. Thia reconciliation is part of the financial statcmcnta. 
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MUNICIPALITY OF CABO RO.JO 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2004 

NOTE A- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued 

Notn to Financial Statementl 

The notes to financial statements provide information that is essential to a user's understanding of 
the basic financial statements. 

RegaJrecl SpJ1plementary Information: 

Required supplemeiitary information consists of the Budgetary Comparison Schedule - General 
Fund as required by GASB. 

3. Cash, cash tfuhlalents (unrestrk184 and restrlcu4) and restrlcl84 cos}J with fiscal agents 

Cash and cash equivalents coosists of cash on band, demand deposits and ahon term invcstmenlB with 
original maturities of three months or less from the date of acquisition. The Municipality follows the 
practice of pooling cash of all funds except for certain Commonwealth's grants, restricted funds 
generally held by outside custodians and federal grants. Available pooled cash balance beyond 
immediate needa ia invested in certificates of dcposita. Cub and cub equivalents Rlatcd to 
Commonwealth and Federal granC8 arc restricted since their use is limited by applicable agRC111enta or 
required by law. 

Restricted cash with fiscal agent in the debt service fund consists of the undisbursed balance of 
property tax collections retained by the Commonwealth of Puerto .{Uco which are restricted for the 
repayment of the Municipality's general and special obligation bonds and notes as established by law. 
Restricted cash with fiscal agent in the capital improvement fund represents the undisbursed proceeds 
from the $4,425,000 bond which is maintained in a cash custodian account by the Governmental 
Development Bank of Puerto Rico (GDB). Restricted cash with fiscal agent of other governmental 
funds represent the lllldisbursed proceeds of cei1ain bonds, loans or grants which are maintained in a 
cash custodian account by the GOB or a federal government agency. 

4. Receivables and due from governmentlll entJtles 

Receivables are stated net of estimated allowances for uncollecl:lble accounts, which are determined 
upon past collection experience and current economic conditiooa. 

Amounts due· from federal government represent amounts owed to the Municipality for the 
reimbutsement of expenditures incurred pursuant to federally funded programs. Amounts reported in 
tho debt service fund represent property tux revenue of current fiscal year collected by tho CRIM on 
the first month (July) of subsequent fiscal year. 

S. Inter.fund. reeeivables and payables 

Activity between funds that are representative oflending/bonowing arrangements outstanding at the 
end of the fiscal year are referred to as either "due from/to other funds" (i.e., the cunent portion of 
interfund loans) or "advances to/from other funds" (i.e., the non-current portion of interfund loans). 
All other outstanding balances between funds are reported as "due from/to other funds". 
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MUNICIPALITY OF CABO ROJO 

NOTES TO FINANCIAL STATEMENTS 

.June 30, 2004 

NOTE A- SUMMARY OF SIGm:riCANT ACCOUNTING POLICIES - Continued 

6. Inventoriea 

The Municipality purchases gasoline, oil and other expendable supplies held for consumption. The 
cost of those purchases is recorded as expenditure when incurred in the appropriate filnd but the year­
end inventory is not recorded in the Statement of Net Assets, as management believes is not 
significant. 

7. Capltill assets 

Capital assets, which include property, plant, equipment, and infrastructure, (e.g., roads, bridges, 
sidewalks, and similar items) are reported in the governmental activities column in the Statement of 
Net Assets. capital assets are capitalized at historical cost or estimated historical cost if historical cost 
is not available. Donated assets are recorded as capital assets at their estimated fair market value at 
the date of donation. The municipality maintains a threshold level of S 1,000 or more for capitalizing 
vehicles, machinery and equipment. Infrastructure assets arc capi~ based on a percentage of the 
estimated useful life. The C08ts of normal maintenance and repairs that do not add to the value of the 
asset or materially extend assets lives arc not capitalhed. Major outlays for capital assets and 
improvements aR capitalized as projC<its arc constructed. 

All capital assets, other than land, are depreciated using the straight-line method over the following 
uso1Ul lives: 

Description 

Land improvements 
Buildings and building improvements 
Infiastructure 
Vehicles. machinery and equipment 

8. Lonz-term oblltationa 

Y!m 

20 
20-50 
20-40 
5-15 

Long-teim debt and other long-term obligations, which are reported as liabilities in the governmental 
activities column in the Statement of Net Assets, consists of general and special obligation bonds, 
liabilities for compensated absences, claims and judgments, and long-term liabilities to other 
govemmental entities. 

9. JH/err~d bond lssuanc• com 

Bond issuance costs are rcponed as defened cluuges and amortized as required by currmt sumdards. 
Governmental 1\md types reoopize bond issuance costs as expenditures during the cumnt period. 
Those issuance costs, whether or not withheld from the actual debt proceeds received, are reported as 
expenditures in.the appropriate fund. 
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MUNICIPALITY OF CABO ROJO 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2004 

. 
NOTE A· SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES· Continued 

10. Compens~d absences 

The Municipality's employees accumulate vacation, sick leave and compensatory time baaed on 
continuous service. Compensated absences are recorded as a liability if (1 )are earned on the basis of 
services already performed by employees, (2) it is probable that will be paid (in the fonn of paid time 
o~ cash payments at termination or retirement, or some other means) and (3) are not contingent on a 
specific event (such as illness). 

The compensated absences are accumulated on the basis of 2% daY,S· per month of vacation and 1 % 
days per month of sick pay and compensatory time up to a maximum of 60 days of vacations and 90 
days of sick leave. Upon separation from employment the accumulated vacations are liquidated up to 
the maximum number of days. Accumulated sick leave, which is accrued based on all vesting 
amounts for which payment is probable, is liquidated to employees· with 10 years or more service up 
to the maximum number of days. 

The accrual of compensated absences includes estimated payments that are related to payroll. The 
entire compensated absence liability is reported on the govemment-wide financial statements. For 
governmental fund financial statements, the current portion of unpaid compensated absences is the 
amount that is normally expected to be paid using expendable available financial resources. Tho non­
current portion of the liability is not reported. 

11. Fund balances and Net Assets 

a. Fund balances: 

In the fund financial statements, govemmental funds report reserved and unreserved fund balances. 
Reservations of fund balance represent portions of the fund balance that are legally segregated for a 
specific future use or are not appropriated for expenwture. The Municipality has the following 
reservations of fund balance~ 

Encumbrances: 

Debt Service: 

Capital Projects: 

Other specified purposes: 

Advances: 

Represent future axpenditures under purchase orders and other 
commitments, which generally will bcco~e liabilities in f\Jture periods as 
the goods or services are received. · 

Represents net assets available to finance future debt service payments. 

Represent amounts to be used for futuic expenditures for capital projects 
under contracts and other commitments. These commitments generally 
will become liabilities In future periods 88 the projects are completed. 

Represent amounts to be used for future expenditures of Federal and 
Commonwealth's grants 88 well as funds reserved through enabling 
legislation passed by the government itself, to be used to finance activities 
other than construction or capital improvement commitments 

Represent the non current portion of intcrlUnd loans. 
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MUNICIPALITY OF CABO ROJO 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2004 

NOTE A· SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES· ConUnued 

b. Netassets 

In the government-wide statements net assets are segregated into three categories: 

Invested in capital assets, Consists of capital asset balances net of accumulated depreciation and 
net of related debt: outstanding balances of any bonds, notes and other bonowings that are 

attn'butable to the acquisition, construction, or improvement of those 
assets. This category should not include cash that is reatricted to capital 
asset acquisition or CODBtruction (unspent bond proceeds) and any 
unamorti7.ed debt issue costs. 

Restricted net assets: Represents net assets (restricted assets net of related debt) that are 
subject to restrictions beyond the Municipality•s control These include 
restrictions that are externally imposed (by creditol'B, gnmton, 
contributors, or laws and regulations of other governments) or 
restrictions imposed by the law through constitutional provisions or 
enabling legislation (including enabling legislation passed by the 
govemment itself). 

Unrestricted net assets: Represent net assets that do not meet the definition of net assets 
Invested in capital assets, net of related debt or restricted. Unn:stricted 
assets are often designated to indicate that management does not 
consider them to be available for general operations. These types of 
constraints are internal and management can remove or modify them. 
Designations are nor reported on the face of the statement of net assets. 

12. lnterfund ttansacdons 

The Municipality reports certain transactions as operating transfers, which are legally required 
tnmsfezs that are reported when incurred as "Operating tnmsf ers-in"· by the recipient fund and as 
"Operating tranafers-ouf' by the disbursing fund. 

13. Rlskjinanclng 

The Puerto Rico Treasury Department (PRDT) acts as an agent. obtaining and determining the 
coverage for the municipalities of Puerto Rico. The coverage for the Municipality consists of 
professional, public responsibility, property and theft, auto and fidelity bond coverage. 
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MUNICIPALITY OF CABO ROJO 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2004 

NOTE A- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued 

14. Use of estlmato 

The preparation of the basic' financial statements in accordance with accounting principles generally 
accepted in the United States of America requireJ! management to make estimates and assumptions 
that affect the reported amounts of assets and liabilities and disclosure of contingent assets and 
liabilities at the date of the basic financial statements and the reported amowrtB of revenues and 
expenditures during the reporting period. Actual results could differ from those estimates. 

15. Futur1 adoption of accounting pronouncements 

The GASB has issued the following statements, which the Municipality has not yet adopted: 

40 

42 

43 

45 

Statement 

Deposit and Investment Risk Disclosure - an 
amendment of OASB Statement No. 3 

Accounting and Financial Reporting for Impairment of 
Capital Assets and for Insurance Recoveries 

Financial Reporting for Postemployment Benefits Plans 
Other Than PcnsJon Plans 

Economic Condition Reporting: The Statistical Section 
- an amendment ofNCGA Statement No. 1 

Accounting and Financial Reporting by Employers for 
Postemployment Benefits Other Than Pensions 

To be Adopted in 
Fiscal year endedi 

June 30, 200' 

June 30, 2006 

June 30, 2008 

June 30, 2006 

June 30, 2009 

The Municipality's management has concluded that the adoption of these statements will not have a 
sipificant impact on the Municipality's basic financial statemenls. 

35 



i 
I 
I 
I 
I 
I 
I 
I 
I 

MUNICIPALITY OF CABO ROJO 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2004 

NOTE B -DEPOSITS 

The Municipality maintains its cash deposits in commercial banks located in Puerto Rico. Under 
Commonwealth of Puerto Rico statutes, public funds deposited in commercial banks must be fully 
collaterali7.ed for the amount deposited in excess of federal deposit insurance. All securities pledged 
as collateral by the Municipality are held by the Secretary of Treasury of Puerto Rico in the 
Municipality•s name. The table presented below discloses the level of custody risk assumed by the 
Municipality based upon how its deposits were insUred or secured with collateral at June 30, 2004: 

Category 1: 

Category2: 

Category3: 

Insured or collateralized with securities held by the Secretary of Treasury 
agent's in the Municipality's name. 

Collateralized with securities held by the pledging financial institution's trust 
department or its agents in the Municipality's name. 

Uncollateralized, including any bank balance that is collaterali7.ed with 
securities held by the pledging financial institution or by its trust department or 
agent but not in the Municipality's name. 

The bank balances and carrying amount of deposits with financial institutions as of June 30, 2004 
were as follows: 

Catgco!l'. Bank CU11fng 
1 2 3 balance Amo11Dt 

Deposits in 
conuncn;;lal banka s 8,30S,20S s s s 8,30S,20S s 7,714,347 

Deposits in 
governmental banks 911561166 911561166 911561166 

$ 8,305,205 $ $ 9,156,166 s 17,461.371 s 16,870/>13 

Reconciliation to government-wide statement of net tmets: 

Unrestricted Restricted Total 
Careying amount of deposits in 

colllJIICl'CUzl banks $ 6,736;1.70 $ 978,077 $ 7,714,347 

Canying amount of deposits in 
governmental banks 9,156.166 9.156.166 

$ 617361270 $ l0!134J:.13 $ 1618701513 
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MUNICIPALITY OF CABO ROJO 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2004 

NOTE C - DUE FROM (TO) GOVERNMENTAL ENTITIES 

1. Amounts due from governmental entities as of lune 30, 2004 follows: 

Municipal Revenue Collection Center (CRIM) -
property tax.es (debt service tUnd) 

Municipal Revenue Collection Center (CRIM) -
property tax amnesty 

Puerto Rico Department of Family- Child Care 
US Department of Justice-COPS in School 
Office of Commissioner of Municipal Affairs -

CDBG 
US Department of Housing and Urban 

Development - Section 8 
Puerto Rico Department of Education 
Puerto Rico Department of Treasury -

Christmas bonus reimbursement 

$ 

Commonwealth 
Entities 

$ 90,087 

208,900 

25,704 

193,080 

517,771 

s 

$ 

Federal 
Government 

47,612 
16,048 

97,686 

23,259 

184,605 

The amount due from Puerto Rico Department of Treasury-Christmas bonus ($193,080) is recorded 
as deferred revenue in the governmental funds statements (general fund) since is not available as 
required by current standards. 

2. Amounts due to governmental entities as of June 30, 2004 follows: 

Commonwealth Federal 
Entities Government 

Puerto Rico Aqueduct and Sewer Authority 
(PRASA) $ 6,553 $ 

us Department of Housing and Urban 
Development - Section 8 48,485 

Puerto Rico General Services Administration 2,555 

$ 9!108 $ 481485 
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MUNICIPALITY OF CABO ROJO 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2004 

NOTED - INTERFUND TRANSACTIONS 

1. Due from/to other funds: 

Amounts due from/to other funds represent temporary advances to .other funds by the general fund 
payroll and payroll taxes expenditures, as follows: 

Receivable Filnd Payable Fund Amount 

General Fund Major fund-CDBG $ 53.447 
General Fund Other governmental funds-Cops in 

school 16,160 
General Fund Other governmental ftmds.Child Care 37,817 
General Fund Other governmental funds-other special 

funds 61SSS 

Total: $ 113,979 

2. Advances to other funds 

Advances to/from other funds of $90,000 represent an advaoce of funds from the general fund to the 
special account of Legislative grants. 

3. Operating transfers: 

Transfers between individual funds were made for operational pwposes. Transfers includes interest 
earned on restricted cash with fiscal agents in the debt service fund, the capital improvement loan 
fund and operating and capital improvement loans in other governmental funds which is transferred 
to tho general fund; and principal and interest payments of general long term debt transferred from the 
general fund to th~ debt service fund. 
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MUNICIPALITY OF CABO ROJO 

NOTES TO FINANCIAL STATEMENTS 

June30, 2004 

NOTE E - CAPITAL ASSETS 

Capital assets and depreciation activity as of and for the year ended June 30, 2004 is BB follows: 

Balance Balance 
JulI 112003 lncrcmes Decreues Jone 3012004 

giz:muDlllllll ll!tUnlia; 

Capilal assets. not bcina depreciated: 
Land $ 2,612,007 $ 6S9,700 $ 190 $ 3,211,Sl7 
Constnictioo in progrcu 31741J.97 940~9 314471851 1~31705 

Tolal capital l88CtB not bcinl 
dc:prcdatcd: 6,363,304 1,599,9$9 3,448,041 4,$15,222 

Capital uacll, being dqnoiatcd: 
Land tmprovemenu · 4,187 16,645 20,132 
Bulldlnp and bulJdiog 

lmprovemmta 16,072,945 2.794,185 18,867,130 
lnftutnloture 13,665,487 2,460,747 506,967 15,619,267 
Veblclea, machinery and equipm=t s1sa8~s 189~0 24917'3 518281432 

Tolal capital uects bcfng depreciated 35,631,174 5,461,207 756,720 40,335,661 

Lesa 1co11mnlatcd deprcoiation for: 
Land improvements 139 417 S56 
BulJdinp and buiJdlng 

improvements 3,353,625 438,431 3,192,056 
lnftulN:lUnl 3,606,952 6'4,37S 174,$64 4,016,763 
V eblc1es, IDICblnery 8lld equipmeot 310781063 410.179 225~3 3~62m 

Total accumulated depmiation 10,038,779 1,503,402 399,807 Jl,142,374 

Total capital assets beins depreciated, 
not 25J92J9S 3~S7180S 356~13 29.193J87 

OoVCllDIJIOlllal actMlica capital 
8Aeta,DCt s 3119SS{IJ9 s s.4p11M s 318041954 $ 33.708~ 

Depreciation expenae was charged to functions/programs of the Municipality aa follows: 

Governmental activities: 

General government 
Public works ind sanitation 
Public safety 
Culture and recreation 
Welfare ud, community development 
Education 

Total depreciation expense, governmental activities 

39 

$ 26,334 
953,877 
73,152 

3S0,446 
93,917 
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MUNICIPALITY OF CABO ROJO 

NOTES TO FIN~CIAL STATEMENTS · 

June 30, 2004 

NOTE F ·LONG TERM DEBT 

1. SumllUll'J of long- term debt activi(y 

The following SUJ1lllW'i2es activity in long-tenn debt for the fiscal year ended June 30, 2004: 

Balance at 
July l, 2003 Balance at Due within 
{ as restated} Dccrcaaca June 301 2004 onc;r:car 

OeneraJ, Special 
Obliptlons Bonda 
ml Notes $ 13,954,315 $ 2.3SS,000 $ 1,016,44S s 15,292,930 s 1,173,500 

Note payable to CRIM-
LIMS 611,905 '7,194 554,711 60,648 

Note payable to CR.IM -
Financing or 
dcllnquent accounta 960,664 195,796 764,868 107,471 

Nole payable to PR 
Depanment ofLatior 180,009 100,933 79.076 79,076 

Obligation under capllal 
teases 21,350 43,599 8,101 S6,848 16,422 

Compensated absence• 2,083,299 '32,3,6 157,028 2,458,627 171,904 

auistmu bonus 319,801 386,160 319,801 386,160 386,160 

Claims and judgmmts 213,96S 39,700 163,000 90,665 90,665 

Payable lo CRIM-
cxccas ofprcpcrty 
tax advances over 
actual collections 72.380 72,380 72.380 

Other 854 854 
s 11,346,222 s 3,429,19S s 2,019,ISZ $ 19,7S6,26S $ 2,ISB,226 

2 General and special obligation bonds and notes 

The Municipality's outstanding general and special obligation bonds and notes at June 30, 2004 
amount to SlS,292,930. All these bonds are serviced by the Oovemmental Development BBDk of 
Pueno Rico (ODB) maturing at various dates. As required by law, the Commonwealth Government 
is obligated to levy and collect property taxes for payment of principal and interest on bonds and 
notes. A debt service fund has been established for the bonds and ~otcs at ODB with the proceeds of 
those property tax~, whereby sufficient funds must be set aside in oroer to cover the projected debt 
service requirement, before any new bonds are ~ued. Principal and interest payments of long tcnn 
debt issued for opcmtional pwposes arc made through wicbholdioga from the advances of property tax 
and amounts of municipal equalization fund send to the Municipality by the Municipal Revenue 
Collection Center (ClUM). 
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MUNICIPALITY OF CABO ROJO 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2004 

NOTE F - LONG TERM DEBT - Continued 

A detail of the general and special obligation bonds and notes as of June 30, 2004 follows: 

1983 public improvement bonds of $141,000 due in ann1,Ull 
installments nwging from $3,000 to $11,000 through January I, 
2007; bearing interest at5% 

1984 general obligation bonds of $293,000 due in annual 
installments ranging from $7,000 to $21,000 through January 1, 
2008; bc~g interest at 5% 

1985 public improvement bonds of $300,000 due in annual 
installments ranging from $4,000 to $22,000 through January 1, 
2011; bearing interest at6.125% · 

1991 public improvement bonds of $770,000 due in annual 
installments ranging from $30,000 to $90,000 through July 1, 
2006; bearing interest at rates ranging from 3.263% to 6.363% 
(6.263% at June 30, 2004) 

1991 public improvement bonds of $880,000 due in annual 
installments ranging from $20,000 to $61,000 through January 
1, 2016; bearing interest at 5% 

1992 public improvement bonds of $454,000 due in annual 
installments ranging from $10,000 to $32,000 through January 
I, 2017; bearing interest at 5% 

1995 public improvement bonds of $1,145,000 due in annual 
installments ranging from $55,000 to $135,000 through July l, 
2008; bearing interest at rates from 4.70% to 6.815% (S.8% at 
June 30, 2004) 

1995 public improvement bonds of $435,000 due in annual 
installments ranging from $30,000 to $60,000 through July l, 
2005; bearing interest at rates ranging from 4.70% to 6.63% 
(S.SoA. at June 30, 2004) 

1996 public improvement bonds of $105,000 due in annual 
installments ranging from $5,000 to $10,000 through July l, 
2010; bearing interest at rates ranging from 4.70% to 6.63% 
(5".8% at June 30, 2004) 
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outstanding 
Amount 

30,000 

75,000 

133,055 

235,000 

565.000 

309,000 

580,000 

115,000 

65,000 
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MUNICIPALITY OF CABO ROJO 

NOTF.S TO FINANCIAL STATEMENTS 

June 30, 2004 

NOTE 1 - LONG TERM DEBT - Continued 

1996 public improvement bonds of $765,000 due in annual 
installments ranging from $15,000 to $75,000 through July 1, 
2016; bearing interest at rates ranging from 4.70% to 6.58% 
(5.8% at June 30, 2004) 

1996 general obligation notes of $1,735,000 due in annual 
installments ranging from $40,000 to $165,000 through July 1, 
2016; bearing inlereSt at rates ranging from 4.70% to 6.58% 
(S.8% at June 30, 2004) 

1994 public improvement bonds of $300,000 due in annual 
installments ranging from $21,000 to $34,000 through January 
1, 2009; bearin& interest at 4.815% 

1999 general obligation bonds of $1,205,000 due in annual 
installments ranging from $135,000 to $215,000 through 
January 1, 200S; bearing interest at rates ranging from 4.865% to 
6% (5.290/o at June 30, 2004) 

1999 &eneral obligation bonds of $830,000 due in annual 
installments ranging from $10,000 to $70,000 throu&h July 1. 
2023; bearing interest at rates ranging from 4.865% to 6.56% 
(S.29% at June30, 2004) 

1999 general obligation bonds of $1,310,000 due in annual 
installments ranging from $50,000 to $140,000 through July 1, 
2013; bearing interest rates ranging from 4.865% to 6.11% 
(S.29% at June30, 2004) 

1999 general obligation bonds of $405,000 due in annual 
installments ranging from $70,000 to $95,000 through July 1, 
2004; bearing interest rates ranging from 2.70% to 7 .81% (2.8% 
at June 30, 2004) 

1999 general obligation bonds of $2,040,000 due in annual 
installments ranging from $80,000 to $215,000 through July 1, 
2014; beuing interest rates ranging from 2.70% to 7.81% (2.8% 
at June 30, 2004) 

1995 public improvement bonds of $500,000 due in annual 
inatallmenta ranging from $40,000 to $61,000 through January 
1, 2010; bearing interest at 4.875% 
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Outstanding 
Amount 

615,000 

1,395,000 

156,000 

410,000 

760,000 

1,020,000 

95,000 

1,690,000 

328,000 
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MUNICIPALITY OF CABO ROJO 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2004 

NOTE F - LONG TERM DEBT - Continued 

2002 general obligation bonds of $4,425,000 due in annual 
inslallmcnts ranging frcm sn,ooo to $345,000 through July 1, 
2026; bearing interest rates ranging from 2.70% to S.60% (2.8% 
at June 30, 2004) 

2003 general obligation bonds of $305,000 due in annual 
inslallmenb ranging from $35,000 to $50,000 through July 1, 
2010; bearing interest rates ranging from 5.00% to 6.00% (6% at 
Juno 30, 2004) 

2003 general obligation bonds of $505,000 due in annual 
installments ranging from $10,000 to $40,000 through July 1, 
2028; bearing interest ra.tes ranging from 2.36-A to S.00% 

Outstanding 
Amount 

4,270,000 

305,000 

(2.36% at June 30, 2004) SOS,000 

2003 aeneral obligation bonds of $545,000 due in annual 
installments ranging from $10,000 to $35,000 tbrouah July 1. 
2028; bearing interest rates rangiQg from 2.36% to 5.00% 
(2.36% at June 30, 2004) 545,000 

2003 general obligation bonds of $1,000,000 due in annual 
installments ranging from $20,000 to $75,000 through July 1, 
2028; bearing interest rates ranging from 5.00% to 6.00% (5% at 
June 30, 2004) 1,000,000 

1986 special obligation note of $500,000 due in annual installments 
of $25,000 through July 1, 2006; bearing interest at rates ranging 
from 4.25% to 7 .81 % (5% at June 30, 2004) 75,000 

1986 Lottery Special Fum loan of $150,000 due in quarterly 
inslallments of $1,875 through July 1, 2006; bearing inteiut at 
~ 1~m 

$ 15,292,930 
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MUNICIPALITY OF CABO ROJO 

NOTF.S TO FINANCIAL STATEMENTS 

JU11e 30, 2004 

NOTE Ji' - LONG TERM DEBT - Continaed 

The annual requirement to amortize general and special obligation bonds and notes as of June 
30, 2004 follows: 

June 30 Principal Interest 

2005 $ 1,173,500 $ 763,044 
2006 1,153,500 703,846 
2007 946,875 655,229 
2008 875,000 610,853 
2009 922,000 562,514 

2010-2014 3,972,055 2,184,080 
2015-2019 2,585,000 1,252,740 
2020-2024 2,045,000 696,532 
2025-2029 11620.000 132.810 

Totals s lS.292,930 s 715611648 

3. OIMr long-term Uabililies 

Note payable to CRIM (LIMS) - On July 24, 2001 the 
Municipality entered into a financing agreement with the CRlM 
in the amount of$691,648 for the payment of the Municipality's 
share of the cost of a management information system (LIMS) 
acquired by the CRIM for the management of taxpayer's 
properties located in Puerto Rico. The note ~ payable in 
semiannual installments of $46,382, including interest of S.95% 
and is due on November 28, 2011. Amount is financed with 
unrestricted funds through withholdings from the advances of 
property tax and amounts of municipal equalization fund send to 
the Municipality by the Municipal Revenue Collection Center 
(CRIM). Debt service requirements iD future years are .as 
follows: 

1uoe 30 Principal Interest 

2005 $ 60,648 s 32,116 
2006 64,312 28,454 
2007 68,194 24,571 
2008 72,312 20,453 
2009 76,678 16,086 

2010-2012 212~67 19,,342 
Totals $ 554,111 $ 141,022 
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Amount 

$ 554,711 
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MUNICIPALITY OF CABO ROJO 

NOTES TO FJNANCIAL STATEMENTS 

June 30, 2004 

NOTE F - LONG TERM DEBT - Continued 

Note payable to CRIM (FiDanciDg of deUnquent accounts)- On 
March 15, 2002 the Municipality entered into a financing 
agreement with the CRIM in the amount of $960,664 to finance 
delinquent property tax accounts sold to private investors, under 
the provision of Law No. 146 of October 11, 2001. The 
agreement is in the form of a nonrevolving line of credit bearing 
interest of 6.5% for the first S years and variable for the next 2S 
years at 125 points over London Intetbank Offered Rate 
(LIBOR) and is due on December 1, 2032. As descn'bed in 
Law No. 146, interest payments for the first 5 years will be 
financed through .48% of the net increase of subsidy provided 
by the Commonwealth of Puerto Rieo's general fund. Also. 
during the first S years any collection from those delinquent 
accounts will be credited to the loan principal. After tho S year 
period the loan outstanding balance will be restructured for a 25 
years period. Debt service requirements in future years are as 
follows: 

lune 30 PrincieaI Interest 

2005 $ 107,471 $ 45,712 
2006 42,731 
2007 42 .. 731 
2008 42,731 
2009 11,304 42,398 

2010-2014 68,940 199,569 
2015-2019 95,331 173,177 
2020-2024 131.826 136,683 
2025-2029 182,291 86,217 
2030-2032 1671705 201250 

Totals $ 764,868 $ 8321199 

Note payable to Puerto Rico Department of Labor - On March 
31, 2002 the Municipality entered into a financing agreement 
with the PR Department of Labor for a total amount of $322,927 
for unemployment benefits paid by the Commonwealth of 
Puerto Rico in behalf of the municipality. The agreement is in 
the form of a.non-interest bearing note (imputed interest of 5%) 
payable in annual installments of $8,970 and due in March 31, 
2005. The note balance as of June 30, 2004 is net of an 
unamortiz.ed discount of $1,657 and is being paid from 
unrestricted funds. 
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Amount 

$ 764,868 

$ 79,076 
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MUNICIPALITY OF CABO ROJO 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2004 

NOTE F - LONG TERM DEBT- Continued 

Obligation under capital lease - The Municipality is obligated 
under a capital lease with a third party that expires on 2006. As 
of June 30, 2004 the capitalized cost of capital leased equipment 
amounted to $30,188 and is being paid in monthly installments 
of $605 including interest at 7 .5%. 

ObUgadon under capital lease - The Municipality is obligated 
under a capital lease with a third party that expires on 2009. AB 
of June 30, 2004 the capitalized cost of capital leased equipment 
amounted to $24,093 and is being paid in monthly installments 
of$441 including interest at 3.75%. 

Obligation under capital lease - The Municipality is obligated 
under a capital lease with a third party that expires 011 2009. AB 
of June 30, 2004 the capitalized cost of capital leased equipment 
amounted to $19,506 and is being paid in monthly installments 
of$369 including interest at 4.75%. 

Amount 

$ 14,986 

$ 24,093 

$ 17,769 

The present value of future minimum lease payments of all three leases as of June 30, 2004 is 
as follows: 

Year ending June 30, Amount 
2005 $ 16,975 
2006 16,975 
2007 11,530 
2008 9,716 
2009 71504 

Total minimum lease payments 62,700 
Less: Amount representing interest (5,852) 

Present value of minimum lease payments $ 56,848 
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MUNICIPALITY OF CABO ROJO 

NOTES TO FINANCIAL STATEMENTS 

. June 30, 2004 

NOTE P - LONG TERM DEBT - Continued 

Compensated ablence11 - includes accrued vacations, sick leave 
benefits and other benefits with similar characteristics such as 
compensatory time, represents the Municipality's commitment 
to fund such costs from future operations. Amount is paid with 
unrestricted funds 

Chrtatmu Boam - represent the accrued portion corresponding io 
fiscal year 2003-2004 of the Christmas bonus to be paid in 
December 2004 

Claims ud juclgmeats - represent the final settlement of two legal 
cases paid subsequent to June 30, 2004. The awarded amount of 
$90,665 was paid with wirestricted funds. 

Payable to CRIM - represents the balance owed to CRIM at June 
30, 2004 for excess of advances of property tax and other 
subsidies over final amount of property tax collections for the 
fiscal year ended June 30, 2004.(sce note H}. This amount will 
be repaid with wm:stricted funds through withholdings from the 
advances of property tax and amounts of municipal equalization 
fund send to the Municipality by the Municipal Revenue 
Collection Center (CRIM). 

Amount 

$ 2,458,627 

s 386,160 

$ 90,665 

$ 72,380 

NOTE G - LANDFU.,L CLOSURE AND POSTCLOSURE CARE COSTS OBLIGATIONS 

The Municipality discontinued the operation and ceased to acx:ept solid waste in one of its two 
landfills. State and Foderal laws and regulations require the Municipality to perform certain closure 
procedures and establish monitoring and maintenance procedures at the landfill site for thirty years 
after closure. The closure and post closure care procedures a1e being assumed by the Municipality. 
As guidance for calculation of total closure costs, the Municipality utilized an estimate provided by 
the Puerto Rico Solid Waste Disposal Authority. The Municipality is required to provide post closure 
care after the closurc is completed. Total post closure care costs has not been determined BDd 
accounted as required by accountina principles generally accepted in the United States as of June 30, 
2004. 

Tho Municipality also bas a solid waste landfill, which is in operation as of June 30, 2004. The total 
estimate of the closure and post closure care costs of the landfill and the portion of estimated total 
cuncnt cost of closure and post closure care bas not been determined and recorded as requited by 
accounting principles generally accepted in the United States as of June 30, 2004. The final effect of 
these maucrs cannot be property detennined. The Municipality has reserved $14,507 as of lune 30, 
2004 to finance futuro closure and post-closure care costs of this solid waste landfill. This reserve has 
been created by legislation. 
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MUNICIPALITY OF CABO RO.JO 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2004 

NOTE H-PROPBRTYTAXES 

The Municipal Revenue Collection Center (CRIM) of the Commonwealth of Puerto Rico is 
responsible for the assessment, collection and distn'bution of real and personal property tax.es. The tax 
on personal property is self-assessed by the taxpayer. The assessment is made on a return, which 
must be filed with the CRIM by May 15 of each year and is based on the current value at the date of 
the assessment. Real property is assessed by the CRIM. The tax is general assessed on January 1 on 
all taxable property located within the Municipality and is based on the cwrent value existing in the 
year 1957. For personal property the tax is due with the retum filed on or before May 15. Taxes on 
real property may be paid on two equal installments, July 111 and January 1"*. 

The tax rates in force as of June 30, 2004 are 8.53% for real property (of which 8.33% is paid by the 
taxpayer and .20% is reimbursed by the Puerto Rico Treasury Department) and 6.53% for personal 
property (of which 6.33% is paid by the taxpayer and .20% is rcimbun;ed by the Puerto Rico Trcaswy 
Department). For both tax rates 1.03% belongs to the Commonwealth and 7.5% and 5.5%, 
respectively, belongs to the Municipality. Of the portion belonging to the Municipality, 6% on real 
property and 4% on personal property represents the Municipality's portion which is appropriated for 
general purposes and accounted in the general fund. The remaining portion of l ,So/o on both tax rates 
belonging to the Municipality is restricted for debt service and accounted in the debt service fund. 

Residential real property occupied by its owner is exempt by law ·tiom property taxes on the first 
$1 S,000 of the assessed value. For such exempted amounts, the Puerto Rico Depanment of Treaswy 
assumes payment of the basic tax to the Municipality, except for residential units assessed at less than 
$3,500 on which a complete exemption is granted. Revenue related to exempt property is recorded in 
the General Fund. The Municipality grants a complete exemption from personal property taxes up to 
an assessment value ofSS0,000 to retailers with annual net sales of less than $150,000. 

The CRIM advances funds to the Municipality based on an estimate of special governmental 
subsidies and the property taxes to be levied and which are collected in subsequent periods. This 
distnl>ution includes advances of property tax and amounts of municipal equaliution fund from the 
Commonwealth government. The CRIM is required by law to prepare a settlement statement on a 
fiscal year basis, whereby a comparison is made between the amounts advanced to the Municipality 
and amounts actually collected from taxpayers. The CRIM prepares a preliminary settlement not later 
than three months after fiscal year-end and a final settlement not later than six months after fiscal 
year-end If actual collections exceed the advances a receivable from CRIM is recorded However, if 
advances exceed actual collections, a payable to CRIM is recorded. The Municipality bas a net 
payable to the CRIM of $72,380 resulting from the final settlement for fiscal year 2003-2004. The 
total amount is recorded as a long term debt in the government-wide statement since will not be paid 
with expendable available resources. 
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MUNICIPALITY OF CABO ROJO 

NOTF.S TO FINANCIAL STATEMENTS 

June 30, 2004 

NOTE I-MUNICIPAL UCENSE TAXES 

Municipal License taxes are assessed 8llilU!lllY by the Municipality to all organizations or entities 
subject to the tax doing busintss in the Municipality's location except for entities totally or partially 
exempt pursuant to certain CommonweaJth•s statutes. This tax is based generally on volume of 
business or gross sales as shown in a tax return that should be submitted on or before April 15. 
During the Fiscal year ended June 30, 2004 the tax rates were as follows: 

Financial business - 1.50% of gross revenues 
Other organizations - .50% of gross revenues 

The tax is due in two equal installments on July 1 and Jamwy 1 of each fucal year. Tax revenue is 
rccogniud at that moment by the Municipality. A discount of 5% is allowed when full payment is 
made on or bcforo April 15. Municipal license tax receivable rcpIC8CDting unoollccted tax as of June 
30, 2004 on filed tax retums follows: 

Receivable as of June 30, 2004 
Less: allowance for uncollectiole 

Amount 

$ 121,252 
(117,545) 

$ 3,707 

Municipal license taxes collected prior to June 30 but pertaining to the next fiscal year in the amount 
of$ 2,000,748 are recorded as deferred revenues. 

NOTE J - INTER.GOVERNMENTAL REVENUES 

Intergovernmental revenues in the General Fund are comprised of the following: 

Amount of municipal subsidies and equalization fund send by CRIM 
Compensation in lieu of tax from the Puerto Rico Electric Power Authority 

(PREPA) 
Reimbursement from Commonwealth Government of Christmas Bonus 

expenditure 
Reimbursement from Commonwealth Government of Law 52 program 

expenditures 
Reimbursement from Commonwealth Government - other programs 

expenditures 
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$ 

Amount 
3,937,246 

1,699,750 

274,115 

274,778 
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MUNICIPALITY OF CABO ROJO 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2004 

NOTE K-FUND BALANCE AND NET ASSETS RESTATEMENTS 

1. Fund balances 

Certain special funds with se.lf-imposed restrictions in the amount of $1,950,163 and previously 
reported as special revenue and capital project funds were reclassified to the general fund. In addition, 
the beginning fund balance of the general fund has been restated to correct a net overstatement of 
accounts payable to suppliers in the amount of $83,302, an overstatement receivable of $180,404 and 
an understatement of deferred revenues in the amount of $3,960. The following schedule reconciles 
the fund balance at July 1, 2003 as previously reported to the beginning fund balance, as restated: 

Prior period adjustments 
Balance at Balani:c at 

beginnine of year, beginning of 
as previously Fund Comctioo of year, as 

Fund ~rted m:Jassifications errors Rcstaled 
Gcnetal Fund $ 1,361,949 s 1,950,16.3 $ S7,260 s 3,369,372 

Debt aervice fw1cl 1,395,508 (180,404) 1,215,104 

Capital Improvement Fuod· 
$4,-425,000 Bood 4,069,234 -4,069,234 

Other governmental funds 416011630 {1&250.163} 221os2 216731549 

Total s 11,428.321 $ $ (IOl,062) $ Jt,327ifS9 

2. Net ossets 

The following summarizes changes to the net assets as previously reported in the prior year 
government-wide statements: 

Net assets at beginning of year as previously reported: 

Restatements: 
Net overstatement of accounts payable to suppliers 
Receivable-Christmas bonus reimbursement not recorded 
Overstatement of debt for excess of property tax advances over 

collections 
Overstatement of note payable to PR Department of Labor 
Understatement of deferred revenues 
Understatement of accrued interest payable 
Overstatement of property tax receivable-debt service fund 
Note payable to CRJM (LIMS) not recorded 
Overstatement of note payable to CRIM-delinquent accounts 
Christmas bonus payable not recorded 

Net assets at beginning of year as restated: 

so 

Amount 

$ 26,S4t~97 

$ 

83,302 
159.900 

533,418 
8,365 

(3,960) 
(47,517) 

(180,404) 
(611,905) 

32,018 
(319,800) 

26,195,414 
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MUNICIPALITY OF CABO ROJO 

NOTES TO FINANCIAL STATEMENT.S 

June30,2004 

NOTEL·RETIREMENTPLAN 

1. Plan dacrlpdon 

Regular employees of the MUnicipality contribute to a cost sharing multiple employer defined benefit 
retirement plan, administered by the Employee's Retirement System of the Government of Puerto 
Rico an its Instrumentalities (ERS). ERS covers all regular full time public employees working for 
the central government, public corporations and the municipalities of Puerto Rico. The system 
provides retirement 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 of occupational and nonoccupational 
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. Retirement 
benefits are determined by the application of stipulated benefit ratios to the member's average 
compensation. Average compensation is computed based on the highest 36 months of compensation 
recognized by. ERS. The annuity, for which a plan member is eligible, is limited to a minimum of 
$200 per month and a maximum of 15% of the average compensation. ERS issues a publicly financial 
report that includes financial statements and required supplementary information of the Plan, which 
may be obtained' from the BRS. 

Law No. 305 of September 24, 1999 amended the Act No. 447 of 1951 and was enacted with the 
purpose of establishing a new pension program (System 2000). The new pension program became 
effective on January 1, 2000. Employees participating in the current system as of December 31, 1999 
may elect either to stay in the defined benefit plan or transfer to the new program. Persons joining the 
government on or after January 1, 2000 will only be allowed to become members of the new program. 

System 2000 is a hybrid defined contnoution plan, also known as a cash balance plan. There will be 
a pool of pension assets, which will be invested by the System, together with those of the cwrent 
defined benefit plan. Benefits at retirement age will not be guaranteed by the State government end 
will be subjected to the total accumulated balance of the savings account. The annuity will be based 
on a formula, which assumes that each year the employee's contribution (with a minimum of 8.275% 
of the employee's salary up to a maximum of 10%) will be invested in an account which will either: 
(1) earn a fixed rate based on the two-year Constant Maturity Treasury Note or, (2) earn a rate equal 
to 15% of the return of the System's investment portfolio (net of management fees), or (3) earn a 
combination of both alternatives. If savings accounts balance is $10,000 or less at time of retirement, 
the balance will be distn'buted by the System to the participant as a lump sum. Participants receive 
periodic account statements similar to those of defined contn'bution plans showing their accrued 
balances. Disability pensions are not been granted under the new program. The employer 
contributions (9.275% of the employee's salary) will be used to fund the current plan. Under System 
2000 the retirement age is reduced from 65 years to 60 for those employees who joined the current 
plan on or after April I, 1990. · 
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MUNICIPALITY OFCABO ROJO 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2804 

NOTE L - RETIREMENT PLAN - Continued 

2. Funding policy 

• 
The Act 447, as amended. is the authority under which obligations to contnouto to the Plan by the 
PJan members, employers and other contributing entities aro eatablishocl or may be amended. PJan 
members are required to contdbute S.775% of gross salary up to $6,600 plus 8.275% of _gross salary 
in excess of $6,600 except for the Mayor or employee under a supplementation plan, which 
contributes 8.275% of gross salary. The Municipality is required to contribute 9.275% of gross 
salary. 

The Municipality•s actual contn'bution for the current and the previous two fiscal years. which is 
equal to the required contn'bution, follows: 

Fiscal year ended: 

2004 
2003 
2002 

NOTE M ·COMMITMENTS 

1. Operating UasU 

LawNo.447 

$ 422.775 
$ 445.991 
$ 441,278 

S)'Stem 2000 

$ 103,374 
$ 22.352 
$ 23,924 

The Municipality leases office equipment under operating lease agreements, which generally have 
tenns of one year or less and are automatically renewed for the 18JD.e terms. Rental expenses 
amounted approximately $6,855. Management believM that the summary of the future minimum 
rental commitments under noncancelable equipment leases with terms exceeding one year is not 
significant. 

2. Constructlon 

The Municipality~ commitments at June 30, 2004 of approximately$ 3,776,141 for coostroction. 
improvements or renovation of certain municipal facilities and $142,976 for construction, 
improvements or renovation of othen facilities. 

NOTEN-CONTINGENCIES 

1. Federal and Stats grants 

Projects financed by Federal and State Grants are subject to audits by grantora and other 
govemmental agencies in order to determine its expenditures to comply with the conditions of such 
grants. It is 1he Municipality's opinion that no additional material unrecorded liabilities will arise 
from audits previ~usly performed or to perform. 
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MUNICIPALITY OF CABO ROJO 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2004 

NOTE N · CONTINGENCIES- ConUnued 

2. Judgments and legal clalms 

The Municipality is, at preaeni, a defendant in a number of legal matters that arise in the ordinary 
course of the Municipality's activities. There are cases whereby the Municipality is a defendant or 
codefendant that will be covered by insurance, certain cases whereby the legal counsel has not 
determined an outcome and other cases that will not be covered .by insurance. AB a result of two 
settled cases sllbsequent to June 30, 2004 and not to be covered by insurance, the Municipality 
accrued $ 90,665 in the government-wide statements. However, it is the opinion of the Municipality 
and the legal counsels that based on their experience, such actions and the potential liabilities will not 
impair the Municipality financial position. 

NOTE 0-SPECIAL ITEMS 

1. hoperty tax amnesty 

Law No. 74 of March 1, 2004 approved by the Commonwealth's Legislature (as amended by Law 
No. 131 of June 1, 2004) granted to taxpayers (for the period March 1, 2004 to June 30, 2004) an 
amnesty for payment of real and personal property tax debts. AB a result, the CRIM distributed to the 
Municipality $1,078,599 on property tax collections as of June 30, 2004 of which $849,283 were 
recorded in the general fund and $229,316 recorded in the debt service fund. The CRIM applied 
$25,215 on additional collections (included in the general fund) for the payment of principal of the 
line of credit agreement, which was issued to finance delinquent property tax accounts sold to private 
investors under the provision of Law No. 146 of October 11, 2001. The transaction falls under the 
definition of special item set forth by GASB 34, as it is a transaction of unusual or infrequent nature 
within the control of Municipality's management 

2. Legal settlement with Puerto Rico Blectric Power Authority (PRBPA.) 

On December 2000, the Municipality and other municipalities of Puerto Rico filed a complaint 
against the Puerto Rico Electric Power Authority (PREP A), a component unit of the Commonwealth 
of Puerto Rico, requesting the payment by PREP A of contributions in lieu of taxes and electric energy 
sales set aside on prior fiscal years. On March 18, 2003, the Board of Directors of PREP A approved a 
resolution by which PREPA agreed to settle the claims with all municipalities. Accordingly, the 
Municipality n:ceived $900,966 in cash during fiscal year 2003-2004 and will receive $754,802 in 
construction projects. The transaction falls under the definition of special item set forth by GASB 34, 
as it is a transaction of unusual or infrequent nature within the control of the Municipality's 
management. 
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MUNICIPALITY OF CABO ROJO 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2004 

NOTE P •SUBSEQUENT EVENTS. 

1. On August 30, 2004 the Oovemmontal Development Bank of Puerto Rico (GOB) approved the 
issuance of SSOS,000 general obligation bonds to the Municipality to finance certain infrastructure 
projects. Bonds arc due in amiµa) installments ranging from $4'0,000 to $50,000 through July 1, 2009, 
bearing interest at a variable rate (LlBOR + 1.25%). Principal and intCrest payments will be financed 
through the Municipality's debt service fund. · 

2. Subsequent to June 30, 2004 the Municipality received from the Commonwealth's Legislature 
approximately $10,316!)17 on joint legislative resolutions. Most of these resolutions will finance 
capital improvem_ent projects. 
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MUMCIPALITY OF CABO ROJO 

BUDGETARY COMPARISON SCBEDVLE- GENERAL FUND 
Ji'ISCAL YEAR ENDED JUNE 30, 2004 

Amal AmowaCI 
(Budgetary 

Budgeted amounts Ba1l1) 
Orfll!nal Final {See Note Al 

Revenues 
Property taxes $ 4,973,807 $ S,426,942 $ 5,426,942 
Municipal license taxes 2,431,805 2,431,805 2,401,964 
Intergovernmental 3,889,4Sl 4,163,566 3,920,682 
Fees, fines and charges for services l,65S,416 2,780,163 3,020,300 
lntore&t 375,000 219,947 239,156 
Other 161000 8451124 8311041 

Total revenues 13,341,479 15,867,547 15,840,085 

Expenditures 
General government 3,94S,687 4,893,329 4,702,2S2 
Public works and sanitation 4,968,208 S,850,284 5,665,261 
Public safety 1,486,793 1,398,838 1,393,348 
Culturo aod recreation 698,296 890,070 888,513 
Health 775,888 785,888 783,127 
Welfare and community development 1,399,082 1,493,815 1,489,843 
Education 28~00 121000 12.000 

Total expenditures 1313021154 15J241224 14~341350 

Ex~ {deficiency) of revenues over expenditures 39,325 543,323 905,135 

Other fbwaclllg 10111'1* (uaea) 
Transfers in 85,000 85,000 
Transfers out (39.325} (7451051} (7381551} 

Total other financing sources {uses) (39,325) (660,0Sl) (6S3,SS1) 

Readjustment from prior year fud balance 8901520 

Exce111 (deficiency) of revenue11 and other Onanclng sources 
over e~ture. and other ftnudng uses (note C) ~ $ 7731792 s 2s211u 

The accompanying notes to required supplemental information are an integral part of this schedule. 
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Variance wlda 
Fhlal Budcet 

Positive ~!J!atlvel 

$ 
(29,841) 

(242,884) 
240,137 

19,209 
(14.0832 
(27,462) 

191,077 
185,017 

S,490 
l,SS1 
2,761 
3,972 

3891874 

362,412 

6~00 
6,SOO 

(8901520} 

s ,5211608~ 
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MUNICIPALITY OF CABO ROJO 

NOTES TO REQUIRED SUPPLEMENTARY INFORMATION -

BUDGETARY COMPARISON SCHEDULE- GENERAL FUND 

June 30, 2004 

NOTE A-BUDG:ET PROCESS AND BUDGETARY BASIS OF ACCOUNTING 

The Municipal budget is prepared for the General Fund following the requirements of the 
Autonomous Mwiicipal Law of 1981, as amended. It is developed utilizing elements of perfonnance­
based program budgeting and zero.based budgeting and includes estimates of revenues and other 
sources for ensuing fiscal year under laws existing at the time the budget is prepared. 

Budget amendments arc approved by the Municipal Legislature. Ccr1ain budgot traDBfCIS within the 
limitatioDB and restrictions of the Municipal Law can bo approved by the Mayor or by the Municipal 
Lcgialaturc. The budget comparison schedule pwvidcs information· about tho original budget, the 
amended budget and the actual rosults, under the budgetary baaia of accounting. 

Tho budgetary basis of accounting is different from GAAP. Revenues are generally recorded when 
cash is reoeivod and expenditures are gcnemlly recorded when thel'elated expenditure is incurred or 
encumbered. The encumbrances (that is, purchase orders, contracts) are considered expenditures 
when a commitment is made. On a GAAP basis, encumbrances outstanding at year end are reported 
in the governmental funds statements as a reservation of fund balance since they do not CODBtitute 
expenditures or liabilities while on a budgetary basis encumbrances are recorded as expenditures of 
current year. Encumbrance appropriations lapse one year after the end of the fiscal year. 
Unencumbored appropriations are lapsed at year end. The legal level of budgetary control (the level at 
which expenditures may not legally exceed appropriations) is at the function level. 

The presentation of the budgetary data excludes other appropriations such as capital projects, debt 
service and special revenue funds because projects are funded on a multi.year mture, generally 
requiring several years to complete or effective budgetary control is alternatively achieved through 
general obligation bond indentures and legal and contractual grant agreement provisions. 

NOTE B- BUDGET TOGAAP RECONCll.IATION 

The accompanyi,ng budgetary comparison schedule presents comparisons of the original aniJ fiiW 
legally adopted ·budget with actual data on a budgetary basis. Since accounting principles applied for 
the pwposes of developing data on a budgetary basis differ significantly from those used to present 
accounting principles generally accepted in the United States, the following budget to OAAP 
reconciliation is presented: 

57 



I 
I 

I 

MUNICIPALITY OF CABO ROJO 

NOTES TO REQUIRED SUPPLEMENT ARY INFORMATION -

BUDGETARY COMPARISON SCHEDULE - GENERAL FUND 

June 30, 2004 

NOTE B ·BUDGET TO GA.AP RECONCILIATION - CORtlnaed 
' 

Exce11 of nveDutt ud other Onanc:Ia1 Mure.es over expenditures and other ftaaacln1 
111e1 (budaetary ballt): 

Bud&ct to OAAP differences: 

Non budgeted funds recorded as rcveiiues for financial reporting purposes: 

Non budgeted funds recorded as expenditures for financial reporting: 

Non bud&cted transfers in: 

Non budgeted t:ransfen out: 

Revenues R«lrdcd for financial reporting purposes but not in budgetary basis: 

Revenues recorded in budgelary basis pwposes but not in financial reporting: 

Expenditures re<:orded in budgetuy basis but net for financial reporting purposes: 

Expeod.itun:s m:orded fo1 financial reporting purposes but not in budgetary basis: 

Current year COClwnbranccs recorded as expenditures for budgetary reporting 
purposes: 

Prior year encumbrances recorded as expenditures for financial reporting 
purpose~ 

Net change la fuacl balance (CAAP ba1l1): 

NOTE C - BUDGET .READJUSTMENTS 

s 252.184 

1,603,614 

(1,310,099) 

2,642,875 

(2,107,149) 

264,833 

(74,537) 

200,034 

(244,636) 

200,267 

(174,589) 

$ 1.J,.521797 

The budgetary comparisca &Cbcdulc present a readjustment from prior year fund balance of$890.S20. This 
anmendmeot was approved by the Municipal Legislature with Ordeoaoce Number 21, 2003-2004 Series. 

Durina the fiscal year the Municipal Legislature approved two budget amendments through Ordenances Number 
Number 38 and 40, 2003-2004 Series, which produced a net difference of$773, 792. A detail of this difference 
follows: 

Ordinance No. 38 

Readjustment to revenues: s 1,422,733 

Rca<ljustment to expenditures: {661,583) 

Net difference: s 761,150 

!i8 

Ordinance No. 40 

s 733,368 

{720,726) 

s 12,642 

s 

$ 

2.156,101 

(1,382,309) 

773,792 
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GONZALEZ ToRRES & Co. 
Gerl i /1<•tl JI 11bl 1c :lt:t'111111t1w l.;· 1111cl Con .' 11/!a11 U 

Member of: 
Pueno Rico Sociel\· of Certified Public ACCOUOIWIS 
1\merirn1 lns1itute of Cenirted Public Accountants 

AISocl:ttion of Certified Fraud E."Cnminers 

REPORT ON COMPLIANCE AND ON INTERNAL CONTROL OVER FJNANCIAL REPORTING 
BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH 

GOVERNMENT AUDITING STANDARDS 

To the Mayor and Municipal Assembly 
Municipality of Caho Rojo 
Cabo Rojo, Puorto Rico 

We have audited the accompanying financial statements of governmental activities, each major fund and aggregated 
fund information of Municipality of Caho Rojo, as for the year ended June 30, 2004, and have issued our report 
thereon dated November 23 2004, which was qualified because we were unable to obtain an estimate of the 
landfill's closure and post closure care costs at June 30, 2004. The accompanying government-wide financial 
statements did not include the liability for these costs. The generally accepted government accounting standards 
require that landfill's closure and ]>Ort-closure costs are estimated and included as liability in the government-wide 
financial statements. The note "G" of the financial statements describes more details regarding the landfills costs. 
Except as discussed in the preceding sentence. we conducted our audit in accordance with auditing standards 
generally accepted in the United States of America and the standards applicable to financial audits contained .in 
Government Auditing Standards, issued by the Comptroller General of the United States of America. 

Compliance 

As part of obtaining reasoll8ble assurance about whether Municipality of Cabo Rojo'• financial statements are free 
of material misstatement, we perfonned tests of its compliance with certain provisions of laws, regulations, 
contracts, and grants, noncompliance with which could have a direct and material effect on the determination of 
financial statement amounts. However, providing an opinion on compliance with those provisions was not an 
objective of our audit, and accordingly, we do not express such an opinion. The result of our tests disclosed 
instances of noncompliance that are required to be reported under Government Auditing Standards which are 
descnoed in the accompanying Schedule of Findings and Questioned Cost, identified as items 2004-ID·l and 2. 
We also noted certain immaterial instances of noncompliance, which were reported to the Management of the 
Munlelpallty of Cabo Rojo in a separate letter dated November 23 2004. 

Internal Control over Financial Reportine 

In plamllng and performing our audit, we considered the Municipality of Cabo Rojo'• internal control over 
financial reporting in order to determine our auditing procedures ·for the pwpose of expressing an opinion on the 
basic financial statements and not to provide assurance on the internal control over financial reporting. 

However, we noted certain matters involving the internal control over financial reporting and its operation that we 
consider to be reportable cooditions. Reportable conditions involve matters comµtg to our attention relating 
significant deficiencies in the design or operation of the internal control over financial l'C!p<lrting that, in our 
judgment, could adversely affect the Municipality of Caho Rojo's ability to record. process, swwnarize, and report 
financial data consistent with the assertions of Management in the statement of the basic financial statements. 
Reportable conditions are described in the accompanying Schedule of Findings and Questioned Costs Section Il as 
items 2004-Il-1. 

l!Co Pledras Heights 
1733 Calle Tinto, San Juan, Puerto Ric9 00926-3252 
Tel. (787) 764-8664 • 764-8667 • Pax (787) 764-8643 
web: cpagoruale7.com 60 
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REPORT ON COMPLIANCE AND ON INTERNAL CONTROL OVER FINANCIAL REPORTING 
BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH 

GOVERNMENT AUDITING STANDARDS 
(Continued) 

A material weakness is a condition in w1*h 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 statement of the basic financial s~tements being audited may occur and not be detected within a 
timely period by employees in the normal course of performing their assigned functions. Our consideration of the 
internal control over financial reporting would not necessarily disclose all reportable conditions that are also 
considered to be material weaknesses. However, we believe that none of reportable condition is a material 
weakness. We also noted other matters involving the internal control over financial reporting, which we have 
reported to the management the MUDiclpallty of Caho Rojo in a separate letter dated November 23 2004. 

This report is intended for the information of the audit committee. management, and federal awarding agencies and 
pass-through entities and is not intended to be and should not be used by anyone other than these specified parties. 

San Juan, Puerto Rico 
November 23 2004 

The stamp number 2017680 
was affixed to original of this report. 
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GONZALEZ ToRRES & Co. 
Member of: 

PUtrto Rico Society of Certified Public Accountants 
American lnstitutl! ofCertWed Public Account:mts 

A~ocfation of Certified Fraud Examiners 

REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH MAJOR PROGRAM 
AND ON INTERNAL CONTROL OVER COMPLIANCE WITH OMB CIRCULAR A-133 

To the Mayor and Municipal Assembly 
Municipality of Caho Rojo 
Caho Rojo. Puerto Rico 

CompH•nce 

We have audited the compliance of the Municipality of Caho Rojo, 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, 2004. The MulllcJpality of Caho 
Rojo'1 major federal programs are identified in the summary of auditor•s results of the accompanying Schedule of 
Findings and Questioned Costs. Compliance with the requirements of Jaws, regulatiOJIS, contracts, and grants 
applicable to each of its major federal programs is the responsibility of Municlpallty of Caho Rojo'• management. 
Our responsibility is to express an opinion on Mwdclpallty of Caho Rojo'• compliance based on our audit. 

We conducted our audit of compliance in accordance with auditing standards generally ~tcd in the United States 
of America; OMB Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations. ThoSQ 
standards and OMB Circular A-133 require that we plan and perform the audit to obtain reasonable assurance about 
whether noncompliance with tho 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 Caho Rojo'• compliance with those requirements and performing such other procedures as we 
considered necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinion. 
Our audit does not provide a legal determination of Municipality or Caho Rojo'• compliance with those 
requirements. 

In our opinion. Municipality of Caho Rojo, 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, 2004. However, the 
resUlts of our auditing procedures disclosed two instance of non complliuice with those requirements that are 
required to be reported in accordance with OMB Circular A-133 and which are descn'bed in the accompanying 
Schedule of Findings and Questioned Costs-Section mas items 2004-ill-l and 2004-ill-2. 

Internal Control Oyer Compliance 

Management of Municipality of Caho Rojo is responsible for establishing and maintaining effective internal 
control over compliance with the requirements of laws, regulations, contracts, and grants applicable to federal 
programs. 

In planning and performing our audit, we considered Municipality of Cabo Rojo>s internal control over compliance 
with requirements that could have a direct and material effect on a major federal program in order to determine our 
auditing procedures for the purpose of expressing our opinion on compliance an~ to test and report on the internal 
control over compliance in accordance with OMB Circular A-133. 

Rfo Piedr:is Heights 
1733 Calle11nto, Sanjuan, Puerto Rico0092(l-32;2 
Tel (787) 764-8664 • 764-8667 • Fax (787) 764-8643 62 
web: cpagonz.alez.com 
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REPORT ON COMPLIANCE WITH REQOlREMENTS APPLICABLE TO EACH MAJOR PROGRAM 
AND ON INTERNAL CONTROL OVER COMPLIANCE WITH OMBCIRCULAR A-133 

(Continued) 

A material weakness is a condition. in whjch 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. Our consideration of the internal control over compliance would not necessarily disclose all 
matters in the intemal control that might be material weakness. 

Schedule of Expenditures of Federal Awards 

We have audited the accompanying financial statements of governmental activities, each major fund and aggregated 
fund information of Municipality of Caho Rojo, as for the year ended June 30, 2004, and have issued our report 
thereon dated November 23, 2004, which was qualified because we were unable to obtain an estimate of the 
landfill's closure and post closure care costs at June 30, 2004. Tbe accompanying ·government-wide financial 
statements did not include the liability for these cosfs. The generally accepted government accounting standards 
require that landfill's closure and port-closure costs are estimated and included as liability in the government-wide 
financial statements. The note "G" of the financial statements describes more details regarding the landfilts costs. 

Our audit was pcrf oIDlcd for the pwpose of fonning opinions on the financial statements that collectively 
compromise the Municipality of Caho Rojo'• basic financial statements. The accompanying Schedule of 
Expenditures of Federal Awards is presented for pwposes of additional analysis as required by OMB Circular A-133 
and is not a required part of the basic financial statements ofMWliclpality of Caho Rojo. Such information has 
been subjected to the auditing procedures applied in the audit of the basic financial statements and, in our opinion. is 
fairly stated, in all material respects, in relation to the basic financial statements taken as a whole. 

This report is intended for the infonnation of the audit committee, management, and federal awarding agencies and 
pass-through entities and is not intended to be and should not be used by anyone other than these specified parties. 

San Juan, Puerto Rico 
November 23, 2004 

The stamp number 2017681 
was affixed to the original of this report. 
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MUNICIPALITY OF CABO ROJO 

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS 
FISCAL YEAR ENDED JUNE 30, 2004 

Federal Pu ... Throup 
CFD.A Grau tor'• 

Federal Grantor/Pus-Throu&fa Number Number 
Gnntor/Prosram Tide (noteB} (noteC) 

ll,S, Dc11admmi safBoaalnc Hd lli:b111 Dcnlopmcnl 
Program: 

Passed through the Office ofCommiasionei-ofMunicipal Afl'aira: 
Community Dovelopmeot Block Grant - State's Program 14.228 FD - 10 

AB-10 
DC-10 
AF - 10 

Program: 
Diroct Program: 

Section 8 Housing Choice Vouchen 14.871 NIA 

ll,S. Depaamai afBi:altb and B1m111 Scmi:a 
Program: 

Passed thro\lgh the P.R. Department of Family - Familic,, and 
Children AdminiatJation: 

Child Care and Development Block Grant 93.575 2000-083 
2002-023 

Program: 
Pused through tho P .R.Oovomor Office (Office of Elderly Afl'aira): 

Spcc;ial Programs for the Aging_ Tittle DI Part B _ Grants for 
Supportive Servicc3 and Senior Centers 93.044 N/AV 

U.S l>qmamept of Apiculturc 

program: 
Passed through the P.R. Department of Education: 

Child and Adult Care Food Program 10.558 N/AV 

U.S. Dcpartmept oCJu1t1ce 

Programs: 
Passed through the P.R. Department of Justice: 

Public Safety Partnership and Community Policy Orants-COPS 16.710 2001SHWX0095 

Local Law Enforcement Block Grant 16.592 2000-LB-VX-1085 

To~ federal awards expCDdltures: 

Tbc accompanying notes are an integral part of this schedule. 
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Expcud1turea 
(note A} 

$ 909,215 

454,159 
1,363,374 

lSJ,216 

76,103 
227,319 

7,'»6 

256,236 
430 

s 11855~55 
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MUNICIPALITY OF CABO ROJO 
NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS 

• June 30, 2004 

NOTE A· SUMMARY OF SIGNIFICANT ~CCOUNTING POLICIES 

The accompanying Schedule of Expenditures of Federal Awards includes the federal grant activity of the 
Municipality and is presented on the modified accrual basis of accounting. Expenditures are recognized when 
the telated liability is incurred. The information in this schedule is presented in accordance with the 
requirements of OMB Circular A-133. Audits of States, Local Government and Nonprofit Organizations. 

NOTE B - FEDERAL CFDA NUMBER 

The Catalog of Federal Domestic Assistance (CFDA) Number is a program identification number. The first 
two digits identify the federal department or agency that administers the program and the last three numbers 
are assigned by numerical sequence. 

NOTE C - PASS -THROUGH GRANTOR'S NUMBER 

State or local government redistnoutioas of federal awards to tho Municipality, known as "pass-through 
awards", should be treated by the Municipality as though they were received directly from the federal 
government. OMB Circular A-133 requires the schedule to include the name of the pass-through entity and 
the idCDtifying number assigned by the pass-through entity for federal awards received as a subrccipicnt. 
Numbem identified as NI A arc not applicable and numbers identified as N/ AV are not available. 

NOTE D - RECONCil.IATION OF EXPENDITURES PRESENTED IN THE SCHEDULE OF 
EXPENDITURES OF FEDERAL AWARDS TO THE EXPENDITURES PRESENTED IN THE BASIC 
FINANCIAL STATEMENTS 

CommunJty Other Governmental 
Development Block Funds 

Description Grant 

14.228 $ 909.215 $ 
14.871 454,159 
10.558 7,996 
93.575 151,216 
93.044 76,103 
16.710 256,236 
16.592 430 

Total federal awards expenditures 909,215 946,140 
Total nonfederal awards expenditures 2,203,680 

Total expenditures, fund statements $ 909,215 $ 3,149,820 
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MUNICIPALITY OF CABO ROJO 

SBEDULE OF FINDINGS AND QUESTIONED COSTS 
For the 1ear ended JUNE 30, 2004 

SECTION I-SUMMARY OF AUDITOR'S RF.SULTS . 
Part I FIDancJal Statements: 

1. Type of au<lit report: 

II Unqualified opinion o Qualified opinion 

Adverse opinion Disclaimer of opinion 

2. Reportable conditions reported 

• Yes N o 

3. Reportable C011ditioo repated as a major weakness: 

Yes • No 

4. Material ooocompliaocc disclosed: 

0 Yes B No 

Part II Federal Awards 

Type of report on compliance for major programs: 

ID Unqualified opinlon Qualified opinion 

Adverse opinion Disclaimer of opinion 

Reportable condition reported as a major weakness: 

0 Yes 11 No 
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' ' I MUNICIPALITY OF CABO ROJO 
SHEDULE OF FINDINGS AND QUESTIONED COSTS 

For the ;,ear ended JUNE 30, 2004 
(Continll~) 

SECTION I-SUMMARY OF AUDITOR'S RESULTS (Continued) 

Partll Federal Award• (Continuation): . 
Material noncompliance disclosed: 

0 Yes 111 No 

Audit findings required to be reported under Section S 10 (a) of Circular A-133: 

1111 Yes a No 

Major Programs: 

CFDA 
Number(•) 

14.228 

14.871 

FederalProgram Grantor and Program Name 
US Department of Housing lllJd Urban Development. 
Community Development Block Grants 
Section 8 (Housing Vouchers) 

Dollar threshold used to distinguish Type A and Type B programs: 

$300,000 or 3% of total federal awards expended 

Low-risk auditee 

181 Yes a No 

Waive risk criteria under 520 (i) of Ciroular A-133 

a Yes 111 No 
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MUNICIPALITY OF CABO ROJO 
SBEDULE OF FINDINGS AND QUESTIONED COSTS 

For the year ended JUNE 30, 2004 

SECTION II- FINANCIAL STATEMENTS FINDINGS 

Program: CDBG Finding Number 
2004-11-1 

Accounting Records 

Criteria and Condition 

Cause 

Effect 

Section 20 of OMB Circular A-102 of the Common Rule, requires adequate accounting records should be 
maintained for each federal program. We noted that there are not general ledgers for CDBG and a trial balance 
was not provided by program personnel. 

Program personnel have not keeping an adequate accounting cycle to be able 'to produce a CDBG's financial 
statement. 

We did not get a trial balance from the program department and they are not in compliance with C-102. 

Recommendation 

We recommend starting a general ledger in order to produce a trial balance. 

Management Response 

The Federal Program will perform an immediate and complete review of internal controls over financial 
reporting. Instruction will be given to the accountant of the Federal Program Office in order to perform a 
complete accounting cycle and produce require records and reports for the regulatory agencies. 
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MUNICIPALITY OF CABO ROJO 
SBEDULE OF FINDINGS AND QUESTIONED COSTS 

For the year ended JUNE 31), 1004 

SECTION ID- FEDERAL AWARDS FINDINGS AND QUESTIONED COSTS 

Program: CDBG Finding Number 
2004-ID-1 

Period of Availability of Federal Funds 

Criteria and Condition 

The OMBC-133,Period of Availability of Federal Funds (compliance I), stays that when funding period are 
specified, a non-Federal entity may charge to the award only costs resulting froIP obligations incuned during the 
funding period and any pre-award costs authorized by the Federal awarding agency. Non-Federal entities subject 
to the A-102 Common Rule shall liquidate all obligations incurred under the award not later than 90 days after 
expenditures bas being incurred. 
The Municipality did not liquidate all payables over a period of 90 days after the receipt of invoices on the 
following payments: 

BcttC1TOads 
Treasury Department 

Cause 

4410, 4447, 4471 and4477 
4469 

Effect 

The Municipality bas not been paying payables from suppliers in a period within 90 days after the receipt of 
invoices. 

The Municipality has not been complying with program regulations. 

Questioned Costs 

None. 

Recommendation 

We recommend keeping control over suppliers invoicing in order to comply with program regulations. 

Management Response 

The Federal Program Office made some adjustment in the process of disbursements to avoid the payment over a 
period of 90 days after the receipt of invoices. We expected to correct this situation immediately with the 
complete review of the accounting process and the adjustment made by the office. 
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MUNICIPALITY OF CABO ROJO 
SHEDULE OF FINDINGS AND QUESTIONED COSTS 

For the year ended JUNE 30, 2004 
(Continued) 

SECTION m- FEDERAL AWARDS FINDINGS AND QUESTIONED COSTS 

P.rogram: Section 8 Finding Number 
2004-m-2 

Ca1b Management 

Criteria and C.Ondition 

Cause 

Effect 

The OMBC-133, Cash Management (compliance C), stays when funds are in advanced, recipients must follow 
pro~ to minimize the time elapsing between the transfer of funds from the U.S. Treasury and disbursement 

During the audit we noted that monthly housing assistant payments were made late after a period of five working 
days from the beginning of the month. 

The Municipality has not been following an adequate control over cash receipts. 

Housing assistants payments were made after five working days from date were cash deposits were received. 

Questioned Costs 

None. 

Recommendation 

To do housing assistant payments checks within the time period allow in orda to comply with cash management 
time requirements. 

Management Response 

This situation is not the norm of the Section 8 Program's Office, we have taken correctives actions and this will 
not occur again. 
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MUNICIPALITY OF CABO ROJO 
SHEDULE OF PRIOR YEARS AUDIT FINDINGS AND QUESTIONED COSTS 

For the year ended JUNE 30, 2004 

Program: CDBG Finding Number 
2003-W-1 

Cash Management 

Criteria and Condition 

Status 

In our examination, we found receipts and deposits tested, that disbursements were made over fifteen days after 
related funds were deposited. Cash management regulations require the Municipality to minimfae the time 
between receipt of funds and the corresponding disbW'SCDlents. 

Finding has not been cleared by Federal Agency. 

Program: CDBG Finding Number 
2002-W-1 

Cub Management 

Criteria and Condition 

Status 

In our examination, we found receipts and deposits tested, that disbursements were made over fifteen days after 
related funds were deposited. Cash management regulations require the Municipality to minimiu the time 
between receipt of funds and the corresponding disbursements. 

Finding has not been cleared by Federal Agency. 
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MUNIClPALITY OF CABO ROJO 
SHEDULE OF PRIOR YEARS AUDIT FINDINGS AND QUESTIONED COSTS 

For the year· ended JUNE 30, 2004 
(Continued) 

Program: CDBG, SECTION 8 Finding Number 
2002-ID-2 

Level of Effort or Earmarking 

Criteria and Condition 

Status 

In our examination, we found, in both programs, that general Jedgeis maintained are not balanced out. Program 
bank reconciliations, revenues and expenditures records did not match with their respective centralized 
accounting system records. 

Finding has not been cleared by Federal Agency. 

Proaram: CDBG 

Reporting 

Findin& Number 
2002-ID-3 

Criteria and Condition 

Status 

The Municipality is required to submit quarterly reports to the State Pass-through Agency. In our test of eight 
reports, six reports were submitted after the required date and in two cases amounts included did not match with 
their respective general ledgers. 

Finding bas not been cleared by Federal Agency. 
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CORRECTIVE ACTION PLAN OF PRIOR AUDIT FINDINGS 
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COMMONWEAL TH OF PUERTO RJCO 
MUNICIPALITY OF CASO ROJO 

CORRECTIVE ACTION PLAN OF PRIOR AUDIT FINDINGS 

Audit Report SIA 2003-04 Celie: 0-mber 23, 200<C 

Period : Jiq 1, 2003to June 30, 2004 

c.rtlfyC , /'1 ?fi} Saff E~"1A Ferrar- Mayor 

t /HAt ~'/L/l'J J\' l1'{ t"!I\ o'( 
,,- - I F NDING CORRECTIVE ACTION 
.. rogram. 'l.iLIDla 

C.h MIR89ement 
2Q03-lll-1 

In Cl.I' examination, we found receipts and deposit$ tested The Municipality wlll perform a complete review 
that disbursements were made over fifteen days after and analysis of the accounting cycle In the 
related fl.lids were deposited. cash management Federal Program Office to established Internal 
regulatlOns requtre the Munlc\:>&lfy to minimize the time controls and procedures to minimize the time 
between receipt of funds and the corrasponding between receipts and use of Federal funds and 
d18buraements. comply with applicable laws and regulations. 

' 
.. rogram: '-'U"'9 . . .' ' 
C..h Management 

2002-111-1 

In our examination, we fotnd receipts and deposila tested The Municipality will perform a complete review 
that disbursements were made over fifteen days after and analysis of the accounting cycle In the 
related funds were deposited. Cash management Federal Program Office to established Internal 
regulations ~re the Munlq:)slity to minimize the time controls and procedures to minimize the time 
betWeen receipt of funds and the corresponding between receipts and use of Federal fUnds end 
disbursements. comply with applicable laws and regulations. 

· t"rogram: '-'Uttu 
Level of Effort or Earmarklna 
2002.Ul-2 

In our examination, we found,ln both programs, that The Federal Programs Office wtll perform a complete 
general ledgers maintained are not balanced out. and immediate review of all the internal controls 
Program bank reconciliations, revenues and and procedures over the financial records and reports 
expenditures records did not match with their to assure accuracy of financial data and compliance 
respective centrallzed accounting system records. with programs requirements. ihose Include: 

1) Review of all the financial records and reports. 
2) Reconclllatlons procedures between accounting 

records and external data. 
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Employee Cealgne 

Name: Nereida,.....,,__" 
j;.? Pocltlon: Internal Auditor 

7 

Telephone: 787~1-1025 Elcb. 337-3+4 

RESULTS 

In Progress 

. 

In Progress 

In Progress 
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Rllportlng t:~'. ·;~ . ' l' 
ftlwe~l..:J 

The Municipality is required to submit quarterly reports The Municipality will establish procedures to ensure In Progress 
to the State Pass-through Agency. In our test of eight the compliance with the regulations and requirements 
reports, six reports were submitted after the required of the Federal Agencies. 
date and In two cases amounts Included did not match 
with their respective general ledgers. 
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Section 20 of OMB Circular A-102 of the Common Rule, 
requires adequate accounting records should be 
maintained for each federal program. We noted that 
there are not general ledgers for CDBG and a trial 
balance ~s not provided by program personnel. 

nm 
Period of Avallabll or ftdtral Funds 
Z004·111·1 

The OMBC-133, Period Availability Of Federal 
Funds (compliance I), stays that when funding 
period are specified, a non-federal entity may 
charge to the award only costs resulting from 
obligations incurred during the funding period and 
any pre-award costs authorized by Federal 
awardhg agency. Non Federal entitles subject ID the 
A 102 Common Rule shaO UqUidate ai otlllgatlona 
under the award not later than 90 days after the end of 
the funding period. 
The Municipality cfld not liquidate all payables over a 
period of 90 days after the receipt of lnvclc:es on the 
following payments: Bettenoads 4410,4447,4471 and 
4477; Treasury Department 4469. 

COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF CASO ROJO 

CORRECTIVE ACTION PLAN 

CORRECTIVE ACTION 

The Fedenll Program Office wll perfonn an Immediate 
and complete review of Internal centrals and pnicedunie 

· rNW financial recorda and reports In order. lo provide 
management with a~. accurallt and reliable set of 
accounting reccnls and repotls. Actually they keep aH the 
accounting records end repods In computer (Excel), 
includi1g the general ledger. lnatructicn will be given to the 
accountant of Federal Program Office In order to perform a 
complete accounting cycle and prcduce require records 
and reports for the regulatory agencies. 

In progreu 

The Federal Program Office made some adjustment In In progress 
the process of disbursement to avoid the payment over 
a period of 90 days after the receipt of Invoices. We 
expected to correct this situation Immediately with the 
complete review of the accounting process and the 
adjustments made by the office. 
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RESU TS 



- ~·· . 
iCalh Maruiaement 
200Ul-2 

The OMBC-133, Caah Managei;nent (compliance C), stays This situation Isn't the norm of the Section 8 Program's Complete 
when funds are In advanced, rec:iilienla must folow Office, we have taken correctives actions and this will 
procedurea to minimize the time elapsing bet\Yeen the not occur again. 
transfer of funds ftom tile us Treasury and al&bursement. 
Duling the audit we noted that monthly housing 8881stant 
payments were made llie after a period of five working 
days from the beginning of the month. 
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