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Member of: 
Puerto Rico Society of Cl?rlified Public AccoulllanlS 
American Institute of Certified Public Accountants 

Association of Cenifoc<l fr~ud Ex:iminers 

INDEPENDENI' AUDITOR'S REPORT 

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

We have audited the financial statements of the governmental activities, each major fund, and the aggregate 
remaining fund information, which collectively comprise the basic financial statements, of the 
Municipality of Caho Rojo (''Municipality'') as of and for the year ended June 30, 2006, as listed in the 
table of contents. These financial statements are the responsibility of the Municipality's management. Our 
responsibility is to express opinions 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 standards applicable to financial 
audits contained in Government Auditing Standards issued by the Comptroller General of the United 
States. Those standards require that we plan and perform the audit to obtain reasonable assurance about 
whether the respective financial statements are free of material misstatement. An audit includes examining, 
on a test basis, evidence supporting the amounts and disclosures in the respective financial statements. An 
audit also includes assessing the accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial statements presentation. We believe that our audit 
provide a reasonable basis for our opinion. 

We were unable to obtain a liability estimate of the landfill's closure and post closure care costs at June 30, 
2006. The accompanying government-wide financial statement did not include the liability for these costs. 
Accounting principles generally accepted in the United States of America require that landfill'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 in the government-wide financial statements. The amount by 
which this departure would affect the assets and net assets of the government-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 of not providing an adequate liability estimate of the landfill' s closure 
and post closure care costs for the government-wide financial statement as described 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 Mmicipallty of Caho Rojo, as of June 
30, 2006, 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 addition, in our opinion, the financial statements referred to above present fairly, in all material respects, 
the respective financial position of the, each major fund and the aggregate remaining fund information of 
Municipality of Cabo Rojo, as of June 30, 2006, 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. 

Rfo Piedra.~ HeighL~ 
173~ Calle 11nto, San Juan, Puerto Rico 00926-3252 
Tel. (787) 764-8664 • 764-8667 • Fax (787) 764-8643 
web: cpagon1.alez.com 
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INOEPENDENT AUDITOR'S REPORT !CONTIN UED) 

A~ lk~crihcd 111 Note I. the Municipality has implemented a new financial reporting model. as required b} 
thl: provisions of Govcr111mmtal Accounting Standards Board ("GASB") Statement No. 34. Basic Financial 
Statcmcnt~-anJ Management's Discussion ;md Analysis for States and Local Governments. 

In accordance with Uovcmmcnt Auditing Standards. we have also issued our report dated December 13. 
2006. nn our consideration of the Municipality of Cabo Rojo's internal control over financial reporting and 
on our tests of its compliance with certain provisions of laws, regulations, contracts, and grants agreements 
and other mat1ers. The pu1 po~~ of that report is to describe the scope of our testing of internal control over 
tinancial reporting and compliance and the results of that testing. and not to provide an opinion on the 
internal control over financial reporting or on compliance. That report is an integral part of an audit 
performed in accordance with Government Auditing Standards and should be considered in assessing the 
results of our audit. 

rhc Management'~ Discussion and Analysis and Budgetary Comparison Information on pages 3 through 
15 and 53 through 55. arc not a required part of the basic financial statements but are supplementary 
infornli.ltion required by accounting principles generally accepted in the United States of America. We have 
uprlicd certain limited procedures, which consisted principally of inquiries of management regarding the 
methods of measurement and presentation of the required supplementary infom1ation. However. we did not 
audit the information and express no opinion on it. 

Our audit was conducted for the purpose of fom1ing opinions on the financial statements that collectively 
comprise the Municipality of Cabo R~jo's basic financial statements. The accompanying schedule or 
expenditures oflcderal awards is presented for purposes of additional analysis as required by U.S. Otlicc of 
M11nagement and Budget Circular A-133, Audits of States. Local Governments, and Non-Profit 
Org,anization~. and is also not a required part of the basic financial statements of Municipality of Cabo 
Rojo. The schedule 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 
rc'>pects m relation to the basic financial statements taken as u whole. 

lkcl'mhcr I :I. :?006 
\an .111<111 . Puerto Rico 
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MUNICIPALITY OF CABO ROJO 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2006 

The following discussion will provide an overview of the Municipality's financial activities for the 
fiscal year ended June 30, 2006 through an analysis of the financial perfonnance of the Municipality 
ofCabo Rojo. Please read it in conjunction with the financial statements, which follow this section. 

FINANCIAL HIGHLIGHTS 

Highlights for Government-wide Financial Statements 

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

• The assets of the Municipality, on a government-wide basis, exceeded its liabilities at the 
close of fiscal year 2006 by $38, 182,976 (net assets). 

• Revenues (not including special items) decreased by 22% and expenses decreased 12% in 
comparison with year 2005. 

• Net change in net assets amounted to $3,418,779, a decrease of 51% with respect to prior 
year net change. 

Highlights for Fund Financial Statements 

Detailed information about the Municipality's most significant funds is found in the funds financial 
statements, which use the current financial resources measurement focus and modified accrual basis 
of accounting: 

• At June 30, 2006, a net change of $367,564 in the fund balances of the Municipality's 
governmental funds resulted in a reported combined ending fund balances of $16,493,0432. 
Approximately 12% 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 $1,219,282 and an unreserved fund balance of 
$1,916,716. Unreserved fund balance increased 94% from prior year. 

General Financial Highlights 

• The investment in capital assets as of June 30, 2006 was $40,756,463 (net of depreciation). 
• Long tenn debt increased to $20,232,268. Approximately a 7% increase with respect to prior 

year. 
• On a budgetary basis, actual revenues exceeded actual expenditures by $766,887. 

4 
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MUNICIPALITY OF CABO ROJO 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2006 

OVERVIEW OF THE FINANCIAL STATEMENTS 

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

Management Discussion 
and analysis 

COMPONENTS OF THE 
FINANCIAL POSITION 

Ba.sic Financial Statnnents 

Go~emmmt-wide Fwuuinl 
Slalemmts 

J\'tites w the Flllll1lcinl S/11/tments 

&quired Supplementary 
Information 

Fwid S/atemmts 

The Municipality's basic financial statements consist of two kinds of statements, each with a different 
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 

• Government-Wide Financial Statements 

The government-wide statements report information about the Municipality as a whole using 
accounting 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 difference 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 factors such as the condition of the Municipality's capital assets 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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MUNICIPALITY OF CABO ROJO 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2006 

The government-wide statements reports as governmental activities the municipality's basic 
services such as public works and sanitation; public safety, culture and recreation. housing, 
welfare, and community development; education and general administration. These activities 
are primarily financed through property taxes, other local taxes and intergovernmental 
revenues. Included in the governmental activities are the governmental funds. 

• Fund Financial Statements 

• 

The fund financial statements provide more detailed information about the Municipality's 
most significant funds. Funds are accounting devices that the Municipality uses to keep track 
of specific sources 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 functions 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 resources measurement 
focus and the modified accrual basis of accounting. Under this approach the financial 
statements focus on near-term inflows and outflows of external resources, as well on 
balances of expendable resources available at year end. Consequently, the governmental 
fund statements provide a detailed short-term view that helps the reader determine whether 
there 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 the government-wide statements, additional information is provided on a 
subsequent page that explains the relationship (or differences) between the government-wide 
and fund statements. 

The governmental fund statements focus on major funds. The Municipality's major funds are 
the general fund (which accounts for the main operating activities of the Municipality) and 
funds that complies with a minimum criterion (percentage of the assets, liabilities, revenues 
or expenditures). Funds that do not comply with this criterion are grouped and presented in a 
single column as other governmental funds. 

Notes to the financial statements 

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

Required supplementary information 

The statements and notes are followed by the required supplementary information that contains the 
budgetary comparison schedule for the General Fund. 

Supplementary information 

The supplementary information includes a financial data schedule containing financial information of 
the Section 8 Housing Choice Voucher Program administered by the Municipality. 

6 
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MUNICIPALITY OF CABO ROJO 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended J une 30, 2006 

FINANCIAL ANALYSIS OF THE MUNICIPALITY AS A WHOLE 

Net Assets 

The following table presents a summary of the Statements of Net Assets as of June 30, 2006 and 
2005: 

TABLE l 

Summary Statement of Net Assets 
As of June 30, 

Governmental Activities 
2006 2005 

Assets 
Current and other assets $ 22,931,631 $ 21,502,784 
Capital assets 40,756,463 36,416,528 

Total assets $ 63,688,094 $ 57,919,312 

Liabilities 
Current and other liabilities $ 5,272,850 $ 4,161,245 
Long term liabilities 20,232,268 18,993,870 

Total liabilities 25,505,118 23,155,115 

Net assets 
Invested in capital assets, net of related debt 28,080,753 25,770,746 
Restricted 11,981,037 12,312,289 
Unrestricted (deficit) {1,878,814} (3,318,838) 

Total net assets $ 38,182,976 $ 34,764,197 

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 10% with respect to prior year. The most 
significant change was a general decrease of expenses due to a strict control maintained by 
management in all expense categories or functions. 

The largest portion of the Municipality's net assets reflects its investment in capital assets (e.g., land, 
buildings, equipment, and infrastructure); 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 ofretiring debt. 

Restricted net assets represent resources that are subject to external restrictions on how 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 

Fiscal year ended June 30, 2006 

As of June 30 2006 the Municipality presented an unrestricted net assets deficit. This deficit primarily 
arise from long tenn obligations such as compensated absences and debts to CRIM for which the 
Municipality did not provide funding in previous budgets. 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 invested in capital assets, net of related debt section of net assets. Therefore, are reported 
as part of the unrestricted net assets section. 

Changes in net assets 

The following table summarizes the changes in net assets for the years ended June 30, 2006 and 2005: 

TABLE2 

Summary of Changes in Nd Assets 
As of June 30, 

Governmental Activities 
2006 2005 

Program revenues: 
Fees, fines and charges for services $ 
Operating grants and contributions 
Capital grants and contributions 

General revenues: 
Property taxes 
Municipal license taxes 
Grants and contributions not restricted to specific 

programs 
Interest 
Other 

Total revenues 

Expenses: 
General government 
Public works and sanitation 
Public safety 
Culture and recreation 
Health 
Housing, welfare and community development 
Education 
Interest on long term de.bl 

Total expenses 

Special items 

Change In net assets 
Net assets-beginning of year 
Net assets-end of year 

8 

$ 

5,659,830 
1,366,117 
2,398,382 

5,838,641 
2,637,996 

5,130,557 
637,921 
162,062 

23,831,506 

5,230,639 
8,130,293 
1,821,449 
1,266,199 

808,583 
2,733,876 

237,993 
858,536 

21,087,568 

674,841 

3,418,779 
34,764,197 
38,182,976 

$ 

$ 

4,113,820 
1,702,453 

11,378,087 

5,835,164 
2,433,813 

4,581,405 
351,449 
158,609 

30,554,800 

6,255,338 
9,088,859 
1,960,324 
1,411,209 

831,175 
3,182,611 

238,076 
894,013 

23,861,605 

166,155 

6,859,350 
27,904,846 
34,764,196 
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MUNICIPALITY OF CABO ROJO 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2006 
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MUNICIPALITY OF CABO ROJO 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2006 

Approximately 24% of the Municipality's revenues came from property taxes, 23% from fees and 
charges for services and 21% from unrestricted grants. The Municipality's expenses cover a range of 
services. The largest expenses are public works and sanitation representing approximately 390/o, 
general government with 25% and housing, welfare and community development with 13%. Program 
revenues of the Municipality covered 45% of total expenses. 

With respect to prior year, revenues reported a net decrease of approximately 21 %. This net decrease 
is primarily the result of: (1) a 37 % increase in fees, fines and charges for services due to an increase 
in construction permits revenues and, (2) a 79 % decrease in capital grants revenues due to significant 
prior year collections from Commonwealth Legislative Resolutions received for the future acquisition 
and construction of capital assets. 

Expenses decreased 12% in comparison with 2005 year. Significant decreases were registered on 
general government with 17%, housing, welfare and community development with 14% and public 
works and sanitation with 11 %. As mentioned earlier, the general decrease in expenses was caused 
basically by a strict control maintained by management over all expense categories. 

Changes in net assets for the year 2006 include additional resources from special items in the amount 
of $674,84 l. This special item comes from the result of a legal case against the Puerto Rico Electric 
Power Authority settled in a previous fiscal year. 

As noted previously the significant decrease in revenues caused a decrease of 51 % in the net change 
in net assets with respect to prior year net change. 

The following table focuses 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 program -specific 
intergovernmental aid): 

TABLE3 

Net Cost of Municipality's Govemmental Activities 
Fiscal years ended June 30, 
Total Cost of Services Net Cost of Services 

Functions/Pr09rams 2006 2005 2006 2005 

General government $ 5,230,638 $ 6,255,337 s 1,148,924 s 4,027,234 
Public works and sanitation 8,130,293 9,088,859 4,422,493 (3,457,367) 
Public safety 1,821,449 1,960,324 1,704,572 1,357,521 
Culture and recreat.ion 1,266,199 1,411,209 1,178,111 1,270,044 
Housing, welfare and community 

development 2,733,876 3,182,611 1,451,607 1,695,357 
Other 119051112 1,963,264 1,757,531 1,774.454 

$ 21,087,567 $ 23,861,604 $ 11,663,238 s 6,667,243 

Some of the cost of governmental activities was paid by those who directly benefited from the 
programs ($5,659,830) and other governments and organizations that subsidized certain programs 
with grants and contributions ($3,764,499). The $11,663,238 net cost of services was fully covered by 
other general revenues including property and municipal license taxes. 

10 
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MUNICIPALITY OF CABO ROJO 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2006 

FINANCIAL ANALYSIS OF THE MUNICIPALITY,S FUNDS 

GoverDJDentalfunds 

The focus of the Municipality's governmental funds is to provide information on near-term inflows, 
outflows and balances of resources available for spending. Such information is useful in assessing 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, 2006, the governmental funds reported combined ending fund balances of 
$16,493,043, a net increase of $367,565 in comparison with the prior year. This increase was caused 
primarily by a net change in the general fund of $1,219,282; ($84,891) in the debt service fund; 
($1,359,928) in the Commonwealth Legislative Joint Resolutions Fund and $593,101 in the other 
governmental funds. Of total combined fund balances, $1,916,716 (12%) 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 12% of total combined ending fund balances. For the year ended June 
30, 2006, the fund balance of the general fund increased by $1,219,282 when compared with the prior 
year. Of this net change $204,801 pertains to other special funds (with self imposed restrictions) 
included as part of the general fund. The principal component of the net increase of $2,010,330 in 
revenues is an increase of $1,386,051 in fees, fines and charges for services, and $703,790 in 
intergovernmental subsidies. The net decrease in expenditures of $675,106 is due to a decrease of 
$1,208,306 in the general government expenditures, a decrease in public works and sanitation 
expenditures for $298,393, a decrease of $313,958 in the housing, welfare and community 
development expenditures and an increase of $1, 118,030 in the capital outlays expenditures due to 
significant capital improvements made to the Municipality's landfill. 

GENERAL FUND BUDGETARY WGffi..IGBTS 

The general fund original budget for the fiscal period 2005-2006 presented an increase of 2% 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 $1,210,057 due to additional 
collections of property taxes, other intergovernmental subsidies and charges for services. Budget 
expenditures were increased by $989 ,239. Actual revenues exceeded the revised budgeted revenues 
by $786,978 (net). The most significant variances were in property taxes, $206,105; fees, fines and 
charges for services, $444,126; and $117,314 in municipal license taxes revenues. 

A negative variance of ($20,366) between revised budget and actual expenditures was due mainly to a 
net decrease of $151,829 in general government and a net increase of ($211, 787) in public works and 
sanitation expenditures. The Municipality reported more expenditures (net) than appropriations in 
those functions on payments for utilities and the administration of the Municipal landfill. Actual 
revenues exceeded actual expenditures by $766,887. 

11 
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MUNICIPALITY OF CABO ROJO 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2006 

CAPITAL ASSET AND DEBT ADMINISTRATION 

Capital assets 

At the end of the fiscal year, the Municipality has invested $40,756,463 (net of accumulated 
depreciation) in a broad range of capital assets, including buildings, parks, roads, bridges, land and 
equipment. This amount represents a net increase of approximately 12% over the prior year. 

TABLE4 

Capital Assets, net 
As of June 30, 

Governmental Activities 
2006 2005 

Non-depreciable assets: 
Land $ 3,276,094 $ 3,28 1,187 
Construction in progress 5,948,523 4,245,095 

Depreciable assets: 
Land improvements 2,546,950 19,234 
Buildings and buildings improvements 14,771,758 14,648,353 
Infrastructure 11,797,090 11,645,080 
Vehicles, machinery and equipment 2,416,048 2,511,519 
Total $ 40,756,463 $ 36,416,528 

The Municipality's major capital projects that were still in construction as of June 30, 2006 are as 
follows: 

• Construction of new City Hall - $4,026,263 
• Construction of"Plaza de Artesanias" - $234,208 
• Construction of"Puente las Magas" -$388,569 
• Improvements to Rebekah Colberg Coliseum - $261 , 757 
• Improvements to "Teatro Paraiso:" - $207,246 

Land improvements increase is due to improvements to the Municipal solid waste landfill for a total 
cost of $2,500,500. 

The Municipality reported approximately $928,023 in infrastructure additions during the year, which 
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: 

• 
• 
• 
• 

"Reparto Saman" - $354,985 
"Urb. Costa Dorada" -$127,170 
"Urb. Haciendas Miramar" - $88,615 
"Monte Carlo Development" - $64,760 

12 
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MUNJCIP ALITY OF CABO ROJO 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2006 

The Municipality acquired a total of $185,059 of equipment during the fiscal year 2005-2006, 
including one boat for the amount of $108,875 and one vehicle for the amount of$39,442. 

The Municipality's fiscal year 2006-2007 consolidated capitaJ budget calls for a significant amount of 
new and continuous projects including improvements to the Rebekah Colberg Coliseum, construction 
of a Municipal Gym, construction of "Plaza Artesanias"; improvements to the Municipal Library, 
construction of new City Hall, improvements of "Villa del Carmen" basketball court and capital 
improvements to municipal streets and roads. These projects will be financed through Federal and 
Commonwealth grants, funds from the Commonwealth Legislature, general obligation bonds and 
Municipal funds. 

Capital assets composition as of June 30, 2006 follows: 

6% 

Munkipallty of Cabo Rojo 
Composition of Capital Assets 

As of June 30, 2006 

8% 

36% 

r
e Land 

Construction in progress 

C Land improvemenls 

a Building; and buildin~ 

l-~~ _J 

More detailed infonnation about the Municipality's capital assets is presented in Note E to the 
financial statements. 

Long term debt 

At year-end, tbe Municipality had $14,635,930 in general and special bonds and notes, a decrease of 
less than 1% with respect to prior year. The following is a summary of the Municipality's outstanding 
debt as of June 30, 2006 and 2005: 

13 
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MUNICIPALITY OF CABO ROJO 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2006 

TABLES 

Outstanding Long-tenn Debt 
As of June 30, 

Governmental Activities 
2006 2005 

General and special obligation bonds and notes $ 14,635,930 $ 14,624,430 
Note payable to CRIM - LJMS 429,753 494,063 
Note Payable to CRIM - prior years delinquent 

accounts 451,979 498,994 
Note payable to Puerto Rico Department of Labor 89,087 -
Note payable to Puerto Rico Solid Waste Authority 33,121 -
Note payable to solid waste land site contractor 1,295,527 -
Obligation under capital leases 26,039 41,665 
Compensated absences 2,834,513 2,739,226 
Christmas Bonus 310,004 358,797 
Claims and judgments 18,000 56,000 
Payable to CRIM - property tax advances 108,315 180,695 
Total $ 20,232,268 $ 18,993,870 

The increase in the general and special obligation bonds and notes is the net effect of new debt 
issuance and the payments of maturities of general obligation bonds made during the year. The 
increase in the notes payable with Puerto Rico Department of Labor and Puerto Rico Solid Waste 
Authority are the result of new debt agreements fonnalized during the year. The increase in the note 
payable with the solid waste land site contractor is the result of a new debt agreement for 
improvements to the landfill, also fonnalized during the year. More detailed information about the 
Municipality's long tenn liabilities is presented in Note F to the financial statements. 

ECONOMIC FACTORS AND NEXT YEAR'S BUDGET 

The Municipality's selected and appointed officials considered many factors when setting the fiscal 
year 2006-2007 budget. One of these factors is the economy. Among economic areas considered are 
the population growth estimates, personal income, housing statistics and unemployment rates. The 
Municipality's unemployment rate now stands at 8.8%, which compares with the Commonwealth rate 
of 10.9%. Another important factor that may affect the 2006-2007 budget is the implementation of a 
Municipal sales tax effective November 15, 2006, which should provide additional unrestricted funds 
to finance Municipal operations. 

14 
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MUNICIPALITY OF CABO ROJO 

MANAGEMENT DISCUSSION AND ANALYSIS 

Fiscal year ended June 30, 2006 

The Municipality applied a conservative approach in development budget estimates. Amounts 
available for appropriations in the General Fund for the fiscal year 2006-2007 are $I 5,642,1 I 0, an 
increase of approximately 3% with respect to prior year estimates. Budgeted expenditures are 
expected to rise accordingly to the increase of budgeted revenues. In addition to the estimated budget 
for the general fund, the Municipality has submitted Federal and Commonwealth funds proposals for 
welfare and community development as well as for capital improvements and public works funds. 
The construction industry has been one of the major sources of income generated by the Municipality, 
in the construction of personal housing, contributing with construction taxes. Management believes 
that this contribution will increase in the next year. 

CONTACTING THE MUNICIPALITY'S FINANCIAL MANAGEMENT 

This financial report is designed to provide our citizens, taxpayers, and creditors with a general 
overview of the Municipality's finances and to demonstrate the Municipality's accountability for the 
money it receives. If you have questions about this report or need additional information, contact the 
Municipality's Director of Finance at PO Box 1380, Cabo Rojo, Puerto Rico 00623. 
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MUNICIPALITY OF CABO ROJO 

STATEMENT OF NET ASSETS 
JUNE 30, 2006 

I Governmental 
Activities 

ASSIO:-fS 

I Cash and cash equivalents $ 5.023.966 
Receivables. net 

Municipal license taxes 386,150 

I 
Rents and construction permits 34,285 

Due from: 
Commonwealth Government (note Cl) 784,408 
federal Government (note Cl) lOR,ROQ 

I Restricted assets: 
Cash and cash equivalents 9.512.762 
Cash with fisail agents 6.812,013 

I 
Deferred bond issuance costs 69.238 
Capital assets (note E): 

Lond and construction in progress 9,224.617 
Other capital assets. net 31.531.846 

I Total capital assets. net 40.756.463 

Total assets ~ 63:6881094 

I LIABILITIES 
Accounts payable and accrued liabilities 2.SS 1.908 

I 
Interest payable 367.363 
Due to: 
Commonwealth Government 23.007 

Deferred revenues 

I 
Municipal license taxes (note I) 2.328.619 
Federal granl~ 1.953 

Long term liabilities (note F) : 
Due within one year 2.064.678 

I Due in more than one year 18.167,590 
Total liabilities 25.505.1 18 

I NET ASSETS 
Invested in capital assets. net of related debt 28.080.753 
Restricted for: 

I Capital projects 8.890.944 
Debt service 1.922.177 
Other specified purposes 1,167.916 

1 lnr~stricted (deficit) !1 ,878.814) 
fotal net osscts $ 38 182,976 

I The ac1:ompanying notes are an integral part of this slatcmcnL 
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Functions 
Governmental Activities: 

General government 
Public works and sanitation 
Public safety 
Culture and recreation 
Health 

-

Housing, welfare and community development 
Education 
lnteresr on long tenn debt 

Total $ 

- - - - - - - - -
\'ll'NICIPALITY OF CABO ROJO 

ST ATE:\IE'.'iT OF ACTIVITIES 
FISCAL YEAR E~DED J UNE 3t, 2006 

Program Revenues 

Expenses 

5,230,638 
8,130.293 
1,821,449 
1,266,199 

808,583 
2,733,876 

237.993 
858,536 

21,087,567 

$ 

$ 

Fees, Fina aad 
ChargHfor 

servicts 

3.329,737 
2, 143,975 

88,088 

5,659,830 

General revenues 
Taxes 

Property taxes 

Municipal license taxes 

$ 

$ 

Operating 
Grants and 

Contributions 

524,466 

116,877 

577,193 
147,581 

1.366,117 

$ 

$ 

GranlS and contributions not restricted to specific programs 
Interest 
Gain (loss) on disposition of capital assets 
Other 

Special Items (note 0) 
Legal case settlement - PREP A 

Total general revenues and special items 

Change la net assds 
Net assets-beginning 
Net assets-ending 

The accompanying notes arc an integral part of this statement 

18 

Capital 
Grants and 

Contributions 

227.51 I 
1,563.825 

607.046 

2,398.382 

-

$ 

$ 

- -

Total 

(1.148.924) 
(4,422,493) 
(I, 704,572) 
(l,178,111) 

(808,583) 
( 1,451,607) 

(90,412) 
(858,536) 

( 11 ,663,23 8) 

5,838,640 
2,637,996 
5, 130.551 

637,921 
116,071 
45,991 

674,841 
15,082,017 

3,418,779 
34,764,197 
38.182.976 

-



- - - - - - - - - - - - - - -
\ ll':-llCIPALITY OF CA80 ROJO 

BALANCE SHEET 
COVER.'IMENTAL FtSDS 

J USE J0, 1006 

co- unity 
DcnlopDMal Com1Hawullh Otbrr Total 
Block Gra111 Debt Lqlslatl•r Govrramrntal Go\'Crameatal 

Gearral Pr!!Jirlnt Scr>lc• Raolutions F111ds Fuods 

ASSETS 
(ash and cash C<tuwalcn<s s 4.874.133 s s s s 4.874.133 

Rec<avablcs. ne1 
\luntc1pal hcense laxes 386.150 386.ISO 

Rents and construction pcnn11s 34,:?85 34.285 

Due from 
Common-allh Government 1note Cl) 176,871 16,955 514,282 16,301 784,409 

Federal Government (note Cl) 234,476 74.333 308.809 

Olhor funds 392,133 392.133 

Resmcted assets 
Cash and cash C<IUl\alents 2,135 9,168,754 491,706 9.662.595 
Cash wuh fiscal mgents 2.231.868 4.580.145 6.812,013 

Total assets s S 863 572 $ 236611 s 21308,823 $ 9683036 s 5.167485 s 231254.527 

LIABILITIES 
.\ccounts payable and accrued liab1lmcs $ 392.697 s 222.252 s s 1.000,872 s 916.087 s 2.551.908 
~lured bonds and interest p2yable 1,235.648 1.235,648 
Due to 
Commonwealth Government 23.007 23,007 

Olher funds 14,349 19,283 308.989 49.513 392,134 
Deferred rc•·cnucs 

\.lun1c1pal hccnse taxes (note I) 2,328,619 2,328.619 
lntergovemmental.Commonweallh Government 176.869 16.301 193.170 
Federal sran•s 10 36,988 36.998 

ToU!l habtlitics 2.921,192 :?.36,611 1.254.931 1.309.861 1.038.889 6.761.484 

FUND BALANCES 
Rcsaved for 

Encumbrances 140.401 140.401 
Debt seni c<: 1.053,892 1.053,892 
Capnal projects 206,787 8,373,175 :?.953.018 11.532,980 
Olher specified purposes 678,476 1,170.578 1.849.054 

Unreserved 1,916.716 1.916.716 

Total fund balances 2.942.380 1.053.892 8,373,175 4,123.596 16.493.0H 

Total hab1l111cs and fund balances s s.863 572 s 236611 s po8.823 s 9,683.036 s 5 162 .ias s :?.3.254.527 

The accompanying notes arc an integral pan of lh1s statornen1 
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MUNICIPALITY OF CABO ROJO 

RECONCILIATION OF TOTAL GOVERNMENTAL FUND BALANCE 
TO NET ASSETS OF GOVERNMENTAL ACTIVITIES 

JUNE 30, 2006 

Totnl governmentnl fund balances: 

Amounts reported for governmental activities in the statement of 
net assets are different hec:rnse: 

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 deferred in the funds: 

Christmas bonus 
Property Taxes 
Other Grants 

Interest liabilities are not due and payable in the current 
period and therefore, 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 
Note payable to CRIM-LI MS 
Note payable to CRIM-financing of delinquent accounts 
Obligation under capital leases 
Compensated absences 
Christmas bonus 
Judgment and legal claims 
Payable to CRIM-excess of property tax advances 
Note payable to solid waste landfill site contractor 
Note payable to DTRH-Unemployment 
Note payable to ADS 

Net assets of governmental activities: 

$ 155,002 
21,867 
51345 

13,734,055 
429,752 
451,979 
26,040 

2,834,513 
310,004 

18,000 
108.315 

1.295,527 
89,086 
33,122 

The accompanying notes are an integral part of this statement. 
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s 16,493,043 

40,756,463 

69,238 

228,214 

(33,589) 

( 19.330.393) 

$ 38,182,976 



- - - - - - - - - - - - - -
'1L"ICIPALITY OFCABO ROJO 

STATE\1ENT OF RE\"ENl' ES, EXPENDITl'RES A~D CHA:-OGES l'i FU:-iD BALA:-OCES-
GOVER."iMENTAL n ;:-;os 

FISCAL\ EAR E~DED Jl'~E JO. 2006 

Conunuolty 
Developmoal Commonwealdl Otber Total 
Blo<kGrant Debi l.e&islaliv• Covemmee1al co,eramtntal 

Cooeral P!'.!!l!!m S.rvic• Resolollons Fuods F•nds 

Rnonues 
Taxes 

Property iaxcs (no1e H) s 4.101,582 s s 1.715.192 s s s 5,816,774 

\IU11ic1pal license ia.xes (nocc I) 2.637.996 2.637.996 

ln1erg0Hmmcn1al (nolc J ) 

Common" callh government 6 .921.958 526.586 653.892 8,102.436 

Federal go\'cmmcnt t.478,946 675.097 2.154.043 

Foos. lines and charges for SCl"1 C:CS 3,889,2112 3,889.282 

Interest 98,421 57.084 342,044 129,734 627.283 

Other 24.303 10.638 34.941 

Tola! rC\cnues 17,673.542 1.478.946 1.772,?76 868,630 1.469.361 23.262.755 

Eapondll\lra 
Current. 

General go' ernmcnl 5. llS.687 227,S 12 19.283 46.299 5.408,781 

Public \\OrXs and saruta11on 6.S00.268 157,585 5 299.400 6.957.258 

Public safety 1.683.195 185.010 1,868.205 

Culture and rcaealton 902.032 7.162 909. 194 

Hcallh 808.583 808,583 

Housing. welfare and community dcnlopmcnt 1.SS0,099 606,784 5.803 476,210 2,638.896 

Education 18,193 214.125 232.318 

Capital outl&) s 1.547,902 487,065 1,873,611 1,509.066 5.417.644 

Debi SCt'VICC 

Pnnc1pal 1,088.500 1.088. 500 

lnlcrdl 733.926 733.926 

Bond i$SWU1cc costs 7,253 7.253 

Total C>q>Cndirures 18.12S,9S9 1.478.946 1.841.709 1.886.581 2,737.363 26.070,SS8 

E:<ccss (deficiency) of rC\'CIJUOS over e:xpcndirures (452.417) (69,433) (1.017,951) ( 1,268,002) (2.807,803) 

Ollltt llundac sources (mes) 
Proc:=s from notes payable 1,617.343 1.617,343 

General obligarion bonds 1,205,000 1.205.000 
Paymcnl of dcbl (153.343) (153.343) 
Discounl on nolc payable (168,473) (168.473) 
Transfers in SS).476 34.101 110.923 698,500 

Transfers oul (177,304) (49,558) (341.977) (129.661) (698.500) 
Tola! odlcr financing sources fuses) 1.671,699 !15.457) (341.977) 1.186.262 2.500,527 

Special 1~11\S (no•• 0 ) 
Lcpl case settlcmen1 - PREPA 674.841 674.841 

Total special 11cms "J 674,841 674.841 

~·• cbanc• in fund balanco 1.219.282 (84.890) (l.lS'l,928\ S<l3. IOI 36~.565 

Fund ba lance at bogloolnc or year 1.m.098 I 1.138.783 9,733.102 3.530,495 16.125.478 

Fund balancr at ond or }car s 2.942.380 ..:JJ" s s 1.053.893 s 8.373.l i 4 s ·1.123.596 s 16.493.043 

~~:~~~-
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MUNICIPALITY 01; CABO ROJO 

Rt:«ONC'll.IATION OF STATEMENT Of' REVt:NUF-'i, EXPENDITURES AND CHANGES IN 
.. l JNO BAl.ANC.'t'-'1 OF GOVERNMENTAi . FUNDS TO T UE STATF.MENT OF ACTIVITIES 

flSCAL VF.AR ENo•;o JUNE 30, 1006 

Net <'.hHitc he f1ftd halancet-lolal govcrn•cnul f111Hb: 

Amounls reported for governmental aclivilies in the Statement of 
accivit ic<i ure dilTercnt because: 

Govemmcnlol funds reports capital assets oullays as expenditures. 
1 luwcvcr. in the Staccmcnl of Activities, the cost of those assets 
is allocated over their estimated useful lives and reported as 
depreciation expense: 
c;,pcndilurc~ for capilol 11~~c1~ 
I .cs•· current year depreciation 

Oovcrnmcntul funds only report the proceeds received in the disposal 
of O<;.~cts. In the Stolcmcnt of Activities. a gain or loss is reported for 
each disposal. Thus. the change in net assets differs from the change 
in ftmd balance by the cost of the disposed asset: 

Revenues in the Slatemcnt of Activities thal do not provide current 
fi nancial resources are not reported a~ revenues in the funds: 
Christmas Aonus Reimbursemcnl 
Property tOXC1i 

Commonwealth and Federal Oranl~ 
l>nnotcd capital assets 

Revenues n.'JX)rtcd in funds which ll'C not reported as revenues in the 
Stalcmcnl or Activilics: 
Christmas Bonus-prior year 

Pn~"Ceds ll"om gcnc:ral obligation bonds is an other financing source in the 
gov .. mmcn11I funds. but incrcaw long-term liabilities in the Statement of 
Net Assets: 

Pn•cccds from the financing of other long tcnn debt is an other financing 
source in the governmental funds, but increase long-tenn liabilities in the 
Statement of Net Assets: 

C:~pcnditurcs reported in funds which arc not reported as expenses in the 
Statement of Activilics: 
Matured bonds principal payments (ncl change) 

Rcpnyment of long tcnn dehl is an expenditure in the governmental 
fonds. but reduces long·tcnn liabilities in the Statement of Net 
J\ssels: 
(icncml obi igolion bonds and notes 
0 1hcr loni; term liabiliti1:s 

Guvcmmcnlul funds report the effect of bond issuance cosL~ as expendilurc 
when dchl is firsl ismcd. whcrca.~ these amounts arc deferred and 
11morti:r.cd in the Stalcmcnt nf Activities. This amount is the net dfccl of 
lhel:C di ffotenCL'S: 

Bond issuance costs 
Amort ization of bond issuance costs 

Some 1:xpenscs reported in the Slalcmcnt of Aclivitics do not require 
lhc US\: nf current linonciol resources and therefore arc not rtpOrtcd 
a.~ cxpcndicurcs in lhc govcmmcnlal fund' 
L"ompcnsn1cd ollscnccs 
Judgment ond legal claims 
l'hristm1l~ l1onu, 
Accmcd mlcn.'SI (net change) 

('hnni:c 111 ntl a .. ct, of 11ovcrniacnt1I adivilics: 

s s.-i 17,644 
( 1,597 ,64 7) 

ISS.002 
21.867 
SI .34S 

530,473 

1,193,SOO 
891.227 

7.253 
{6,722) 

(34 1,250) 
(11.000) 

(310.004) 
s 330 

The accompanying mies arc an integral part of this slatcmcnt. 
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367 .. ~5 

3,819,Q97 

( 10,535) 

751,687 

( 179.398) 

( 1,205.000) 

Cl .448,870) 

( 105.00()) 

2.084.727 

531 

(b63,924) 

J,418,779 
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MUNICIPALITY OF CABO ROJO 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2006 

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

The Municipality of Cabo Rojo was founded in 1771. The Municipality is governed 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 works, 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 Board (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 GAAP for governmental units. 

I. Financial report/Jig entity 

The financial reporting entity included in this report consists of the financial statements of the 
Municipality of Cabo 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 such that exclusion would cause the reporting entity's financial statements to 
be misleading or incomplete. There are two methods of presentation of the component unit in the 
financial statements: (a) blending the financial data of the component units' balances and transactions 
in a manner similar to the presentation of the Municipality's balances and (b) discrete presentation of 
the component unit's financial data in columns separate from the Municipality's balances and 
transactions. 

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, 

I) The primary government can impose its will on the potential component unit and/or, 

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

NOTES TO FINANCIAL STATEMENTS 

June 30, 2006 

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued 

In addition, a legally separate, tax-exempt organization should be discretely presented as a con1pon~nl 
unit of a reporting entity if all of the following criteria are met: 

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

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

c. The economic resources received or held by an individual organization that the specific primary 
government, or its component units, is entitled to, or has the ability to otherwise access, are 
significant to the primary government. 

Other organizations should be evaluated as potential component units if they are closely related to, or 
financially integrated with, the primary government. Professional judgment is applied in determining 
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. Ba.~is of presentation, measurement focus and basis of accounting 

The financial report of the Municipality consists ofa Management Discussion and Analysis (MD&A), 
basic 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 describe which transactions are 
recorded within the various financial statements. Basis of accounting refers to when transactions are 
recorded regardless of the measurement focus: 

Management Discussion and Analysis 

This consists 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. 

Basic financial statements 

Basic financial statements include both government-wide and fund financial statements. Both levels 
of statements categorize primary activities as governmental type, which are primarily supported by 
laxes and intergovernmental revenues. 
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MUNICIPALITY OF CABO ROJO 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2006 

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued 

Government-wide statements 

The government-wide statements consist 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 fund's net assets. All transactions end events that affect the 
total economic resources (net assets) during the period are reported. The statements are reported 
on the accrual basis of accounting. Revenues are recognized in the period earned and expenses 
recognized in the period in which the associated liability is incurred. Fiduciary activities, if any, 
whose resources are not available to finance government programs, are excluded from the 
government-wide statements. The effect of inter-fund activities is eliminated. 

The Statement of Net Assets incorporates all capital (long lived) assets and receivables as well as 
long term debt and obligations. The Statement of Activities reports revenues and expenses in a 
format that focus on the net cost of each function of the Municipality. Both the gross and net 
cost of the function, which is 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 program revenues, operating and capital grants. and 
contributions. Program revenues must be directly associated with the function. 

The types of transactions included as program revenues are: charges for services, fees, licenses 
and permits; operating grants which include operating-specific and discretionary (either operating 
or capital) grants; and capital grants which are capital-specific grants. Internally dedicated 
resources are reported as general revenues rather than as program revenues. Likewise, general 
revenues include all taxes. Property taxes (imposed nonexchange transactions) are recognized 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 grants are 
recognized when all eligibility requirements (which include time requirements) imposed by the 
provider have been met. For certain expenditure-driven grants revenue is recognized after 
allowable expenditures are incurred. 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 revenues in the government-wide statements. Deferred 
revenues 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 Municipality has a legal claim to the resources, the liability for deferred 
revenues is removed and the revenue is recognized. 

Private-sector standards of accounting and financial reporting issued prior to December I, 1989 
generally are followed in the government-wide financial statements to the extent that those 
standards do not conflict with or contradict guidance of the Governmental Accounting Standards 
Board. The Municipality has elected not to follow subsequent statements and interpretations 
issued by the FASB after November 30. 1989. 
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MUNICIPALITY OF CABO ROJO 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2006 

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES- Continued 

Fund Statements 

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 purpose which helps management 
in demonstrating compliance with legal, financial and contractual provisions. Governmental 
Funds are those through which most governmental functions of the Municipality are financed. 
The governmental fund statements include a Balance Sheet and a Statement of Revenues, 
Expenditures and Changes in Fund Balances with one column for the general fund, one for each 
major fund and one column combining all non-major governmental funds. Major funds are 
detennined based on a minimum criterion, that is, a percentage of the assets, liabilities, revenues 
or expenditures (for Commonwealth Legislature Resolutions Fund and Debt Service Fund) or 
based on the Municipality's official's criteria, if the fund is particularly important to financial 
statement users (for Community Development Block Grant Program Fund and Capital 
Improvement Fund - $4,425,000 Bond). 

The Municipality reports the following major governmental funds: 

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

Community Development Block Grant Program Fund CCDBG): 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 Service Fund: Debt Service Fund is used to account for the accumulation of resources 
for, and the payment of, general long-tenn debt principal and interest. 

Commonwealth Legislative Resolutions Fund: Commonwealth Legislative Resolutions fund 
is used to account for revenue sources to be used for the construction and improvement of 
capital facilities and for welfare purposes. 

Governmental funds are accounted for using the current financial resources measurement focus 
and the modified accrual basis of accounting. Under this method of accounting, revenues are 
recognized when they are susceptible to accrual (i.e. both measurable and available). Revenues 
are considered to be available when they are collectible within the current period or soon enough 
thereafter to pay liabilities of the current period. For this purpose, the Municipality considers 
revenues to be available if they are collected within 60 days of the end of the current fiscal 
period. 
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MUNICIPALITY OF CABO ROJO 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2006 

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES- Continued 

Revenues susceptible to accrual include property taxes, recognized as revenues in the year for 
which they are levied, municipal license taxes, recognized when the underlying exchange has 
occurred and time requirements are met, and interest. In applying the susceptible to accrual 
concept to intergovernmental revenues, revenues are recognized when all eligibility requirements 
(including time requirements) imposed by the provider have been met and revenue becomes 
available. There are, however. essentially two types of these revenues. In the first case, on 
expenditure-driven grants, monies must be expended on the specific project or purpose 
(eligibility requirement), before any amounts are paid to the Municipality. Revenue is, therefore, 
recognized as expenditures are incurred to the extent available. In the other cases, monies are 
virtually unrestricted and are generally revocable only for failure to comply with prescribed 
compliance requirements. In these cases revenues are recognized at the time of receipt or earlier 
if the susceptible to accrual criteria is met. Licenses and permits, charges for services, rent, fines 
and miscellaneous revenues are generally recorded as revenues when received or are recognized 
earlier ifthe susceptible to accrual criteria is met. 

The Municipality reports deferred revenues in the governmental funds statements which arise 
when potential revenue does not meet both measurable and available criteria for recognition in 
the current period (in the government-wide statements revenue is recognized 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: I) 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 or transferred to the debt service fund before July I 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 financial resources (in the government-wide statements the expense 
and related accrual liability for long term portions of debt must be included). 

Since the governmental fund statements are presented on a different measurement focus and basis 
of accounting than the government-wide statements, reconciliation is necessary to explain the 
adjustments needed to transform the fund financial statements into the government-wide 
statements. This reconciliation is part of the financial statements. 
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MUNICIPAL.ITV OFCABO ROJO 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2006 

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES- Continued 

Notes to Financial Statements 

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

Required Supplementary Information: 

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

3. Cash, casll equivalents (unrestricted and restricted) and restricted casll wlt/1jlsca/ agents 

Cash and cash equivalents consists of cash on hand, demand deposits and short term investments 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 needs is invested in certificates of deposits. Cash and cash equivalents related to 
Commonwealth and Federal grants are restricted since their use is limited by applicable agreements 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 Rico 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 of other governmental funds represent the undisbursed proceeds of 
certain bonds, loans or grants which are maintained in a cash custodian account by the Governmental 
Development Bank of Puerto Rico (GOB) or a federal government agency. 

4. Receivables and due from governmental e11titles 

Receivables are stated net of estimated allowances for uncollectible accounts, which are determined 
upon past collection experience and current economic conditions. 

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

5. /11terftmd receivables a11d payables 

Activity between funds that are representative of lending/borrowing arrangements outstanding at the 
end of the fiscal year are referred to as either "due from/to other funds" (i.e., the current 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, 2006 

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued 

6. lnve11torle.s 

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 fund but the year­
end inventory is not recorded in the Statement of Net Assets, as management believes is not 
significant. 

7. Capital 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 capitali:zed 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$1,000 or more for capitalizing 
vehicles, machinery and equipment. Infrastructure assets are capitalized based on a percentage of the 
estimated useful life. The costs of normal maintenance and repairs that do not add to the value of the 
asset or materially extend assets lives are not capitali:zed. Major outlays for capital assets and 
improvements are capitali:zed as projects are constructed. 

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

Description 

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

8. lll11g-term obligations 

20 
20-50 
20-40 
5-15 

Long-term 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 
governmental entities. 

9. Deferred bo11d issuance co:us 

Bond issuance costs are reported as deferred charges and amortized as required by current standards. 
Governmental fund types recognize bond issuance costs as expenditures during the current 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, 2006 

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued 

I 0. C1m1pemiated abse11ces 

The Municipality's employees accumulate vacation. sick leave and compensatory time based on 
continuous service. Compensated absences are recorded as a liability if (I )are earned on the basis of 
services already perfonned by employees, (2) it is probable that will be paid (in the fonn of paid time 
off. cash payments at tennination 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\12 days per month of vacation and I \12 
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 I 0 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 government-wide financial statements. For 
governmental fund financial statements, the current portion of unpaid compensated absences is the 
amount that is nonnally expected to be paid using expendable available financial resources. The non­
current portion of the liability is not reported. 

Pursuant to Law No. 152 of August 20, 1996 effective July I, 1997, the Municipality is required to 
pay any excess of vacations and sick leave accumulated over 90 days as of December 31 of each year. 
Payments should be made on or before March 31 of the following year. 

I I . Fu11d balances a11d Net Assets 

a. Fund balances: 

In the fund financial statements, governmental 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 expenditure. The Municipality has the following 
reservations of fund balance: 

Encumbrances: Represent future expenditures under purchac;e orders and other 
commitments, which generally will become liabilities in future periods as 
the goods or services are received. 

Debt Service: Represents net assets available to finance future debt service payments. 

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

Other specified purposes: Represent amounts to be used for future expenditures of Federal and 
Commonwealth's grants as 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. 
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MUNICIPALITY OF CABO ROJO 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2006 

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued 

b. Net assets 

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

Invested in capital assets, 
net of related debt: 

Restricted net assets: 

Unrestricted net assets: 

12. /nterfU11d transact/011s 

Consists of capital asset balances net of accumulated depreciation and 
outstanding balances of any bonds. notes and other borrowings that are 
attributable to the acquisition, construction, or improvement of those 
assets. This category should not include cash that is restricted to capital 
asset acquisition or construction (unspent bond proceeds) and any 
unamortized debt issue costs. 

Represents net assets that are subject to restrictions beyond the 
Municipality's control. These include restrictions that are externally 
imposed (by creditors, grantors, 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 government itself). 

Represent net assets that do not meet the definition of net assets 
Invested in capital assets, net of related debt or restricted. Unrestricted 
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 not reported on the face of the statement of net assets. 

The Municipality reports certain transactions as operating transfers, which are legally required 
transfers that are reported when incurred as "Operating transfers-in" by the recipient fund and as 
"Operating transfers-out" by the disbursing fund. 

13. Riskfinanclng 

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. 

14. Use of estimates 

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

NOTES TO FINANCIAL STATEMENTS 

June 30, 2006 

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued 

15. Future adopt/011 of accounti11g pro11ou11cements 

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

43 

45 

48 

Statement 

Financial Reporting for Post employment Benefits Plans 
Other Than Pension Plans 

Accounting and Financial Reporting by Employers for 
Post employment Benefits Other Than Pensions 

Sales and Pledges of Receivables and Future Revenues 
and Intra-entity Transfers of Assets and Future 
Revenues 

To be Adopted in 
Fiscal year ended, 

June 30, 2008 

June 30, 2009 

June 30, 2008 

The impact of these statements in the Municipality's basic financial statements has not yet been 
determined. 

NOTE B - CUSTODIAL CREDIT RISK - DEPOSITS 

Custodial credit risk is the risk that in the event of a bank failure, the government's deposits may not 
be returned to it. The Municipality maintains cash deposits in commercial and governmental banks 
located in Puerto Rico. 

Under Commonwealth of Puerto Rico statutes, public funds deposited in commercial banks must be 
fully collateralized for the amount deposited in excess of federal deposit insurance. All securities 
pledged as collateral by the Municipality are held by the Secretary of Treasury of Puerto Rico in the 
Municipality's name. At year end the Municipality's bank balance in commercial banks amounts to 
$15, 124.442. 

Deposits in governmental banks, all which are uninsured and uncollateralized, are exposed to 
custodial credit risk. At year end the Municipality's bank balance in governmental banks amounts to 
$6.784.370. 
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MUNICIPALITY OF CABO ROJO 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2006 

NOTE C- DUE FROM (TO) GOVERNMENTAL ENTITIES 

1. Amounts due from governmental entities as of June 30, 2006 follows: 

Commonwealth 
Government 

Federal 
Government 

Municipal Revenue Collection Center (CRIM) ­
property taxes (general and debt service 
funds) 

Puerto Rico Department of Family- Child Care 
US Department of Justice-Universal Hiring 

Program 
Office of Commissioner of Municipal Affairs -

CDBG 
US Department of Housing and Urban 

Development - CDBG 
US Department of Housing and Urban 

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

Christmas bonus reimbursement 
Commonwealth Legislative Grants 

$ 

$ 98,824 

16,300 

155,002 
514,282 

784,408 

$ 

$ 

35.045 

5.340 

166.925 

67,551 

33,948 

308,809 

The amounts due from Puerto Rico Department of Treasury - Christmas bonus ($155,002), from 
Puerto Rico Department of Education ($16,300) and Puerto Rico Department of Family - Child Care 
($35,045) are recorded as deferred revenue in the governmental funds statements (general fund and 
other governmental funds respectively) since they are not available as required by current standards. 

2. Amounts due to governmental entities as of June 30, 2006 follows: 

Puerto Rico Aqueduct and Sewer Authority (PRASA) 
Puerto Rico Electric Power Authority 
Puerto Rico Department of Labor 
Puerto Rico General Services Administration 
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Commonwealth 
Entities 

13,072 
108 

8.404 
1,423 

$ 23,007 
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MUNICIPALITY OF CABO ROJO 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2006 

NOTED - INTERFUND TRANSACTIONS 

1. Due from/to otlter funds: 

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

Receivable Fund Payable Fund Amount 

General Fund Major fund - CDBG $ 14,349 
General Fund Major fund - Commonwealth 

Legislative Resolutions 308,989 
General Fund Major fund - Debt Service 19,283 
General Fund Other governmental funds - Universal 

Hiring Program 5,341 
General Fund Other governmental funds - Child Care 42,671 

General Fund Other governmental funds - Section 8 l,500 

Total: $ 392, 133 

2. Operating transfers: 

Transfers between individual funds were made for operational purposes. Transfers include: interest 
earned on restricted cash with fiscal agents in the debt service fund, on restricted cash in the 
Commonwealth legislative resolutions fund and on operating and capital improvement loans in other 
governmental funds which is transferred to the general fund; and principal and interest payments of 
general long term debt transferred from the general fund to the debt service fund. 
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MUNICI PALITY OF CABO ROJO 

NOTES TO FI NANCIAL STATEMENTS 

.June 30, 2006 

NOTE E - CAPITAL ASSETS 

Capital assets and depreciation activity as of and for the year ended June 30, 2006 is as follows: 

Balance Balance 
Jul~ I, 2005 Increases Decreases June 30. 2006 

(iovcmmcntpl activities: 

Cupilal assets, not being depn:cialed: 
I nncl $ J,281.188 $ S.094 $ 3.276,094 
Construction in progress 4.245.095 4,820,664 3.117.236 5.948.523 

Tolal capital a~sets not being 
dcprcc1a1cd· 7.526,283 4,320.664 3,122.330 9.224.617 

Capital assets. being depreciated: 
I .and improvements 20.832 2.560,500 2,581.332 
Huildings and building 

improvements 18.890.380 571,106 19.461.486 
lnfra~tructurc 16.382.301 928.023 270.074 17.040250 
Vehicles. machinery and equipment 6.149.352 185,059 6.334,41 1 

rotal capital ~ets being depreciated 41,442.865 4,244,688 270,074 45.417.479 

Less accumulaled depreciation for: 
I.and improvements 1.598 32,784 34.382 
Buildings and building 

improvements 4.242.021 447,701 4.689.728 
lnfra~tmclurc 4.737,221 770,572 264,633 5.243,160 
Vehicles. machinery and equipment 3,571.773 346,590 3.918.363 

I olal accumulated depreciation 12,552,619 1,597.647 264.633 13,885.633 

Total capital a~~cts being depreciated. 
net 28.890,246 2.647.041 5.441 31.531,846 

( iovcmmc.nlol activities capital 
assets. net $ 36.416.529 $ 7.467,705 $ 3,127.771 $ 40.756,463 

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

Governmental activities: 

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

Total depreciation expense, governmental activities 
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$ 42,962 
1,011,216 

8 1.484 
358,376 
97,933 

5,676 

$ 1,597,647 
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MUNICIPALITY OF CABO ROJO 

I NOTES TO FINANCIAL STATEMENTS 

I 
June 30, 2006 

NOTE F - LONG TERM DEBT 

I I . Summary of long- term debt activity 

I 
The following summarizes activity in long-tenn debt for the fiscal year ended June 30, 2006: 

Balance at Balance ot Due within 
Julz: 1,2005 Increases Dl:<.TC~ June 30, 2006 one z:car 

I General. Special 
Obligations Bonds 
1111d Notes $ 14.624,430 $ 1,205.000 s 1.193,500 s 14,635,930 $ 1,091,875 

I Note payable to CRIM-
I.IMS 494.063 64,310 429.753 68.194 

I 
Note payable to CRIM -

Financing of 
delinquent accounL~ 498.994 47,015 451.979 

I 
Note payable lo PR 

Department of Labor 107.961 18,874 89.087 35.172 

Note payable to PR 
Solid Waste 
Authority 45.382 12.261 33.121 6.222 

Note payable to solid 
waste hind site 

I contractor 1.295.527 1.295,527 175,5119 

Obligation under capital 
leases 41.665 15,626 26,039 I0,642 

I Compensated absences 2,739,22<> 341.250 245.963 2,834,513 240,665 

Christmas bonus 358.797 310,004 358.797 310.004 3 10.004 

Claims and judgment~ 56,000 18.000 56,000 18,000 18.000 

Payable to CRIM· 

I 
cxcci;i. of property 
tax advances over 
i!Ctual colkctions 180,695 72.380 I08.3 I 5 108.315 

$ 18,993.870 s 3,323.124 $ 2.084,726 $ 20,232,268 $ 2.064.678 

I 

I 36 
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MUNICIPALITY OF CABO ROJO 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2006 

NOTE F - LONG TERM DEBT - Continued 

2. Ge11eral and .~pecial obligation bonds and notes 

The Municipality's outstanding general and special obligation bonds and notes at June 30, 2006 
amount to $14,635,930. All these bonds are serviced by the Governmental Development Bank of 
Puerto Rico (GOB) 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 notes at GOB with the proceeds of 
those property taxes, whereby sufficient funds must be set aside in order to cover the projected debt 
service requirement, before any new bonds are issued. Principal and interest payments of long term 
debt issued for operational purposes are made through withholdings from the advances of property tax 
and amounts of municipal equaliz.ation fund send to the Municipality by the Municipal Revenue 
Collection Center (CRIM). 

A detail of the general and special obligation bonds and notes as of June 30, 2006 follows: 

1983 public improvement bonds of $141 ,000 due in annual 
installments ranging from $3,000 to $11 ,000 through January 1, 
2007; bearing interest at 5% 

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

1985 public improvement bonds of $300,000 due in annual 
installments ranging from $4,000 to $22,000 through January I. 
20 I I; bearing interest at 6. 125% 

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

1991 public improvement bonds of $880,000 due in annual 
installments ranging from $20,000 to $61 ,000 through January 
I. 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% 

37 
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Outstanding 
Amount 

11 ,000 

40,000 

100,055 

90,000 

492,000 

274,000 
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MUNICIPALITY OF CABO ROJO 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2006 

NOTE F - LONG TERM DEBT - Continued 

1995 public improvement bonds of $I, 145,000 due in annual 
installments ranging from $55,000 to $135,000 through July I, 
2008; bearing interest at rates from 4.70% to 6.875% (6% at 
June 30, 2006) 

1996 public improvement bonds of $105,000 due in annual 
installments ranging from $5,000 to $10,000 through July I, 
2010; bearing interest at rates ranging from 4.70% to 6.63% (6% 
at June 30, 2006) 

1996 public improvement bonds of $765,000 due in annual 
installments ranging from $I 5,000 to $75,000 through July I, 
2016; bearing interest at rates ranging from 4.70% to 6.58% (6% 
at June 30, 2006) 

1996 general obligation notes of $1,735,000 due in annual 
installments ranging from $40,000 to $165,000 through July 1, 
2016; bearing interest at rates ranging from 4.700/o to 6.58% (6% 
at June 30, 2006) 

1994 public improvement bonds of $300,000 due in annual 
installments ranging from $21,000 to $34,000 through January 
I, 2009; bearing interest at 4.875% 

1999 general obligation bonds of $830,000 due in annual 
installments ranging from $10,000 to $70,000 through July 1, 
2023; bearing interest at rates ranging from 4.865% to 6.56% 
(5.52% at June 30, 2006) 

1999 general obligation bonds of $1,310,000 due in annual 
installments ranging from $50,000 to $140,000 through July I, 
2013; bearing interest rates ranging from 4.865% to 6.11% 
(5.52% at June 30, 2006) 

1999 general obligation bonds of $2,040,000 due in annual 
installments ranging from $80,000 to $215,000 through July I, 
2014; bearing interest rates ranging from 2.70% to 7.81% 
(3.21% at June 30, 2006) 

1995 general obligation bonds of $500,000 due in annual 
installments ranging from $40,000 to $61,000 through January 
I, 20 IO; bearing interest at 4.875% 
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MUNICIPALITY OF CABO ROJO 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2006 

NOTE F - LONG TERM DEBT - Continued 

2002 general obligation bonds of $4,425,000 due in annual 
installments ranging from $75,000 to $345,000 through July I. 
2026; bearing interest rates ranging from 2. 70% to 5.60% 
(3 .2 1 % at June 30, 2006) 

2003 general obligation bonds of $305,000 due in annual 
installments ranging from $35,000 to $50,000 through July I, 
2010; bearing interest rates ranging from 5.00% to 6.00% 
(4.23% at June 30, 2006) 

2003 general obligation bonds of $505,000 due in annual 
installments ranging from $ l 0,000 to $40.000 through July I, 
2028; bearing interest rates ranging from 2.36% to 5.00% 
(4.23% at June 30, 2006) 

2003 general obligation bonds of $545,000 due in annual 
installments ranging from $10,000 to $35,000 through July I. 
2028; bearing interest rates ranging from 2.36% to 5.00% 
(4.23% at June 30, 2006) 

2003 general obligation bonds of S l ,000,000 due in annual 
installments ranging from $20,000 to $75.000 through July I, 
2028; bearing interest rates ranging from 5.00% to 6.00% 
(4.23% at June 30, 2006) 

2004 general obligation bonds of $505,000 due in annual 
installments ranging from $40,000 to $65.000 through July I. 
2014; bearing interest rates ranging from 3.28% to 5.00% 
(4.23% at June 30, 2006) 

2006 general obligation bonds of $850,000 due in annual 
installments ranging from $100,000 to $145,000 through July I, 
2012; bearing interest rates ranging from 6.25% to 7.25% 
(6.25% at June 30. 2006) 
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MUNICIPALITY OF CABO ROJO 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2006 

NOTE F - LONG TERM DEBT - Continued 

2005 general obligation bonds of $355,000 due in annual 
installments ranging from $5,000 to $25,000 through July I, 
2030; bearing interest rates ranging from 4.17% to 5.33% 
(4.26% at June 30, 2006) 

1986 special obligation note of$500,000 due in annual installments 
of$25,000 through July 1, 2006; bearing interest at rates ranging 
rrom 4.25% to 7.81% (6% at June 30, 2006) 

1986 Lottery Special Fund loan of $150,000 due in quarterly 
installments of $1,875 through July I, 2006; bearing interest at 
8% 

355,000 

25,000 

1,875 

$ 14,635,930 

The annual requirement to amortize general and special obligation bonds and notes as of June 
30, 2006 follows: 

June 30 

2007 
2008 
2009 
2010 
2011 

2012-2016 
2017-2021 
2022-2026 
2027-2030 

Totals 

Principal 

$ 1,091,875 
1,030,000 
1,087,000 

969,000 
968,055 

4,323,000 
2,037,000 
2,250,000 

880,000 
$ 14,635,930 
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Interest 

$ 729,307 
701,945 
646,573 
592,342 
539,958 

1,940,836 
1,105,022 

545,806 
57,475 

$ 6,859,264 
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MUNICIPALITY OF CABO ROJO 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2006 

NOTE F - LONG TERM DEBT - Continued 

). Otl1er lung•term liabilities 

Note payable to CRIM (LIMS) - On July 24, 200 I the 
Municipality entered into a financing agreement with the CRIM 
in the amount of$691,648 for the payment of the Municipality's 
share of the cost of a management infonnation system (LIMS) 
acquired by the CRIM for the management of taxpayer's 
properties located in Puerto Rico. The note is payable in 
semiannual installments of$46,382, including interest of 5.95% 
and is due on November 28, 201 1. 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 in future years are as 
follows: 

June 30 

2007 $ 
2008 
2009 
2010 
2011 
2012 
Totals $ 

Principal 

68,194 
72,312 
76,678 
81 ,308 
86,2 18 
45,043 

429,753 

Interest 

s 24,571 
20,453 
16,083 
11,456 
6,546 
1,340 

$ 80,449 

Note payable to CRIM (Financing of delinquent accounts)- On 
March IS, 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 5 years and variable for the next 25 
years at 125 points over London Interbank Offered Rate 
(LIBOR) and is due on December I, 2032. As described 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 Rico's general fund. Also, 
during the first 5 years any collection from those delinquent 
accounts will be credited to the loan principal. After the 5 year 
period the loan outstanding balance will be restructured for a 25 
years period. Debt service requirements in future years are as 
follows: 
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Amount 

$ 429.753 
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MUNICIPALITY OF CABO ROJO 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2006 

NOTF. F - LONG TERM DEBT - Continued 

June 30 Principal Interest 

2007 $ $ 29.379 
2008 29,379 
2009 7,772 29,1 50 
2010 8,292 28,629 
2011 8,847 28,074 

2012-2016 53,959 130,647 
2017-202 1 74,6 17 109,991 
2022-2026 103,981 81,427 
2027-2031 142,680 41,927 
2032-2033 51,83 1 2 75 1 

Totals $ 451,979 $ 51 1,354 

Note payable to Puerto Rico Dcpart111ent of Labor - On March 
30, 2006 the Municipality entered into a financing agreement 
with the PR Department of Labor for a total amount of$ I 07, 961 
for unemployment benefits paid by the Commonwealth of 
Puerto Rico in behalf of the Municipality. The agreement bears 
interest at 11 .35%, and is payable in monthly installments of 
$2,843 and due in March. 2009. The note is being paid !Tom 
unrestricted funds. Debt service requirements in future years are 
as follows: 

June 30 Principal Interest 

2007 $ 35,172 s 10,1 91 
2008 29,498 4,618 
2009 24,417 1,170 
Totals $ 89,087 $ 15,979 
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MUNICIPALITY OFCABO ROJO 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2006 

NOTE F - LONG TERM DEBT - Continued 

Note payable to Puerto Rico Solid Waste Authority - On 
February I 0, 2006 the Municipality entered into a financing 
agreement with the PR Solid Waste Authority for a total amount 
of $4'i,1Jl2 for goods and services provided hy this Authority to 
the Municipality in prior years. The agreement is in the form of 
a non-interest bearing note (imputed interest of 5.09%) payable 
in monthly installments of $647, and a final payment of $1,827 
due in February, 2011 . The note balance as of June 30, 2006 is 
net of an unamortized discount of$4,873 and is being paid from 
unrestricted funds. The principal and discount amortiz.ation 
(recorded as interest expense) maturities are as follows: 

June 30 PrinciEal Interest 

2007 $ 6.222 $ 1,542 
2008 6,546 1,218 
2009 6,887 877 
2010 7,246 518 
2011 6,220 137 
Totals $ 33,121 s 4,292 

Note payable to solid waste landfill site contractor- On July 22, 
2005 the Municipality entered into an agreement with the 
administrator of the Municipal Solid Waste Landfill (MSWL) 
for a total amount of$2,439,000 for capital improvements to be 
done for the purpose to increase the capacity and useful life of 
the MSWL. The agreement includes a first payment for 
$975,000 due at the end of the improvement (the improvement 
finished in May, 2006). The remaining balance will be financed 
through a non-interest bearing note (imputed interest of 5.09o/o) 
beginning one month after the first payment and is payable in 
monthly installments of$30,500 due in October. 2010. The note 
balance at June 30, 2006 is net of an unamortized discount of 
S 168,473 and is being paid !Tom unrestricted funds. The 
principal and discount amortization (recorded as interest 
expense) maturities is as follows: 
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MUNICIPALITY OF CABO ROJO 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2006 

NOTE F - LONG TERM DEBT - Continued 

June 30 Principal 

2007 $ 175,589 
2008 316).97 
2009 332,788 
2010 350,127 
201 1 120.726 
Totals $ 1.295.527 

$ 

$ 

Interest 

68,411 
49,693 
33,2 12 
15,873 
1,283 

168.472 

Obligation under capital lease - The Municipality is obligated 
under a capital lease with a third party that expires on 2006. As 
of June 30, 2006 the capitalized cost of capital leased equipment 
amounted to $30, I 88 and is being paid in monthly installments 
of$605 including interest at 7.5%. 

Obligation under capital lease - The Municipality is obligated 
under a capital lease with a third party that expires on 2009. As 
of June 30, 2006 the capitalized cost of capital leased equipment 
amounted to $24,093 and is being paid in monthly installments 
of$44 I including interest at 3.75%. 

Obligation under capital lease - The Municipality is obligated 
under a capital lease with a third party that expires on 2009. As 
of June 30, 2006 the capitalized cost of capital leased equipment 
amounted to $19.506 and is being paid in monthly installments 
ofS369 including interest at 4.75%. 

$ 1,792 

$ 14,204 

$ 10,043 

The present value of future minimum lease payments of all three leases as of June 30. 2006 is 
follows: 

Year ending June 30, Amount 
2007 $ 11,530 
2008 9,716 
2009 6,253 

Total minimum lease payments 27,499 
Less: Amount representing interest (1,460) 

Present value of minimum lease payments $ 26,039 

44 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

I 

I 

MUNICIPALITY OF CABO ROJO 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2006 

NOTE F - LONG TERM DEBT - Continued 

Compensated absences - 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 

Christmas Bonus - represent the accrued portion corresponding to 
fiscal year 2005-2006 of the Christmas bonus to be paid in 
December 2006 

Claims and judgments - represent the final settlement of one legal 
case paid subsequent to June 30, 2006. The awarded amount of 
$18,000 was paid with unrestricted funds. 

Payable to CRIM - represents the balance owed to CRIM at June 
30, 2006 for excess of advances of property tax and other 
subsidies over final amount of property tax collections for the 
fiscal year June 30, 2006.(see note H). This amount will be 
repaid 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). 

$ 2,834,513 

$ 3 10,004 

$ 18,000 

$ 108,3 15 

NOTE G - LANDFILL CLOSURE AND POSTCLOSURE CARE COSTS OBLIGATIONS 

The Municipality discontinued the operation and ceased to accept solid waste in one of its two 
landfills. State and Federal laws and regulations require the Municipality to perform certain closure 
procedures and establish monitoring and maintenance procedures at the landfill site for thirty years 
after closure. The closure and post closure care procedures are being assumed by the Municipality. 
As guidance for calculation of total closure costs, the Municipality utilized an estimate provided by 
the Puerto Rico Solid Waste Disposal Authority. The Municipality is required to provide post closure 
care after the closure is completed. Total post closure care costs has not been determined and 
accounted as required by accounting principles generally accepted in the United States as of June 30, 
2006. 

The Municipality also has a solid waste landfill, which is in operation as of June 30, 2006. The total 
estimate of the closure and post closure care costs of the landfill and the portion of estimated total 
current cost of closure and post closure care has not been determined and recorded as required by 
accounting principles generally accepted in the United States as of June 30, 2006. The final effect of 
these matters cannot be properly determined. The Municipality has reserved $14,507 as of June 30. 
2006 to finance future 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 ROJO 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2006 

NOTE H - PROPERTY TAXES 

The Municipal Revenue Collection Center (CRIM) of the Commonwealth of Puerto Rico is 
responsible for the assessment. collection and distribution of real and personal property truces. 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 I on 
all taxable property located within the Municipality and is based on the current value existing in the 
year 1957. For personal property the true is due with the return filed on or before May 15. Taxes on 
real property may be paid on two equal installments, July 1st and January 1st. 

The tax rates in force as of June 30, 2006 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 trucpayer and .20% is reimbursed by the Puerto Rico Treasury 
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 1.5% 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 from property taxes on the first 
$15,000 of the assessed value. For such exempted amounts, the Puerto Rico D'epartment of Treasury 
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 of $50,000 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 
distribution includes advances of property tax and amounts of municipal equalization 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 has a payable to 
the CRIM of $108,315 resulting from the final settlement for fiscal year 2004-2005 and a receivable 
of $21,867 resulting fi'om the preliminary settlement 2005-2006. The payable 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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NOTES TO FINANCIAL STATEMENTS 

June JO, 2006 

NOTE 1- MUNICIPAL LICENSE TAXES 

Municipal License taxes are assessed annually by the Municipality to all organizations or entities 
subject to the tax doing business in the Municipality's location except for entities totally or partially 
exempt pursuant to certain Commonwealth'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, 2006 the tax rates were as follows: 

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

Municipal license tax receivable and corresponding deferred revenues as of June 30, 2006 follows: 

Municipal License Deferred 
Tax Receivable Revenue 

Prior years receivable balance $ 32,773 $ 

Taxes collected in advance as of June 30 1,944.948 
Taxes receivables on tax returns ti led but not 

collected as of June 30 383,67 1 383,67 1 
Less: allowance for uncollectible p0,294} 

$ 386,150 $ 2.328,619 

As required by current standards, the Municipality recognizes assets related to municipal license taxes 
when cash is received or in the period when the exchange transaction on which the government 
imposes the tax occurs. Management understands that as of tax return filling date an enforceable legal 
claim arises against the provider of resources. Therefore, an asset (receivable) is recognized as of 
June 30 for the balance on tax returns filed but not paid at that date. 

The tax is due in two equal installments on July I and January I of each fiscal year. Resources are 
intended to finance the operations of the applicable fiscal year. At this moment the Municipality 
recognizes revenues on municipal license taxes. A discount of 5% is allowed when fu ll payment is 
made on or before April 15. Since this time requirement, cash collected and the receivable balance on 
tax returns filed but not collected are recorded as deferred revenues as of June 30. 
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MUNICIPALITY OF CABO ROJO 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2006 

NOTE J- INTERGOVERNMENTAL REVENUES 

lnlcrgovernmental revenues in the General Pund 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 

(PREP A} 
Reimbursement &om Commonwealth Government of Christmas Bonus 

expenditure 
Reimbursement &om Commonwealth Government of Law 52 program 

expenditures 
Reimbursement from Commonwealth government - other programs 

expenditures 

NOTE K - RETIREMENT PLAN 

1. Plan description 

Amount 
$ 4,299,833 

1,1194,504 

290,846 

214,083 

222,692 
$ 6,921.958 

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 
lhe central government, the municipalities of Puerto Rico and certain public corporations not having 
their own retirement system. The system provides retirement pensions, death and disability benefits. 

Reti rement benefits depend upon age at retirement and number of years of credited service. 
Disability retirement benefits are available to members of occupational and no occupational 
disabilities. Benefits vest after ten years of plan participation. The system was created under Act 
447, approved on May 15, 1951, as amended, and became effective on January I, 1952. Retirement 
benefits are detennined 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 75% 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 ERS. 

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 I, 2000. Employees participating in the current system as of December 3 I, 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 I, 2000 will only be allowed to become members of the new program. 

System 2000 is a hybrid defined contribution 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 current 
defined benefit plan. Benefits at retirement age will not be guaranteed by the State government and 
will be subjected to the total accumulated balance of the savings account. The annuity will be based 
nn 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 I 0%) will be invested in an account which will eitlicr: 
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NOTES TO FINANCIAL STATEMENTS 

June 30, 2006 

NOTE K - RETIREMENT PLAN - Continued 

(I) earn a fixed rate based on the two-year Constant Maturity Treasury Note or, (2) earn a rate equal 
to 75% of the return of the System's investment portfolio (net of management fees). or (3) earn a 
combination of both a lternatives. If savings accounts balance is$ I 0,000 or less at time of retirement. 
the balance will be distributed by the System to the participant as a lump sum. Participants receive 
periodic account statements similar to those of defined contribution plans showing their accrued 
balances. Disability pensions are not been granted under the new program. The employer 
contr ibutions (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. 

2. Funding policy 

The Act 447, as amended, is the authority under which obligations to contribute to the Plan by the 
Plan members, employers and other contributing entities are established or may be amended. Plan 
members are required to contribute 5. 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 contribution for the current and the previous two fiscal years. which is 
equal to the required contribution. follows: 

Fiscal year ended: LawNo.447 S;tstem 2000 

2006 $ 426,919 $ 165,305 

2005 $ 443.681 $ 160,372 
2004 $ 422,775 $ 103,374 

NOTE L - POSTEMPLOYMENT BENEFITS 

Pursuant to Law No. 157 of June 27, 2003, the Municipality is required to cover annually the 3% 
increase in the retirement plan of its retired employees. For the fiscal year ended the post employment 
benefits paid to retired employees under this requirement amounted to $12.122. 

NOTE M - COMMITMENTS 

1. Operati11g leases 

The Municipality leases office space and office equipment under operating lease agreements, which 
generally have terms of one year or less and are automatically renewed for the same tenns. Rental 
expenses amounted approximately to $73,000 and $2.790 respectively. Management believes that the 
summary of the future minimum rental commitments under noncancelable equipment leases with 
terms exceeding one year is not significant. 
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MUNICIPALITY OF CABO ROJO 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2006 

NOTE M - COMMITMENTS - Continued 

2. Ctmstruc:tion 

The Municipality has commitments at June 30, 2006 of approximately $6,933,259 for construction, 
improvements or renovation of certain municipal facilities. 

NOTE N-CONTINGENCIES 

1. F edera/ and State grants 

Projects financed by Federal and State Grants are subject to audits by grantors and other 
governmental agencies in order to determine itc; expenditures to comply with the conditions of such 
grants. It is the Municipality's opinion that no additional material unrecorded liabilities will arise 
from audits previously performed or to perform. 

2. Judgments and legal claims 

The Municipality is, at present, 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. As a result of two 
settled cases subsequent to June 30, 2006 and not to be covered by insurance, the Municipality 
accrued $18,000 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 

I. Legal settlement wltll Puerto Rico Electric Power Autllority (PREPA) 

On December 2000, the Municipality and other municipalities of Puerto Rico field a compliant 
against the Puerto Rico Electric Power Authority (PREPA), 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 received cash during fiscal year 2003-2004 and received $674,841 in additional funds 
during fiscal year 2005-2006. These funds were deposited by PREPA in a restricted cash account held 
by the Governmental Development Bank of Puerto Rico (GOB). These funds are available to be used 
only in projects related to electric infrastructure built within municipal boundaries. 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. 
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MUNICIPALITY OF CABO ROJO 

NOTES TO FINANCIAL STATEMENTS 

June 30, 2006 

NOTE P - SUBSEQUENT EVENTS 

Section 6189 of the Puerto Rico Internal Revenue Code of 1994, as amended, authorizes the 
Municipalities in Puerto Rico to impose a sales and use tax to consumers. This tax must be imposed 
in confonnity with the base, exemptions and limitations contained in Subtitle BB of the Code. 

Pursuant to this Section 6189, on September 22, 2006, the Municipality approved the imposilion of a 
Municipal Sales Tax of 1.50% to be applicable over all direct sales to consumers, including certain 
services. This tax will be effective beginning on November 15, 2006. The Municipal Sales fax will 
be specifically imposed over all sales transactions of taxable items and combined transactions {as 
defined by the municipal internal regulation) taken place within municipal limits. The Municipal 
Sales Tax will also be specifically imposed over the purchase price for the use, storage or 
consumption of taxable transactions (as defined by the municipal internal regulation) taken place 
within Municipal limits. 

The proceeds from this tax will be used by the Municipality, but not limited to, finance the cost of 
solid waste disposal, to reinforce the recycling program, to finance new permanent improvements and 
Municipal infrastructure, to improve public safety programs, to improve the classification system of 
Municipal employees, to improve the general maintenance of Municipal property and infrastructure, 
and to complement the Citizen Participation Program. 
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- - - - - - - - - - -
~ll'SICIPALITY OF CABO ROJO 

Bl"DGETARY COMPARISON SCHEDt"LE - GE:'lERAL FUND 
FISCAL YEAR EXDED Jl'~E JO, 2006 

Budgeted amounts 
Or!Ginal Final 

Revenues 
Propert} taxes $ 961,318 $ 5,774,584 
Municipal license taxes 2,652,500 2,521,470 
Intergovernmental 8,807,224 4,571,304 
Fees, fines and charges for services 2,399,685 2,889,414 
Interest 368,500 563,001 
Other 49,000 128,51 I 

Total revenues 15,238,227 16,448,284 

Expenditures 
General government 4,550,776 4,975,045 
Public works and sanitation 5,390,803 5,995,903 
Public safety 1,792,287 1,748,443 
Culture and recreation 809,575 936, 123 
Health 912,768 809,489 
Welfare and communiry development 1,519,443 1,512,487 
Education 28,200 15,600 

Total expenditures IS,003,852 15,993,091 
Euess (deficiency) of revenues over Hpenditures 234.375 455,193 

Other financing sources (ases) 
Transfers in 211,682 
Transfers out ~234,375) ~666.875) 

Total other financing sources (uses) (234,375) (455,193) 

Excess (deficiency) of revenues and other fiaaociog sources 
over ellpenditures and otber financing uses (note C) s s 

s 

s 

- -

Attual Amounts 
(Budgetary 

Basis) 
!See Note A~ 

5,980,689 
2,638,784 
4,559,061 
3,333,540 

619,599 
103,589 

17,235,262 

4,823,216 
6,207,690 
1,740,483 

927,016 
808.591 

1,490,860 
15,600 

16,013,457 
1.221,805 

211,682 
(666,599) 
(454,917) 

766 887 

The accompanying notes to required supplemental information are an integral pan of this schedule 

~3 

- - - -

Variance with 
Final Budget 

Positive piegative) 

$ 206,105 
117,314 
( 12,243) 
444,126 
56,598 

(24,922) 
786,978 

151,829 
(211,787) 

7.960 
9,107 

898 
21.627 

(20,366) 
766,61 1 

276 
276 

s 766 887 
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MUNICIPALITY OF CABO ROJO 

NOTES TO REQUIRED SUPPLEMENTARY INFORMATION -

BUDGETARY COMPARISON SCHEDULE-GENERAL FUND 

June 30, 2006 

NOTE A - BUDGET PROCESS AND BUDGETARY BASIS OF ACCOUNTING 

The Municipal budget is prepared for the General Fund following the requirements of the 
Autonomous Municipal 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 !awe; existing at the time the budget is prepared. 

Budget amendments are approved by the Municipal Legislature. Certain budget transfers within the 
limitations and restrictions of the Municipal Law can be approved by the Mayor or by the Municipal 
Legislature. The budget comparison schedule provides information about the original budget, the 
amended budget and the actual results, under the budgetary basis of accounting. 

The budgetary basis of accounting is different from GAAP. Revenues are generally recorded when 
cash is received and expenditures are generally recorded when the related 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 constitute 
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. 
Unencumbered 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 nature, 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 TO GAAP RECONCILIATION 

The accompanying budgetary comparison schedule presents comparisons of the original and final 
legally adopted budget with actual data on a budgetary basis. Since accounting principles applied for 
the purposes 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 GAAP 
reconciliation is presented: 
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MUNICIPALITY OF CABO ROJO 

NOTES TO REQUIRED SUPPLEMENTARY INFORMATION -

BUDGETARY COMPARISON SCHEDULE - GENERAL FUND 

June 30, 2006 

NOTF. R- Bl ll>Glff TO GAAP R•:CONCIUATION - Continued 

Excess of revenues and other financing sources over expenditures and other financing 
usH (budl'etary basis): 

Budget to GAAP differences: 

Entity differences: 

Non budgeted funds recorded as revenues for financial reporting purposes: 

Non budgeted funds recorded as expenditures for financial reporting: 

Non budgeted transfers in: 

Non budgeted trans!Crs out: 

Basis of accounting differences: 

Revenues recorded for financial reporting purposes but not in budgetary basis: 

Revenues recorded in budgetary basis purposes but not in financial reporting: 

Expenditures recorded in budgetary basis but not for financial reporting purposes: 

Expenditures recorded for financial reporting purposes but not in budgetary basis: 

Timing differences: 

Current year encumbrances recorded as expenditures for budgetary reporting 
purposes: 

Prior year encumbrances recorded as expenditures for financial reporting 
purposes: 

Net change in fund balance (GAAP basis): 
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s 766,887 

569,360 

(802,794) 

917,640 

(479.405) 

1,841.R63 

( 106,890) 

460.698 

( 1,964,682) 

51.446 

(34.842) 

s 1,219,282 
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MllNICIPALITY OF C:ABO ROJO 

SUPPl .J<:MENTARY INFORMATION· FINANCIAL DATA SCllEOlll.E 
BAIANU. sm:n INFORMATION 

.IUNUO. 2016 

ASSF.TS 
C1rrtnt Assets 
Cash: 

Cush • unrcstrict.:<l 
'I ntul cash 

/\ccuunt~ and notes receivables: 
l\ccounls roocivablc • PHI\ pnijccL~ 
Accounts receivable · miscellaneous 

To tul rccl!ivables. net of allowance for doubtful accounts 
Total Current Assets 
Noncurrcnl Assets 
fixed U!'...CIS 

l'um ilurc. equipment & machinery · administration 
l\ceumulatcd depreciation 

I otol lixc<l assets. net of accumulated depreciation 
Total Noncurrent Assets 

TOTAL ASSF.TS 

l.IADIU'fllo:S AND to:QtllTY 
LI ABll Sl'IF.S 
Cvrrcnt Liabilities 
/\ccounl~ payable < 90 days 
lntcr· projm!m · Jue lo 

Total Current Liabilities 
TOTAi . l.IABILITIES 

t:QI irn 
Invested in Cnpitol /\sscts. Net ol' Related Debt 
1 Jnrcstrictcd Net /\sscls 

TOTAL F.QtllTY/NF.T ASSETS 

TOT1\I . l.IAUIUTIES and EQIJIT\'/NET ASSETS 

me ac:cumpanymg 0011.-s :ire an intcgrul part or th•~ schedule 
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Section H llousi112 
Choice Voucht" 
CFl>A No. 14.871 

s 43 368 
43.368 

245 
33.702 
33 947 
77.315 

5.985 
!2,320} 
3.665 
3.665 

$ §0,9§!! 

s 749 
1.500 
2249 
2.249 

3.665 
75.066 

78.731 

s 1!019§0 
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MUNICIPALITY OF CABO ROJO 

surru:MENTARY INFORMATION - FINANCIAL DATA SCHEDULE 
STATEMENT OF REVENUES AND EXPENSES INFORMATION 

FISCAL YEAR ENDED JllNE JO, 2006 

R•:VENllES: 
MUD PliA operaling grams 
lnvcstrm:nt income - 11nrc~lric1ed 

Olhcr revenue 
'rfffAL Rt:VENllES 

f.XPF:NSES: 
Adml•ldrativ' 
Administrative salaries 
Auditing fees 
Employee benefit contributions- 1dministrative 
Other oricmting- administrative 

Subtotal 
Gen,ral cxpensts 
Other General Expenses 
Subtotal 

TOTAi. OPERATING EXPENSES 

f.XCESSS OPERATING RE\IF.NllE OVER OPERA TING EXPENSES 

I lousing assistance paymcnls 
Dcprccialion expense 

TOTAi, t:XPENSES 

EXCF.SS (()F.l'ICIENCV) OF TOTAL REVENUE OVER (UNDER) TOTAL EXPENSES 

Rcginning equity 
rrior pcriod adjustments. equity transfers and correction of errors 
Maximum annual contributions commitment (per ACC) 
Contingency rctiCrvc, ACC program reserve 
Tornl nnnuul con1ributions available 
Unit months nvailBble 
Number of unit months leased 

The accompanying notes arc on integral pan of this schedule. 
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Section 8 Houln2 
C:holct Voudlrrs 
CFDA No. U.871 

s ·~-840 

s 

737 
3425 

461 .002 

29.888 
1,500 
7.573 
5 09t 

44,052 

359 
359 

44.411 

4t6.S91 

403.790 
994 

449.195 

11.807 

66.924 

446.592 
27.0t4 

473.606 
l.2R4 
1.262 
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MUNICIPALITY OF CABO ROJO 

NOTES TO SUPPLEMENTARY INFORMATION - FINANCIAL DATA SCHEDULE 

June 30, 2006 

NOTE A - BASIS OF PRESENTATION 

The accompanying financial data schedule (FDS) is a trial balance of the Section 8 Housing Choice 
Voucher Program, administered by the Municipality. The FDS was created in order to standardize the 
financial information reported by Public Housing Authorities (PHA) to the Real Estate Assessment 
Center (REAC), as required by the Uniform Financial Reporting Standards (UFRS). REAC is the US 
Department of Housing and Urban Development (HUD) national management center created to 
assess the condition of HUD owned and assisted properties. The UFRS are rules to implement 
requirements of24 CFR, Part 5, Subpart H, for the electronic tiling of financial information to HUD. 

In accordance with the guidelines for reporting and attestation requirements of UFRS, the 
accompanying FDS is included as information supplementary to the financial statements. It was 
prepared using the accrual basis of accounting, as required by REAC regulations. 
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GONZALEZ ToRRES & Co. 
r:erti(il'tl 1'11/Jlic ; lt't'll/11//tll//.\ ti/It! r:1111s11!/t11//\ 

~!ember or 
Pueno Rico Socie11· of <:enified Public Accou111:111L\ 
American lnstilule of f.erlif1ed Public Accountallls 

Assoc1alion of Certified fraud F.xnminers 

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

STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING 
STANDARDS 

To the Mayor and Municipal Legislature 
Municipality of Caho Rojo 
Caho Rojo, Puerto Rico 

We have audited the accompanying financial statements of governmental activities, the business-type 
activities, each major fund, and aggregated fund information of Municipality of Caho Rojo, as for the year 
ended June 30, 2006, which collectively comprise Municipality of Caho Rojo's basic financial statements 
and have issued our report thereon dated December 13, 2006. We were unable to obtain a liability estimate 
of the landfill's closure and post closure care costs at June 30, 2006. The accompanying government-wide 
financial statement did not include the liability for these costs. Accounting principles generally accepted in 
the United States of America require that landfill'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 in the government-wide financial statements. The amount by which this departure would affect the 
assets and net assets of the government-wide financial statement is not reasonably determinable. The note 
"G" of the financial statements describes more details regarding the landfills costs. Except as discussed in 
the preceding qualification, 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. 

Internal Control Oyer Financial Re.porting 

In planning and performing our audit, we considered Municipality of Caho Rojo's internal control over 
financial reporting in order to determine our auditing procedures for the pwpose of expressing our opinions 
on the financial statements and not to provide an opinion 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 conditions. Reportable conditions involve matters coming to our attention 
relating significant deficiencies in the design or operation of the internal control over financial reporting 
that, in our judgment, could adversely affect Municipality of Caho Rojo's ability to record, process, 
summarize, and report financial data consistent with the assertions of Management in the financial 
statements. Reportable conditions are described in the accompanying Schedule of Current Findings and 
Questioned Costs, Section ill, as item 2006-ill-l. 

Compliance 

As part of obtaining reasonable assurance about whether Municipality of Caho Rojo's financial statements 
are free of material misstatement, we performed tests of its compliance with certain provisions of laws, 
regulations, contracts, and grants, noncompliance with which could have a direct and material effect on the 
determination of financial statement amounts. However, providing an opinion on compliance with those 
provisions was not an objective of our audit, and accordingly, we do not express such an opinion. The 
results of our tests disclosed instances of noncompliance or other matters that are required to be reported 
under Government Auditing Standards which are described in the accompanying Schedule of Findings and 
Questioned Cost, identified as item 2006-ill-l. 

Rio Piedras HcighL~ 
1733 Calle Tinto, San Juan, Pueno Rico 00926-3252 
'lei. (787) 764·8664 • 764-8667 • fax (787) 764-8643 
wch: cp:igo01.alcz.com 
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lmPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON 
\ OMPLIANCF. ANO OTHER MATTERS BASED ON AN AUDIT OF' FINANCIAL 

STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING 
STANDARDS 

(Contin ncd) 

Thi~ report i-; intended for the infonnation of the audit commiltee. management. and foderal awarding 
agcm:ic~ and piwHhrough entities and is not intended to he and should not be used by anyone other than 
these <ipccilkd parties. 

San Juan. P11c1to Rico 
December I I. 2006 

rhc <;(amp number 2175959 
was atlixcd to orig.mal oflhis report. 

xpires on December I. 2008 
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GONZALEZ ToRRES & Co. 
Ct'rl ifit>d / 111 Iii i c . I 1T111111/1111 /' If 1111 (,'1111.- 1111al//1 

Mcinber of: 
Puerto Rico Socictv of Certifie<l Public Accountants 
American Institute of Certified Public Accountanl~ 

As.5ociat10n ri Ccr11fied Fr:iud E~:unincrs 

REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH MAJOR 
PROGRAM AND ON INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH 

OMB cmcULAR A-133 

To the Mayor and Municipal Legislature 
Municipality of Caho Rojo 
Caho Rojo, Puerto Rico 

Compliance 

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

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

In our opinion, Municipality of Cabo 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, 2006. 
However, the results of our auditing procedures disclosed instance of noncompliance with those 
requirements that are required to be reported in accordance with OMB Circular A-133 and which are 
described in the accompanying Schedule of Findings and Questioned Costs - Section m as item 2006-m-I. 

Internal Control Over Compliance 

Management of Municipality of Cabo 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 and to test and report on the internal control over compliance in accordance with 
OMB Circular A-133. 

Rio Picdras Height~ 
1733 Calle Tinto, San Juan, Puerto Rico 00926·3252 
Tel. (787) 764-8664 • 764-8667 • Fax (787) 764-8643 
well: cpagom.alc7. com 
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REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH MA.IOR 
PIHl(:Rt\M AND ON INTF.RNAL CONTROL OVER COMPLIANCE WITH OMB CIRCULAR 

A-133 
(Continued) 

Our cono;ideration tif 1hc internal control over compliance would not necessarily disclose nil matters in the 
mtcrnal control that might be material weakness. A material weakness is a reportable condilion in which 
the design or opcrnlion of one or more of the internal control components does not reduce to n relatively 
low level the risk that noncompliance with applicable requirements of laws, regulations. contracts. and 
grani-; caused hy error of fraud that would be material in relation to a major federal program heing audited 
may occur and not be detected within a timely period by employees in the normal course of performing 
their as!-igncd functions. We noted no matters involving the internal control over compliance and its 
operation that we conc;icJer to be material weaknesses. 

l'hb report i\ 1111cndcd for the inlom1ntion of the audit committee, management. and federal awarding 
agencies nnd pnss-through entities and is not intended to be and should not be used by anyone other than 
lhcc;c c;pccilicd parties. 

Snn Juan. Pucrl(l Rico 
Dc1.c111her 13 ,oor. 

~t!/~ikf:f Jk. ~ 
License 96 
Expires on December I. 2008 
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MUNICIPALITY OF CABO ROJO 

I SCHEDllLE Ofi F.XPENDITllRt~S OF FEDERAL AWARDS 
FISCAL YEAR f:NDF..OJl lNEJ0,2006 

I 
Fedenl Pass· Through 
CFDA Entity Identifying Fedtrtl 

I Federal Grantor/Pass-Tbroutth Number Number Expenditures 
Grantor/Prognm Title (note 8) (note q (nott A) 

I 1.s. ~pprtmtnt or Agrlcult1..., 

I l'nssL-d lhrough lhe P.R. Dcpartmenl of[~ua1lion: 

Child and /\dull Core Food Program 10558 N/AV s 11.025 

I 
ll.S. l~l!!l!:lml!ll of Housini: and lld!!ln !m·~to11mml 
Commun11y Development Block Granl - Entnlemcnl Grants 14.218 N/A 1.180.813 

l'usscd through the Office ofComm1ss1oncr of Municipal l\lfoirs: 

I 
Community Development Block Grnnl • State's Program 14.228 FD- 10 

AR-10 
DC-10 
AF - 10 298.132 

I Section 8 I lousing Choice Vouchers 14.871 NIA 450.253 
SuhtQlal 11.S Ocpanmcnl ol"I lousing and Urban Development 1.929.198 

I 
ll.S. l,.pertmtnt or .lutltl" 

Passed through the P.R. Department of Justice: 
Local I.aw Enforcement Block Grant 16.592 2003-LB·BX-1619 133,407 
l'uhhc Stlfoly Partnership and Community Policy Grants-COPS 16.710 200 I SHWX009S 35.878 

I COPS Universal Hirmg Program 16 710 2004UMWXOl 14 72,271 
Subrotal lJ s. Departmem of Jusucc 241,SS6 

ll.S. l>tl!artment or lll'Altb Hd H!!m•n Senlm 

I Pas!;Cd through 1hc P.R. Governor Office ( Olfrcc of Elderly Affairs)· 
Special Programs for the Aging_ Tittle Ill Part B_ Grants for 

S11pport1vc Services and Senior Centers 93.044 N/AV 61.395 

Passed through the r R. Department of Family - Families and 
Children Admm1stralion 

Child Core und Ocvelopmcnt Rlock Grant 93,575 2004-052 
2005.033 107.(157 

Subtotal tJ S. l)cpnrtmcnl of llcallh and Human Service$ lt.8.451 

11.s. l!tl!!!rtmtnt gf llomrl!nd Stturitx·E£!!cot Em~wncx 
l\lanAetmenl Ar,cnry WF.MJ\l 

Pa.~scd through the l'ucrto Rico Gnvcmor Office · (Govcmo(s 
i\ulhori1.cd Rcprcscn1ut1vc·Ut\R). 
l)isa•tcr <irunts · Publ ic t\S1'1stancc 97 03f> NIA 14.815 

Total Expenditures of Federal Awards s 2C!65,046 

The accompanymg note.~ arc an integral Jl!lrt of this schedule. 
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MUNICIPALITY OF CABO ROJO 

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL A WARDS 

June 30. 2006 

NOTE A - BASIS OF PRESENTATION 

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 related liability is incurred. The information in this schedule is presented in 
accordance with the requirements ofOMB Circular A-133, "Audits of States, Local Governments and 
Nonprofit Organizations". Therefore. some amounts presented in this schedule may differ from the 
amounts presented in, or used in the preparation of. the basic financial statements. 

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 ENTITY IDENTIFYING NUMBER 

State or local government redistributions of federa l awards to the 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 identifying number assigned by the pass-through entity for the federal awards 
received as a sub recipient. Numbers identified as NIA are not applicable and numbers identified as 
N/AV are not available. 

NOTED - RECONCILIATION OF EXPENDITURES PRESENTED IN THE SCHEDULE OF 
EXPENDITURES OF FEDERAL AWARDS TO THE EXPENDITURES PRESENTED 
IN THE BASIC FINANCIAL STATEMENTS 

Community 
Development Other 
Block Grant Governmental 

Descri(!tion Fund Funds 

10.558 $ $ I l.o25 
14.218 1.180.813 
14.228 298.132 
14.871 450.253 
16.592 133.407 
16.7 10 !08.149 
93.044 61.395 
93.575 107.057 
97.036 14,815 

Tolal feller.ii awards expenditures 1.478,945 886.101 
Tolal nonfedcral awards expenditures 1.851.262 

Total expenditures. fund statements $ 1.478,945 $ 2.737.363 
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SECTION 1-

MUNICIPALITY OF CABO ROJO 
SH EDU LE OF CURRENT YEAR FINDINGS ANO QUESTIONED COSTS 

For the year ended June 30, 2006 

SUMMARY OF AUDIT RESULTS 

Part I. Financial Statements: 

I. Type of audit report: 

0 Unqualified opinion Qualified opinion 

o Adverse opinion 0 Disclaimer of opinion 

2. Reportable conditions reported: 

Yes 0 No 

3. Reportable condition reported as a major weakness: 

o Yes No 

4. Material noncompliance disclosed: 

o Yes No 

Part II. Federal Awards: 

I. Type of report: on compliance for major programs: 

Unqualified opinion 0 Qualified opinion 

0 Adverse opinion 0 Disclaimer of opinion 

2. Reportable condition reported as a major weakness: 

0 Yes No 
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MUNICIPALITY OF CABO ROJO 
SH EDU LE OF CURRENT YEAR FINDINGS AND QUESTIONED COSTS 

For the year ended June 30, 2006 
(Continued) 

SECTION I - SUMMARY OF AUDIT RESULTS (Continued) 

Part II. Federal Awards (Continued): 

J . 

4. 

5. 

6. 

Material noncompliance disclosed: 

o Yes No 

Audit findings required to be reported under Section 510 (a) of Circular A-133: 

Yes 

Major Programs: 

CFDA 
Number (s) 

14.218 

14.228 
14.871 

0 No 

Federal Program Grantor and Program Name 
US Department of Housing and Urban Development: 
Community Development Block Grants-Entitlement 
Community Development Block Grant-States Program 
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 

Yes 0 No 

7. Waive risk criteria under 520 (i) of Circular A- I 33 

0 Yes No 

68 



I 
I 
I 
I 
I 

MUNICIPALITY OF CABO ROJO 
SCHEDULE OF CURRENT YEAR FINDINGS AND QUESTIONED COSTS 

For the year ended June 30, 2006 

SECTION II - FINANCIAL STATEMENTS FINDINGS 

None. 

SECTION Ill - FEDERAL A WARDS FINDINGS AND QUESTIONED COSTS 

Program: Section 8 
CDBG - Entitlement 
CDBG - State,s Program 

Finding Number: 2006-111-1 

I Cash Management 

I 
I 
I 

Criteria and Condition: 

The OMBC-133, Cash Management (Compliance C), requires when funds are received in advance, 
recipients must follow procedures to minimize the time elapsing between the transfer of funds from the 
U.S. Treasury and the disbursements. 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. Also, we found that 
payments for CDBG Entitlement and State's Programs were made after the required period. Our tests 
revealed that average time to pay out of funds were 12 days for Section 8, 29 days for CDBG - State's 
Program and 6 days for CDBG - Entitlement. 

Cause: Municipality paid out funds late. 

I Effect: Municipality did not comply with the cash management requirements of the program. 

I 

Recommendation: 

The Municipality must establish procedures to minimize the time elapsing between the transfers of funds 
and the related disbursements. 

Management Action Plan: 

Municipality's administration will review the procedures performed in the payments of federal funds in 
order to document that all disbursements are made as per programs requirements. 
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MUNICIPALITY OF CABO ROJO 
SCHEDULE OF PRIOR YEAR FINDINGS AND QUESTIONED COSTS 

For the year ended June 30, 2006 

SECTION II - FINANCIAL STATEMENTS FINDINGS 

None. 

SECTION Ill - FEDERAL A WARDS FINDINGS AND QUESTIONED COSTS 

Program: Section 8 Finding Number: 2005-111-1 
CDBG - State's Program 

Cash Management 

Criteria and Condition: 

The OMBC-133, Cash Management (Compliance C). requires when funds are received in advance, 
recipients must follow procedures to minimize the time elapsing between the transfer of funds from the 
U.S. Treasury and the disbursements. 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. Also, we found that 
payments for COBO program were made after the required period. Our tests revealed that average time to 
paid out of funds was 17 days for Section 8 and 11 days for CDBG - State's Program. 

Cause: Municipality paid out funds late. 

Effect: Municipality did not comply with the cash management requirements of the program. 

Recommendation: 

Status: 

The Municipality must establish procedures to minimize the time elapsing between the transfers offunds 
and the related disbursements. 

Section 8 Program Finding closed by Federal Agency. 
COBG State's Program - Finding has not been cleared by grantor agency 
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MUNICIPALITY OF CABO ROJO 
SCHEDULE OF PRIOR YEAR FINDINGS AND QUESTIONED COSTS 

For the year ended June 30, 2006 
(Continued) 

SECTION II - FINANCIAL STATEMENTS FINDINGS 

Program: CDBG Finding Number: 2004-11-1 

Accounting Records 

Criteria and Condition: 

Status: 

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. 

General ledgers and trial balances were provided for our review. 

SECTION Ill - FEDERAL AWARDS FINDINGS AND QUESTIONED COSTS 

Program: CDBG Finding Number: 2004-111-1 

Period of Availability of Federal Funds 

Criteria and Condition: 

Status: 

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 from obligations incurred 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 has being incurred. The Municipality did not liquidate all payables over a period of 
90 days after the receipt of invoices on the following payments: 

Better-Roads 
Treasury Department 

4410, 4447, 4471 and 44 77 
4469 

Finding has not been cleared by grantor agency. 
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MUNICIPALITY OF CABO ROJO 
SCHEDULE OF PRIOR YEAR FINDINGS AND QUESTIONED COSTS 

For the year ended June 30, 2006 
(Continued) 

Program: Section 8 Finding Number: 2004-111-2 

Cash Management 

Criteria and Condition 

Status: 

The OMBC-133, Cash Management (compliance C), stays when funds are in advanced, recipients must 
follow procedures 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. 

Finding closed by Federal Agency. 

Program: COBG Finding Number: 2003-111-1 

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 minimize the 
time between receipt of funds and the corresponding disbursements. 

Finding has not been cleared by Federal Agency. 

Program: COBG Finding Number: 2002-111-1 

Cash Management 

Criteria and Condition: 

Stal us: 

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

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

For the year ended June 30, 2006 
(Continued) 

Program: CDBG Finding Number: 2002-111-2 
Section 8 

Level of Effort or Earmarking 

Criteria and Condition: 

Status: 

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

CDBG - Finding has not been cleared by Federal Agency. 
Section 8 - Finding closed by Federal Agency. 

Program: CDBG Finding Number: 2002-111-3 

Reporting 

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 has not been cleared by Federal Agency. 
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