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MUNICIPALITY OT CABO ROJO

MANAGEMENT DISCUSSION AND ANALYSIS

Fkcal year ended June 30, 200t

We will provide the following aoalysis of the financial performance of the Municipality of Cabo Rojo to
present an overview of the Municipality's financial activities for the fiscal year ended June 30, 2008. piease
read it in conjunction with the financial statemeots, which follow this section.

I.INANCIAL EIGM,IGETS

Elghltghtr for Government-wlde Flnanctal Statements

The government-wide financial statemeots use the economic rlesources measupment focus and the accrual
basis of accounting to r€port information about the Municipality as a whole:

o The assets of the Municipality, on a gov€rnmcnt-wide basis, exceeded its liabilities at the close of
fiscal year 2008 by $49,486,874 (net assets).

o Revenues decreased by 6% and expenses increased 20o/o rncomparison with year 2007.r Net change in net assets amounted to $2A04,179, a dccrease of 73% with rcspect to prior year net
change.

Etghllghh for tr'und X'lnanclal Statements

The fimd finanoial stat€ments provide detaile.d information about the Municipality's most significant fuads,
which use the cuntnt financial rcsources measurement focus and modificd accrual basis of acco:unting:

o At June 30, 2008, a net change (decrease) of $2,177,007 in the fund balances of the Municipality,s
governmental funds resulted in a reported combined ending fund balances of $t6,0bg,Z3g.
Approximately 25o/o of the total combined fund balances is unreserved.

o The General Fund reported an exce$ ofexpenditures and other financing uscs over revenues and
other financing sources of $830,348 and an unreserved fund balance of $3,092,824. Unreserved fund
balance increased 57o/o froaprior year.

General tr lnanclal rllgh[ohtr

o The inveshent in capital assets as of June 30,2008 was $49,856,012 (net of depreciation).. Irng term debt decreased to $20,064,139. Approximately a 3% decrease with respect to prior year.o On a budgetarybasis, actual expenditures exceeded actual revenues by $8,684.

Gonzilez - Torres, Llavona - Casas, LLP.



MT'NICIPALITY OF CABO ROJO

MANAGEMENT DISCUSSION AND ANALYSIS

Fiscal year ended June 30, 2008

OVERYIEW OF THE FINAI\ICIAL STATEMENTS

The Municipality's financial reporting comprises four components: (l) management discussion and analysis
(presented here), (2) basic financial statements, (3) required supplementary information and (a) supplementary

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

o Government-Wide Finsncial Staremenls

The government-wide statements report information about the Municipality as a whole using
accounting methods similar to those used by private-sector businesses. They me prepared using the
flow of economic resources measurement focus and the accrual basis of accounting. The first
govemment-wide statement - the statement of not assets - prcsents information on all of the
Municipality's assets and liabilities, with the difference between the two reported as ne, assets. Over
time, increases or decreases in the Municipality's net assets me 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 dwing 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.

COMPIONENTSOF
TEEF'TNANCUL

POSI?:ION
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MT'NICIP^1,LITY OX' CABO ROJO

MANAGEMENT I}ISCUSSION AND AI{ALYS$

X'tscal year ended June 30r 200E

The government-wide stat€ments rcports as governmeirtal 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 administation. These activities are primarily
financed through property tores, other local taxes aad intergovenrmental r€vellues. Included in the
governmental activities are the govemmental funds.

o FundFlnancialStstements

The fund financial stat€,mcnts provide more deailed information about the Municipality's most
significant funds. Funds are accounting dwices that the Municipality uses to keep tsack of specific
sources of funding and spending for particular puposes. Some funds are required by Federal and
Commonwealth regulations, as well by bond covenants.

The Municipality's basic servioes are included in governmental fimds, whioh are used to account for
essentially the same functions reported as governmental activitie.s in thc governmmt-wide stateme1rts.
However, unlike the government-wide statements, the governmental funds are prepaned using the
flow of current financial resoutes measurem€nt focus and the modified accrual basG of accounting.
Under this approach the financial statements focus on near-term inflows and oudlows of external
resources' as well on balances of expendable resouroes available at year end. Consequently, the
governmental fund statements provide a detailed short-term view that helps the readei determine
whether there are more or fewer financial rcsources 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 statem€,nts, additional information is provided on a subsequent page
that explains the relationship (or differences) betrreeo the government-wide and fund ststements.

The govemmental fund satements focus on major funds. The Municipality's major funds are the
general fimd (which aocounts for the main operating activities of the Municipality) and funds that
oomplies with a minimum criterion (percentage of the assets, liabilities, r€venues or expenditures).
Funds that do not comply with this criterion are grouped aad preselrted in a single column as other
govemmenal funds.

o Notes to thefinanclal stotemenb

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

Requlred cupplementary lnformaffon

The statemernts aad notesare followed by the required supplementary information that oontains the budgetary
comparison schedule for the General Fund.

Supplementary tnformadon

The supplementary information includes a financial data schedule containing financial information of the
section 8 Housing choice voucher Program administered by the Municipality.

Gonzilez- Torres, Llavona - Casas, LLP.



I}IUNICIPALITY OF CABO ROJO

MANAGEMENT DISCUSSION AIID ANALYSIS

Fiscal year ended June 30,2008

FINANCIAL A}IALYSIS OF THE MI.]NICIPALITY AS A WHOLE

Net Assets

The following table presents a summary of the Statements of Net Assets as of June 30, 2008 and 2007:
TABLE I

Assets
Current and other assets

Capital assets

Total assets

Liabilities
Current and otler liabilities
Long term liabilities

Total liabilities

Net assets
Invested in capital assets, net ofrelated debt
Restricted
Unrestricted

Total net assets

24,519,481
49,856,012

s___1437s,493-

$ 4,824,480
20,0@,139
24,ggg,6lg

36,266,953
11,s67,8s0

1,652,071

s__49,486,874_

Governmental Activities
2008 2W7

28,334,483
46,092,870

^$ 74,427 350

$ 6,594,547
20,750,108
2',1,344,655

32,772,909
12,674,942
1,635,044

_[_11992{2I

Net assets (assets over liabilities) may serye over time as a useful indicator of a government's financial
position. Net assets for the year increased 5% with respect to prior year. The most significant changes include
an increase in general revenues caused by an increase in approximately $600,000 in property tax revenues, an
increase in approximately $700,000 in sales and use taxes and the receipt of over $775,000 in donated assets.

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

Gonziiez - Torres, Llavona - Casas, LLP.



MUMCIPALITY OT CABO ROJO

MANAGEMENT DISCUSSION AIYD ANALYSIS

Fiscal year ended June 30,2008

As of June 30 2008 the Municipality presented an unrestricted net assets balance of $1,652,071. When
compared to prior year we noted no significant change. The increases in revenues previously discussed were
offset with increases in general government, public works and public safety expenses.

Changes in net assets

The following table summarizes the changes in net assets for the years ended June 30, 2008 and 2007:

TABLE 2

S,airryf.@SiJY*trirsffi '

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

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

progfirms
Interest
Other

Total revenues

Expenses:
General govemment
Public works and sanitation
Public safety
Culture and recreation
Health
Housing welfare and community development
Education
Interest on long term debt

Total expenses

Change in net assets
Net assets-beginning of year
Net essets-end ofyear

GoYernmental Activities
2008 2W7

6,672,759 $
2,626,869
1,941,941

7,334,598
2,il9,022
2,423,926

5,538,8M

6,538,013
3,637,346
3,198,014

6,749,436
2,558,698
1,707,427

6,74t,018
926,555872,216

213,993

30,274,128

t52-754

32,209,261

5,817,750
9,687,272
2,024,724
1,358,085

818,307
2,547,868

184,586
870-950

23.309.538

8,899,723
38"182.972
47.082.695

6,423,774
12,285,308
3,058,316
1,527,4W

822,586
2,&2,070

250,898
E59,507

27.E69.949

2,404,179
47,082,695

s 49,486,874
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MUNICIPALITY OF CABO ROJO

MANAGEMENT DISCUSSION AND ANALYSIS

Fiscal year ended June 30,2008

Approximately 24% of the Municipality's revenues came from property taxes,22Yo from fees and charges for
services, l8% from unrestricted grants, 9% from municipal license taxes,9o/o from operating grants and 8%
from sales and use taxes. The Municipality's expenses cover a range of services. The largest expenses are
public works and sanitation representing approximately 44o/o, general government with23o/o and public safety
with l1%. Program revenues of the Municipality covered 57% of total expenses.

With respect to prior year, revenues reported a net decrease of approximately 6%. This net increase is
primmily the result of: (1) a 39Yo decrease in capital grants due to a decrease in grants from Commonwealth
Legislative Resolutions, (2) 28% decrease in operating grants due mainly from a decrease in grants for public
safety and a lSYo decrease in operating unrestricted grants and contributions received due to a significant
amount of assets received in donation in the previous year.

Expenses increased 20% ta comparison with 2007 year. Sigrrificant increases were registered on public works
and sanitation with2To/o, public safety with 5l% and general government with l0%. The general increase in
expenses was caused basically in meas such as repairs and maintenance on infrastructure and other municipal
assets, salaries and related payroll expenses (due to implementation of federal minimum wage) and
depreciation of infrastructure and municipal facilities.

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

TABLE 3

Some of the cost of governmental activities was paid by those who directly benefited from the programs
($6,672,759) and other governments and organizations that subsidized certain programs with grants and
contributions ($4,568,810). The $16,628,380 net cost ofservices rv:rs frrlly covered by other general revenues
including property, municipal license, and sales and use taxes.

Net Cost of Services
2008 2W7

General govemment $
Public works and sanitation
Public safety
Culture and recreation
Housing, welfare and community

development
Other

6.A3.774 $
1228s,308
3,058,316
t,527,490

2,642,070
t.932.991

5,81 7,750
e,687272
2,024.720
1,358,085

2,s47,868
1.873.M3

Q,625,63s)
(6,368,662)
(3,020,1 l7)
o,as,e45)

(1,453,329)

(1,378,166)
(2,16s904)
(1,831,408)
(1,281,092)

(r.ffie.392\
t.734.691
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MT'NICIPALITY OT CABO ROJO

MANAGEMENT DISCUSSION AND ANALYSE

tr'lscal year ended June 30r 2008

tr'INANCIAL AI{ALYSIS OF TEE MT'NICIPALTTY'S X'T]NDS

Governmental funds

The focus of the Municipality's governmental firnds is to provide infotmation on near-t€m inflows, ou{Iows
and balaoces of resources available for spending. Such information is useful in assessing the Municipality's
financing requirements. In particular, unreserved fund balance may serye ae a useful measure of a
Municipality's welfare and community developmeot ocpenditures. Actual rwenues exceeded actual
expenditures net r€sourc€s available at the end ofa fiscal year. For the Fiscal year ended June 30, 2008, the
governmental fimds reported combined ending fimd balances of $16,009,758, a net decrease of $2,177,007 n
comparison with the prior year. This decrease was caused primarily by a net change in the genoal fund of
($830,348); $29,536 in the Community Development Block Grant Fund; $718,518 in the debt service fund;
($946,616) in the Commonwealth Legislative Resolutions Fund aod ($1,148,097) in the other governmental
funds. Of total combined fund balances , g3 ,997 ,87 4 (25%) constitutes unreserved fund balance. The rcmainder
of fimd 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 fimd
r€presents approximately 25o/o of tatal combined eoding fund balances. For the year ended June 30, 2008, the
firnd balance of the general firnd decreased by $830,348 when compared with the prior year. Of this net change
$740,135 pertains to other special frmds (with self imposed restrictions) included as part of the general firnd.
The principal component of the net incrcase of $495,867 in rpvenues is an increase of $461,938 in
intergovernmental rcv€oues, an incrcase of $352,443 in sales and use taxes, ao increase of $276,980 in
property tores with a decrcase of ($740,621) in fees, fines and charges for senrices. The aet increase in
expeoditures of $4,344,140 is due to incrcases of $1,858,032, $1,317,183 and $584,961 in public works and
sanitation, capital outleys and general governm€Nrt expenditures respeotively due to intensive repairs and
maintenance performed over Municipal capital asser.

GENERAL T'UND BT'DGETARY MGHLIGETS

Tte general fimd original budget for the fiscal p€riod 2007-2008 presented an increase of 9% with respect to
prior year budget. AmendmenB to the original budget are approved by the Municipal Legislatur€. During the
fiscal year budget reveoues were increased by $296,373 due to additional collections of intergovernmental
subsidies. Budget expenditures were increased by $1,215,123. Actual revenues exceeded the revised budgeted
reveoues by $1,821,882. The most significant variances were in fees, fines and charges for services, $965,564;
5372,169 in intergovernmental revenues; and $268259 in interests.

A positive varianoe of 8379,523 between revised budget and actual expenditures was due mainly to a positive
budget variance of $516,701 in general government openditures with a negative budget variance of
($239,336) in public works and sanitation expenditures.

Gonz[lez- Torres, Llavona- Casas, LLP.



MUNICIPALITY OF CABO ROJO

MANAGEMENT DISCUSSION AI{D ANALYSIS

Fiscal year ended June 30,200E

CAPITAL ASSET AIID DEBT ADMINISTRATION

Capital assets

At the end of the fiscal year, the Municipality has invested $49,856,012 (net of accumulated depreciation) in a
broad range of capital assets, including buildings, parks, roads, bridges, land and equipment. This amount
rBpresents a net increase ofapproximately 8Yo over the prior year.

TABLE 4

Govern m ental Activities
200E 2M7

3,267,716
9,212,097

1,885,349
16,299,132
12,318,937

Nondepreciable assets:
Land
Constmction in progress

Depreciable assets:
Land improvements
Buildings and buildings improvements
Infrastructure
Vehicles, machinery and equipment
Total

3,258,738
3,879,764

1,144,792
23,800,842
12,806,047

$ 49,856,012
3,109,639

__q__lg{%gzg

The Municipality's major capital projects that were still in constmction as of June 30, 2008 are as follows:

o Construction of '?laza de Artesanias" - $1,652,199
o Constmction of Municipal Gym - $907,150
o Rehabilitation of Municipal Library - $718,667
o Construction of a Convention Center (planning phase) - $486,858

Buildings increased mostly due to the transfer of $5,385,327 and$2,229,397 of the cost of "Casa Alcaldia"
and Improvements to the Rebekah Colberg Coliseum respectively from construction in progress. The Villa del
Mar Basketball Court (9347,737), and "Monumento al Soldado Caborrojeffo" ($145,564) were also finished
during the year and tansferred from construction in progress to their corresponding capital asset account.

The Municipality reported approximately 51,360,372 in infrastmcture additions during the year, which are

composed mainly of capital improvements and donations from constructinn contractors of municipal streets
and roads. Some of these improvements and donations me detailed as follows:

r "Tuberia Pluvial Alturas del Mat''- $172,000
r "Urb. Las Vistas" - S131,219
o "Extension Altos de Saman" - $121,263

Gor:'z;iiez - Torres, Llavona - Casas, LLP.



MT]MCIPALITY OF CABO ROJO

MANAGEMENT DISCUSSION A}ID ANALYSN

Fiscal year ended June 30, 200E

The Municipality acquired a total of $2,346,216 in vehicles, machinery and equipment during the fiscal year
2A07-2008, including eight trucks for a combined amount of S723,355, three tactors for the amount of
5219,472, two items of heavy equipment for a total amount of $220,501 and two vehicles for $51,549. The
Municipality also capitalized over $750,000 in office equipment, furniture and fixtures forthe new City Hall.

The Municipality's fiscal year 2008-2009 consolidated capital budget calls for a significant amount of new and
continuous projects including the completion of the constrtrction of "Plaza Artesanias", the completion of the

consEuction of the Municipal Gym, the completion of the improvements to the Municipal Library, the
completion of the planning phase of the construction of a Convention Center, and extensive capital
improvements to municipal streets, roads and structures. 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, 2008 follows:

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

Long term debt

At year-end, the Municipality had S14,799,055 in general and special bonds and notes, a decrease of 3% with
respect to prior year. The following is a summary of the Municipality's outstanding debt as of June 30, 2008

and 2007:

Gottzilez - Torres, Llavona - Casas, LLP. l0



MUNICIPALITY OF CABO ROJO

MANAGEMENT DISCUSSION AND AITALYSIS

Fiscal year ended June 30, 2008

TABLE 5

Governmental Activities
2008 2407

General and special obligationbonds andnotes $
Note payable to CRIM - LIMS
Note Payable to CRIM - prior years delinquent

accounts
Note payable to Puerto Rico Department of Labor
Note payable to Puerto Rico Solid Waste Authority
Note payable to solid waste land site contractor
Note payable to PR Employee Retirement System
Obligation under capital leases

Compensated absences

Chrisfrnas Bonus
Claims and judgments
Payable to CRIM - property tax advances
Payable to PREPA
Total

14,799,055
289,247

320,023
34,825
20,353

776,540
83,950
6,156

3,001,484
401,821

52,000

278,685

_q_20,064,139_

15,319,055
361,559

333,357
63,502
26,899

I,196,536
148,978

15,397
2,914,463

367,898

2,E64

20-750.108

Although there was an overall decrease in the general and special obligation bonds and notes (due to payments

of maturities of general obligation bonds made during the year) there was a $710,000 new bond issuance

during fiscal for improvement to infrastructure assets. The note payable to Puerto Rico Electric Power
Authority (PREPA) is the result of a new debt agreement formalized during the year. More detailed
information about the Municipality's long term liabilities is presented in Note G to the financial statements.

ECONOMIC FACTORS AIYD NEXT YEAR'S BI]DGET

The Municipality's selected and appointed officials considered many fuctors when setting the fiscal year 2008-

2009 budget. One of these factors is the economy. Among economic areas considered are the population
gxowth estimates, personal income, housing statistics and unemployment rates. The Municipality's
unemployment rate now stands at 9.6%, which compares with the Commonwealth rate of ll.Eyo.

l1Gonzilez - Torres, Llavona - Casas, LLP.



MT'NICIPALTTY OT' CABO ROJO

MANAGEMENT DISCUSSION AIYD ANALYS$

tr'iecal year ended June 30, 200t

The Munioipality applied a conservative approach in development budget estimates. Amounts available for
appropriations in the General Fund for the fiscal year 2008-2009 are $19,766,524, an increase of
approximately 8% with respect to prior year estimates. Budgercd expenditures are expected to rise accordingly
to the increase of budgeted revenues. In addition to the estimated budget for the general fund, the Muaicipality
has zubmitted Federal and Commonwealth funds proposals forwelfare and community dovelopment as well as

for capital improvemelrts and public works funds. The constuction industry has beeo one of the major sources
of income generated by the Municipality, in the conshrction of personal housing, contributing with
constnrction ta(es. Management believes thsi rhis contribution level will be mainAined in the next year.

CONTACTING TEE MUNICIPALTTY'S T'INANCIAL MANAGEMENT

This financial report is designed to provide our citizc,ns, tar(payem, aad creditors with a general overview of
the Municipality's finances and to demonstate the Municipality's accountability for the money it receives. If
you have questions about this report or need additional information, contact the Mrmicipality's Director of
Finance at PO Box 1380, Cabo Rojo, Puerto Rico 00623.

Gonz[lez- Tores, Llavona - Casas, LLP. t2
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. Certified Public FlccountonEs ond Consultonts

Portners: Members of:

Jos6 A. Gonz6laz Torres, CpR, CF€ Puerto Rico Sociotg of Certified Public Accountonts

Fernondo LLovono Cosos, CpA, CF€ Rmeri(on lnstituto of Certifiad Public Flccountonts

ffssociotion of Carlified Froud €xominars

INDEPENDENT AT'DITORS' REPORT

Honorable Mayor and Municipal Council
Municipality of Cabo Rojo
Cabo Rojo, hrorto Rico

Wo have auditcd the accompanying finaocial statements of the activities, each major fund, and the
aggrcgatc rmaining fund informatioa of tho Municipality of Cabo Rojo, Pucrto Rico, as of aad for the year ended
June 30, 2008, which collectively compriso the Municipality's finaocial statcments as listcd in thc table of contents.
Ttese financial statcmelrg are the responsibility of thc Muaicipality's Managc,menl orr responsibility is to exprcss
opinions of thee financial statcments based on our ardit

Except as discuss€d in the following paragnpb we conductcd our audit in acoordance with auditing standards
generally acc€pted in the United Starcs of America Thoso shodards requir€ that wc plan and perform the audit to
obain reasoaable asstmace about whether the finaocial statements aro ftee of material misstatomeot An audit
includes examiniqg, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also inoludes assessing the accounting principles used aad significant estimatos made by maoagement, as well
as evaluating the overall financial statements pr€s€otation. We believe that our audit provides a reasonable basis for
our opinions.

We wett uaable to obtain a liability estimate of thc landfill's closurc and post closure carc costs at Juno 30, 2008.
Tlre accompaaying government-wide financial statement did not include the liability for thesc oosts. Accounting
principles geoorally accepted in the United States of America requirc that landfill's closure and port-closure cos6
are estimated aod included as liability in the governmmt-wide financial stnte,menl which would decrease the assets
and nct assets in the government-\ride financial stat€m€ots. Thc amount by which this departure would affect the
assets and net assets of thc government-wide financial statement is not reasonably dctorminable. The note.,I,, of the
financial stat€ments describes more dotails regarding the landfills costs.

In our opinion" except for thc effects of not providing aa adcquatc liability cstimatc of the landfill'B closurt and post
closutp care costs for the government-wide financial stat€m€ot as doscribed in the preceding pamgraph, thc financial
statements referred to above presert-t fairly, in all material rcsp€cts, the respoctivo financial position of the
govemmeotal activitiee, oach slior fund-, and the aggrqgat€ romaining fund information of the Municipality's of
Cabg Rgjo as of June 30, 2008, aad thc respective changcs in financial position for tho year thar cnded in
conformity with accounting principles geoerally accepted in the United States of Amedca.

In addition, in our opinion, the finaacial statcmeob refened to above prasent fairly, in all material rcspccts, the
respective finaocial position of the, each major fimds apd the aggregate rcmaining ftrnd information of fr4uaicipatity
of Cabo Rojo, as of Jule 30, 2!08, and the rcspcctivc changes in fiaancial position thcreof for thc year then *i"A ii,
confonnity with accounting principles generally acceptcd in the United States of emerica-

As described in Note A, the Municipality has imple,m€ntcd a ncw financial rcporting model, as required by the
provisions of Govcrnmeotal Accounting Staodards Board (13ASB') Stat€ment No. 34, Basic Finaociai Statements-
and Managemeot's Discussion and Analysis-for Starcs and Local Governments, as amended and intorpreted, as of
June 30,2008.

.l733 (olle Tinto,
Rio Pladros Heights,
Son Juon, PR 00926-3959
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IIYDEPENDENT AIIDITORS' REPORT (CONTINUED)

The Management's Discussion and Analysis and budgetary comparison information on pages 1 through 12 and 50
through 55, are not a required part of the basic financial statements but are supplementary information required by
accounting principles generally accepted in the United States of America. We have applied certain limited
procedures, which consisled principally of inquiries of management regarding the methods of measurement and
presentation of the supplementary information. However, we did not audit the information and express no opinion
on it.

Our airdit was conducted for the purpose of forming opinions on the financial statements that collectively comprise
the Municipality of Cabo Rojo's basic financial statements. The accompanying schedule of expenditures of federal
awarfu is presented for purposes of additional analysis as required by U,S. Office of Management and Budget
Circulm A-133, Audits of States, Local Governments, and Non-Profit Organizations, and is also not a required part
of the basic financial statements of Municipality of Cabo Rojo. The schedule of expenditures of federal awmds have
been subjected to the auditing procedures applied in the audit of the basic financial statements and, in our opinion,
are fuirly stated in all material respects in relation to the basic financial statements taken as a whole.

March 23,2008
San Juan, Puerto Rico

The stamp number 2384758
was affixed to the original,

Gr*,2^ lfri,,u=., L\ o*r, v* 1q,
Gonzdlez - Torres, Llavona - Casas LLP
License number 226
Expires December l, 2OlO

FUEF.T'O ii.ia:j

Goruiiez - Torres, Llavona - Casas, LLP. 14
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MI'NICIPALITY OF CABO ROJO

S TATEI}TENT OF NET AS S ETS

JLNE30,200E

Gorrcrnmentrl
Actlvltler

ASSEIII
Cash and cash equivalants

Reoeivablee, net:

Municipal licanse tocs
Salee and use tarcs

Rents md oonstruction pemdts

Due from:
Commonwealth Government (note C)

F€d€ral Government (note C)
Restricted assets:

Cash and cash equivalents

Cash with fiscal agEnts

Deferred bond issumce oosts

Other assets (note E)

Cpital assets (note F):

Iand and construction in progress

Other cqital ass€ts, n€t

Total cpital ass€ts, net

Total assets

LIABILIIIES
Accounts payable and accrued liabilities

Interest payable

Due to:

Commonwealth Government

Deferred rwenues:

M unicipal license tarcs

lntergovernmantal-Commonwealth agencies

Fedaal grants

Iong term liabilities (note H) :

Due within one year

Due in morc than onc yer
Total liabilities

NETASSEIS

lnveeted in cryital assets, net of reldod debt

Restricted for:
Cryital projects

Debt service

Other specified purpos€s

Unrestricted

Total net assets

$ 6,923,568

8,526

1s6831

17,248

1,581,067

49,659

8,893,839

5,837,890

&,853
996,000

7,138,502

42,717,510

4q856,012-w
2,313,201

395,884

76,938

1,996,(D4

26,774

15,589

2,991,436

17,172,703

24,888,619

36,266,,953

7,007,519

3294,748

1265,5U
1,652,071

fq486ff4

The accompanyingnotes re an integral part of this statqlqrt.

Gonzilez - Tones, Llavona - Casas, LLP. l5
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MI'NICIPALTY OF CABO ROJO
RECONCILIATION OF TOTAL GOVERNMENTAL FT'IYD BALAI{CE

TO NET ASSETS OF GOVERNMENTAL ACTTVTrIES
Jt NE 30,2008

Total governmental fund belances:

Amounts r€ported for governmental activities in the statement of net
assets ar€ different because:

Capial assets used in governme, rtal activities are not financial
r€sources and therefore are not reported in the funds:

Other assets used in govemmental activities ar€ not financial
rEsources and therefore arc not reported in the funds:

Defened bond issuance costs

Other assets

Other assets are not available to pay for current-period expenditures

and thercfone are deferred in the funds:
Receivables:
P.R. Department of Treasury - Christmas bonus rcimbursement
CRIM - Property taxes (General Fund)
Federal Grants - CDBG
Commonwealth Legislative Resolutions
CRIM - Property taxes (Debt Service Fund)
Sales Taxes (Debt Service Fund)
Sales Taxes (Municipal Development Fund)
P.R. Deparrnent of Education ("Consevacion Rutinaria Escuelas")
P.R. Electric Power Authority (PREPA)
Other grants and miscellaneous receivables

Intercst liabilities arc not due and payable in the curreirt 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-LIMS
Note payable to CRlM-financing of delinquent accounts
Note payable to P.R. Deparmrent of Labor
Note payable to ADS
Note payable to solid waste landfill site contractor
Note payable to ERS
Obligation under capital leases
Compensated absenccs
Christnas bonus
Judgements and Claims
Payable to P.R. Eleccic Power Authority (PREPA)

Net $seti of governmental actlvltler:

1,370,719

(23,297)

13,594,055
289,247
32O,O23

34,825
20,353

694,575
83,950

6,156
3,001,484

401,82t
52,000

278.68s (1E.t77.174\

s 49.486.874

$ 64,856
986.000

$ 16,009,758

49,856,012

1,050,856

200,910
232,118

13,353
344,210
168,414

15,492
15,680
22,600

278,685
79.257

The accompanying notes arc an integral part of this statement.

GonzAle,z - Torres, Llavona - Casas, LLP.
t8
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MI'NICIPAIJTY OT CAEO ROJO
RECONCIIIATION OT STATEMENT OF NE'YENUBq EXPINDIfl'RAS AND CEAI{GE TN
rI,,ND BAIJ\NCEII OT GOVENNMENTAL FT'NDO TO TEf, I'TATEMEITTT OF ACTIVTNES

FIECAL YEAR ANDED JT'NE 30, AXlt

Nai cnr[g. h frld b.h!c.r-tot l gwctrD.otrl ftlo!

fumunts EDorlcd 6r govcmmnUl actividce in lhc Sblcmcot of activitics
aro diftrcnt bccaurc:

Oovcrnmntrl firndr rcportr crpitrl r'lc,tt outlqA ar cxpcoditrt!*
Hoqlgvcr, in ttc StrEMt of Activiticr, th. cort of tbosc rllctt ir
allocatod over ttoir catimatcd urcftrl livcr and rportcd ar @rccladon
eryrcma:

E gcodltulr for c.pitrt rsrca
Lrcr: cunat ycar dcp,rtchtion

Oovcrurcotil futrd! only rtpon ttc procoods rccclvcd ln thc dirporal of
8!r.ts. Itr thc sti@nt of Aaivitic+ r gaia or lo.r ir rtpor&d for eh
dirporal. Ttnu, tho chrngc in nct.!.ctr diftn 6om lfoc changp in firnd
b.lroco by thc cost of thc di@lcd rllctsl

R€vcrnrcs itr ttc Stlh€at of Activiticc thot do Dt plovl& curcof
fimncirl rccounccr arc mt rtporcd ra rcvcnucr ln ttc fimdr:
P,R Dcportmcntof Trcaory - Chirtmrr bons rcimbuncmnt (curcnt)
CRIM -Propcrtytrxca (GcEd frmd)
Commonurcalth Lrgidativc Rcrohtions
CRIM - Propcrtytrr6 (Deh Scrvicc Fund)
Salcs T.ror (DGbt S€rvic. FuDd)

Salcc Taxa (Muotcipil Dcrnlopmcnt FuDd)
P.R l:hpd&ocna of Edrration fCoucrrrcioa Rutinute Ercuelar)
P.R Eloctic PowcrAurhority (PREPA)
Ohcr SrraB rd nilccllancour rcccivablcr
Dotutcd capitrl olrctr

$ 5,014,678
(2.?62.8201

t (2.177007)

2r51,t58

(2e,503)

2,0r0,001

200,910
232,1 t8
210,664
l6EJl4
t5,492
15,680
22,ffi

27t,6E5
79,257

786.181

Rcv€mcs Eporicd in ftudr which aro not rporcd !r lEvcauc. in thc
Stitcment ofAcdvida:
P,R Dcprrtru of Trcaary - CMrtmar bonru rtimhrnmnt (prior pu) (183,949)
CRIM . PrtopGrty t!r6 Gcocnl Fuod (prior ycar) (106,9ta)
Fcdoal Gnntr - CDBG (prlorpar) (29,j3O (320,469)

Procoedo fiomgwtrl obligedonbondr ir ao otbcrfnring rourcc inthc
govcromcntrl ftodr, but irrtasc lon8:tc'[ lbbtlidaltrthc Strmnrof
NotAuctr: Ot0,0O0)

Expctrdituls rcporEd io fundr c/hhh are not rcporbd u crpoucr lathc
Somnt of Activitics:
Meucd boadr aad norr priripal poymcnt8 (ocf chro&)

Rcpoyrcnt of long E m d.bt i! !tr cf,DGodit[t in thc govormtrl
fundr, tot rcduccr loog-tcrm lilbilific. h thc Strhcot of Nst
Alscts:
Gercnl obligtion bond! lrd meg
O6cr lonS tctm lilbiliiict

Goveromcobl fimdc tlport tbc cffGct ofbond iraurcc coro !r cfipcDdii[r
whondcbt lr fint ilarc4ntcrcu ttc* uDus rr! d.ftrod rodemrtized
in thc Str@nt of Activiticr. Thi! rmlmt ir th. Et Gfbct of &crc
diftaucor:

Bond irrurrco coro
Amortization of bond ircuaEe cortt

Somc cuqcoacc rtport d itr thc StiEmcot of Activida do not rcquirc &c
uso ofcurcot fiDlrirl rerourccc rod lhcrcforc lrr not rtporbd r!
cxpcnditrEs is thc govcmmttl firnd!:
Compoaedrbcem
Chrbtm!! boarl!
PryEcotb P.R ElocEic Poscr^uthority (pREpA)
,dfmtrrodClaiu
Accilod inlctlrt (n€t chmgc)
Otber mircollarous crpcnrcg

CLrla ln nat rr$lr of g@Gt!@t l rcdvlda.:

r65,000

Thc aco4orying mE lrr !o hEgrtl lErt of rhl. ltrtcm€al

Gonz.filez - Torres, Llavona - Casas, LLP.

1330,000
1105.837 2.435.83?

3,636

$2101 (4,60{)

(3362?51
(()1,821)
(4t8,U7'
(6f,000)

4,15J
(966) 0216.934)

L..34944
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MT]NICIPALITY OF CABO ROJO

NOTES TO FINANCIAL STATEMENTS

June 30,2008

NOTE A. SI'MMARY OF SIGNIT'ICAI{T ACCOTJNTING POLICIES

The Muaicipality of Cabo Rojo was founded n 1771. The Municipality is governed by the executive and the
legislative branch elgcted 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 trgislature.
The Municipality €ngages in a comprehe,nsive range of seryices to the community such as: general goiemmeirt
administation, public works, health, environmental control, education, public security] welfai, housing,
community development and oulture and recreation activities.

The financial stat€Tel{s of the Municipalig have been prepared in aocordance with aocounting principles
qenerally accepted in the United States as apnlied to governmental units. The Governmental 

-Accounfong

Staodards Board (GASB) is the standard-setting body for governmental accountiag and financial reportingl
Th9 CA_SB periodically updates its existing Governmental Accounting and finaaciat Reporting Standasd;,
which, along with subsequent GASB pronouncements (Satements and Inrcrpretations), constitutes GAAp for
govemmental units.

l. Financlalrcponing entig

The financial reporting entity included in this report consists of the financial statemeots of the Municipality of
labo Rojo (primary government). To fairly prEsont the financial position and the results of operations of the
financial repoting entity, ma"agement must determine whether its reporting elrtity consists oi only tne bgaf
entity knoum as the primary govemment or one or more orgaaizations called component units. Th; inchslon
of a potential componeol unit in the primary govemment's reporting entity depends on whether the primary
govemment is financially accountable for the potential componeot unit oi on whether the natrlre ani
significance of the relationship with the primary govemmeot is zuch that exolusion would cause Ae reeorting
entity's financial statements to be misleading or incomplete. There are two methods of presolrtation of thE
component uoit in the financial statem€ots: (a) blending the financial data of the component units' balances
and transactions in a manner similar to the presmtation of the Municipality's balances and O) discrete
presentation of the component unit's financial data in columns separat€ from the Municipality,s balances and
tansactions.

The basic criteria for deciding financial accountability are ary one of the following:

?. Fiscal dependency of the potential component unit on the primary govemm€,nt, orb. Th9 nrimarr government appoints a voting majority of tnl potentiat component unit,s governing body
md,

1) The primary govemment can impose its wifl on the pote,ntial componeot unit and/or,

2) A financial benefit/ burden exist betr*,een the primary government and the potential component
unit.

Gon Alez - Torres, Llavona - Casas. LLP. 2t



MT'NICIPALITY OT CABO ROJO

NOTES TO X'INAIICIAL STATEMENTS

June 30, 2008

NOTE A - ST MMARY OB SIGNIFICAI{T ACCOITNTING POLICIES - Contlnued

In addition, a legally s€parate, to(-exempt organization should be discretely presented as a compotrent unit of a
reporting entity if all of the following criteria ar€ met:

a. The eoonomio resouloes received or held by the s€parate organization are entirely or almost entirely for
the direot benefit of the primary goveriln€ot, its component uniB, or its constituents.

b. The primary gov€rnm€ot, or its componeirt uoits, is eirtitled to, or has the ability to otherwise access, a
majority of the eoonomic resouces rpceived or held by the separate organization.

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

Other organizations should be evaluated as potential componeNrt units if they are closely related to, or
financially integrated with, the primary governmenl Professional judgment is applied in determining whether
the relationship between a primary government and other organizations for which the primary governme,nt is
not accounhble and that do not meet these criteria is such that exclusion of the organization would render the
finanoial statements of the reporting eotity misleadiry or incomplete.

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

2. Basls of presentationr rrreosururnentfocus and basls of accounting

The financial report of the Municipality consists of a Management Discussion and Analysis (MD&A), basic
financial statements, notes to the financial stat€,m€,rts and required supplementary information other than the
MD&A. Following is a summary presentation of each, including the measurem€nt focus aod basis of
accounting Measurement focus is a t€rm used to describe which transctions are recorded within the various
financial statemetrts. Basis of accounting refers to when tansactions are recorded regardless of the
measureme,nt focus:

Management Discugslon and Analygls

This oonsists of a narrative introduction aad analytical overview of the Municipality's fiaancial activities.
This analysis is similar to analysis the private sector provides in their aonual r€ports.

Baslc flnanclal statements

Basic finanoial statements include both government-wide and fund financial stat€ments. Both levels of
stat€meots categorize primary activities as governmental type, which are primarily sup,ported by taxes and
intergovernmeotal rcvenues.

Gonzilez - Torres, Llavona - Casas, LLP. 22



MT'NICIPALITY OF CABO ROJO

NOTES TO I'INANCIAL STATEMENTS

June 30, 2007

NOTE A - ST MMARY O[' SIGNII'ICANT ACCOUNTING POLICIES - Contlnued

Government-wlde rtatements

The government-wide statements consist of a Statement of Net Assets and a Statement of Activities.
These statements are prepared using the economic resources measuttment focus, which oonceorates oo
an entity or fimd's net assets. All transactions etrd wents that affect the total economic resources (net
assets) during the period are reported. The statements are r€ported on the accnral basis of accounting.
Revenues are recogdzed in the period earned and expenses recognized in the period in which the
associated liability is incurred. Fiduciary activities, f *y, whose resources arc not available to finance
govemment programs, are excluded from the gov€,mment-wide statments. The effect of inter-fimd
activities is eliminated.

The State,ment of Net Assets incotporates all capital (long lived) assets and receivables as well as long
term debt and obligations. The Statement of Activities r€,ports reveoues 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 govemment revenues, is compared to the revenues
gelrerated directly by the function. This Statement reduces gross expenses, including depreciation, by
related program revenues, operating and capital grants, and oontributions. Program revenues must be
directly associated with the function.

The tlpes of transactions included as program revenues are: charges for services, fees, lioenses and
permits; operating grants which include operating-specific and disoretionary (either operating or capital)
grants; and capital grants which are capital-specific graats. tntemally dedicated rcsources are reported as
general revqrues rather thao as program reve,nues. Likewise, general r€v€nues include all Axes. Property
taxes (imposed nonexchange transactions) are recognized as reverues in the year for which they are levied
and municipal license taxes and sales and use taxes (derived ta:( revenues) when the underlying exchange
has occurred. Revenues on both operating and capital grarrt are recognized when all eligibility
requirements (which include time requirements) imposed by the provider have been mel For certain
expenditure-driven graots revenue is recognized after allowable expendituros are incurrcd. As a polioy,
indireot expenses in the Statement of Activities are not allocarcd. The Municipality first uses restricted
assets for expens€s incurred for which both restricted and unresticted assets are available.

The Municipality reports defened nweou€s in the govenrment-wide statements. Deferred reve,lrues arise
when resources are received before the Municipality has a legal claim to them or before applicable
eligibility requiremeots ar€ met (in case of certain fedcral expeirditure-driv@ grants if resources are
received before allowable orpenditures are incurred). In subsequent periods, when the Munioipality has a
legal claim to the resources, the liability for deferred rievenues is reinoved and the rev€filue is recognized.

Private-sector standards of accounting and financial reporting issued prior to December l, 1989 generally
are followed in the government-wide financial statem€nts to the extent that those standards do not conflict
with or contradict guidance of the Govemmental Accounting Standads Board. The Municipality has
elected not to follow subsequent statements and interpreations issued by the FASB aftcr November 30,
1989.
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NOTE A - SITMMARY OF SIGNII'ICAI\T ACCOT NTING POLICIES - Continued

Fund Strtements

The financial tansactions of the Municipdity are recorded in individual funds, each of which are

considered an independent fiscal entity. Each fund is accounted for by providing a separate set ofself
balancing accounts that comprise its ass€ts, liabilities, reseryes, ftnd equity, reveirues aud expenditures.

Funds are segregated according to their inteldedpurpose which helps manage,ment

in demonstating compliance with legal, financial and contractual provisions. Governmental Funds are

those tbrough which most governmental frrnctions of the Municipality are financed. The govemme,lrtal

fund statements include a Balance Sheet and a Statement of Revenues, Expenditures and Changes in Fund
Balances with one column for the general firn{ one for each major fimd and one column combining all
non-major govemmental funds. Major firnds are determined based on a minimum criterion, that is, a
perceotage of the assets, liabilities, r€venues or expenditures (for Commonwealth lrcgislature Resolutions
Fund and Debt Service Fund) or based on the Municipality's official's criteria, if the fund is particularly
important to financial stat€ment users (for Community Development Block Grant Program Fund). The
Municipality r€ports the following major governmelrtal funds:

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

Community Development Block Grant Proeram tr'und (CDBG): CDBG fund is used to account for
reveoues sources for the development of viable urban communities by providing decent housing, a
suitable living environment and expanding economic opportunities, prinoipally for persons of low and
moderate income.

Debt Servlce tr'und: Debt Service Fund is used to accouot for the aooumulation of resources for, and
the payment of, general long-term debt principal and interest

Commonwealth Leg{sladve Rgoluflong I'und: Commonwealth l*gislative Resolutions fund is used
to account for revenue sotures to be used for the constnrction and improvement of capital facilities and
for welfare purposes.

Governmental funds are accounted for using the current financial resources measurpment focus and the
modi{ied accrual basis of accounting. Under this method of accounting, revenues are recognized when
they are susceptible to accnral (i.e. both measurable and available). Reveoues are coosidered to bo
available when they are collectible within the current period or soon enough thereafter to pay liabilities of
the current p€riod. 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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NOTE A - ST'MMARY OT SIGNIFICANT ACCOI'NTING POLICIES . CONIINUEd

Revenues susc€,ptible to accrual include property taxes, recognized as rcv€nues in the year for w-hich they

are levied; municipal lice,nse taxes and sales aod use taxes, recognized when the underlying exchange has

occuned and time requirements are me! aod interest In applying the srsceptible to accrual conc€pt to

intergovernmental reve,lrues, revenues are recog1ized when all eligibility requirements (including time

require'ments) imposed by the provider have been met and revenue becomes available. There ate,

however, essentially two types of these reveoues. 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.

ln the other cases, monies are virtually unresticted and aro generally revocable only for failure to comply

with prescribed compliance requirements. In thee cases revenues are recognized at the time of receipt or

earlier if the susceptible to accrual criteria is met. Licenses and permits, charges for senices, rent, fines

and miscellaneous revenues are generally recorded as revenues when received or are recog[ized earlier if
the susceptible to accrual criteria is met.

The Munioipality reports deferred revenues in the gove,mmental firnds stat€m€nts which arise when
potential reverue does not me€t both measurable and available criteria for recognition ia the current

period (in the government-wide stat€ments revenue is recognized as soon as it is eamed regardless of its
availability). Deferred revenues also arise whe,n resources are rcceived before the Muoicipality has a legal

claim to them or before applicable eligibility requirements af,e met. (in case of certain fed€ral expenditure-

driven grants ifresouroes are received before allowable expenditures are incuned). In subsequent periods,

when the reveNtue recognition criteria is meg or when the Municipality has a legal claim to the resources,

the liability for deferred nev€irues is removed from the combined balance sheet and the revenue is

recognized.

Expenditures are generally recognized wheo the related liability is incurred. C€rtain excqtions to this

fundamental concept include the following: 1) payments of principal aod interest on general long term

debt, which are reoorded as expenditues when due, except for principal and interest due on July 1 (in this
case amounts are recorded as liabilities and expenditures on June 30 since amountr have bee'n

accumulated or traosfered to the debt senice fund before July I pa)4nents are made) 2) vestd
compensated absences, claims and judgments and special termination beoefits which are recorded as

expenditures only to the extent that they are orpected to be liquidated with expendable finaocial resources

(in the governmelrt-wide ststements 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 aad basis of
accounting than the government-wide state,ments, reconciliation is necessary to oqlaia the adjusments
needed to transform the fund financial state,menB into the governm€nt-wide stat€Nn€ots. This
reconciliation is part of the financial stat€,ments.
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NOTE A- SIiMMARY O['SIGNIFICAI\IT ACCOITNTING POLICIES - Contlnued

Noter to f,'lnancial Statementr

The notes to financial statements provide information that is essential to a us€tr's understanding of ttre basic
financial statements.

Requlred SupplementarT Informaffon:

Required supplementary information consists of the Budgetary Comparison Schedule - General Fund as

required by GASB.

3. Cosh, cash equfualents (unrestrlcrcd and restbud) and restricted cash wlthffscd ogens

Cash and cash equivalents consists of cash on hand, demand deposits and short term inveshents with
original maturities of three months or less from the date of acquisitioa. The Municipality follows the
practice of pooling oash of all futrds except for cerain Commonweelth's gmnts, resticted funds
generally held by outside custodians and federal grants. Available pooled cash balance beyond
immediate needs is invested in certificate.s of deposits. Cash and cash equivalents related to
Commonwealth and Federal grants are resnicted since their use is limited by applicable agreements or
requiredby law.

Resticted cash with fiscal agent in the debt seryice fund consists of the undisbursed balance of
property aod sales ta:r collections retained by the Commonwealth of Puerto Rico which are restricted
for the rcpalmeot of the Municipality's general and special obligation bonds and notes as established
by law. Resticted cash with fiscal agent of the general and other govemme,ntal funds represent the
undisbursed proceeds of certain bonds, lonns or grants which are maintained in a cash custodian
account by the GDB or a fbderal govemment agency.

4. Receivables and duefrom gowntmental endties

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

Amounts due from federal government r€present amounts owed to the Municipality for the
reimbursement of expenditures incurred pursuant to federally funded programs. Amounts reported in
the debt service fund represent properry and sales tal( rev€oues of curreot fiscal year oollected by the
CRIM (property tor) and the Puerto Rico Deparhent of Treasury (sales tor) on the subsequent fiscal
year.

5. Interfund receivables and payables

Activity between funds that are rcpresentative of lendingibomowing anangements outstanding at the
end of the fiscal yeaf, ar€ referred to as either "due from/to other funds" (ie., the curcnt portion of
interfund loans) or "advances to/from other funds" (i.e., the non-currart portion of interfirnd loans). All
other outstanding balances betweeo funds are reported as "due from/to other firnds".
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NorE A - SUMMARY otr' srcNrFrcAryr AccouNTrNG pol,rcrEs - condnued

6, Inventorles

The Municipality purchases gasoline, oil ao{ other expendable supplies held for consrmption. The
cost of those purchases is recorded as expe,nditure when incurred in ine appropriate fund tirt A" V"*-end inventory is not recorded in the statement of Net Assets, ". .*uir-*t beteves is not
significant.

7. Coplnl asse*

Capital assets, which include property, plant, equipmeng and infrastuchre, (e.g., roads, bridges,
sidewalks, ani similar items) are reported in the governmental activities column io tn" Stui".*i oi
Net Assets. Capital asse8 are capitalized at historical cost or estimated historical cost if historical cost
is not available. Donated assets af,e 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 capializing
vehicles, machinery and equipment Infra*ucare assets are capitalized based on a perceotage of thi
estimated useful life. The costs of normal mainrcnance and repairs that do not add to the valie of the
asset or materially extend assets lives are not capitalized. Major outlays for capial assets and
improvements are capitalized as projects are construcied.

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

Degcrlpflon

Land improvements
Buildings and building improvements

Infrastructure

Vehicles, machinery and equipment

Ye
ar8

20
20-
50
20-
40
5-
15

In accordance with- cur€nt accounting standards capital assets are reviewed for impairment.
rmrairment occurs wten there is a significant decline in asset service utility due to the occurrence of a
promine'nt event or change in oircumstanoesaffecting the asset. Current rtaraarar provide grriAance for
accounting and reporting for impairment and for insurance recoveries.

Long-term obllgadons

Long+erm debt and other-long-term otligations, which are reported as liabilities in the govemmental
activities column in the Statement of Net Assets, consists oi general and speoial oUfiiudoo bonds,
liabilities for compensated absences, claims and judgments] and long-tim liabiuf,es to other
govemmental entities.
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NOTE A- SITMMARYOF SIGNtr'ICANT ACCOITNTING POLICIES - Contlnued

9. Delened bond lssuance costs

Bond issuanco costs are reported as deferred charges and amortized as required by current standards.
Governmeotal fund t1ryes recognize bond issuance costs as expenditures during the cunent period.
Those issuance costs, whether or not withheld from the actual debt proceeds receive{ are reported as
expenditures in the appropriate fund.

10. Compensated absences

The Municipality's employees accumulate vacation, sick leave and compensatory time based on
coatinuous service. Compensated absences are recorded as a liability if(l)are earned on the basis of
services already performed by employees , Q) it is probable that wifl be paid (in the form of paid time
off, oash palmeots at termination or retiremen! 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% days per month of vacation and l%
days per month of sick pay and compensatory time up to a ma:rimum of 60 days of vacations and 90
days of sick leave. Upon separation from emplolment the accumulated vacations are liquidated up to
the morimum number of days. Accumulated sick leave, which is aocrued based on all vesting anrounts
for which palment is probable, is liquidated to employees with l0 years or morc service up to the
maximum number of days.

The accrual of compensated absences includes estimated palments that are related to payroll. The
entire compensated absence liability is reporrcd on the government-wide financial stat€ments. For
govemmental fund finaocial statements, the current portion sf rrnpaid compensated absences is the
amount that is normally expected to be paid using expendable available financial nesources. The non-
current portion of the liability is not reported.

Pursuant to Law No. 152 of August 20, t996 effective July l, lgg7,theMunicipality is required to pay
any excexl ofvacations and sick leave accumulated over 90 days as ofDecember 3l oieach yiar.
Paynents should be made on or before March 3l of the following year.

ll. Fund balances and NetAssets

a. Fundbalances:

In the fund fiaancial statem€nts, goveormental funds report re.served and unreserved firnd balans€s.
Reservations of fund balance represeot portions of the fund balance that are legally segregated for a
specifio future use or are not appropriated for expe,lrdituro. The Municipelity has the following
reservations of fund balance:

Encumbrances: Represe,nt future expenditurcs under purchase orders and other
commiuncnts, which generally will become liabilities in future periods
as the goods or senriccs arc received.

Reprcscnts net assets available to finanee future debt scrvice payme,nts.Dcbt Service:
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NOTE A. SI'MMARY OT'SIGNIFICANT ACCOT]NTING POLICIES . CONIINUEd

Capital Projects: Represent amounts to be used for future expenditures for capital projects

under contracts and other commitme,lrts. Thesc commitrnents geirerally

will become liabilities in future pcriods as the projccts arc completed.

Other specificd purposes: Represeirt amounts to be uscd for future expeirditurcs of Federal and

Commonwealth's grants as well as funds reseived through eirabling
legislation passed by the gov€rnm€nt its€lf, to be used to finance
activities other than constuction or capital improveme,nt commitments

Fund balaace trnreserved-desig;nated repres€nts amounts that Manage,ment has identified for fuure
spending and not legally segregated.

b. Net assets

In the government-wide state,ments net assets are segregated into three cat€gories:

Invested in capital assets, Consists of capital asset balaooes net of acoumulated depreciation and

net ofrelated debl outstanding balances of any bonds, notes and other borrowings that are

attributable to the acquisition, constnrction, or improvemeirt of those

assets. This category should not include cash that is rwticted to capital
asset acquisition or comtnrction (unspent bond proceeds) and any

unamortized debt issue costs.

Resticted net assets:

Unrestricted net assets:

Represents net assets that are subject to restictions beyond the
Municipality's conEol. These include rcstriotions that are externally
imposed (by creditors, gmotors, contributors, or laws and regulations
of other governments) or restriotions imposed by the law through
constifirtional provisions 61 e66!ling legislation (including enabling
legislation passed by the government itsel|.

Represent net assets that do not meet the definition of net assets

Invested in oapital assets, net of related debt or rpsticted. Unrestricted
assets are often designated to indicate that manage,ment does not
consider them to be availablo for general operations. These t1ryes of
oonshaints are intemal and management can r€move or modiS them.

Designations are not reported on the face of the statement of net assets.

L2. Inurfund tansactions

The Municipality reports certain transactions as transfers, which are legally required transfers that are

reported when incurrcd as "Transfers-in" by the recipient fund and as "Transfers-out'' by the

disbursing firnd.
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NOTE A - ST MMARY OF SIGNIFICAI\IT ACCOITNTING POLICIES - Contlnued

13. Riskfinancing

The Puerto Rico Treasury Deparmeot (PRDT) acts as an agent obhining and determining the

coverage for the munioipalities of Puerto Rico. The oovorage for the Municipality consists of
professional, public responsibility, property and theft, auto and fidelity bond covetage.

14. Use of esdmaas

The preparation of the basio financial statements in accordance with aooounting principles generally

accepted in the United States of America requires maoagement to make estimates and assumptions that
affect the r€ported 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.

15, Funrc adoption of accounting ptonourrcemeilb

The GASB has iszued the following satomeots, which the Municipality has not yet adopted:

The impact of these statements in the
determined.

To be Adopted ln
Fkcal year ended.

June 30,2009

June 30,2009

June 30,2010

June 30,2009

Junc 30,2010

Municipality's basic financial stat€ments has not yet been

Statement

45 Accounting and Financial Reporting by Employers for
Post errploymeirt Benefits OtherThan Pensions

49 Accounting and Financial Rcporting for Pollution
Remediation Obligations

5l Accounting and Financial Reporting for Intangible
Assets

52 Land and Other Real Estate Held as Inv€stm€nts by
Endovrmcnts

53 Accounting and
Instnrments

Financial Rcporting for Dcrivativc

NOTE B. CUSTOI}IAL CREDIT RISK. DEPOSITS

Custodial credit risk is the risk that in the event of a bank failure, the governmmt's deposits may not
be retumed to it The Municipality maintains cash deposits in commercial and govemmental banks
located in Puerto Rico. Under Commonwealth of Puerto Rico stafirtes, public funds deposited in
commercial banks must be fully collateralized for the aoount deposited in excess of federal deposit
insurance. All securities pledged as collateral by the Municipality are held by the Secretary of Treasury
of Puerto Rioo in the Municipality's name. At year end the Municipelity's bank balance in
commercial banks amounts ta 516,47 3 A7 l.
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NOTE B-CUSTOIIIAL CREDff RISK-DEPOSITS - Contlnued

Deposits in govemmental banlc (all of which are uninsutd and uncollarcralized), are exposed to

custodial credit risk At year eird the Municipality's bank balanoe in governmental baoks amounts to

$5,837,890.

NOTE C - Dt E FROM (rO) GOYERNMENTAL ENTITIES

l. Amount duelrom governmental enfrties as of June 30,2008follows:

Commonwealth X'ederal
Government Government

Municipal Revenue Collection Ceirter (CRIM) -
prop€rty taxes and intergovernmcntal zubsidy
(general fund)

Municipal Reve'nue Collection Center (CRIM) -
property taxes (debt service fimd)

P.R. Deparhent of Treasury- Chrishas bonus
reimbursement

P.R Deparhent of Treasury - sales and use
ta:res-Munioipal Development fund (general
tund)

P.R. Departnent of Treasury - sales and use
tores (debt servioe fund)

P.R. Deparment of Education
P.R. Deparhncnt of Labor- LawNo. 52
P.R. Departrrent of Labor - Law No. 82

Commonwealth Legislative Resolutions
P.R. Electic Power Authority (PREPA)
Others
US Deparment of Housing and Uftan

Development- CDBG

.I-1r!14!L
See note G for detail of amounts due from Governmental Entities recorded as def€rred revenue.

Amoun8 due b governmental enfrlics as of lune 30,2008follows:

$ 282,604

205,631

200,910

31,466

?1,528
49,375
74,628
20,000

344,210
27E,685
22,030

' 
485

49.174

_-$.___-_-_l2rr9_

Employees' Rairement System of the Governme,nt of P.R. @RS)
P.R Aqueduct and Sewer Authority (PRASA)
P.R. General Services Administation

Commonwealth
Enfifles

$58,959
15,401
2.578

$26^938
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_ NOTED-INTERFUNDTRANSACTTONS

l. Due fron/to other fands:

Amounts due from/to other firnds r€,pr€seot tcmporary advances to other funds by the general fund for
payroll and payroll ta:res expendihres, as follows:

Recelvable tr'und Payable tr'und Amount
General Fund Major fund:

CDBG
Major fund:

Commonwealth Legislature
Resolutions

Other goveinmeirtal funds:
$4,425,000 Bond Iszuance
$355,000 Bond Issuance
Child Care
Infrastructure - PREPA
Others

Total:

2. Transferc ln (out):

$ 15,821

6ss293

168,969
33,263
25,022
t6Aw
9,602

$ 924,354
E

Traosfers 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 oapital improvement loans in other
govemmental fimds which is transferred to the general fuud; and prinoipal and interest pa)anents of
general long term debt tansferred from the gelreral fund to the debt service futrd.

_ 
NoTE E- oTmR AssETs

Other assets include a $986,000 deposit in a Commonwealth's court of justice for the acquisition of a
parcel ofland.
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NOTE T. CAPITAL ASSETS

Capial assets and depreciation activity as of and for the year ended June 30, 2008 is as follows:

Land itqtoveoents 2,581332 19,850
Buildings d building

improvements 21A93,155 8,161,360
Infrastructre 18,193,010 13f0.372 47,193
Vehicles, machinery aod equipmeat 6882,581 2346216 54,5$

Totalcapitalassembeingdcpoociated 49250,078 11,887,798 l0lJ39

Less accumdated dcpreciation fon

Governmentrl ecdvltler :

Capital assets, not being depreciatod:
Irod
Cmstruction in pmgr€ss

Total capital assets not being
depreciatod:

Capital assets, being depreciated:

kndiqrovcmeab
Buildings mdbuilding

improvements
InfrashrcUrc
Vehiclee, machincry aod equipment 3372941 486954

Totat accumulAod deprociation 15,637P21 2,762,820

Total capitat assds b€ing depr€ciato(
n€t 33,613,057 9,12497E

Balrnce Bdrnce
July l.2lX)7 Increoses Decrers$ June30.2fl)t

s3267Jt6$-$8,978S3258,738
92t2,W 3,001,026 8333J59 3,879,7&

t2A79,813 3,001,026 8342337 7,138.502

2fil,lEz

29,654,515
19,506,189
921425t

61,036,137

695,9E3 760,41

5,t%924 659,A9
s,E74.073 E55.El0

1,456190

2s,74t liti:t
st,473 4308,A2

81214 18,3t8,627

20,525 42,7t7,5t0

Govemmental activities cryital
asscts, tret

Depreciation expense was charged to functionVprograms of the Municipality as follows:

Govemmental activities:

General gov€rnmqtt
Public works and sanitation
Public safety
C.ultur€ and rcoreatioa
Vr/elfare and community development
Education

Total depreciation expense, govemm€ntal activities

$ 46,0P,!J0 $ t2,t26,W4 $ E362,862 $ 49,E56,012

---: $ 159,646
1,105,475

86t,4gg
532,756
97,768
5,676

g 2,762,820

-GonzAlez- Torres, Llavona - Casas, LLP. 33
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June 30r 2fi)t

_ NOTE G. DEX'DRRED REVENT]ES. GOVERNMENTAL T"T'NDS

Deferred revenues for amounts due from Commonwealth Government reprasent revqrues not available as

required by current standards and for amounts due from Federal Grants represent resources tpceived before
allowable expenditures are incurred or not available as required by current standards. A detail of these
balances follows:

Commonwealth tr'ederal
Government Grantc

Major fund - general fund:

Municipal Revenue Collection Ce,nter (CRIM)
- propaty tores (general ftnd)

P.R- Deparment of Treasury - C:hrismas
bonus reimburseme,nt

P.R. Deparhent of Iabor - I-aw No. 52
P.R. Electric Power Authority (PREPA)

Mqior fund - debt sendce fund:

Municipal Revenue Collection Center
(CRM) -prop€rty tores (debt service fund)

P.R Departnent of Treasury - sales and use
axes (debt service fund)

Major fund - Commonwealth hgislature
resolutions ftnd:

Commonwealth Legislative Resolutions

Major fuad - Community Development Block
Grant fund:

US D€patuent of Housing and Urban
Development- CDBG

Other sovernmental funds:

P.R. Departnent of Education
Office of ElderlyAffairs
Others

344.210

13.363

$ 1.363.830 $ 29.427

-:

$ 232,118 $ -

200,910
74,626

278,685

t68At4

15,492

- 
49'375 

rs,s,g
48s
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June 30, 200t

NOTE E. LONG TERM DEBT

7. Summary af long- urm debt activlg

The following zummarizes activrty in long-term debt for the fiscal year ended June 30, 2008:

Balonce at Bolance at Due wlthln
July 1.2007 Increaler Decreerer June30,200E oneyelr

Gencral, Special
Obligations Bonds
ard Notes

Note payable to CRIM-
LIMS

Notepayablc b CRIM -
Finrncing of
delinquent accounts

Notcpayable to P.R
Dcpartment of labor

Notepayable b P.R.
Solid Waste
Authority

Note payable to solid
waste landfill
conhactor

Notepayable b ERS

Obligation under capital
leascs

Compcnsated abscnces

CMstrnas bonus

Claims and judgmcnts

Payable to PREPA

Payableto CRM-
excess ofproperty
tax advanccs ovcr
actuel collcctions

I 15,319,055

361,559

3333s7

63,502

26,899

1,196,536

148,978

15,397

2,914,063

367,898

289247

3m,023

34,825

203s3

776,540

83,950

6,156

3,001,484

401,821

52,000

278,685

76,678

13,334

34,825

6,887

420,435

48494

6,156

309A6/.

401,821

52,000

139,342

$ 2,891,436
@

$ 710,000 $ 1,230,000

72,312

13334

28,677

6,546

- 419,996

- 65,028

- 9,241

336275 248,854

401,821 367,898

64,000 12,000

4t8,027 t39,342

$ 14J99,055 $ 1,382,000

2.8& _:__ 2,864

$ 20,750.10E $ 1,930,123 $ 2,616,62

---
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NOTE E - LONG TERMDBBT- Contlnued

2. General and speclal obligatlon bonds and notes

The Munioipality's outstanding general and special obligation bonds and notes at June 30, 2008
amount to $14,799,055. All these bonds are serviced by the Governmental Development Baok of
Puerto Rico (GDB) maturing at various dates. As required by law, the Commonwealth Governme, rt is
obligated to collect property tores for payment of principal and interest on bonds and notes. In
addition, .2o/o of the.5% municipal sales and use tor collected by the P.R Deparhneot of Treasury is
de,posited in a "Municipal Redemption Fund" to finance loans to Municipalities subject to restrictions
imFosed by law. Debt service funds has been established for the bonds and notes at GDB with the
proceeds of those prop€rty and sales and use taxes, whereby sufficient funds must be set aside in order
to cover the projected debt service requir€m€nt, before ary new bonds arp issued. Principal and
interest palments of certain long term debt issued for operational purposas (public improvement bonds
of $880,000 and $454,000) are made through withholdings from the advances of property tax and
amounts of municipal equalization fund send to the Municipality by the Municipal Revenue Collectioa
Center(CRnd).

A detail ofthe general and special obligation bonds and notes as ofJune 30,2008 follows:

Outstandlng
Amount

1985 public improvement bonds of $300,000 due in annual
installments ranging from $4,000 to $22,000 through January l,
201l; bearing interest at6.l25o/o $

1992 pubtc improvement bonds of $880,000 due in annual
installnents raoging from $20,000 to $61,000 tbrough January
l, 2016; bearing interest at 5%

1993 public improvei:rent bonds of $454,000 due in annual
installments rangiog from $10,000 to $32,000 through January
1,2017; bearing interest at 5%

1995 public improvement bonds of $1,145,000 due in annual
installmeots ranging from $55,000 to $135,000 through July 1,

2008; bearing interest at rates from 4.70o/o to 6.8750/0 (6.120/o at
June 30,2008)

1996 publio improvement bonds of $105,000 due in annual
installments ranging from $5,000 to $10,000 through July l,
2010; bearing interest at rates ranging from 4,70o/o to 6.630/o
(6.12% at June 30, 2008)

63,055

412,000

235,000

135,000

Gonzilez - Torres, Llavona - Casas, LLP.
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1997 public improvement bonds of $765,000 due in annual
instaltnents ranging from $15,000 to $75O00 through July l,
2016; bearing inrcrest at rates ranging from 410% to 6.580/o
(6,120/o at June 30, 2008)

1997 general obligation notes of $1,735,000 due in annual
installments ranging from $40,000 to $165,000 through July l,
2016; bearing interest at rat€s raoging from 4,70o/o to 6.58%
(6.12% at June 30,2008)

1994 public improve,ment bonds of $300,000 due in annual
installments ranging from $21,000 to $34000 through January
l, 2009; bearing interest at 4.87 5o/o

1999 general obligation bonds of $830,000 due in annual
insta[ments ranging from $10,000 to $70,000 through July l,
2023; beaflng interest at rates ranging from 4.865% to 6.560/o
(5.690/o at June 30, 2008)

1999 general obligation bonds of $1,310,000 due in annual
instaltnents raoging from $50,000 to $140,000 through July 1,

2013; bearing interest rates ranging from 4.865% to 6.110/o
(5.690/o at June 30, 2008)

2000 general obligation bonds of $2,040,000 due in aonual
installments ranging from $80,000 to $215,000 through July 1,

2014; bearing interest ratas ranging ftom 2.70o/o b 7,81o/o
(3.88% at Juae 30, 2008)

1995 general obligation boads of $500,000 due in annual
installments ranging from $40,000 to $61,000 through January
1,2010; bearing interest at4.875%

2003 general obligation bonds of $4,425,000 due in annual
installments ranging from $75,000 to S345,000 through July 1,
2026; bearmg interest rates ranging ftom 2.70o/o to 5.60Yo
(3.860/o at June 30,2008)

2004 general obligation bonds of $305,000 due in annual
instaltnents raoging from $35,000 to $50,000 through July 1,
2010; bearing interest rates ranging frrom 5.00% to 6.00%
(4.24% at June 30, 2008)

485,000

I,105,000

34,000

680,000

700,000

1,225,000

120,000

3,895,000

Gonzilez - Tores, Llavona - Casas, LLP.

145,000

37



MT'NICIPALITY OX' CABO ROJO

NOTES TO FINAIYCIAL STATEMENTS

June 30r 2008

NOTE E- LONGTERMDEBT- Contlnued

2004 general obligation bonds of $505,000 due in annual
instaltneots ranging from $10,000 to $40,000 through July l,
2028; bearing interest rates ranging fioa 2.36% to 5.00%
(4.24o/o at June 30,2008)

2004 general obligation bonds of $545,000 due in annual
installments raogitrg from $10,000 to $35,000 through July l,
2028; bearing interest rates ranging from 2.36% to 5.00%
(4.24% at June 30,2008)

2004 general obligation bonds of $1,000,000 due in annual
installments ranging from $20,000 to $75,000 through July l,
2028; bearing interest rates ranging from 5.00% to 6.00%
(4,23o/o at June 30,2008)

2004 general obligation bonds of $505,000 due in aonual
installments ranging from $40,000 to $65O00 through July l,
2014; bearing interest rates ranging from 3.28% to 5.00%
(4.24% at June 30, 2008)

2006 general obligation bonds of $850,000 due in annual
insallnens rarying from $100,000 to $145000 through July 1,
2012; bearing interest rates ranging fiom 6.25% to 7,25o/o
(7.25o/o at June 30, 2008)

2006 general obligation bonds of $355,000 due in annual
installnents ranging from $5,000 to $25,000 through July l,
2030; bearing interest rates ranging from 4.17% ta 5.33o/o
(4.24o/o at June 30, 2008)

2006 general obligation note of $1,775,000 due in annual
installments ranging from $200,000 to $315,000 through July l,
2013; bearing inrcrest rates ranging from 6.60% to 7.50%
(7.25o/o at June 30, 2008)

2007 general obligation note of $710,000 due in annual instaltnents
ranging from $80,000 to $125,000 through July l, 2014; bearing
interest rates ranging from 3.93% to 7.50o/o (6.480/o at June 30,
2008)

465,000

495,000

920,000

380,000

645,000

345,000

1,575,000

710,000

$ 14,799,055

-
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The annual requirement to amortize ge,neral and special obligation bonds and notes as of June 30, 200E
follows:

June 30 Prlncloal Interest

2009$1,392,000$906,335
2010 1,299,000 729,629
20tt 1,313,055 653,109
2012 1,315,000 575,029
2013 1,409,000 493,962

2014-20t8 3,932,000 t,557,173
2019-2023 2,000,000 897,110
2024-2029 2,035,000 2gg,gl5
2029-2030 225.000 9At3
Totals T t4J99p5s ffi

3. Other long-term liabtlities

Note payable to CRIM (LIMS) - On July 24, 2001 the
Municipality entered into a financing agreement with the CRIM
in the amount of $691,648 for the paymeot of the Municipality's
share of the cost of e management information system (LIIUS)
acquired by the CRIM for the manage,ment of torpayer's
properties located in Pu€rto Rico. The note is payable in
semiannual installments of $46,382, inoluding interest of 5.95o/o
and is due on Nove,mber 28, 2011, Amount is financed with
unrestricted firnds through wittrholdings from the advances of
property tax and amounts of municipal equalization firnd send to
the Municipality by the Municipal Revenue Collection Center
(CR[Q. Debt service requircments in futur€ yean are as
follows:

June 30

Outstrndtng
Amount

$ 28e24?

2009
20r0
20tt
2012

Totals

Prtnclpal

$ 76,678
gl,30g

86,218
45,043

$ 289,247

Interest

$ 15,706
11,053
6,119
1,117

$ 33,95
@
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Note pryable to CRIM (tr'lnancing of dellnquent accounts! On
March 15, 2002 the Municipality eotcred into a financing
aglaement with the CRIM in the amount of $960,664 to finance
delinquent property tor accounts sold to private investors, under
the provision of Law No. 146 of October 11, 2001. The
agreement is in the form of a nonrevolving line of credit bearing
interest of 6.5% for the first 5 years and variable for the next 25
years at 125 points over Iondon Inteftank Offered Ratc
(LIBOR) and is due on December 1,2032. As dCIoribed in
Iaw No. 146, interest pa)an€Nrts for the first 5 years were
fhanced through .48o/o of the net increase of subsidy provided
by the Commonwealth of Puerto Rico's gelreral fund. Also,
during the first 5 years any collection from those delinquent
accounts was credited to the loan principal. After the 5 year
period the loan outstanding balance was restnrctur€d for a 25
years period. Debt sendce require,ments in future yea$ are as

follows:

June 30 Prlnclpal

2009$13,334$20,030
2010 13,334 19,447
20ll 13,334 lg,g47
2012 t3,334 19,227
2013 13,334 17,599

2014-2018 66,67t 77,650
2019-2023 66,671 59,430
242+2028 66,671 36,031
2029-2032 53,340 10,226
Totals$320,023$276,477

E:

Note payable to Puerto Rlco Departuent of Labor - On March
30, 2006 the Municipality entered into a financing agreement
with the PR Deparhent of Iabor for a total amount of $107,961
for unemployment benefits paid by the Commonwealth of
Puerto Rioo in behalf of the Municipality. Tte agreement bears
inrcrest at ll.3lYo, and is payable in monthly installments of
$2,843 aad due in March, 2009. The not€ is beiag paid from
unrestricted funds. Debt service requirements in future years arc
as follows:

Prlnctpal

-Ug3L 2008

$ 320,023

June 30

Gonzfllez - Torres, Llavona - Casas, LLP.
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Note payable to Puerto Rlco Solid Waste Authorlty - On
February 10, 2006 the Municipality elrtered into a finanoing
agreement with the PR solid waste Authority for a total amount
of $50,256 for goods and senrices provided by this Authority to
the Municipality in prior years. The agre€ment is in the form of
a non-interest bearing note (imputed interest of 5.09o/o) payable
in monthly instalhnents of $642, and a final palment of $1,827
due in February, 2011. The note balance as of June 30, 2OO7 is
net of an unamortized discount of $2,750 and is being paid from
unrestrioted funds. The principal and discount amortization
(reoorded as interest expense) maturities are as follows:

June 30 Prlnctpat Interest

2009
2010
20tl

Totals

$ 6,897 $
7,246

877
518
137

20,353

776,540

6,220
$ 20,353: _$___1J12_

Note payable to rolid wacte lsndflll clte contractor- On July 22,
2006 the Muicipality entered into an Ageemeot with the
administrator of the Municipal Solid Wasrc I"andfill (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 of $975,000
due at the end of the improvernent (the improvement ended in
May, 2006). The remaining balance was financed through a non-
interest bearing note (imputed interest of 5.09Y) beginning one
month after the first palment and is payable in monthly
installments of $30,500 due in June, 2010. The note balance at
June 30, 2007 is a61 ef 6s rrnamortized discount of $l14,963 and
is being paid from unrestricted funds. The principal and discount
amortization (recorded as interest expense) maturities is as
follows:

June 30 h:lncbal Interest

$ 420,435 $ 37,065
356,105 g,gg4

$ 776,s40 $ 46.9se

The June 30, 2008 annual requirement includes a matured
amount of $91,500 (principal of $81,965 and interest of $9,535)
due as ofJune 30,2008.

2009
2010
Totals

Gonzfilez- Torres, Llavona - Casas, LLP. 4t
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Note payable to Employee's Retlrement Syctem of the
Government of Puerto RIco an ltr Instrumentalldec (ERS). -
On June 29, 2007 the Board of Trustees of the Employee's
Retirement System of the Government of Puerto Rico an its
Instnrmentalities (ERS) approved Resolution No. 2007-02
authorizing the ERS to estoblish palmelf plans with employers
related to the application of certain "Special Iaws" iszued by the
Commonwealth Governmenl Those Special Laws granted
increases in pensions to retir€d employees of the Municipality.
This obligation was recognized by the Municipality prior to June
30,2007. On September 30,2007 the Municipality refinanced
this debt on a long term basis through a $161,801 non-interest
bearing note with the ERS. The note has an imputed intercst rarc
is 6.480/o and was recorded at ib present value of $134,960 net
of an unamortized discount of $10,661. The note is payable in
annual installments of $53,934 (including interest), is due on
January 30, 2010 and will be repaid with unrestricted fuods.
Debt service require,meots in future years are as follows:

June 30 Prlncipal

2009
2010

Totals

5,40
2,299

-tjllg- -U3!-
$

F

83,950

1,820

Obligadon under capltal lease - The Municipality is obligated
uuder a capital lease with a third party that expires on 2009. As
of June 30,2007 the capitalized cost of capital leased equipment
amounted to $24,093 and is being paid in monthly installments
of $4,41 including interest at3.75%.

Obllgadon under capltal lease - The Municipality is obligated
under a capital lease with a third party that orpires on 2009. As
of June 30,2007 the capitalized cost of capital leased equipment
amounted to $19,506 and is being paid in monthly installnents
of $369 including interest at4.75%.

The present value of future minimum lease palments of all three
leases as of June 30,2007 follows:

Year endlns June 30. Amount
2009 Total minimum lease payments
Less: Amount representing interest

Present value of minimum lease payments

4,336

6,253
(97)

_0_6]19.

48494
35.456
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Compenrated absences - includes accrued vacations, sick leave
benefits aod other benefits with similar characteristics such as
compensatory time, represents the Municipality's oommimeirt
to fund such costs from fuare operations. Amount is paid with
unresticted funds

Chrlstmas Bonus - represent the accrued portion corrcsponding to
fiscal year 2007-2008 of the Chrishas bonus to be paid in
December 2008

Clalmc and ludgments - repres€nt the final settlemetrt of legal
cases paid subsequent to June 30, 2008. The awarded amount
will b€ paid with unrestricted firnds.

Payable to PREPA - As required by Act No. 83 of May 2, l94l the
Pucrto Rico Electic Power Authority C'PREPA') should annually
pay to the Municipalities of Puerto Rico a connibution in lieu of tax
C'CELI') based on c€rtain require,ments as specified by the
mentioned Act. The amount of CELI obligation is used by the
Municipalities to finance the annual electic utility expense pa)rment
to PREPA. For Fiscal yar 2006-2007 the Municipality's annual
€n€rgy charges amounts to $1,947,882 but the CELI obligation
determined by PREPA amounted to $1,529,855. As communicated
by PREPA the excess amount of $418027 was recorded as a
payable to the Municipality and will be amortized over a 3 year
period against the corresponding receivablo for the same amount.
As of June 30, 2008 the outstanding amount of $ 278,685 is
recognized by the Municipality as a receivable and a liability to
PREPA. Debt service requiremeirts in future years are as follows:

3,001,484

401,821

52,000

278,695

June 30 Prlnclpal

2009
2010
Totals

NOTE I - LANDFILL CLOSTiRE AND POSTCLOSI'RE CARE COSTS OBLIGATIONS

The Municipality discontinued the operation and ceased to accept solid waste in one of its two landfills. Stat€
and Federal laws and regulations require the Municipality to perform certain closure procedures and establish
monitoring and maintenance procedures at the laodfill site for thirty years after olosure. The closure and post
closure care procedures are being assumed by the Municipality. As guidance for calculation of total cloigre
costs, the Municipality utilized an estimate provided by the Puerto Rico Solid Waste Disposal Authority. The
Munioipality is required to provide post olosure 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 ofJune 30, 2008.

139,342
139.343
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NOTE I-LANDFILL CLOST RE AND POSTCLOST RE CARE COSTS OBLIGATIONS - Contlnued

The Municipality also has a solid waste landfill, which is in operation as of June 30, 2008. The total estimate
of the closure aod post closure care costs of the landfill and the portion of estimated total ourrent cost of
closure and post closure care has not been determined and recorded as required by accouating principles
gcnerally accepted in the Unircd Statcs as of Junc 30, 2008. The final effcct of thesc mattcrs cannot be
properly detemrined. The Municipaltty has reserved $14,507 as of June 30, 2008 to finance future closure and
post-closure care costs ofthis solid waste landfill. This reserve has been created by legislation.

NOTE J. PROPERTY TAXES

The Municipal Revenue Collection Center (CRM) of the Commonwealth of Puerto Rico is responsible for the
assessmeot, collection and distribution of real and personal property to(es. The ta;r on personal prcp€rty is self-
assessed by the toeayer. The assessment is made on a retum, which must be filed with the CRIM by May 15
of each year and is based on the cunrnt value at the date of the assessment. Real propoty is assessed by the
CRM. The tax is general assessed on January I on all taxable property located within the Municipality and is
based on the current value exisfirg in the year 1957. For personal prop€rty the tax is due with the return filed
on or before May 15. Taxes on real property may be paid on two equal installments, July lc and January ltt.
Total tot rates in force as of June 30, 2008 arc 7 .03o/o for personal property ard 9.03o/o for real property. The
distribution of these rates follows:

Decrlndon
Basic property tax rate, which is appropriated for geireral

purpos€s and accounted in the Municipality's general
tund:

Percent that belongs
fund:

Percent that belongs
tund:

Total tax rate: 7.03o/o 9.03o/o

Discount granted by law to the taxpayers but reimbursed to
the Municipality by the P.R. Treasury D€partment (.20%\ (.20%\

Total perceirt to be paidby torpay€rs: _6.83%_ _gpf_
Resideatial real property occupied by its owner is exempt by law from propaty taxes on the first $15,000 of
the assessed value. For such exempted amounts, the hrerto Rico Deparhent of Treasury assum€B payment of
the basic tax to the Municipality, except for residential units assessed at less than $3,500 on which a completc
exemption is granted. Revenue related to exempt property is recorded in the General Fund. The Municipality
grants I complete exemption from personal property til(es up to an assessment value of $50,000 to retailen
with annual net sales of less than $150,000.

to the Commonwealth's debt service

to the Municipality's debt service

Perronal Real
Property Property

4.00% 6.000/o

1.03% 1.03o/o
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The CRIM advanoes funds to the Municipality based on an estimate of special governmental subsidies and the
prop€rty taxes to be levied and which are collected in zubsequent periods. This distribution includes advances
of property tax and announts of mrmicipal equAizatlon fund from the Commonwealth government. The CRIM
is required by law to pr€parc a settlement statement on a fiscal year basis, whereb/a comparison is made
between the amounts advanced to the Municipality and amounts actuatty coliected from taxpayers. The CR114
Pr€parys 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 advaoces a receivable from CRIM
is reoorded. However, if advances exceed actual-collections, apayable to CRIM is recorded. The Municipality
has a net receivable of $232,1t8 rezulting from the preliminary-settlement 2OO7-ZOOB.

NOTE K. MTJNICIPAL LICENSE TAXDS

Municipal License taxes are assessed annually by the Municipality to all organizations or entities subject to
the tax doing businels in the Municipality's.lqcatiol except foi entities tota[t or partially exempt poor*t to
c€rtain Commonwealth's statutes. This tax is based generatty on volume of Lusiness or gross sales as shoum
in a tax return that should be submitted on or beforc April 15. During the Fiscal y"* *did June 30, 200g th;
tax rates were as follows:

Financial business - 1.50o/o ofgross revenues
Other organizations - .50% of gross rcvenu€s

The ta:r is due in two equal instaltnents o-1July I and January I of each fiscal year. Tax revenue is recognized
at that moment by-the Municipality. A discount of 5% is allowed when full palment is made on orlefore
A-p{l 15. Municipal licemse ta:res collected prior to June 30 but pertaining to thi next fiscal year in tl" *ou"t
of$1,996,094 is recorded as deferred revenues.

NOTE L. SALES AND USE TA}GS

On July 4,2006 the Commonwealth Legislature approved Act No. I 17 ('Act I l7') which amends the puerto
Rico Internal Revenue Code of 1994 to providg among othes things, fbr a sales and use tax of 5.5% to be
imposed by the Commonwealth Government. Act ll7 also authorizes each municipal government to impose a
municipal sales and use tax of l.5o/o This municipal sales and use ta:r has in generai the same tax base and
limitations (except for unprocessed foods) as those provided by the Commonwealth's sales and use tax.

Section 6189 of the Puerto Rico Internal Reve,nue Code of 1994, as amended, authorizes the Muoioipalities in
Puerto Rico to impose a sales and use tax to consumers. This tax must be imposed in conformity with the
base, exemptions aad limit6li6as contained in Subtitle BB of the Code. fne muoicipal sales and use tax is
specifigally imposed over all sales tansactions of totable items and combined tansactions (as defined by the
municipal internal regulation) taken place within munioipal limits. The municipal sates ana use tgJ( is also
PTffice,lly imposed gvelthe purrhase pricg for the_use, storage or cor$umption of taxable tra"*"tio* irtdefined by the municipal internal regulatioa) talcen place witnin Uunicipal linoits. The Munioipal Legislature
lpproved the imposition of the municipal sales and use tax on November l,2006 with Ordinancu-No. fO
Series 2006-2007, effective on November I 5, 2006.
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On July 29,2007 the Commonwealth Legislature approved Act No. E0 ("Act 80') which anm66d Act No. I 17
of July 4,20f,6 to impose to all the Municipalities of Puerto Rico a uniform municipal sales and use tax of
1.5%. Effective August 1,2007 l% of the 1.5% is collected by the Municipalities and the remaining .5% of the
1.5% is collected by the Puerto Rico Deparhent of Treasury GRDT). Act 80 also provides for restrictions on
the use of the sales tor, which is required be invested in solid waste and reoycling prograrns, capital
improvements and health and publio safety costs.

Amount collected by the PRDT (the remaining .5% of the 1.570) is deposited in accounts or special funds in
the Governmental Development Bank of Puerto fuco ('GDB'), subject to re.strictions imposed and distributed
as follows:

t .2o/o of the.5% will be deposited in a 'Municipal Development Fund" to finance costs as resticted
by the AcL

' .2Yo of the ,5o/o will be deposited ia a "Municipal Redemption Fuod" to finance loans to
Municipalities subject to restrictions imposed by the Act and,

' .lo/o of the .5o/o will be deposited in a 'Municipal Improve,meat Fund" to finance oapital
improvement projects; these funds wifl be distributed based on legislation from the
Commonwealth's Legislature

The Municipal kgislature apprcved Ordinance No. 5 Series 2007-2008 to amend Municipal Ordinance No. 3
Series 2006-2007 to conform to dispositions of Act 80.

Individuals, organizations and entities subject to collect the municipal sales and use tax must file a tar( rei11n to
the Municipali}. fo is due each Z}h day of eaoh month based on tax oollected in the preceding month. A
total $156,831 sales and use tax receivable represents the tax collected on June by individuals, organizations
and entities but reported and paid to the Municipality on or before July 20, net of uncollectible accoutrts;
$31,466 ard $71,528 r€presents amounts of "Municipal Development Fund" and 'Municipal Redemption
Fund" respectively collected on June by individuals, organizations and entities but paid by the PRDT
zubsequent to June 30. The amount of $15,492 (related to Municipal Redemption Fund) is recorded as deferred
revenue since is not available as required by cun€nt standards.

NOTE M - INTERGOVERIYMENTAL REVENIIES

Intetgovernmental rcvenues in the General Fund are comprised of the following:
Amouat

Amount of munioipal subsidies and equalization fund send by CRIM 94,412,477
Compensation in lieu of tax from the Puerto Rico Electic Power Authority (PREPA) 2,493,670
Reimbursement from Commonwealth Government of Christuas Bonus expenditure 296,373
Reimbursement from Commonwealth Governmeot of l,aw 52 and Law 82 program expenditures 95,545
Reimbursement from Commonwealth goveorment - otherprograms expenditrres 58.683

$7356.Vt9
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NOTE N . RDTIREMENT PLAN

1. Plan descrlption

Regular employes of the Municipaliff contribute to a cost sharing multiple employer defined benefit
retireme, rt plan, administered by the Employee's Retiremeot System of the Government of Puerto Rico
an its Instrumentalities (ERS). ERS covers all regular full time public employees working for the
cenkal govemmqrt, the municipalities of Puerto Rico and certain public oorporations not having their
oum retirement system. The system provides retirement pemsions, death and disability benefits.

Retirement benefits depend upon age at retirrcment aad number of years of credited sen ice. Disability
retirementbenefits are available to members of occupational and no occupational disabilities. Benefits
vest after ten years of plan participation. The system was created under Act447, approved on May 15,
1951, as a-ended, and beoame effective on January 1,1952. Retirement beoefif are determined by
the application of stipulated benefit ratios to the me,mber's average compeasation. Average
compensation is computed based on the highest 36 months of compensation recognized by ERS. The
aonuity, for which a plan member is eligible, is limited 16 s minimum of $200 per month and a
maximum of 75% of the average compensation. ERS issues a publicly financial report that includes
finaocial statements and required supplementary information of the Plan, which may be obtained from
the ERS.

Iaw No. 305 of September 24, 1999 amended the Act No. 447 of l95l and was enacted with the
purpose of establishing a new pension progfirm (Syste'm 2000). The new pension program becarne
effective on January l, 2000. Employees participating in the current system as of December 31, 1999
may elect either to stay in the defined benefit plan or tansfer to the new program. Persons joining the
government on or after January l, 2000 will oaly be allowed to become members of the new program.

System 2000 is a hybrid defined contribution plao, 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 toal accumulated balance of the savings account. The annuity wiU be based on a
formulq whioh assumes that each year the employee's contibution (with a minimum of 8.275% of the
employee's salary up to a maximum of l07o) will be invested in an aooount which will either: (l) earn
a fixed rate based on the two-year Constaot Maturity Treasury Note or, (2) eam a rate equal ta 75o/o of
the return of the System's investment porfolio (net of management fees), or (3) earn a combination of
both altematives. If savings accounts balance is $10,000 or less et time of retire,menf, tho balance will
be distribut€d by the System to the participant as a lump sum. Participants receive periodic account
statemeots similar to those of defined contribution plans showing their accrued balanoes. Disability
peirsions are trot been granted under the rcw prcgram. The employer contributions (9,275o/o of the
employee's salary) will be used to fimd the currcnt plan. Under System 2000 the retireme,nt age is
reduced from 65 yeanl to 60 for those employees who joined the current plan on or after April 1, 1990.
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MIINICIPALNY OF CABO ROJO

NOTES TO F'INANCIAL STATEMENTS

June 30, 200E

NOTE N - RETIREMENT PLAI\ - Contlnued

2. Fundlngpollcy

T\e Act447, as amende{ is the authority under which obligations to oontibute to the Plao by ttre Plan
members, employers and other contributing eotities are established or may be amended. Plan members
are required to contribute 5.775o/o of gross salary up to $6,600 phts 8,275o/o of gross salary in excess of
$6,600 except for the Mayor or emoployee under a supplementation plan, which contibutes 8.275% of
gross salary. The Municipality is required to contibute 9.275o/o of goss salary.

The Municipality's actual contribution for the current and the previous two fiscal years, u&ich is equal
to the required contibution, follows:

Fiscal year ended: LawNo.447

2008 $ ,145,691:
2007 $ 417,441

426,919

System 2000

$ 2L2,Ml

-

$ 171.635

-

$ 165,305

NOTE O . POSTEMPLOYMENT BENET"ITS

In addition to the pension benefits desoribod in Notre M, the Municipality is required to cover anaually the3o/o
incrcase in the retirement plan of its retired employces, as required by Commonwealth's laws. Also, the
Municipality is required to finance costs related to the application of certain "Special Laws" issued by the
Commonwealth Govemment. Those Special Laws granted increases in pensions and other benefits to retired
employeas of the Municipalif such as medicines bonus, Chrishas bonus and death benefits. For the fiscal
year ended, costs related to these post employnent benefits amounted to $58,959. These benefits arp recorded
as expenditures in the general fund.

NOTE P. COMI\flI]}IENTS

1. Operutkgleases

The Muaioipality leases office space and office equipment under operating lease agreemeots, which
geoerally have terms of one year or less and arp automatically renewed for the same toms. Rental
expeilrcs amounted approximately to $55,601 and $4,688 raspectively. The lease agrc€m€nt for the
office space was terminated duriag fiscal year ended June 30, 2008. Maoagemoot believes that the
sunmary of the future minimum rental commitmen6 under non cancelable equipmelrt leases with
terms exceeding one year is not significant

2. Construcfron

The Municipality has commituents at June 30, 2008 of approximately $ 2,693,241 for oonstruction,
improveme,nts or renovation of certain municipal facilities.
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MT'NICIPALITY OT' CABO ROJO

NOTES TO FINAI\ICIAL STATEMENTS

June 30,200t

NOTA Q - CONTTNGENCTES

1. Federul and State grants

Projects financed by Federal and Sate Grants are subject to audits by grantors and other governmental
age'ncies ia order to determine its expenditurcs to comply with the oonditions of suoh grants. It is the
Municipality's opinion that no additional material unrecorded liabilities will arise from audig
previously performed or to perform.

2. fudgmen* and legal claims

The Mudcipality is, at present, a defeodant in a number of legal matlers that arise in the ordinary
cource of the Municipality's activities. There are cases whereby the Municipdity is a defendant or
codefendant that will be covered by insurance and certain cases whereby the legal counsel has not
determined an outcome. 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 R-NET CEANGE IN ['I'ND BALAI\ICE-GENERAL FI'ND

The Stat€ment of revenues, expenditures and chaoges in fund balance reported a net chatrge in fund balance for
the general fund in the amount of ($830,348), which is composed of the following:

Net change in fund balance, 0l Fund
Net change in fund balancg other special funds (wittr self

imposed resrictions) included as part of the general fund:

Amount
$ (e0313)

(740,135)

j_Gl033!L
Negative net change in fimd balance in 0l Fund resulted of the effect of a firnd balance readjustuent of
$1,940,000. This represents a readjusment of curre,nt year budget with prior year's fund balance tresources,
approved by the Municipal I*gislatue. Resources to finance other special funds included as part of the general
fund were provided in prwious years but funds were expended in currelrt year.

NOTE S - T'T,ND BALANCE DEFICITS

Community Development Grant Program firnd disclosed a fund balance deficit of $13,353. The deficit results
from the accrual of expenditures without accruing intergovernmental rev€oues for reimbursement of
expe'nditures. As required by curre,nt standards, the Municipality recorded intergovernmental revenues for
reimbursement-based (expenditure-driven) g rts on fund statements when all applicable eligibility
requirements have been met and the resources are available.
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MT'NICIPAI,ITY OT CABO ROJO

NOTES TO REQTTTRED SIIPPLEMENTARY INFORMA'TrON -
BT]DGETARY COMPARISON SCHEDI'LE . GENERAL T'UNI)

June 30, 2008

NOTE A - BT'DGET PROCESS AI{D BI'DGETARY BASIS O[' ACCOI'NTING

The Municipal budget is prepared for the General Fund following the requirements of the Autonomous
Municipal Iaw of 1981, as amended. It is developed utiliang elements of performance-based program

budgeting aad zero-based budgeting and includes estimates ofrevenues and other Bourrces for ensuing fiscal
year under laws existing at the time the budget is prepared.

Budget ameodmcnts are approved by the Municipal kgislature. Certain budget transfers within the
limitations and resriotions of the Municipal Law can be approved by the Mayor or by the Municipal
I"egislature. The budget comparison sohedule provides information about the original budget, the amended

budget and the aotual rezults, under the budgetary basis of accounting.

The budgetary basis of accounting is different from GAAP. Reveirues are generally recorded when cash is
received and expenditures are generally recorded when the related expe,nditure is incun€d or enqrmbered. The
encumbmnces (that is, purchase orders, contracts) are considered expenditures whe'n a commitment is made.

On a GAAP basis, encumbrances outstanding at year end are reported in the govemmenal funds statemelrts as

a reservation of firnd balance since they do not constitute expenditures or liabilities while on a budgetary basis

encumbrances are recorded as expe,nditures of cuneot year. Encumbrance appropriations lapse one year after
the e,nd of the fisoal year. Unencumbered appropriations are lapsed at ysaf, end. The legal level of budgetary
conhol (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 capial projects, debt service and

special reveaue fimds because projects are funded on a multi-year natu€, generally requiring several years to
complete or effective budgetary control is alternatively aohieved through general obligation bond indentures

and legal and contractual graot agreement provisions.

NOIts B. BT'DGET READJUSTMENT

During the year the approved operational budget was increased by $ 1,940,000 from previous year excess firad
balance. The purpose of this readjustment was to increase the amount assigned to certain expenditures in the

general fund.

NOTE C . BI'DGET TO GAAP RECONCILIATION

The acoompanying budgetary comparison schedule preseot"s comparisons of the original and final legally
adoprcd budget with actual data on a budgetary basis. Since aocounting prinoiples applied for the purposes of
developing data on a budgetary basis differ significantly from those used to present accounting prinoiples
generally aooepted in the United States, the following budget to GAAP reconciliation is prese,lrted:

5l
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MI]NICXPALITY Otr CABO ROJO

NOIIS TO REQLInED SLPPLEMENTARY NFORMATION -

BUDGETARY COMPARISON SCUEDT'I,E . GET{EML TM{D
June 30,200t

Ercen ofrevenuu rnd other flnrnclng tourcer orer erpendlturc and other f,nanclng

urs (burtgetrry buk): 0 (t,6t4)

Budgpt to GAAP differences:

Enflty rllfierencer:

Non brdgetd firnds recordod as rcvenuc for financial reporting putposes: 2,777,5t7

Nonbudgetd funrls recordd u exp€oditres for finaocial rcporting: (4 254,829)

Nonbudgetod hansfers ia 2J58,01E

Non budgetod tansfcn out (1,72091 l)

Badr of rccountlng dlfrerencer:

Rwemres reoordod for financial rcporting purposc but not in budgebry basis: 429,143

Revenres recorded in budgehry basis pqposes but not in financial reporting: (l 16,339)

Expeoditnes recordd in budgehry basis but not for financial reporting purposcs: 119256

Expenditues recordd for finmcial reporting purposes but mt in budgetary basis: (316,314)

Ttming dlfierencer:

C\rrcnt year encumbrances rccordd as expendituros for budgebry reporting

purposes: 70977

Prioryearenormbrancc recorded as expe'nditrcs for fnancial rqorting
pufpos€s:

Net chrnge ln fond brlrnce (GMP brdr):

(268,252)

l_l&t@L
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MT]NICIPALITY OF CABO ROJO
FINAITCIAL DATA SCEEDULE

BALANCE SEEET II\TFORMATION
JrrNE 30,2008

ASSETS
Current Agetr

Cash - unrcstristod
Cash - othcr restricted

Total cash

Accouats and notes receivables:
Accounts reccivable - PIIA projects
Accounts receivable - HUD other projects
Fraud recorrcry
Allowancc for doubtful accounts - fraud

Total reccivables, net of allowance for doubtful accounts

Total Current Agetc

Noncurrent Acsetc
Fixed assets

Furniturq equipmcnt & machinery - administration
Accumulated depreciation

Total fixcd assets, net of accumulated depreciation

Total Noncurrent Assets

Current Llablllder
Accrued compensated abseirces - currcot portion
Intcr-program - due to

Total Current Llabllltlec

Noncurrent Llabllltles
Accrued Compensated Abscnccs - non curr@t

Total Noncurrent Llabllltlec

TOTAL LIABILITIES

EQUITY
Invested in Capital Ass€ts, Na of Rclatcd flebt

Rastricted Net Assets
UnresEictcd Net Assets

TOTAL EQIIITYATET ASSETS

TOTAL LIABILITIES AIYD EQTIITY/NET ASSETS

Secdon 8
Ilourlng
Cholce

Youcherr
14.87t

$ 63,763
78.040

141,803

75
2,ggl

13,@7
(4.504)
I 1,569

153,372

29,041
(6,9121
22,129

22.t29

-

s 175.501

-

$ 2,730
1,200

3,930

5.896
5,896

9,826

22,129
78,040
65.506

165.675

$ 175.501

-

The accompanying notcs arc an integral part ofthis schedule.
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MI'NICIPALITY OT CABO ROJO
HNANCIAL DATA SCHEDT'LE

STATEMENT OT' REVENTIES AND EXPENSES INX'ORMATION
FISCAL YEAR ENDED JUNE 30, 200t

REVENT]ES:
HUD PHA operating grants
Fraud recovery
Other revenue

TOTAL REVENTIES

EXPENSES:
Admlnl3f1l1[Yg

Administrative salaries
Auditing fees

Compensated abse,nces

Employee benefit contributions- administrative
Other operating- administrative

TOTAL OPERATING EXPENSES

EXCESSS OPERATING REVENT'E OVER OPERATING EXPENSES

Housing assistance payne,nts
Deprooiation expense

TOTAL E)(PENSES

EXCESS (DEFICIENCD Or TOTAL REVENT E OVER (UNDER)
TOTAL EXPENSES

, Secflon 8
I Eoustng

Cholce
Vouchers

t4,t7t

$ 5l l,l 17

4,354
2.34t

517,812

36,099
1,500
5,162
8,206
5.660

56,617

461,195

388,226
4.591

449,434

J_-6gJZg-

The accompanying notes arc an inrcgral part of this schedule.
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MT,MCIPALITY OT' CABO ROJO

NOTES TO ST'PPLEMENTARY INT'ORIUATION - NNAI{CIALDATA SCEEDI'LE

June 30, 200E

NOTE A - BASIS OT PRESENTATION

The accompanying financial data schedule (FDS) is a tial balance of the Section E Housing Choice Voucher
Program, administered by the Municipality. The FDS was created in order to standardize the financial
information reported by Publio Housing Authorities (PHA) to the Real Estate Assessment Cent€r (REAC), as

required by the Uniform Financial Reporting Standards ([IFRS). REAC is the US Departnent of Housing and
Uftan Development (IIUD) national management center created to assess the condition of HIJD owned and
assisted properties. The UFRS are rules to implement requiremeats of 24 CF& Paf,t 5, Subpart H, for the
eleotronic filing of financial information to HUD.

In accordance with the guidelines for reporting and attestation requirements of UFRS, the accompaoying FDS
is included as information supplementary to the financial stat€,meNrts. It was prepared using the accrual basis of
accounting, as required by REAC regulations.
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REPORT ON INTERNAL CONTROL OYER TINANCIAL REPORTING AND ON COMPLIANCE AIYD

OTEERMATTERS BASED ON AI\ AUDITOT'X'INANCIAL STATEMENTS PERTORMEI} IN
ACCORDAI\CE WTTE GOVERNMENT AUDMNG STANDARDS

To the Mayor and Muoioipal Legislature
Municipality of Cabo Rojo
Cabo Rojo, Puerto Rico

We have audircd the accompanying fmancial statem€,nts of govemmeirtal activities, each major fund and aggregated

fund information of Municipality of Cabo Rojo, as for the year ended June 30, 2008, which collectively comprise
Munioipality of Cabo Rojo's basic financial statements and have issued our report theneon dated December 12,

2008. We wene unable to obtain a liability estimate of the landfill's closutp and post closure care cosE at June 30,

2008. The accompanyrng govemmeot-wide financial statemelrt 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
decrcase the assets and net essets in the government-wide financial statements. The amount by which this deparure

would affect the assets and net assets of the government-wide finanoial statement is not reasonably determinable.

The note 'I" 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 stafldards applicable to financial audits contained in Government Auditing
Staodards, issued by the Comproller General of the United States of America.

Internal Control Over Financial Reportine

In planning and performing our audit, we considercd Municipality of Cabo Rojo's int€rnal control over financial
reporting as a basis for designing our auditing procedures for the purpose ofexpressing our opinions on the financial
statemats, but not for the purpose of expressing an opinion on the effeotiveness of Municipality of Cabo Rojo's
internal control over financial reporting.

A control defioiency exists whe,n the design or operation of a contnol does not allow management or employees, in
the normal cource of performing their assigned firnctions, to prwent or detect misstatemenB on a timely basis. A
significant deficiency is a control deficieocy, or combination of conhol deficiencies, that adversely affects
Municipality of Cabo Rojo's ability to initiate, authorize, recor{ process, or report financial dsta r€liably in
accordance with generally accepted accounting principles such that there is 661rs rhan a re,mote likelihood that a

misstatement of Municipality of Cabo Rojo's financial statements that is more than inconseque,lrtial will not be
prevented or detected by Municipalif of Cabo Rojo's internal contol .

A material weakness is a significant deficiency, or combination of significant deficiencies, that rcsults in more than
a remote likelihood that a material misstatement of the finanoial statem€nts will not be prevcnted or detected by
Municipality of Cabo Rojo's intemal oontol.

Our consideration of intenral control over financial reporting was for the limited purpose described in the first
paragraph of this sectioa and would not necessarily identifr all defrciencies in intemal control that might be

significant deficiencies or material weaknesses. rWe did not ideoti$ any deficiencies in internal contol over

financial reporting tha we consider to be weaknesses, as dofined above.
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REFORT ON INTERNAL CONTROL OVER FINAFICIAL REPORTING AI\ID ON COMPLIANCE AIID
OTHER MATTERS BASED ON AI{ AT'DIT OF NNANCIAL STATEMENTS PERTOR}IED IN

ACCORDAI\CE WITH GOVER}TMENT AUDITING STANDARDS

(Continued)

Compliance

As part of obtaining reasonable assurance about whether Municipality of Cabo Rojo's financial statements are free
of matorial misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts, and grants agreements, noncompliance with which could have a direct and material effect on the
determination of financial statemsnt amounts. However, providing an opinion on compliance with those provisions
was not an objective of our audit, and 6gs61dingly, we do not express such an opinion. The results of our tests
disclosed no instances of noncompliance or other matters that are required to be reported under Govemment
Auditing Standards.

We noted certain other matten that we reported to management of Municipality of Cabo Rojo in a separate letter
dated on March 23,?009.

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

March 23, 2008
San Juan, Puerto Rico

The stamp number 2384759
was affixed to the original

Gonzilez- Torres, Llavona - Casas LLP
License number 226
Expires December l, 20lO

'1.-a .. \
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REPORT ON COMPLTANCE WITE REQ[ IREIT{ENTS APPLICABLE TO EACE MA.IOR PROGRAM
AI\D ON INTERNAL CONTR,OL OVER COMPLIANCE IN ACCORDA}ICE WTTE

OMB CIRCT'LARA.l33

To the Mayor and Munioipal Legislatue
Municipality of Cabo Rojo
Cabo Rojo, Puerto Rioo

Compliance

We have audited the compliance of the Municipality of Cabo Rojo, with the tlpes of compliance requirements
described in the U.S. Office of Management and Budget (OIvtB) Circular A-133 Compliaace Supplement that are
applicable to eaoh of its major federal programs for the year ended June 30, 2008. The Municipality of Cabo Rojo's
major federal programs are identified in the strmmary of auditor's results section of the accompaoymg 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 Municipdig of Cabo Rojo's maoagement.
Our responsibility is to expre$ an opinion on Municipality of Cabo Rojo's compliance based on our audil

We conducted our audit of compliance in accordance with auditing standards generally sccepted in the United States

of America; the standards applicable to financial audits contained in the Government Auditing Standards, issued by
the Comptoller of the United States; and OMB Circular A-133, Audits of States, Local Governmeirts, and Non-
Profit Organizations. Those staodards 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 requiremeots referred to above
that could have a direct and material effect on a major federal program occured. Aa audit includes exarnining, on a
test basis, evidence about Municipality of Cabo Rojo's compliance with those requirements and performing zuch
other prooedures 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 Cabo Rojo's compliance
with those require,ments.

ln our opinion, Municipality of Cabo Rojo, complie{ in all material respeots, with the requirements referred to
above that are ap,plioable to each of its major federal programs for the year ended June 30, 2008.

Intemal Confrol Over Compliance

The management of Municipality of Cabo Rojo is responsible for establishing and maintaining effective intemal
contnol over compliance with the requirements of laws, regulations, contracts, and grants applicable to federal
progmms. In planning and performing our audit we considered Municipality of Cabo Rojo's internal oontrol over
compliance with requirements that could have a direct aod material effect on a -ajor federal program in order to
determine or.r auditing procedures for the purpose of expressing our opinion on compliaoce, but not for the purpos€
of expressing an opinion on the effectiveness of intemal contol over compliance. Accordingly, we do not express an
opinion on the effectiveness of Municipality of Cabo Rojo's internal control over compliance.
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REPORT ON COMPLIANCE WITH REQT]IREMENTS APPLICABLE TO EACH MAJOR PROGRAM
A}ID ON INTERNAL CONTROL OVER COMPLIANCE WITH OMB CIRCULAR A-I33

(Continued)

A control deficiency in an entity's internal control over compliance exists when the desigr or operation of a control
does not allow management or employees, in the norrnal course of performing their assigned functions, to prevert or
detect noncompliance with a type of compliance requirement of a federal program on a timely basis. A significant
deficiency is a control deficiency, or combination of control deficiencies, that adversely affects Municipality of
Cabo Rojo's ability to administer a federal program such that there is more than a remote likelihood that
noncompliance with a type of compliance requirement of a federal program that is more than inconsequential will
not be prevented or detected by Municipality of Cabo Rojo's intemal control .

A matErial weakness is a significant deficiency, or combination of significant deficiencies, that results in more than
a remote likelihood that a material noncompliance with a type of compliance requirement of a federal program will
not be prevented or detected by Municipality of Cabo Rojo's internal control.

Our consideration of internal contol over compliance was for the limited purpose described in the fint paragraph of
this sectiou and would not necessarily identiff all deficiencies in internal control that might be sipificant
deficiencies or material weaknesses. We did not identiff any deficiencies in internal control over compliance that we
consider to be weaknesses, as defined above.

Municipality of Cabo Rojo's response to the findings identified in our audit are described in the accompanying
schedule of findings and questions costs- We did not audit Municipality of Cabo Rojo's response and we express no
opinion on it.

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

<Zr"..ajm* Lt u^,* Coo.,,
Gonz{lez- Torres, Llavona - Casas LLP
License number 226
Expires December l, 2Ol0

March 23, 2008
San Juan, Puerto Rico

The stamp number 2384760
was affixed to the original.

Ll.4i
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MI'MCIPATITY OF CABO ROJO

SCEEDTiI,E OT' EXPE}IDITT]RES OF IEDERAL AWARDS

nscAt YEAR DNDED JLNE 30,2008

tr'ederrl Grrntor/Pau-Tlrougb
Grantor/hognn Tl0e

U.S. Ihmrtnent of Adcdturr
Passed throu$ the P.X" Dcparmeot of Elucotion:

Child aod AdultCarcFood Progpm

US.Ihmrtuentof Eoudm rnd Urtrn lhrdooncnt
Comnunity Dwelopment Block Grant - Entidemot Gmnu

Pasad through thc Office of Commisioner of Municipal Afrairs:

Conmunity Dwelopment Block Crr0nt - Sht€'s Pmgram

:
Section E Housing Ctoie Vouchen

Subtohl U.S. Drpntnent ofHousing and Urtan Developnent

U.S. Ihorrtuent of Jurthc

Passod thmu$ thc P.R" Deportnent ofJu$ice:

COPS Universal Hiring Pmgram

Fderal ParThrough
CIDA Endty ldend$lng tr'ederrl

Number Number Erpcndlturer
(noteB) (noteQ (nohA)

t0.558

t4.218

A.n8

14.87t

N/A

AF.IO

N/A

16.710 2004rrMwx0il4

MAV

200647{41

2N748{24

$ 13,0E6

939,397

1,495

462,931

1,,403,819

50,931

69,561

l2l,N2
191,463

1.t50

$ l,65l,119

N/A

US. Ihpartpertof Hed& rnd Uuorn Servlcer

Pas:od &rough thc P.R"Ciorrernor Offioe ( Officc ofEldaty Afrain):

Sp*ial Pmgraos hr the Aging_tlule III Put B_ Grants for

Supportive Senices and Seoior &oters 93.M4

Pased 6rou$ thc P.R Dcpum€ot of Family - Familics and

Chil&a Administatioo:

Child Carc and Dcwlopmeot Block Oratrt 93.575

Subtotal U.S. @rtneotofH€alth aod Human Senices

US. Ihorrhent of Honehnd Securltv

Pasd thrcugh the Puerto Rico GorrrnorOffice- (Office of
Public SafetyA&is):

Homeland Security Graot Program (SHSP)

Total Erpendtturer of Federrl Awardr

97.067 2005{8N4009

The accompaaying notcs ar an integral part ofthis schcdule.
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MIINICIPALITY OT CABO ROJO
NOTES TO SCHEDT'LD OX'EXPENDITT}RES OX'FEDERAL AWARI}S

June 30,200t

NOTE A.BASIS OT PRESENTATION

The aocompanying schedule of orpenditures of federal awards inoludes the fideral grant activity of the

Munioipality and is presented on the modified accrual basis of aooounting. Expenditures are reoognized wheo
thc related liability is incurred. The information in this schedule is presentcd in accordance with the

requireme,nts of OMB Circular A-133, "Audits of States, Local Governme, rts 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 . T'EDERAL CT'DA NT'MBER

The Catalog of Federal Domestic Assistance (CFDA) Number is a program ideotification number. The fint
nro digic identiff the federal departnent or ageNrcy that administers the program and the last three numbes
are assigned by numerical sequence.

NOTE C. PASS.THROUGH ENTITY IDENTITTING NT'MBER

State or local government redistributions of federal awards to the Munioipality, known as 'lassthrough
awaf,ds", should be treated by the Municipality as though they were received directly from the federal
goveroment. OMB Circulff A-133 requires the schedule to include the name of the pasrthrough cntity and the

identi&ing number assigned by the pass-through entity for the federal awards received as a sub recipient.
Numbers identified as N/A ar€ not applicable and numbers identified as N/AV are not available.

NOTE D-RECONCILIATION OT'E)(PENDITI'RES PRESENTED IN THE SCEEDT.ILE OB
HPENDITT'RES O['I'EDERAL AWARDS TO TEE EXPENDITI'RES PRESENTED IN THEBASIC
T'INANCIAL STATEMENTS

Descrlptlon

Communlty
Development
Block Grant

tr'und

Other
Govemmcntal

Funds

13,08610.558
14.218
t4.228
14.871
16.710
93.W
93.575
97.M7

Total federal awards expenditures
Total nonfederal awards expenditures

Total openditurcs, fund statarents

$-$
939,397

1,485
462,937
s0B3l
69,561

l2l,9o2
1.850

720,267
3.554J08

940,882

$ %0,882 $ 4,274,77s

-
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MT'NICIPALITY OT' CABO ROJO
SCI{NDI]LE O['CI'RRENTYEARF'INDINGS, PRIORYEARTINDINGS AND QT'ESTIONDD COSTS

F'or the year ended June 30r 2008

SECTION I - SI'MMARY OF AT'DIT RESI'LTS

Part I. f,'lnanclal Statements:

l. Type ofauditr€port:

Unqualifiedopinion X Qualifiedopinion

Adverse opinion Disclaimer of opinion

2. Contol deficiencies reporrcd:

Yes X No

3. Material weakness reported:

Yes X No

4. Materialnoncompliancedisclosed:

Yes X No

Part tr tr'ederal Awards:

l. Type of reporfi on compliance formajorprog;rams:

X Unqualifiedopinioa Qualifiedopinion

Adverse opinion Disclaimer of opinion

2. Control deficieocies reported:

Yes X No
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MTJNICIPALITY OF CABO ROJO
SCUEDI'LE OT CURRENT YEAR FINDINGS, PRIOR YEAR T'INDINGS AND QIJESfiONED COSTS

X'or the year ended June 30r 200E
(Contlnued)

SECTIONI- SITMMARYOX'AUDITRESITLTS (Conttnued)

Part II. f,'ederal Awards (Conttnued):

3. Materialnoncompliancedisclosed:

Yes X No

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

Yes X No

5. Major Programs:

CFDA
Number (s) Federal Program Grantor and Program Name

14,218 US Department of Housing and Urban Darclopment:
Community Development Block Grants-Entitlement

14,228 Community Development Block Grant-States Program
14.871 Section 8 (Ilousing Vouchers)

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

$500,000 or 3% oftotal federal awards expended

6. Inw-riskaudirce

X Yes No

7. Waive risk criteria under 520 (i) of Circular A-133

Yes XNo
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MT]NICIPALITY OT CABO ROJO
SCEEDI'LE OF CT'RRENT YEAR T'INDINGS, PRIOR YEAR TINDINGS AND QTIESTIONED COSTS

f,'or the year ended June 30,200t
(Contlnued)

SECfiON TT - I'INAI\TCIAL STATEMENTS FINDINGS

Current year:

None.

SECTION m-FEDERAL AWARDS X'TNDTNGS AND QUESTTONED COSTS

Current year:

None.

Prevlous years:

None.
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E*tdo Li6re Asoctuto lt ?uerto kiro

lflniciyio Autdnomo fe Cabo ,\ojo
Ofic ina Aulit oria Lnterna
9{on. gerza A. Ro[riguzz eltifiones - Afcaffesa

March 27,2A09

Hon Omar E. Negr6n Judice, MBA
Comisionado
Oficina Comisionado Asuntos Municipales
PO Box 70167
SanJuan,PR 00936-8167

Mr. Negr6n Judice:

Accompanied herewith please find a copy of our Financial Statements Audited and the
Single Audit Report, of Independent Certified Public Accountants with Additional Report
required under the OMB Circular ,4-133 of the Municipality of Cabo Rojo, Puerto Rico,
for the year ended June 30, 2008.

Should you have any question regarding to the above mentioned please let us know.

Cordially yours,

Lourdes M. Negr6n
Internal Auditor

LMNMbiii

Ap[0. 7308 Ca6o \ojo, tp.fr" 00623

tet 757-551-1025 / fax. ZSZ-551-3355
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Estado LiSre Asotiato fe gazrto 4iro

Muruicipio Autdruonto fe Ca6o Rpjo
Oficina Aufitoria Lnternn
I{on. Qerza A. fo[riguez Qyinones - A[caffesa

HOJA DE TRAMITE

Hon. Omar E. NegronJudice, MBA
Comisionado
Oficina Comisionado Asuntos Municipales
SanJuaqPR 00936-8167

*#r*tt'\
Sra. Lourdes M. Negr6n
Auditora Intema

27 denvnz-o de 2009

ESTADOS FINAI\ICIEROS E INFORME INDEPENDIENTE 2OO7-08

Adjunto, original Estados Financieros e Informe Independiente preparado por auditores

extemos agage del Single Audit 2007-08, segun requerido por Ley.

C{r^P

RECIBIDO:

Apdo.7308 Ca6o \ojo, tP.ft 00623

tet 787-s51-7025 / FaK: 7s7-551-3355
www.ciudadcaborojo.net / E-mail: ciudadcaborojo@yahoo.com
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