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BENITEZ-JAIME, CPA-PSC 
Certified Public Accountants and Business Consultants 

Independent Auditors' Report on Basic Financial Statements and 
Supplementary Schedule of Expenditures of Federal Awards 

The Honorable Mayor, Members of the 
Municipal Legislature and People of 
the Municipality of Can6vanas 
Can6vanas, Puerto Rico 

We have audited the accompanying financial statements of the governmental activities, each major fund, 
and the aggregate remaining fund information of the Municipality of Canovanas of the Commonwealth of 
Puerto Rico (the "Municipality"), as of and for the year ended June 30, 2003, which collectively comprise 
the Municipality's basic financial statements as listed in the accompanying table of contents. These 
financial statements are the responsibility of the Municipality's management. Our responsibility is to 
express an opinion on these financial statements based on our audit. 

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

In our opinion, the financial statements referred to above present fairly, in all material respects, the 
respective financial position of the governmental activities, each major fund, and the aggregate remaining 
fund information of the Municipality of Can6vanas of the Commonwealth of Puerto Rico, as of June 30, 
2003, and the respective changes in financial position, thereof for the year then ended in conformity with 
accounting principles generally accepted in the United States of America. 

In accordance with Government Auditing Standards we have also issued our report dated December 17, 
2003, on our consideration of the Municipality of Can6vanas of the Commonwealth of Puerto Rico 
internal control over financial reporting and on our test of its compliance with certain provisions of laws, 
regulations, contracts and grants. That report is an integral part of an audit performed in accordance with 
Government Auditing Standards and should be read in conjuction with this report in considering the 
results of our audit. 

As described in Note l, on July 1, 2002 the Municipality implemented a new financial reporting model 
required for state and local governments established by the Governmental Accounting and Standards 
Board ( .. GASB") Statement No. 34, Basic Financial Statements - and Management's Discussion and 
Analysis-for State and Local Governments. As more fully described in Note 1, as part of the adoption of 
the new financial reporting model, on July 1, 2002 the Municipality also adopted the provisions of other 
pronouncements issued by GASB, the Accounting Principles Board ("APB") and the Financial 
Accounting Standards Board ("F ASB"). 

P.O. Box 191503, San Juan, Puerto Rico 00919-1503 TEL. 787-603-1600 
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The effects of implementing the aforementioned pronouncements have been reported as changes in 
accounting principles in the accompanying basic financial statements. Accordingly, the effects of such 
transactions have been retroactively reported as restatements of fund balances in the accompanying fund 
financial statements at July 1, 2002. 

The accompanying Management's Discussion and Analysis and the Budgetary Comparison Schedule are 
not required parts of the basic financial statements referred to above, but are supplementary information 
required by accounting principles generally accepted in the United States of America. We have applied 
certain limited procedures, which consisted principally of inquiries of management regarding the methods 
of measurement and presentation of the required supplementary information. However, we did not audit 
the information and express no opinion on it. 

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

December 17, 2003 
Toa Alta, Puerto Rico 

Stamp No. 1851716 
was affixed to 
the original report. 

II BENITEZ-JAIME, CPA-PSC 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF CAN6V ANAS 

MANAGEMENT'S DISCUSSION AND ANALYSIS 

Management of the Municipality of Can6vanas of the Commonwealth of Puerto Rico (the 
"Municipality") provides this Management's Discussion and Analysis of the Municipality's basic 
financial statements as an overview and analysis of the financial activities of the Municipality for the 
fiscal year ended June 30, 2003. We encourage readers to consider the information presented here in 
conjunction with the additional information that we have furnished in the accompanying basic financial 
statements. 

During fiscal year ended June 30, 2003, the Municipality implemented the new required financial 
reporting standards established by Statement No. 34, Basic Financial Statements and Management's 
Discussion and Analysis for State and Local Governments, issued by the Governmental Accounting 
Standards Board (commonly known as "GASB 34"). According to this statement. significant required 
changes in content and structure have been made in the accompanying Municipality's basic financial 
statements as of and for the fiscal year ended June 30, 2003, which make the accompanying basic 
financial statements not easily comparable to the Municipality's general purpose financial statements 
issued in prior years. However, in future years, comparisons will be more meaningful and will go further 
in explaining the Municipality's financial position and results of operations. 

This Management's Discussion and Analysis (MD&A) is prepared as a result of the requirements of 
GASB 34, and it has been designed accordingly with the following goals: 

a) Assist the reader in focusing on significant financial issues, 
b) Provide an overview of the Municipality's financial activity, 
c) Identify changes in the Municipality's financial position (its ability to address the next and 

subsequent year challenges), 
d) Identify any material deviations from the financial plan (the approved budget), and; 
e) Identify individual fund issues or concerns. 

Since the MD&A is designed to focus on the current year activities, resulting changes and currently 
known facts, please read it in conjunction with the accompanying basic financial statements. 

FINANCIAL WGHLIGHTS 

• The Municipality's has reported assets and net assets amounting to $43,495,402 and $13,336,128 
respectively, in the accompanying statement of net assets, of which the most significant assets are 
capital assets amounting to $21,660,952 (50 percent of total Municipality's assets). 

• The Municipality has reported total liabilities amounting to $30,159,274 in the accompanying 
statement of net assets, of which the most significant liabilities are: (1) deferred revenues 
($7,347,118), (2) bonds and notes payable ($18,033,429) and (3) accrued compensated absences 
($2,284, 169). These liabilities account for 92 percent of the Municipality's total liabilities at June 
30, 2003. 

• The Municipality has reported total revenues amounting to $20,098, 734 in the accompanying 
statement of activities, of which: (1) restricted capital and operating grants ($3,860,070), (2) property 
taxes ($6,872,459) and (3) municipal licenses ($5,117,781) were the most significant revenues 
amounting to $15,850,310 (79 percent of total revenues). 

• The Municipality has reported a net change in net assets (excess of revenues over expenses) 
amounting to $4,254, 718 in the accompanying statement of activities. 

3 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF CAN6V ANAS 

MANAGEMENT'S DISCUSSION AND ANALYSIS 

• The Municipality's governmental funds reported combined ending fund balances of $7,080,425 of 
which $5,044,836 (71 percent) represent the fund balances of the general fund, the debt service fund, 
the HUD Section 108 fund and the state legislative joint resolutions fund combined Gointly known as 
the Municipality's major funds). 

• The Municipality has reported unreserved fund balance for the general fund amounting to $1,795,700. 

• The Municipality has reported an excess of expenditures and other financing uses over revenues and 
other financing sources amounting to $397 ,827 in the governmental funds. 

USING TIDS ANNUAL REPORT 

This annual report consists of a series of new financial statements with a change in the focus from the 
previous financial statements. The new focus is on both the Municipality as a whole (government-wide) 
and the major individual funds. Both perspectives (government-wide and major fund) allow the user to 
address relevant questions, broaden a basis for comparison (year to year or government to government) 
and enhance the Municipality's accountability. 

OVERVIEW OF THE BASIC FINANCIAL STATEMENTS 

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

Government-Wide Financial Statements 

The government-wide financial statements are designed to provide readers with a broad overview of the 
Municipality's operations and finance as a whole in a manner similar to private-sector business. These 
statements provide short-term and long-term information about the Municipality's financial position, 
which assist the Municipality's management to determine the economic condition at the end of the fiscal 
year. These financial statements are prepared using the flow of economic resources measurement focus 
and the accrual basis of accounting. This basically means that these financial statements follow methods 
that are similar to those used by most businesses. They take into account all revenues and expenses 
connected with the fiscal year ended June 30, 2003 even if cash involved have not been received or paid. 
The government-wide financial statements include: (1) the statements of net assets and (2) the statement 
of activities. 

Statement of Net Assets 

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

4 
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Statement of Activities 

COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF CAN6V ANAS 

MANAGEMENT'S DISCUSSION AND ANALYSIS 

The statement of activities presents information showing how the Municipality' s net assets changed 
during the fiscal year ended June 30, 2003. All changes in net assets are reported as soon as the 
underlying event giving rise to the change occurs, regardless of the timing of related cash flows. Thus, 
revenues and expenses are reported in this statement for some items that will not result in cash flows until 
future fiscal periods (such as uncollected taxes and earned but unused vacation leave). This statement 
also presents a comparison between direct expenses and program revenues for each function of the 
Municipality. 

Both of the abovementioned financial statements present all the governmental activities of the 
Municipality, which consist mostly by taxes and intergovernmental revenues (such as federal grants). 
Most services provided by the Municipality fall into this category, including culture and education, 
general government, health and sanitation, public safety, public housing and welfare, etc. 

Fund Financial Statements 

The Municipality's fund financial statements, which consist of: (1) the balance sheet - governmental 
funds and (2) the statement of revenues, expenditures and changes in fund balances - governmental 
funds. These financial statements report the financial position and results of operations of the 
Municipality's governmental funds. 

A fund is a grouping of related accounts that is used to maintain control over resources that have been 
segregated for specific activities or objectives. The Municipality, like most other state and local 
governments, uses fund accounting to ensure and demonstrate compliance with finance-related legal 
requirements. Each fund is considered an independent fiscal entity accounted for within a set of self­
balancing accounts that comprise its assets, liabilities, fund equity, revenue, and expenditures. Fund 
accounting segregates funds according to their intended purpose and is used to aid management in 
demonstrating compliance with legal, financial and contractual provisions. 

The fund financial statements focus on: (1) individual parts of the Municipality's government and (2) 
reporting the Municipality's operations in more detail than the government-wide financial statements. 
For financial reporting purposes, the Municipality classifies its funds within the following fund 
categories: (1) general fund, (2) debt service fund, (3) special revenue funds and (4) capital projects funds 
(collectively known as the "governmental funds"). 

Governmental funds are used to account for all of the services provided by the Municipality. 
Governmental funds are used to account for essentially the same functions reported as governmental 
activities in the governmental-wide financial statements. However, unlike the government-wide financial 
statements, governmental fund financial statements focus on near-term inflows and outflows of 
expendable resources. They also focus on the balances of expendable resources available at the end of the 
fiscal year (June 30, 2003). This approach is known as using the flow of current financial resources 
measurement focus and the modified accrual basis of accounting. These statements provide a detailed 
short-term view of the Municipality's finances that assists in determining whether there will be adequate 
financial resources available to meet the current needs of the Municipality, that is, evaluating the 
Municipality's near-term financing requirements. 

Because the focus of governmental funds is narrower than that of the government-wide financial 
statements, it is useful to compare the fund information presented for governmental funds with similar 
information presented for governmental activities in the government-wide financial statements. By doing 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF CAN6V ANAS 

MANAGEMENT'S DISCUSSION AND ANALYSIS 

so, readers may better understand the long-term impact of the Municipality's near-term financial 
decisions. 

For financial reporting purposes the Municipality has four major funds: (1) the general fund, (2) the debt 
service fund, (3) the HUD Section 108 fund and ( 4) the state legislative joint resolutions fund. 

Notes to the Basic Financial Statements 

The notes to the basic financial statements provide additional information that is essential to a full 
understanding of the data provided in the government-wide and the fund financial statements. The notes 
to the basic financial statements can be found immediately following the basic financial statements. 

Required Supplementary Information 

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

INFRASTRUCTURE ASSETS 

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

As of July 1, 2002, the Municipality retroactively recorded the historical costs of infrastructure assets. 
Also the Municipality elected to depreciate infrastructure assets instead of using the modified approach. 

FINANCIAL ANALYSIS OF THE MUNICIPALITY AS A WHOLE 

Net Assets 

As noted earlier, net assets may serve over time as a useful indicator of the Municipality's financial 
position. In the case of the Municipality, net assets (excess of assets over liabilities) amounted to 
$13,336,128 at June 30, 2003. 

The largest portion of the Municipality's net assets are invested in capital assets net of their related debt 
($10,398,171). The Municipality's net assets are also composed of net assets amounting to $3,912,574 
that are restricted for (1) future debt service payments, (2) the future acquisition or construction of capital 
assets and (3) other purposes, mainly the financing of federal and state assisted programs. In addition, the 
Municipality's net assets are reported net of an unrestricted deficit of $974,617. 

6 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF CAN6V ANAS 

MANAGEMENT'S DISCUSSION AND ANALYSIS 

The unrestricted deficit is the consequence of previous budgets, which did not provide funding for 
incurred long-term obligations such as compensated absences and others. Historically, such obligations 
have been budgeted on a pay as you go basis without providing funding for their future liquidation. 
Consequently, the Municipality cannot draw from its existing assets to provide services to its citizens and 
depends on its taxing ability to continue its operations. 

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

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

Condensed Statement of Net Assets; 

Current and other assets 
Noncurrent and other assets 

Total assets 

Current liabilities 
Noncurrent liabilities 

Total liabilities 

Net assets/(liabilities): 
Invested in capital assets, net of related debt 
Restricted 
Unrestricted (deficit) 

Total net assets 

Changes in Net Assets 

$ 

$ 

12,783,701 
30,711,701 

43,495,402 

13,577,593 
16,581,681 

30,159,274 

10,398,171 
3,912,574 
(974,617) 

13,336,128 

The Municipality's net assets increased by $4,254,718 during the year. Approximately 74 percent of the 
Municipality's total revenues came from taxes, while 19 percent resulted from restricted capital and 
operating grants, contributions and reimbursements, including federal financial assistance. The 
Municipality's expenses cover a range of services. The largest expenses were for general government (37 
percent). urban and economic development (21 percent) and health and sanitation (17 percent). 
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COMMONWEALm OF PUERTO RICO 
MUNICIPALITY OF CAN6V ANAS 

MANAGEMENT'S DISCUSSION AND ANALYSIS 

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

Condensed Statement of Activities: 

Revenues: 
Program revenues: 

Operating grants and contributions 
Capital grants and contributions 

Charges for sevices 
General revenues: 

Property taxes 
Municipal license taxes 
Construction excise taxes 
Other 

Total revenues 

Expenses: 
General government 
Public safety 
Health and sanitation 
Urban and economic development 
Culture, recreation and education 
Public housing and welfare 
Interest 

Total expenses 

Net increase in net assets 

Net assets - at beginning of year 

Net assets - at end of year 

$ 

$ 

2,312,772 
1,547,298 

156,656 

6,872,459 
5,117,781 
2,921,556 
1, 170,212 

20,098,734 

5,826,160 
694,220 

2,766,635 
3,296,273 

290,711 
2,247,613 

722,404 

15,844,016 

4,254,718 

9,081,410 

13,336,128 

FINANCIAL ANALYSIS OF THE MUNICIPALITY'S GOVERNMENTAL FUNDS 

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

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

8 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF CAN6V ANAS 

MANAGEMENT'S DISCUSSION AND ANALYSIS 

Condensed Balance Sheet - Governmental funds: 

Total Assets -Major Funds 
Total Assets -Nonrnajor Funds 

Total assets 

Total Liabilities - Major FWlds 
Total Liabilities - Nonrnajor Funds 

Total liabilities 

Fund Balances - Major Funds 
Fund Balances - Nonmajor Funds 

Total net assets 

Condensed Statement of Operations - Governmental funds: 

Total Revenues and other financing sources - Major Funds 
Total Revenues and other financing sources -Nonmajor Funds 

Total revenues 

Total expenditures and other financing uses- Major Funds 
Total expenditures and other financing uses- Nonmajor Funds 

Total expenditures 

Revenues/Sources over Expenses/Uses - Major 
Revenues/Sources over Expenses/Uses-Nonmajor 

Total net assets 

GENERAL FUND BUDGETARY IDGHLIGHTS 

$ 

$ 

$ 

$ 

19,200,995 
3,897,847 

23,098,842 

14,156,159 
1,862,258 

16,018,417 

5,044,836 
2,035,589 

7,080,425 

21,972,931 
3,410,861 

25,383,792 

20,428,263 
5,353,356 

25,781,619 

1,544,668 
(1,942,495) 

(397,827) 

Over the course of the year, the Municipality revised the Municipality's budget in order to include 
increases in revenues that were identified during the course of the fiscal year based on current 
developments that positively affected the Municipality's finances. Increases in budgeted expenditures 
were also made since the law mandates a balanced budget. 

The accompanying Budgetary Comparison Schedule shows a total positive variance between budgeted 
revenues and actual revenue results of $3,707,514, which was mainly caused by a positive variance of 
$3,990,043 in other revenues. 

In addition, the accompanying Budgetary Comparison Schedule shows a total negative between budgeted 
expenditures and actual expenditure results of$6,470,338. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF CANOV ANAS 

MANAGEMENT'S DISCUSSION AND ANALYSIS 

CAPITAL ASSETS AND DEBT ADMINISTRATION 

Capital Assets 

The accompanying statement of net assets reported total gross capital assets, at cost, ammmting to 
$32,313,405, of which $5,400,818 represents infrastructure assets at June 30, 2003. The related 
accumulated depreciation and amortization of capital assets amounted to $10,652,453, of which 
$3,990,867 is related to infrastructure assets at June 30, 2003. This investment in capital assets includes 
land, buildings, improvements, equipment, infrastructure and construction in progress. Infrastructure 
assets are items that are normally immovable and of value only to the municipal government, such as 
roads, bridges, streets and sidewalks, drainage systems, lighting systems, and similar items. 

Actual costs incurred to purchase or construct capital assets were $9,423,021 for the year ended June 30, 
2003. Depreciation and amortization charges for the year totaled $854,034. 

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

Debt Administration 

The laws and regulations of the Commonwealth of Puerto Rico have established a limitation for the 
issuance of general obligation municipal bonds and notes for the payment of which the good faith, credit 
and taxing power of each municipality may be pledged. 

The applicable laws and regulations also require that in order for a municipality to be able to issue 
additional general obligation bonds and notes, such municipality must have sufficient "payment 
capacity". Act No. 64 provides that a municipality has sufficient "payment capacity" to incur additional 
general obligation debt if the deposits in such municipality's Redemption fund and the annual amounts 
collected with respect to such municipality's Special Additional Tax (as defined below), as projected by 
the Government Development Bank for Puerto Rico, will be sufficient to service to maturity the 
Municipality's outstanding general obligation debt and the additional proposed general obligation debt 
("Payment Capacity"). 

The Municipality is required under applicable laws and regulations to levy the Special Additional Tax in 
such amounts as shall be required for the payment of its general obligation municipal bonds and notes. In 
addition, principal of and interest on all general obligation municipal bonds and notes and on all 
municipal notes issued in anticipation of the issuance of general obligation bonds issued by the 
Municipality constitute a first lien on the Municipality's Basic Tax revenues. Accordingly, the 
Municipality's Basic Tax revenues would be available to make debt service payments on general 
obligation municipal bonds and notes to the extent that the Special Additional Tax Levied by the 
Municipality, together with moneys on deposit in the Municipality's Redemption Fund, are not sufficient 
to cover such debt service. It has never been necessary to apply Basic Taxes to pay debt service on 
general obligation debt of the Municipality. 

ECONOMIC FACTORS AND NEXT BUDGETS AND RATES 

The Municipality relies primarily on property and municipal license taxes, as well as, federal and state 
grants to carry out the governmental activities. Historically, property and municipal license taxes have 

10 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF CAN6V ANAS 

MANAGEMENT'S DISCUSSION AND ANALYSIS 

been very predictable with increases not generally exceeding ten percent. Federal grant revenues may 
vary if new grants are available but the revenue is also very predictable. 

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

FINANCIAL CONTACT 

The Municipality's financial statements are designed to present users (citizens, taxpayers, customers, 
investors and creditors) with a general overview of the Municipality's finances and demonstrate the 
Municipality's' accountability. If you have any questions about the report or need additional financial 
information, contact the Municipality's Director of Finance, Mrs. Lilliam Rodriguez Garcia, at PO Box 
1612, Canovanas, Puerto Rico, 00729. 
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COMMONWEALTII OF PUERTO RICO 
MUNICIPALITY OF CAN6V ANAS 

Statement of Net Assets 
June 30, 2003 

ASSETS 
Curreat Auets: 
Cash and cash equivalents {notes I g and 3) 
Receivables, net of allowance for doubtful accounts (note th): 

Taxes: 
Property taxes {note 5) 
Municipal license taxes (note 4) 

Total taxes receivable 

Accrued interest (note 3) 
lntergovenunental (note lh) 

Total receivables 

Inventories (note Ii} 
Prepaid expenses {note 1 i} 

Total current assets 

Noacurreut Assets: 
Temporarily restricted cash and cash equivalents {notes lj and 3) 
Deferred charges, net of accumulated amortization (notes I k} 

Capital assets, net of accumulated depreciation 
and amortization (notes Im and 7) 

Total noncurrent assets 

Total assets 

Current llablUtles: 
LIABILITIES 

Accounts payable and other accrued liabilities {notes I h) 
Accrued interests on bonds, notes and obligations 

under capital leases (notes 9 and I 0) 
Intergovernmental (note lh and 8) 
Deferred revenues {notes In, 4 and 5) 
Accrued compensated absences, excluding long-tenn portion {note lo) 
Obligation under capital leases, excluding long-tenn portion (notes 7, 9 and I 0) 
Bonds and notes payable (notes lq and 9) 

Total current liabilities 

Noacurmat liabilities: 
Accrued compensated absences, excluding current portion (note lo} 
Claims and judgments {notes Ip, 9 and 11) 
Reserve for federal costs dissallowances (note 9) 
Obligation under capital leases, excluding current portion (notes 7, 9 and I 0) 
Bonds and notes payable, excluding current portion (notes lq and 9) 

Total noncurrent liabilities 

Total liabilities 

NET ASSETS 
Invested in capital assets, net of related debt 

Restricted for {note lj): 
Debt service 
Capital projects 
Advances and other specified purposes 

Total restricted net assets 

Unrestricted net liabilities 

Total net assets 

S 6,025,n9 
3,329,514 

9,355,293 

6,430 
277,002 

10,398,171 

438,947 
3,407,112 

66,515 

3,912,574 

(974,617) 

The accompanying notes to the basic financial statements are an integral part of this statement. 
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$ 3,067,207 

9,638,725 

35,370 
42,399 

12,783,701 

8,989,195 
61,554 

21,660,952 

30,711,701 

$ 43,495,402 

1,123,734 

370,369 
121,120 

7,347,118 
1,758,986 

38,434 
2,817,832 

13,5n,593 

525,183 
561,500 
158,500 
120,901 

15,215,591 

16,581,681 

30,159,274 

$ 13,336,128 



I 

I 

I 

Functions/Programs 

Governmental actlvfles: 
General government 
Urban and eCCllomlc devetopment 
Publlc safety 
Health and sanitation 
CUiture, recteatlon and education 
Publlc h0u$lng and welfare 
Interest on bonds, notes. capital lease obllgallons 

and long-term debt (noles 9 and 10) 

Total go\Oflmmental activ!Ues 

MUNICIPALITY OF CAN6VANAS 
Statement of ActiYitles 

Year Ended June 30, 2003 

Program Revenuaa 

Charges for 
MIVlc;es .id 

Expen•H rents 

s 5,826,160 $ 
3,29Cl,273 

694.220 
2.766,635 156,656 

290,711 
2,247,613 

722,404 

$ 15,844.016 $ 156.656 

General revenues: 
Taxes: 

Property taxes (note 5) 
Municipal llcen&e taxes (note 4) 
Construction exclso taKes 

Total taxes 

Operating 
Grant.Hd 

Contributions 

s 781,079 

170,063 

1,361,630 

s 2.312.n2 

Unreslrlcted Interests, fines and penalties 
OUlef revenues 

Total general revenues 
Net change In net assets 

Capltal Grants 
•nd 

Contributions 

$ 
1,547,293 

s 1,547,298 

Net assets-beginning otftscal year, as restateO (no11! 12) 
Net a-ts-end of fiscal year 

The acx:ofl1)8nylng notes to the baSlc Hnandal statements are an Integral pan of this statement 
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..... 
Expenses 

and Chaflges In 
NetANets 

$ (5.045,081) 
(1,748,975) 

(52•.157) 
(2,609,979) 

(290,711) 
(885,983) 

(722,404) 

s !11.827,290! 

$ 6,872,<459 
5,117,781 
2.921,556 

14,911.796 
442.569 
727,043 

16,082.008 
4.254,718 
9,081,<410 s t3.338.128 



I COMMONWEAL. TH Of PUERTO RICO 
MUNICIPALITY Of CAN6VANAS 

Balance Sheet 
Governmental Funds 

June 30, 2003 

MaJorFunds Othe r Total 

I 
General Debt Service Sec: Joint Govemmental Govemmental 

Fund Fund 108 Resolutions Funds Funds 
ASSETS 

Unrestricted cash and cash equivalents (note 1g and 3) s 3,067,207 s s s s s 3,067,207 
Receivables, net of allowance for doubtful accounts: 

I Taxes: 
Property taxes (note 5) 5,140,329 762,712 5,903,041 
Municipal license tax (note 4) 3,329.514 3,329,514 
Accrued lntenist or depo&its (note 3) 1, 111 1,371 3,948 6,430 
Other miscelaneous 

Total taxes receivable 8,470,954 764,083 3,948 9,238,985 
lnletgovemmental, prlncipaly from the governments 

of the Commonwealth of Puerlo Rico and United 
States of America 183,488 183,488 

Due from other funds (note 6) 453,415 501,094 573,850 91,610 1,619,969 
Total receivables, net 8,924,369 1126511n 573,850 279,044 11 ,04~440 

T Olal current assets 11 ,991,576 1.265,1n 573,650 279,044 14,109,647 
Temporarily restricted cash and cash 

I equivalents (note 1g and 3) 501,094 1,no,921 1,793,527 1,304,844 3,618,803 8,989,195 

Total assets s 12,492,670 s 3,036,104 s 1.793,527 s 1,878,694 s 3,897,847 $ 23,098,842 

LIABILmes 
Acoount payable and accrued 

llabllitles (note 1h) $ 181.158 s 303,415 s 341,218 s 13,246 s 366,n2 s 1.225,809 
Matuted bonds due and payable (note 9) 845,000 846,000 
Due to other funds (nole 6) 1,067,428 4,013 14,271 75,818 458,439 1,619,969 
Intergovernmental 121.120 121.120 
Deferred revenues (notes 1n, 4 and 5) 8,829,185 570,657 1,789,630 1 ,017,047 12.206,519 

Total liabilities 10,198,891 1,723,085 355,489 1,878,694 1,86~258 16,018.417 

FUND BALANCES 

Encumbrances 498,079 498,079 
Capital assets 1,438,038 1,969,074 3,407,112 
Advances and other specified purposes 66,515 66,515 

I 
Debt service 1,313,019 1.313,019 
UnreseMld 1.795,700 1,795,700 

Total fund balances (note 12) 212931n9 1,313.019 1,438,038 2.035,589 7.080,425 

Total llabiUtles and fund balances s 12.492,670 s 3,036,104 s 1,793,527 s 1,678,694 s 3,897,847 s 23,098,842 

The accompanying notes to the basic financial statements are an integral part of this statement. 
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I COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF CANOY ANAS 

Statement of Revenues, Expcaditures md 

I 
Changes in Fund Balanecs • Go\'Cl'lllDmlal FWlds 

Year Eadcd June 30, 2003 

M•JorFuad1 
Sc.tc 

I 
Dtllt HUD ~ Otlaer Tof81 

Gtneral Serwlce Stcdoa Jalat Cevmameatal CGvtnlllltJltal 
Faad Fa ad 108 Rcsoladot11 Faadl Fuads 

REVENUES: 

I 
Taxes: 

Property taxc:s (note S) s 3.2n.363 s 1,012.382 s s s s 4,284,74S 
Muaicipal lil:alsc taxes (DOie 4) S.070,661 5,070,661 
~tioa excise taxes 2,9211SS6 2,92t~S6 

Total taxes ll,264,S80 1,012,382 12,276,962 

I Charges ti>r services IS6,6S6 IS6,6S6 
Gnnts ud contribucions: 

Fcdcnl graats and contributions 2,948,491 2,948,491 
State contnliutions SSl.920 112,34S 190,191 884,4S6 

I 
lntcrest, fiaes. and penalties 300,211 14,328 201 32 127,797 442,S69 
Other revenues 27,643 27,643 

Total rcvcoues 12,303,367 1,026.710 201 112,377 3,294,122 t61736,m 

EXPENDIT1JRES: 

I Cunait: 
Gc:ncral government S,080,942 256,220 S,337,162 
Public ..Xty 397,6S4 238,S24 636,178 
Urban c!cwlopmcnt 2,77S,2S4 2,775,2S4 
Health and smitltion 2,704,396 2,704,396 

I Culture md education 290,078 290,078 
Public housing md wclfue 647,777 1,334,439 1,982,216 
C.pilal outlays 3,208.971 2,873,499 112,345 3,228,206 9,423.021 
Debt service: 

I 
Principal (notes tr and 10) 222,3S3 845,000 SS,000 l ,122,3S3 
lotaatoa boads llldnotes(aotcs IOand 11) 113,646 Sll,162 72,980 697,788 

Total cxpenclilures IS,441 1071 l,3S6,162 2,873,499 112,34S S,18S1369 24,968,446 

Ellcess (deficiency) ofn:veoucs 
om- (under) expcaditures p.137.704) 1329,4S2) 12.873~98) 32 {1,891~!) {8,231,669) 

OTHER FINANCING SOURCES (USES): 
PnK:ccds fiom Ilic ulc of land 700,000 700,000 
Proceeds fiom iDuanccs of bonds (note 10) 3,37S,000 3,771,867 7,146,867 
Debi issue costs (13,025) (13,025) 
Operating tnnsfcr·in fiom olbcr fimds (note 6) 141,732 SOl,094 40,583 116,739 800,148 
Operating tnnsfi:r-oul IO olbcr fiands (oole 6) 1617,833) 114,328) {1672!7) {800,148) 

Total olbcr filllncing soun:cs (uses) 31S85,874 486,766 3,812,450 (51,248) 7,833,842 

EXCESS {DEFICIENC\') OF REVENUES AND 
OTHER FINANCING SOURCES OVER {UNDER) 
EXPENDITURES AND OTHER FINANCING USES 448,170 157,314 939,152 32 (1,942,495) (397,827) 

FUND BALANCES AT BEGINNING OF VEAR, 
AS RESTATED (NOTE 12) t,84s,609 1115511os 498,886 {32) 3,978,084 7,478~52 

FUND BALANCES AT END OF YEAR s 2.293,779 s 1,313,019 s 1,.438,038 s s 2,035,589 s 7,080i42S 

The acco11111nymg notes to Ilic basic fiaaucial statements •n: an integral put of this SUtcmcnL 

I 
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MUNICIPALITY OF CAN6V ANAS 
Reconciliation of Statement of Revenues, 

Expenditures and Changes in Fund Balances 
Governmental Funds to the Statement of Activities 

Year Ended June 30, 2003 

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

Net change in fund balances as reported in the accompanying statement of revenues, 
expenditures and changes in fund balances - governmental funds $ (397,827) 

Governmental funds report capital outlays as expenditures. However, in the accompanying 
statement of activities, the cost of those assets is allocated over their estimated useful lives 
as depreciation expense. This is the amount by which capital outlays exceeded depreciation 
in the current period. 8,568,987 

Revenues in the statement of activities that do not provide current financial resources are 
not reported as revenue in the fund financial statements. 2,661,957 

The issuance of long-term debt provides current financial resources to govermental funds 
while repayment of bond and notes principal is recorded as expenditures in the 
governmental funds, but the repayment reduces long-term liabilities in the statement of net 
assets. Also, governmental funds report the effect of issuance costs, whereas these amounts 
are deferred and amortized in the statement of activities. This amount is the net effect of the 
three differences. (6,011 ,489) 

In the statement of activities, interest is accrued on outstanding bonds, whereas in 
governmental funds, interest expenditure is reported when due. (24,616) 

Some expenses reported in the statement of activities do not require the use of current 
financial resources and therefore are not reported as expenditures in governmental funds. (542,294) 

Net change in net assets as reported in the accompanying statement of activities $ 4,254,718 

The accompanying notes to the basic financial statements are an integral part of this statement. 
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COMMONWEALTH OF PUERTO Rico 
MUNICIPALITY OF CAN6VANAS 

Notes to Basic Financial Statements 
June 30, 2003 

1. GOVERNMENTAL ENTITY AND SUMMARY OF SIGNIFICANT ACCOUNTING 
POLICIES 

A. Government Background Information 

The Municipality of Can6vanas of the Commonwealth of Puerto Rico (the "Municipality") is a 
local government constituted in 1970 with full legislative, fiscal and administrative powers to 
operate as a government. The Municipality assumes responsibility for public safety, health and 
sanitation, public housing and welfare, culture and education, urban and development and many 
other general and administrative duties. 

The laws and regulations of the Commonwealth of Puerto Rico (the "Commonwealth") provide 
for separation of powers of the executive, legislative and judicial branches of the 
Commonwealth's and the Municipality's governments. The executive power of the Municipality 
is exercised by a Mayor, who is elected every four years and is assisted by the Administrative 
Cabinet, which is appointed by the Mayor. The legislative power is exercised by the Municipal 
Legislature, which is also elected every four years. The judiciary power is exercised by the 
General Justice Court System of the Commonwealth, which has jurisdiction over the 
Municipality. 

B. Financial Reporting Entity 

The accounting policies and financial reporting practices of the Municipality conform to the 
accounting principles generally accepted in the United States of America ("GAAP") as 
applicable to state and local governments. 

According to GAAP, the financial reporting entity for the Municipality consists of: (1) the 
primary government, which is composed of all municipal departments and units under the legal 
and administrative control of the Mayor and the Municipal Legislature, and (2) all component 
units. 

In evaluating how to define the Municipality for financial reporting purposes, the Municipality's 
management has addressed all potential entities and organizations that may be considered 
component units according to the criteria set forth by Statement No. 14, The Financial Reporting 
Entity, as amended by Statement No. 39, Determining Whether Certain Organizations are 
Component Units, both issued by the Governmental Accounting Standards Board. 

GAAP defines component units as those entities that: (1) are legally separate organiz.ations for 
which the Municipality's elected officials are financially accountable, and (2) other organizations 
for which the nature and significance of their relationship with the Municipality are such that 
exclusion of their financial statements from those of the Municipality would cause the 
Municipality's basic financial statements to be misleading or incomplete. Financial 
accountability exists if the Municipality appoints a voting majority of the organization's 
governing body, and if either one of the following conditions exist: (1) the Municipality can 
impose its will on the organization or (2) the potential for the organization to provide specific 
financial benefits to, or impose specific financial burdens on, the Municipality. 
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COMMONWEALTH OF PUERTO Rico 
MUNICIPALITY OF CAN6V ANAS 

Notes to Basic Financial Statements 
June 30, 2003 

GASB Statement No. 39, which was early adopted by the Municipality on July 1, 2002, amended 
the provisions of GASB Statement No. 14 to provide additional guidance to determine whether 
certain organizations for which the Municipality is not financially accountable should be reported 
as component units based on the nature and significance of their relationship with the 
Municipality. Generally, GASB Statement No. 39 requires reporting, as a discretely presented 
component unit, an organization that raises and holds economic resources for the direct benefit of 
a governmental entity. Such organizations are legally separate, tax-exempt entities that meet all 
of the three specific criteria that address benefit, entitlement or access, and significance. 

The Municipality's management has concluded that, based on the aforementioned criteria, there 
are no legally separate entities or organizations considered component units of the Municipality 
according to GAAP as of June 30, 2003 nor for the year then ended. 

C. New Financial Reoorting Model 

On July l, 2002, the Municipality adopted the provisions of Statement No. 34, Basic Financial 
Statements - and Management's Discussion and Analysis - for State and Local Governments 
(commonly known as "GASB 34"), issued by the Governmental Accounting Standards Board 
(GASB). This statement, as amended, established a new financial reporting model for state and 
local governments. 

In addition, on July l, 2001 the Municipality also adopted the following required statements 
issued by GASB and the Financial Accounting Standards Board ("F ASB"): 

i. 

ii. 

iii. 

iv. 

v. 

GASB Statement No. 33 - Accounting and Financial Reporting for Nonexchange 
Transactions; 
GASB Statement No. 36 - Recipient Reporting for Certain Shared Nonexchange 
Revenues; 
GASB Statement No. 37 - Basic Financial Statements - and Management's Discussion 
and Analysis - for State and Local Governments: Omnibus; 
GASB Statement No. 39 - Determining Whether Certain Organizations are Component 
Units; 
GASB Interpretation No. 6 - Recognition and Measurement of Certain Liabilities and 
Expenditures in Governmental Fund Financial Statements; 

Simultaneously to the adoption of GASB Statement No. 34, the Municipality adopted certain 
pronouncements issued by F ASB and all of its predecessor bodies, such as the Accounting 
Principles Board (APB), for its governmental activities. In this respect, the Municipality 
adopted the pronouncements issued by these entities that were issued on or before November 30, 
1989, and that do not conflict with GASB pronouncements. Accordingly, on July 1, 2002 the 
Municipality adopted the provisions of APB Opinion No. 21, Interest on Receivables and 
Payables, to account for non-interest bearing receivables and payables reported in the 
accompanying basic financial statements. 

The effects of implementing the aforementioned pronouncements have been reported as changes 
in accounting principles in the accompanying basic financial statements. Accordingly, the 
cumulate effects of such transactions have been reported retroactively as restatements of fund 
balances at July 1, 2002. 
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COMMONWEALTH OF PUERTO Rico 
MUNICIPALITY OF CAN6V ANAS 

Notes to Basic Financial Statements 
June 30, 2003 

According to the new financial reporting model established by GASB 34, as amended, the 
minimum required presentation for financial reporting purposes of the Municipality is composed 
of the following elements: 

1. Management's Discussion and Analysis ("MD&A ") - MD&A is a required 
supplementary information used to introduce the basic financial statements and provide 
an analytical overview of the Municipality's financial activities for the year ended June 
30, 2003 based on the Municipality's management knowledge of the transactions, events 
and conditions reflected in the basic financial statements and the fiscal policies that 
control the Municipality's operations. 

2. Government-Wide Financial Statements ("GWFS") - GWFS is a set of financial 
statements composed of: {l) a statement of net assets and (2) a statement of activities. 

The government-wide financial statements are aimed at presenting a broad overview of 
the Municipality's finances by focusing on operational accountability through reporting 
the financial position and results of operations of the Municipality as a whole using 
methods that are similar to those used by most private businesses. 

The statement of net assets provides short-term and long-term information about the 
Municipality's financial position, which assist management to determine the 
Municipality's economic condition at June 30, 2003 by presenting all of the 
Municipality's assets and liabilities, with the difference between these two items 
reported as "net assets" (equity). Net assets are reported in the following three 
categories: 

• Invested in Capital Assets, Net of Related Debt - This consist of capital 
assets, net of accumulated depreciation and amortization and reduced by 
outstanding balances for bonds, notes, and other debt that are attributed to the 
acquisition, construction, or improvement of those assets. 

• Restricted Net Assets - These result when constraints placed on them are either 
externally imposed or are imposed by constitutional provisions or enabling 
legislation. Internally imposed designations of resources are not presented as 
restricted net assets. When both restricted and unrestricted resources are 
available for use, generally it is the Municipality's policy to use restricted 
resources first, and then unrestricted resources as they are needed. 

• Unrestricted Net Assets - These consist of net assets which do not met the 
definition of the two preceding categories. Unrestricted net assets often are 
designed, to indicate that management does not consider them to be available for 
general operations. Unrestricted net assets often have constraints on resources 
that are imposed by management, but can be removed or modified. 

The statement of activities presents financial information showing how the 
Municipality's net assets changed during the year ended June 30, 2003. The statement of 
activities demonstrates the degree to which direct expenses of a given function or 
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COMMONWEALTH OF PUERTO Rico 
MUNICIPALITY OF CAN6V ANAS 

Notes to Basic Financial Statements 
June 30, 2003 

segments are offset by program revenues. Direct expenses are those that are clearly 
identifiable with a specific function, segment or operational unit. Program revenues 
include charges to customers or applicants who purchase, use or directly benefit from 
goods, services or privileges provided by a given function, segment or operational unit. 
Program revenues also include grants and contributions that are restricted to meeting the 
operational or capital requirements of a particular function or segment. Taxes and other 
items not properly included among program revenues are reported instead as general 
revenues. Resources that are dedicated internally by the Municipality are reported as 
general revenues rather than as program revenues. The Municipality does not allocate 
general government (indirect) expenses to other functions. 

Under the provisions of GASB 34, all activities carried out by the Municipality are 
considered governmental in nature for financial reporting purposes. As a result, no 
business-type activities are reported in the accompanying basic financial statements. 

3. Fund Financial Statements ("FFS"}- FFS is a set of financial statements composed of: 
(1) a balance sheet (financial position) and (2) a statement of revenues, expenditures and 
changes in fund balances (deficits) of the Municipality's governmental funds (results of 
operations). 

The fund financial statements focus on: (1) financial accountability, (2) individual parts 
of the Municipality's government and (3) reporting the Municipality's operations in more 
detail than the government-wide financial statements. 

Each fund is considered an independent fiscal entity accounted for within a set of self­
balancing accounts that comprise its assets, liabilities, fund equity, revenue, and 
expenditures. Fund accounting segregates funds according to their intended purpose and 
is used to aid management in demonstrating compliance with legal, financial and 
contractual provisions. The minimum number of funds is maintained consistent with 
legal and self-imposed managerial requirements established by the Municipality. For 
financial reporting purposes, the Municipality classifies its funds within the following 
governmental fund categories: 

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

Special Revenue Funds - The special revenue funds are used to account for revenues 
derived from grants or other revenue sources (other than major capital projects) that are 
either self-restricted by the Municipality or legally restricted by outside parties for use 
in specific purposes. The uses and limitations of each special revenue fund are specified 
by municipal ordinances or federal and state statutes. 

20 



I 
I 
I 
I 

I 

COMMONWEALTH OF PUERTO RICO 

MUNICIPALITY OF CAN6V ANAS 

Notes to Basic Financial Statements 
June 30, 2003 

Debt Service Fund- The debt service fund is used to account for the accumulation of 
resources for, and the payment of, principal and interest for: (1) general long-term debt 
for which debt service payments are legally mandated to be accounted for in a debt 
service fund, and/or (2) general long-term debt for which the Municipality is being 
accumulating financial resources in advance, to pay principal and interest payments 
maturing in future years (such bonds payable and notes payable). 

General long-term debts for which debt service payments do not involve the advance 
accumulation of resources (such as capital leases, compensated absences, claims and 
judgments and advances from CRIM, are accounted for in the general fund. 

Long-term debt's principal and accrued interest due on July 1 of the following fiscal 
year are accounted for as liabilities in the debt service fund at June 30, if resources are 
available at June 30 for its payment. 

Capital Projects Funds - Capital projects funds are used to account for the financial 
resources used in the acquisition or construction of major capital facilities, other assets 
and permanent improvements. The use of the capital projects funds has been reserved 
for major capital acquisitions or construction activities that would distort financial 
resources trend data if not reported separately from the other Municipality's operating 
activities. 

The routine purchase of capitalizable assets (such as vehicles and other minor capital 
assets) has been reported in the general fund. 

The Municipality has no significant operations or activities that: (1) are financed and 
operated primarily in a manner similar to private business enterprises, where the costs 
of providing goods or services to the general public is financed primarily through user 
charges, or (2) are fiduciary in nature. As a result, the Municipality does not report 
proprietary nor fiduciary funds in the accompanying fund financial statements. All 
Municipality' funds are classified as governmental for financial reporting purposes. 

4. Notes to the Basic Financial Statements - A set of notes that provide information that is 
essential to a user's understanding of the basic financial statements. 

S. Required Supplementary Information (other than MD&A) - A set of reports and 
information reported along with, but separate from, the basic financial statements of the 
Municipality, such as: (1) Budgetary Comparison Schedule-General Fund, (2) the Notes 
to Budgetary Comparison Schedule (3) the Schedule of Funding Progress - Employees' 
Retirement System of the Commonwealth of Puerto Rico and Its Instrumentalities ( 4) 
Schedule of Expenditures of Federal Awards and (5) Notes to Schedule of Expenditures 
of Federal Awards. 

D. Measurement Focus and Basis of Accounting 

The term measurement focus refers to what is being expressed in reporting financial position and 
performance, that is, which resources are being measured in the accompanying basic financial 
statements. Two different measurement focuses have been applied in the accompanying basic 
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COMMONWEALTH OF PUERTO Rico 
MUNICIPALITY OF CAN6VANAS 

Notes to Basic Financial Statements 
June 30, 2003 

financial statements: (1) the flow of current financial resources and (2) the flow of economic 
resources. Basis of accounting refers to when transactions have been recognized in the 
accompanying basic financial statements. GAAP provides for the use of two different bases of 
accounting, which have been used in the accompanying basic financial statements: (1) the 
accrual basis and (2) the modified accrual basis. 

The accompanying government-wide financial statements are reported using the economic 
resources measurement focus and the accrual basis of accounting. Accordingly, revenues are 
generally recorded when earned and expenses are generally recorded when a liability is incurred, 
regardless of the timing of related cash flows. Grants and similar items are recognized as 
revenue as soon as all eligibility requirements imposed by the provider have been met. All 
significant interfund activities have been eliminated from these government-wide financial 
statements. 

The accompanying fund financial statements are reported using the current financial resources 
measurement focus and the modified accrual basis of accounting. Revenues are generally 
recognized as soon as they are both measurable and available (that is, earned and collected or 
expected to be collected within the next 90 days following the fiscal year-end) to pay liabilities 
of the current period, except property tax revenues, for which the availability period is 60 days. 

In applying the susceptible to accrual concept to intergovernmental revenue in the accompanying 
fund financial statements, there are essentially two types of revenue. For the majority of grants, 
moneys must be expended by the Municipality on the specific purpose or project before any 
amounts will be reimbursed. Revenue is, therefore, generally recognized as expenditures are 
incurred. For the other revenue, moneys are virtually unrestricted and are generally revocable 
only for failure to comply with prescribed compliance requirements. These resources are 
generally reflected as revenue at the time of receipt or earlier if the susceptible to accrual criteria 
is met. 

In the accompanying fund financial statements, expenditures and related liabilities are generally 
recorded in the accounting period in which the liability is incurred, except for: (1) principal 
payment and interest on long-term obligations, which are recorded when due, except for 
principal and interest due in July 1 of the following fiscal year which are recorded when 
resources are available in the debt service funds (generally June 30); and (2) vacation leave, sick 
leave, Christmas bonus, obligations under capital leases, amounts subject to judgments under 
litigation, and other long-term obligations, which are recorded under the accrual basis of 
accounting in the accompanying government-wide financial statements. 

In December 1998, the Governmental Accounting Standards Board issued Statement No. 33, 
Accounting and Financial Reporting for Nonexchange Transactions ("GASB 33"), effective for 
financial statement for periods after June 15, 2000, which the Municipality adopted on July 1, 
2002. This statement established accounting and reporting standards for nonexchange 
transactions involving cash and financial or capital resources (for example, most taxes, grants and 
private donations). In a nonexchange transaction, a government gives (or receives) value without 
directly receiving (or giving) equal value in return. This is different from an exchange 
transaction, in which each party receives and gives up essentially equal values. The statement 
groups nonexchange transactions of governments into four classes, based on their principal 
characteristics: (a) derived tax revenue; (b) imposed nonexchange revenue; (c) government 
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mandated nonexchange transactions; and ( d) voluntary nonexchange transactions. The adoption 
of this statement altered significantly the basis of accounting used by the Municipality for the 
recognition of revenue and expenditures and related assets and liabilities, as described above. 
The effect of the adoption of this pronouncement has been reported as changes in accounting 
principles in the accompanying basic financial statements. Accordingly, the cumulate effects of 
such transactions have been reported retroactively as restatements of fund balances at July 1, 
2002. 

E. Maior and Nonmaior Funds 

Under the provisions of GASB 34, the Municipality is required to segregate funds among major 
and nonmajor categories within the fund financial statements. Major individual governmental 
funds are reported as separate columns in the accompanying fund financial statements, while data 
from all nonmajor governmental funds are aggregated into a single column, regardless of fund 
type. At minimum a fund is considered major if: (1) it is the primary operating fund of the 
Municipality (i.e. the general fund) or; (2) meets both of the following criteria: 

(a) Total assets, liabilities, revenues or expenditures of that individual governmental 
fund are at least 10 percent of the corresponding total for all funds of that category or 
type; and, 

(b) Total assets, liabilities, revenues, or expenditures of the individual governmental 
fund are at least 5 percent of the corresponding total for all governmental funds 
combined. 

Based on the above-mentioned criteria, the Municipality's general fund, the CDBG fund and the 
debt service fund are the only three funds that qualify as major funds for the fiscal year ended 
June 30, 2003, and accordingly, have been reported as major funds in the accompanying fund 
financial statements. All other governmental funds of the Municipality are considered nonrnajor 
for financial reporting purposes. 

F. Statutory (Budgetary) Accounting 

The Municipality's budget is adopted in accordance with a statutory basis of accounting, which is 
not in accordance with GAAP. Revenue is generally recognized when cash is received. 

Expenditures are generally recorded when the related expenditure is incurred or encumbered. 
Available appropriations and encumbrances are established to lapse one year after the end of the 
fiscal year. Amounts required to settle claims and judgments against the Municipality, and 
certain other liabilities, are not recognized until they are encumbered or otherwise processed for 
payment. 

Under the statutory basis of acco'Wlting, the Municipality uses encumbrance accounting to record 
the full amount of purchase orders, contracts and other commitments of appropriated resources as 
deductions from the appropriation prior to actual expenditure. In the governmental funds, 
encumbrance accounting is a significant aspect of budgetary control. 
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The accompanying budgetary comparison schedule - general fund, only presents the infonnation 
for the general fund, which is the only Municipality's fund with a legally adopted budget, as 
required by GAAP. Because accounting principles applied for purposes of developing data on a 
budget basis differ significantly from those used to present financial statements in conformity 
with GAAP, a reconciliation of differences in the deficiency of revenues and other financing 
sources under expenditures and other uses of financial sources for the year ended June 30, 2003 
was presented for the general fund as part of the accompanying budgetary comparison schedule. 

G. Cash and Cash Equivalents 

The Municipality's cash and cash equivalents are composed of cash on hand, demand deposits, 
and short-term investments in certificates of deposit with original maturities of three months or 
less from the date of acquisition. 

The Municipality follows the practice of pooling cash and cash equivalents. The balance in the 
pooled cash accounts is available to meet current operating requirements and any excess is 
invested in various interest-bearing deposits with private commercial banks. 

Cash with fiscal agent in the debt service fund represents additional property tax collections 
retained by the Municipal Revenue Collection Center ("CRIM'', by its Spanish Acronym), a 
municipal corporation (not a component unit of the Commonwealth nor of the Municipality). 
Such cash balances are restricted for the payment of the Municipality's debt service, as 
established by law. 

Cash equivalents consist of investments in certificates of deposit with original maturities of 90 
days or less, which amounted to $1 ,500,000 at June 30, 2003. 

H. Receivables and Payables 

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

Tax receivables in the general fund represent amounts owed by taxpayers principally for 
individual and corporate property taxes, municipal license taxes and construction excise taxes. A 
portion of these tax receivables is recognized when they become measurable and available based 
on actual collections during the 90 days (60 days for property taxes) following the fiscal year-end 
related to tax returns due before year-end. Tax receivables also include amounts owed by 
taxpayers from taxable years prior to June 30, 2003, estimated to be collectible but not currently 
available, as a result of the adoption ofGASB 33. 

Accounts receivables are stated net of estimated allowances for doubtful accounts, which are 
determined based upon past collection experience and current economic conditions. 
Intergovernmental receivables mainly represent amounts owed to the Municipality by the 
Commonwealth and the federal government of the United States of America for: (1) 
intergovernmental charges, and (2) for reimbursement of expenditures incurred pursuant to 
federally funded programs, respectively. 
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In the accompanying government-wide financial statements, receivables consist principally of all 
revenues earned at year-end and not yet received. Allowances for doubtful accounts are based 
upon historical trends and the periodic aging of accounts receivable. Major receivable balances 
for the governmental activities include municipal license taxes, property taxes and construction 
excise taxes, among others. 

Nonexchange transactions collectible but not available are deferred in the accompanying fund 
financial statements in accordance with the modified accrual basis of accounting, but not deferred 
in the accompanying government-wide financial statements in accordance with the accrual basis 
of accounting. Interest income is recorded when earned only if collected within 90 days after 
year-end since they would be considered both measurable and available. Allowances for 
uncollectible accounts receivable are based upon historical trends and the periodic aging of 
accounts receivable. 

I. Inventories and Prepaid Emenses 

Inventories consist of materials and supplies held for consumption. Generally, inventories and 
prepaid expenses are valued at cost and predominantly on the first-in, first-out basis. 
Governmental fund inventories and prepaid expenses are recorded as expenditures (consumption 
method) when purchased rather than capitalized as an asset. Only significant amounts of 
inventory and prepaid expenses at the end of the year would be capitalized, if any, in the 
governmental funds. However, inventories are always capitalized (purchase method) in the 
statement of net assets. 

J. Temporarily Restricted Assets 

Certain cash and cash equivalents set aside by the general fund, the capital projects fund and the 
special revenue fund are classified as temporarily restricted assets since their use is limited for: 
(a) the compliance with debt service requirements of bonds and notes payable as established in 
the respective debt agreements, (b) the funding of construction and permanent improvement 
projects, and ( c) the funding of federal and state sponsored programs. Temporarily restricted cash 
and cash equivalents amounted to $8,989,195 (note 3) at June 30, 2003. 

K. Deferred Charges 
Deferred charges in the accompanying statement of net assets consist of debt bond issuance 
costs, which are amortized over the term of the related debt using the straight-line method. In the 
fund financial statements, bond issuance costs are recognized in the current period as 
expenditure, whether or not withheld from the actual debt proceeds received. 

L. Interfund Transactions 

Permanent reallocations of resources between the Municipality's funds are classified as interfund 
transfers. The Municipality has the following types of transactions recorded among funds in the 
accompanying fund financial statements: 

• Operating Transfers - Legally required transfers that are reported when incurred as 
''operating transfers-in" by the recipient fund and as "operating transfer-out" by the 
disbursing fund. 
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• Interfund Payments (Quasi-external Transactions) - Charges or collections for services 
rendered by one fund to another that are recorded as revenue of the recipient fund and as 
expenditure of the disbursing fund. 

For the purposes of the accompanying government-wide statement of activities, all interfund 
transfers between individual governmental funds have been eliminated. 

M. Capital Assets 

The accounting and reporting treatment applied to the capital assets associated with a fund are 
determined by its measurement focus. General capital assets are long-lived assets of the 
Municipality as a whole, such as land, land improvements, easements, buildings, building 
improvements, vehicles, machinery, equipment, works, infrastructure and all other intangible 
assets that are used in the operations of the Municipality and that have initial useful lives 
extending beyond a single reporting period (fiscal year). Infrastructure assets are generally 
immovable in nature and include roads, bridges, streets and sidewalks, drainage systems and 
other similar assets. In the accompanying government-wide statement of net assets, all individual 
capital assets over the threshold amount of $500 have been capitalized and depreciated. 

In the accompanying government-wide statement of net assets, all capital assets are valued at 
their historical cost or estimated historical cost if actual is unavailable, except for donated capital 
assets, which are recorded at their estimated fair value at the date of donation. Estimated 
historical cost was used to value the majority of the assets acquired prior to June 30, 2003. The 
costs of normal maintenance and repairs that do not add value to the asset or materially extend 
capital asset lives are not capitalized. 

All capitalized assets are depreciated over their estimated useful lives under the straight-line 
method. All individual capital assets under the above mentioned capitali7.ation threshold are 
charged directly to expense in the accompanying government-wide statement of activities. The 
estimated useful lives of major capital asset categories are: 

Land improvements 
Buildings and building improvements 
Infrastructure 
Motor vehicles 
Furniture and fixtures 
Machinery and equipment 

20 years 
50 years 
20 to 50 years 
8 years 
5 to 20years 
5 to 20 years 

Equipment held under capital leases is depreciated under the shorter of its estimated useful life of 
the assets or the lease term. Capital assets are recorded as capital outlays expenditures in the 
acquiring fund for the purposes of the accompanying statement of revenues, expenditures and 
changes in fund balances - governmental funds. 
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The Municipality reports deferred revenue on its basic financial statements. Deferred revenue 
arises when potential revenue does not meet both the "measurable" and "available" criteria for 
revenue recognition in the current period. Available is defined as due (or past due) at June 30, 
and collected within 90 days (60 days for property taxes) thereafter to pay obligations due at June 
30. Deferred revenues also arise when the Municipality receives resources before it has a legal 
claim to them. In subsequent periods, when the revenue recognition criterion is met, or when the 
Municipality has a legal claim to the resources, the liability for deferred revenue is removed and 
revenue is recognized. Deferred revenues at the government-wide level arise only when the 
Municipality receives resources before it has a legal claim to them. 

Deferred revenues at June 30, 2003 amounted to $7,347,118 and $12,206,519 in the 
accompanying government-wide statement of net assets and balance sheet - governmental funds, 
respectively. 

0. Compensated Absences 

Compensated absences are accounted for under the provisions of Statement No. 16, Accounting 
for Compensated Absences, issued by the Governmental Accounting Standards Board (GASB 
16). 

Compensated absences include paid time off made available to employees in connection with 
vacation, sick leave and compensatory time. According to GASB 16, the liability for 
compensated absences recorded in the accompanying government-wide statement of net assets 
is strictly limited to leave that: (1) is attributable to services already rendered on or before June 
30, 2003, and (2) is not contingent on a specific event (such as illness) that is outside the control 
of the Municipality and the employee. The liability for compensated absences, include salary­
related costs, which are directly and incrementally related to the amount of salary paid to the 
employee (such as employer's share of Social Security taxes, Medicare taxes, employer 
contributions to retirement system and others). 

The vacation policy of the Municipality provides for the accumulation of regular vacations at a 
rate of 2.5 days per month (30 days per year). Employees accumulate regular sick leave at a 
rate of 1.5 days per month (18 days per year). Employees accumulate compensatory time at a 
rate of 1.5 times the overtime worked. All vacation and sick leave days accumulated by 
employees in excess of 30 days and 90 days, respectively, are paid to employees each year if not 
consumed, as required by law. In the case of compensatory time, the excess of 240 hours is 
paid to employees each year, if not consumed. Upon termination of employment, an employee 
receives compensation for all accumulated unpaid regular vacation leave at the current rate. In 
the case of regular sick leave, if the employee terminates his or her employment with the 
Municipality before reaching 10 years of services, such regular sick leave days are not paid to 
the employee. Upon termination of employment, an employee does not receive compensation 
for compensatory time, if not consumed. After 10 years of services any regular sick leave 
balance is paid to the employee. Accumulated vacation time is fully vested to the employees at 
any time. At June 30, 2003, the Municipality has recorded a liability for compensated absences 
amounting to $2,284, 169 in the accompanying government-wide statement of net assets. 
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P. Claims and Judgments 

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

Q. Long-Term Debt 

All long-term debt to be repaid from governmental resources is reported as liabilities in the 
government-wide statement of net assets, except for principal and interest payment on long-term 
obligations due in July 1 of the following fiscal year, which is recorded in the fund financial 
statements when resources are available in the debt service fund (generally at June 30). Bonds 
and notes premiums and discounts, as well as, issuance costs, are deferred and amortized over the 
life of the debt in the accompanying government-wide financial statements. 

Long-term debt for governmental funds is generally not reported as liabilities in the fund 
financial statements. In the governmental fund financial statements, governmental funds 
recognize bond premiums and discounts, as well as bond issuance costs, during the current 
period. The face amount of the debt issued is reported as other financing sources. Premiums 
received on debt issuance are reported as other financing sources while discounts are reported as 
other financing uses. 

R. Reservations of Fund Balances 

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

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

• Capital Assets - Represents net assets available to finance future acquisitions of capital 
assets. 

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

• Advances and Other Specified Purposes - Represent the reservation of moneys set aside 
principally for long-term commitments related to federally-funded programs. 

S. Risk Financing 

The Municipality purchases commercial insurance covering casualty, theft, tort claims, and other 
losses. The Commonwealth, through its Department of Treasury, pays the insurance premiums 
on behalf of the Municipality and then is reimbursed each year through monthly equal payments. 
The current insurance policies have not been canceled or terminated. For workers' compensation 
and disability insurance, the Municipality obtains insurance coverage through the State Insurance 
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Fund Corporation (a component unit of the Commonwealth) and the Occupational Disability 
Fund (which is a trust fund administered by the Department of Labor and Human Resources of 
the Commonwealth). 

T. Total Columns 

Total columns on the fund financial statements are presented only to facilitate financial analysis. 
Data in these columns does not present consolidated financial position or results of operations in 
conformity with GAAP. Such data is not comparable to a consolidation since interfund 
eliminations have not been made in the accompanying fund financial statements. 

U. Use of Estimates 

The preparation of basic financial statements in conformity with accounting principles generally 
accepted in the United States of America requires the Municipality's management to make 
significant estimates and assumptions that affect the reported amounts of assets and liabilities 
and the disclosure of contingent assets and liabilities at the date of the basic financial statements 
and the reported amounts of revenue and expenses during the reporting period. Actual results 
could differ from those estimates. 

2. STEW ARDSBIP, COMPLIANCE, AND ACCOUNTABILITY 

The Municipality's general fund is the only governmental fund for which an annual budget is legally 
adopted. The Municipality's elected Mayor is legally required to prepare and submit to the elected 
Municipal Legislature an annual balanced budget for the ensuing fiscal year. The annual budget is 
prepared by the Municipality's Department of Finance, and takes into consideration the advice 
provided by all municipal departments and divisions. The appropriations made for any fiscal year 
shall not exceed the total revenues, including available surplus, estimated for said fiscal year, unless 
the imposition of taxes sufficient to cover said appropriations is provided by law. 

The annual budget, which is developed utilizing elements of performance-based program budgeting 
and zero-based budgeting, includes an estimate of revenues and other financing resources of the 
ensuing fiscal year under: (1) laws existing at the time the budget is submitted; and (2) municipal 
legislative measures proposed by the Mayor and submitted with the proposed budget, as well as the 
Mayor' recommendations as to appropriations that in his judgment are necessary, convenient, and in 
conformity with the four-year governmental plan adopted by the Municipality. 

The Municipal Legislature may amend the budget submitted by the Mayor but may not increase any 
items so far to cause a deficit without imposing taxes or identifying other sources of revenue to cover 
such deficit. Upon approval by the Municipal Legislature, the budget is referred to the Mayor who 
may decrease or eliminate any line item but may not increase or insert any new line item in the 
budget. The Mayor may also veto the budget in its entirety and return it to the Municipal Legislature 
with his objections. If a budget is not adopted prior to the end of the fiscal year, the annual budget for 
the preceding fiscal year, as approved by the Legislature and the Mayor, is automatically renewed for 
the ensuing fiscal year until the Municipal Legislature and the Mayor approve a new budget. This 
permits the Municipality to continue making payments for its operations and other purposes until the 
new budget is approved. 
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The Municipality's annual budget is prepared on the budgetary basis of accoWlting, which is not in 
accordance with GAAP. Accordingly, for budgetary purposes the MWlicipality uses encumbrance 
accounting. The encumbrances (principally purchase orders and contracts) are considered 
expenditures when a commitment is made. For GAAP reporting purposes, encumbrances outstanding 
at year-end are reported as reservations of budgetary appropriations and GAAP fund balances and do 
not constitute expenditures or liabilities on a GAAP basis because the commitments will be honored 
during the subsequent year. The encwnbered balance of any appropriation of the general fund at the 
end of the fiscal year will lapse to the following fiscal year. In addition, the MWlicipal Legislature 
may direct that certain revenues be retained and made available for spending within a specific 
appropriation account. 

Generally, expenditures may not exceed the level of spending authorized for an individual department 
or division of the Municipality. However, the Municipality is statutorily required to satisfy the debt 
service requirements, regardless of whether such amounts are appropriated or not. 

Appropriations are enacted for certain departments and divisions. Appropriations for capital projects 
are made for each bond/note issue and the authorization continues for the expected construction 
period. 

The Municipality's Finance Department has the responsibility to ensure that budgetary spending 
control is maintained on an individual department/division basis. The Finance Department may 
transfer part or all of any encumbered balance within a department to another department subject to 
approval. Budgetary control is exercised through the Municipality's accounting system. This system 
ensures that encumbrances or expenditures are not processed if they exceed the department/division's 
total available spending authorization, which is considered its budget. The legal level of budgetary 
control is at the individual department level for the general fund expenditures, principal and interest 
due for the year for the debt service fund, and by bond/note authorization for capital expenditures. 

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

3. DEPOSITS 

The Municipality maintains its deposits of cash in the Government Development Bank for Puerto 
Rico ("GDB") (a governmental bank and component unit of the Commonwealth) who serves as 
fiscal agent of the Municipality; and in various commercial banks located in Puerto Rico. The 
balances deposited in GOB are uninsured and uncollateralized. The balances deposited in 
commercial banks are insured by the Federal Deposit Insurance Corporation ("FDIC") up to a 
maximum of $100,000 per depositor. However, under the laws and regulations of the 
Commonwealth, public funds deposited in commercial banks must be fully collateralized for the 
amount deposited in excess of federal depository insurance provided by the FDIC. All securities 
pledged as collateral are held by an agent of the Secretary of the Treasury of the Commonwealth in 
the name of the Municipality. 
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Cash, cash equivalents and investments at June 30, 2003 consist of the following: 

Included In 
State 

Debt HUD 1..ecblatift 
General Sa-vice Section 108 Joint Raolutlons 

Fund Fund Fund Fund 

Unrestricted cash and cash equivalents in 
commercial bank s 3,067,207 s - s - s -
Temporarily resuicted cash and cash 
equivalents SOl,094 1,no,921 1,793,527 1,304,844 

Total s 3,568,301 1,no,921 1,793,527 1,304,844 

Other 
Govenuneatal 

Fuods 

s - s 

3,618,803 

3,618,803 s 

Cash and cash equivalents consist of demand deposits and certificates of deposit with original 
maturities of less than three months amounting to $2,500,000. 

The Municipality's bank balance of deposits with financial institutions are categoriud to provide an 
indication of the level of collateral risk assumed by the Municipality at June 30, 2003. Risk 
categories are described as follows: 

Category 1: 

Category 2: 

Category 3: 

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

Collateralized with securities held by pledging financial institution's trust 
deparbnent or agent in the Municipality's name. 

Uncollateralized; including any bank balance that is collateralized with 
securities held by the pledging financial institution or by its trust deparbnent 
or agent but not in the Municipality's name. 

The carrying amount (book balance) and the bank balance of deposits with financial institutions of 
the Municipality at June 30, 2003 consist of the following: 

Carrying Bank 
Amount Balance 

Deposits in commercial banks $ 7,490,348 $ 7,943,515 
Deposits with fiscal agent 4,566,054 4,566,054 

Total $ 12,056.402 $ 12,509,569 

Bank balances of deposits are classified as follows: 
Category I $ 7,943,515 
Category 3 4,566,054 

Total bank balances ~ 1215091569 
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4. MUNICIPAL LICENSE TAXES 

The Municipality imposes a municipal license tax on all businesses that operate within the 
Municipality, which are not totally or partially exempt from the tax pursuant to the Industrial 
Incentives Acts of the Commonwealth of Puerto Rico. This is a self-assessed tax based on the 
business volume in gross sales as shown in the tax retwn that is due on April 15 of each year. Entities 
with sales volume of$ 1 million or more must include rates are established by the Municipality. At 
June 30, 2003, the municipal tax rates imposed by the Municipality were 1.50 percent for financing 
institutions and 0.30 percent for any other taxpayers. Any taxpayers, who have been granted with 
partial tax exemptions under any of the incentive tax laws of the Commonwealth, ultimately pay 
municipal license taxes at reduced tax rates, generally between 60 percent and 90 percent under 
standard rates. 

Each taxpayer must asses his/her corresponding municipal license tax by declaring his/her volume of 
business through a tax retwn every April 15 based on the actual volume of business generated in the 
preceding calendar year. The tax can be paid by the taxpayer in two equal installments: (1) the first 
payment due at the filing date of the retwn (generally April 15), and (2) January 15 subsequent to the 
filing of the declaration. The first installment of the tax covers the taxable period (six months) ended 
December 31 subsequent to the filing date of the declaration, while the second installment of the tax 
covers the taxable period (six months) ended June 30 of the subsequent calendar year. If a taxpayer 
elects to pay the tax in full on the filing date of the declaration (April 15), a 5 percent discount is 
granted automatically on the tax amount due. 

Any municipal license taxes collected in advance (that is, prior to June 30 but pertaining to the next 
fiscal year) are recorded as deferred revenues. As of Jooe 30, 2003, the total mWlicipal license tax 
receivable (net of the allowance for estimated uncollectible amounts) and the respective deferred 
revenues amounted to $3,329,514 and $4,540,441, respectively, in the accompanying government­
wide financial statements. 

I s. PROPERTY TAXES 

The Municipality is authorized by law to impose and collect personal and real property taxes. 
Personal property taxes can be imposed to any natural or legal person engaged in trade or business 
that at January 1 of each year is owner of personal property used in trade or business. 

Personal property taxes are self-assessed by taxpayers every year using the book value of personal 
property assets owned by the taxpayer at January 1 and reporting such taxable value through a 
personal property tax return filed on May 15 subsequent to the assessment date. At June 30, 2003, 
the total personal property tax rate in force was 6.28 percent (of which taxpayers pay 6.08 percent 
and .20 percent is reimbursed by the Department of Treasury of the Commonwealth. Real property 
taxes are assessed by CRIM. The assessment on real property is made every January 1 and is based 
on estimated current values of the property deflated at 1957 market prices. At June 30, 2003, the 
total real property tax rate in force was 8.28 percent (of which 8.08 percent is paid by taxpayers). 

Residential real property occupied by its owner is exempt by law from property taxes on the first 
$15,000 of the assessed value (at 1957 market prices). For such exempt amounts, the Department of 
Treasury of the Commonwealth assumes payment of the basic tax (4.00 and 6.00 percent for personal 
and real property, respectively) to the Municipality, except for property assessed of less than $3,500 
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(at 1957 market prices), for which no payment is made. Revenue related to the basic tax on exempt 
property is recorded in the general fund when collections are received from the CRIM. 

CRIM is required to remit 1.03 percent of the personal and real property tax collected to the 
Municipality to be used for the partial funding of the debt service requirements on general 
obligations and notes payable of the Municipality. In addition, 1.25 percent of the total personal and 
real property taxes collected by CRIM is restricted for debt service requirements of the Municipality 
and is retained by GDB for such purposes. Accordingly, such amount is recorded as revenues in the 
debt service fund when collected and reported by the CRIM. 

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

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

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

As of June 30, 2003, the total property tax receivable (net of allowance for estimated uncollectible 
amounts) amounted to $6,025, 779. 

6. INTERFUND BALANCES 

On July l, 2001 the Municipality adopted the provisions of Statement No. 38, Certain Financial 
Statement Note Disclosures, issued by the Governmental Accounting Standards Board. This 
statement requires the disclosure of the flow of resources between funds and to assess the 
collectibility of interfund balances. Interfund balances at June 30, 2003 consisted of the following: 

Opendng Tnmfen to: 
M1jor fimds: 

Genni fintd 
Debi service fimd 
HUD Section 8 fimd 
Slllte lcgislltive joint raoluticm filad 

N011D11jor fintds: 
Spocill revenue fimd 
~ QPilal projecta fimd 

Total 

OP!ndng Tnaafer from: 
MajorFnad1 

HUD State Other 
Debt Section Lepladvt Capital Special 

Genenl Service 108 Joint Rnolndona Project Revenue 
Fnad Fund Fund Fu ad Fnad1 Fund Total 

s s SOl.094 s s s 10,483 s 106,256 s 617,833 
14.328 14.328 

127.404 - --~ ------ ---- --- ___ ._67.._,98_7 

s 141.132 s soa,094 ~ "'-s ---- - s 10,483 s 106,2S6 _s _ _ 8_oo.._.t4_a 
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Due To: 
Major funds: 

General fund 
Debt service fund 

Nonmajor funds: 
Special revenue fund 
Capital projects fund 

Total 

s 

s 

COMMONWEALTH OF PUERTO Rico 
MUNICIPALITY OF CAN6V ANAS 

Notes to Basic Financial Statements 
June 30, 2003 

Due From: 
Major FundJ 

HUD State 
Debt Section Leglsladve 

General Service 108 Joint Resolutions 
Fund Fund Fund Fund 

. s 497,081 s . s . s 
4,013 

349,604 
103,81 1 75,818 

457,428 s 497,081 s . s 75,818 s 

Other 
Special Capital 
Revenue Project 

Fund FundJ Total 

. s 570,347 s 1,067,428 
4,013 

349,604 
19,295 198,924 

. s 589,642 s 1,619,969 

At June 30, 2003 all amounts due to among funds are considered collectible by the Municipality's 
management. 

7. CAPITAL ASSETS 

Capital asset activity for the year ended June 30, 2003, was as follows: 

Balance 
81 Bmace 

J uae 30, 2002, • t 
COSTBA81S; .. retllled Addldoas Reclaalllatlo111 June~:IGOJ 

Cost buisofc.pilalassets, not aibjcct 
IO dcprec:iltioa and amortization: 

lnliuaucture lmld s l,26S,104 s . s . s l,26S,104 
Coastructioo in progress 2,079.386 6,230.201 !2.2S6,932) 6,052.655 

I otal cost basis of capilal assets, not 
subject IO dcprcciltioo llld unanizltioo 3,344,490 ~230.201 !2.256.932) 7,317,759 

C'.ott buis of capital assets, subject 10 
dqireciliion md llllOltizlrion: 

Buildinp. llrUc:tures md buildmg inpovemr:ulS 10,497,48$ IQ.497,48S 
lnhltructurc 3,143,886 2,256.932 S,400,818 
Lmdl...,rovcmmts 2,094,491 2.094,491 
Liccmcd vehicles 2,619,263 3,192,820 5,812.083 
MacUiay and equipment 985,524 98$,524 
Equipment uadcr capital leases 205~4S 205~4$ 

I oul COii buis of capital awu subjec1 
IO depreciltioa and aimrtU:arioo 19.545,894 3,192.820 2~56,932 24,99S,646 

Total cost buis ofcapilll usets s 22,890,384 9,423,021 . s 32,313,405 

Bala ace Depndadon Hd Bmnct 

•t Amonmdoa at 

"°i;;t!.!Ml.!1.Ailll2 !:!ll~IW~IMIQtl "°til2 .WQRIIUl:lm!: 
J unt3!?z 2002 ~lllt ltftlaalOcatlom June 30,2003 

Buildinp. - md building inpovan:nts s 2.181,327 209,703 . s 2,391,030 
lnhllnacturc 3,912,427 78,440 3,990,867 
Lmdl...,ro-. 954,642 90,464 1,045,106 
Liccmecl vehicles 2.357.260 372,988 2,730,248 
Mlchinc:ry and equipment 379,833 61,689 441,$22 
Equipment uadcr capital leases 12.930 40,750 53,680 

Total ac:aunallled depreeiltioa lftd amortization 9,798,419 854,034 10,652.453 

CAPITAL ASSETS, NET s 13.091,965 8.568:987 s 21,660,952 
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Depreciation and amortization expense was charged to functions in the accompanying govemment­
wide statement of activities as follows: 

General govermrent 
Public safety 
Public housing and welfare 
Health and sanitation 
Ollture, recreation and education 
Utban and economic develqmrnt 

Total depreciation and amnti7.3t.ion expense 

8. EMPLOYEES RETIREMENT SYSTEM 

$ 

$ 

94,396 
46,357 

227,030 
5,245 

633 
480,373 

854,034 

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

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

The System provides for retirement, death and disability benefits. Death and disability retirement 
benefits are available to members for occupational and non-occupational death and disabilities. 
Retirement benefits depend upon age at retirement and number of years of credited service. Benefits 
vest after 10 years of plan participation. 

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

On September 24, 1999, an amendment to Act No. 447 of May 15, 1951, which created the System, 
was enacted with the purpose of establishing a new pension system ("System 2000"). System 2000 
became effective on January 1, 2000. Employees participating in the current system as of December 
31, 1999, had the option to either stay in the defined benefit plan or transfer to the new program. 
Persons joining the government on or after January 1, 2000, are the only required to become 
members of System 2000. 
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System 2000 is a hybrid defmed contribution plan, also known as cash balance plan. Under this new 
plan, there is a pool of pension assets, which will are invested by the System, together with those of 
the current defmed benefit plan. The Commonwealth nor the Municipality will not guarantee 
benefits at retirement age. The annuity will be based on a formula which assumes that each year the 
employees' contribution (with a minimum of 8.275 percent of the employees' salary up to a 
maximum of 10.00 percent) will be invested in an account which will either: (1) earn a fixed rate 
based on the two-year Constant Maturity U.S. Treasury Note; (2) earn a rate equal to 75 percent of 
the return of the System 2000's investment portfolio (net of management fees); or (3) earn a 
combination of both alternatives. Participants receive periodic account statements similar to those of 
defined contribution plans showing their accrued balances. Disability pensions are not being granted 
under System 2000. The employer's contributions (9.275 percent of the employees' salary which is 
applicable to the Municipality) will be used to fund the current plan. 

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

Funding Policy: 

Contribution requirements are established by law and are as follows: 

Municipality 
Employees: 
Hired on or before March 31, 1990 

Hired on or after April 1, 1990 

9.275% of gross salary 

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

During the fiscal year ended June 30, 2003 the employer's contributions paid by the Municipality to 
both retirement systems amounted to $212,367. On August 12, 2000, Act No. 174 was approved to 
allow certain participants of the ERS to be eligible for early retirement upon attaining at least age 55 
with 25 years of service, provided they made their election on or before April 1, 2001. Those who 
elected early retirement under this law will receive monthly benefits of75 percent (if25 or more year 
of service and 55, or 30 or more years or services and age 50) or benefits of 65 percent (if 25 years of 
service by less than age 55) of their average compensation which is computed based on the highest 
36 months of compensation recognized by the System. In these cases, the employer (including the 
Municipality) is responsible for contributing to the System the amount needed to cover the benefit 
payments and employer contribution with respect to the participants covered until the participants 
reaches the normal retirement age. 

Historically, the Commonwealth has reported the System as a single-employer plan (as relates only 
to the financial reporting entity of the Commonwealth) in its comprehensive annual financial report. 
Accordingly, the Commonwealth will assume any actuarial deficiency that may exist or arise related 
to the Municipality's participating employees since the System does not allocate any actuarial 
deficiencies pertaining to municipal employees participating in the System. The Municipality is only 
required by law to make statutory contributions in the rates mentioned above. As a result, no net 
pension obligation nor net pension asset that may be allocable to the Municipality's participating 
employees, if any, has been recorded in the accompanying basic financial statements. 
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9. LONG-TERM DEBT 

COMMONWEAL TH OF PUERTO Rico 
MUNICIPALITY OF CAN6V ANAS 

Notes to Basic Financial Statements 
June 30, 2003 

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

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

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

In addition, before any new bonds or notes are issued, the revenues of the debt service fund should be 
sufficient to cover the projected debt service requirement. At June 30, 2003, the Mwiicipality is in 
compliance with the debt limitation requirements. 

The general long-term debt activity for the year ended Jwie 30, 2003 was as follows: 

Balance at 
June 30, 2002, Borrowings or Payments or Other net Balance at Due Within 

as restated Additions Deductions chanll!! June 301 2003 One Year 
Bonds payables s 8,475,000 s 3,375,000 s (885,000) s s 11,165,000 s 845,000 
Notes payable to Puerto Rico Traasury 
Department 2,373,915 (222,353) 2,151,582 1,917,832 
Noles payable to HUD 1,000,000 3,771,887 (55,000) 4,718,887 55,000 
Compensated absences 1,899,852 384,317 2,284,169 1,758,986 
Claims and Judgments 201,500 360,000 581,500 
Reserve for federal cost clsalowances 158,500 158,500 
Obligatlon under capital leases 194,971 . dr,836~ . 159,335 38,434 

Total $ 14,303,738 s /,506,8ti7 $ { 7,989 $ 384,317 $ 21 ,196,933 $ 4.615,252 

The Mwiicipality issues general and special (public improvements) obligations bonds and notes to 
provide for the acquisition and construction of major capital facilities and equipment, as well as, to 
cover certain operating needs. Long-term debt at June 30, 2003 is composed of the following debts: 

General Obligation Bonds: 

2003 serial bonds due in annual principal installments ranging from $405,000 to 
$565,000; plus interest due in semiannually installments at variable rates (5.00% to 
5.50% at June 30, 2003) through July, 1, 2009 

Public Improvement Bonds: 

1992 serial bonds due in annual principal installments ranging from $80,000 to 
$255,000; plus interest due in semiannual installments at variable rates (4.37% to 
6.36% at June 30, 2003) through July, 1, 2006 
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1995 serial bonds due in annual principal installments ranging from $95,000 to 
$265,000; plus interest due in semiannual installments at variable rates (4.70% to 
6.88% at June 30. 2003) through July, 1, 2009 

2001 serial bonds due in annual principal installments ranging from $75,000 to 
$475,000; plus interest due in semiannual installments at variable rates (2.70% to 
5.60% at June 30, 2003) through July, 1, 2026 

Notes payable to the Puerto Rico Treasury Department: 

2001 operating loan with the Department of Treasury due in monthly principal 
installments ranging from $25,000 to $22,767; which includes implicit interest due 
in monthly installments at 5% through March 1, 2011 

Notes Payable to HUD: 

2000 public improvement loan with HUD due in annual principal installments 
ranging from $55.000 to $385,000; plus interest due in semiannual installments at 
variable rates through August. 1. 2019 

Accrued compensated absences 

Legal claims and judgments 

Reserve for federal cost disallowances 

1,465,000 

5,425,000 

2,151,562 

4,716,867 

2,284,169 

561,500 

158,500 

159,335 Obligation under capital leases 
Total long-term debt $ 21,196,933 

Annual debt service requirements of maturity for bonds payable are as follows: 

Year Ended 
June 30, Principal Interest Total 

2004 845,000 568,902 1,413,902 
2005 910.000 529.517 1,439,517 
2006 975,000 477,692 1,452,692 
2007 1,040,000 421,693 1,461,693 
2008 840,000 369,984 1,209,984 

2009-2013 2,305,000 1,303,782 3,608,782 
2014-2018 1,030,000 1,015,022 2,045,022 
2019-2023 1,515,000 694,844 2,209,844 
2024-2028 1,705,000 199.780 1,904,780 

Totals 11,165,000 5,581,216 16,746,216 
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As described in Note 5, the Municipality levies an annual additional special tax of 1.75% of the 
assessed value of personal and real property. The proceeds of this additional special tax are required 
to be credited to the debt service fund for payment of general obligation bonds and notes of the 
Municipality. The property taxes are collected by CR.IM as agent of the Municipality (see note 5). 

10. CAPITAL LEASES 

The Municipality has entered into various capital lease agreements to finance the acquisition of 
office equipment will expire at different years until 2008. These lease agreements qualify as capital 
leases for fmancial accounting purposes and, therefore, have been recorded at the present value of 
their future minimum lease payments as of the inception date. At Jwie 30, 2003, the capitalized assets 
amounting to approximately $205,245 are reported as equipment in the statement of net assets. 

The future minimum lease obligations and the net present value of these minimum lease payments as 
of June 30, 2003 is as follows: 

Year ending June. 30 

2004 
2005 
2006 
2007 
2008 

Total minimun lease payments schedule under agreements 
Less: Amount representing future interest payments 

Present value of minimum lease payments 
Less: 
Current portion obligation under capital leases 
Obligation under capital leases, excluding current portion 

11. COMMITMENTS AND CONTINGENCIES 

$ 

s 

Principal 

49,168 
49,168 
45,945 
39,501 

36 
183,818 
(24,483) 

159,335 

38,434 
120,901 

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

With respects to pending or threatened litigation. the Municipality has reported liabilities of $561,500 
for awarded and anticipated Wlfavorable judgments as of June 30. 2003. This amount was reported 
within claims and judgments liabilities in the government-wide statement of net assets. Management 
believes that the ultimately liability in excess of amounts provided, if any. would not be significant. 
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12. ACCOUNTING CHANGES AND RESTATEMENTS 

During current year, the Municipality implemented several new accounting standards and 
pronouncements issued by GASB. 

GASB Statement No. 34, as amended by GASB 37, establishes new financial reporting standards 
for state and local governments. This statement's requirements represent a significant change in the 
financial reporting model used by state and local governments, including statement formats and 
changes in fund types and elimination of account groups. In addition to fund financial statements, 
governments are required to report government-wide financial statements, prepared using the 
accrual basis of accounting and the economic resources measurement focus. As a result, fimd 
reclassifications and adjustments to the fund equities reported in the 2002 financial statements were 
required. 

GASB Statement No. 38 requires certain note disclosures. The provisions of these new standards 
have been incorporated into the basic financial statements and notes. 

GASB Interpretation No. 6 clarifies the application of existing standards for distinguishing the 
respective portions of certain types of liabilities that should be reported as ( 1) governmental fimd 
liabilities and (2) general long-term liabilities of the Mwiicipality. The provisions of this 
interpretation have been incorporated into the basic financial statements and notes. 

These new accounting standards caused most of the accounting changes and restatements described 
on the ensuing discussions below. Changes and restatements for reasons other than the adoption of 
the above pronouncements are also explained below. 

The following schedule reconciles the June 30, 2002 fund balances as previously reported by the 
Municipality to the beginning fund balances, as restated: 

J une 30, 2002, June 30, 2002, 
fund balance as Correction fund balance 

previously or accounting (deficit) 
re2orted errors as restated 

Major funds: 
General fund $ 2,057,540 $ (211,931) $ 1,845,609 
Debt service fund 835,639 320,066 1,155,705 
HUD Section 108 fund 546,649 (47,763) 498,886 
State legislative joint 
resolutions fund 1,2431512 !1,24315442 !322 

4,683,340 !11183,1722 3,500,168 
Nonmajor funds: 

Special revenue fund 985,022 (927,251) 57,771 
Other capital projects fund 3,365,727 554,586 3,920,313 

4,350,749 !372,6652 3,978,084 
Totals $ 9,034,089 $ ~1,555,8372 $ 7,478,252 
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The following table reconciles certain liabilities reported in the June 30, 2002 general long-term 
debt accoWtt group (GLIDAG) the respective beginning long-term liabilities balances in the 
accompanying statement of net assets, as restated: 

Department of treasury loan 
HUD Section !OS loan 
Obligation under capital leases 
Reserve for federal cost disallowanccs 
Compcns1tcd absences 
Legal clai~ and judgments 
Sununer and christmas bonus 

Totals 

s 

s 

J uae 30, 2002, 
GL TDAG b1l1ace 

as previously 
rel?!rted 

2,934,767 

l ,OS4,79S 
100,000 

4,l 19,565 

41 

Correction 
or accouadng 

erron 

s (560,852) 
1,000,000 

194,971 
158,SOO 
Sl5,0S4 
101,500 
161,956 

s l,S71,129 

J une 30, 2092, 
U1btlldes bllaaces 

or statement or 
net assets, 
u restated 

s 2,373,915 
1,000,000 

194,971 
158,SOO 

l ,S99,S52 
201,SOO 
161,956 

S 5,990,694 
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BUDGETARY COMPARISON SCHEDULE -GENERAL FUND 
YEAR ENDED .llJNE 30, 200) 

Budl!tecl Amounu 

R.ewmies: 
Property IUCS 

Municipal icense taxes 
Constn1ction excise taxes 
lntergovemmenral con1n1Julions and reimbursements 
lnlcrcst, fines and penalties 
Charges for services 
Other 

Expendiiu=: 
General govenment 
Urban and economic development 
Public safety 
Public housing and wellire 
Culture, RCTealion and education 
Heakh and sanbtion 

Esplanlltlon of Dllrcrcnca: 

So1rcea/lnnom of Rnanclal resources: 
Actual amounts (budgetary basis) "available for appropriations" 

ftom the budgewy compari5cln sdledule 
Di~. budget basis 10 GAAP' 

Adjustments to receivables to convert 
to modified accrual basis 

Resources considered revenues for budgetary purposes 

s 

s 

s 

s 

but an not revenues for financial reporting purposes 
Transfm fiom olher funds are inflows of budgetary resources 

but are not revenues for financial reporting purposes 
Issuance of toiw-tenn debt and proceeds li'om sale of land 

are inflows ofbudgctuy rcsoun:cs but are regarded as 
"other financing sources" for linancial reporting p W'J)OSeS 

O!:!J!nal 

3,11 1,()1)4 
2.040.000 
1,100,000 
4,016.400 

l!Xl,000 
1,400,000 

4181901 
12,276,395 

6,441,874 
1,759,667 

298,907 
887,019 
273,694 

21615.234 
12,276,395 

Total revemies as reported on the statement ofreverues, expenditures 
and changes in fund balmicc$ - govemmcn1al funds 

Uaes/01tflews of flnanclal mturua: 
Actual amounts (budgetary basis) "total charges 10 appropriation;" 

Dom the budgetary comparison schedule 
Difi:renccs • budget bU.s to GMP: 

Adjustments to Jlllyables to convert 
to modified accrual basis 

Transfers to other funds are outflows of budgetary resources 
but are not expenditures lbr financial reporting purposes 

Debt issue CIOSts are outflows of budgetary resources 
but are not expenditures for 6nancial reporting purposes 

Resources considered expenditures IOr budgetary pwposes 
btlt are not expenditures filr ftnancial reporting purposes 

Encwnbranc:es recorded as cUITelll year eJ<penditlU'eS for GAAP basis 

Total expenditures as reported on the statemem ofreverues, expenditures 
and changes in fund balance$ - govermncntal funds 

Final 

$ 3, 11 1,()1)4 
2.956.644 
2,417,063 
4,079,022 

l!Xl,000 
1,400,000 
1,2081065 

s 15,361,888 

s 9,449,921 
1,718,767 

248,909 
730,314 
325, 191 

~888~86 
s 15,361,388 

Actual 
Amoun1' 

(Budcetary 
Bala) 

~See Note l! 

$ 3,225,180 
3.276.412 
2,921,556 
3,990,317 

301,173 
156,656 

$ 
511981108 

19,0691402 

$ IO,S IS,982 
6,637,052 

430,024 
1,014,772 

324,888 

s 
az9091oos 

21,8311726 

The accompu1ying notes lo the basic financial statements are an integral put of tlis schedule. 
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Varlanee 
with 

f'lllal 
Budget-
Positive 

!N5atlve! 

$ 114,086 
319.768 
504,493 
(88,705) 
11 1,173 

(1.243,344) 

s 
31990,043 
3,707,514 

s (1,066,061) 
(4,918,285) 

(181,l IS) 
(284,4S8) 

303 

s 
!201722l 

!614701338! 

$ 19,069,40? 

(1,236,009) 

(1,313,294) 

(141,732) 

(4,07S1000) 

I 1~1303,36' 

s 21,831,726 

(1,417,461) 

(899,033) 

(13,025) 

(3,230,726) 
(830,410) 

s IS,441,071 
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U.S. Department of Housing and Urban 
Development 

Lower Income Housing Program 
(Section 8 Voucher) 
Housing Opportunities for Persons with AIDS 
Community Development Grant/Entitlement Grant 

Loan Guarantee Section 108 

Total U.S. Department of Housing and 
Urban Development 

U.S. Department of Health and Human 
Services 

Passed through Governor's Office for Human 
Development - Child Care 

Total U.S. Department of Health and Human 
Services 

U.S. Department of Agriculture 

Pass-through the Puerto Rico Elderly 
Commission Food Distribution 

Total U.S. Department of Agriculture 

U.S. Department of Justice 

Public Safety Partnership and Community 
Policing Grant (COPS) 

Proyecto Girasol 
Municipal Police Equipment 

Total Department of Justice 

Passed through Governor's Office for FEMA 

Total Federal Financial Assistance 

* Major Programs 

Federal 
CFDA 
Number 

14.856 
14.241 
14.218 

NIA 

93.575 

10.558 

16.710 
16.579 

Pass-Through 
Grantor's Number 

RQ-46V-07501 
NIA 

B-98-MC-72-0018 
B-99-MC-72-0018 
B-OO-MC-72-0018 
B-01-MC-72-0018 
B-02-MC-72-0018 

B-99-MC-72-0018* 

NIA* 

NIA 

2000SHWX0307 
200 l-DB-BX-0072 
2002-LB-BX-2449 

The accompanying notes are an integral part of this schedule. 
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Expenditures 

$191 ,187 
25,825 
14,891 
12,626 
82,162 

507,932 
476,689 

2,873,499 

4.184,81 l 

l,040,849 

1,040,849 

102,403 

102,403 

208,302 
34,459 
4.407 

247,168 

9.556 

$5.584.787 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF CAN6VANAS 

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL A WARDS 
Year ended June 30, 2003 

NOTE I - GENERAL 

The accompanying Schedule of Expenditures of Federal Awards includes the federal grant 

activity of the Municipality of Can6vanas of the Commonwealth of Puerto Rico and is presented 

on the accrual basis of accounting. The Municipality of Can6vanas reporting entity is defined in 

Note 1 to the Municipality's basic financial statements. The information in this schedule is 

presented in accordance with the requirements of OMB Circular A-133, Audits of States, Local 

Governments, and Non-Profit Organizations. Therefore, some amounts presented in this schedule 

may differ from amounts presented in our used in the preparation of the basic financial statements. 

NOTE 2 - RELATIONSHIP TO THE BASIC FINANCIAL STATEMENTS 

Revenues and expenditures of the federal awards are included in the Municipality's basic 

financial statements within the Major and Nonmajor Governmental Funds. The reconciliation 

between the expenditures in the basic financial statements and expenditures in the Schedule of 

Expenditures of Federal A wards is as follows: 

Expenditures in the basic financial statements: 

Major Funds 

Nonmajor Governmental Funds 

Less non-federal expenditures 

Expenditures in the Schedule of 
Expenditures of Federal Awards 
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$19,783,077 

5.185.369 

24,968,446 

{19,383.659) 

$5.584.787 



NOTE 3- LOANS OR LOANS GUARANTEES 

Section 108 Loan Guarantee is included in the Statement of Net Assets within the long-term debt. 
Outstanding balance of the note payable to HUD at June 30, 2003, amounted to $4, 716,867. 
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REPORT ON COMPLIANCE AND ON INTERNAL CONTROL 
OVER FINANCIAL REPORTING BASED ON AN AUDIT 

OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE 
WITH GOVERNMENT AUDITING STANDARDS 

To the Honorable Mayor 
and the Municipality of Can6vanas 
Can6vanas, Puerto Rico 

We have audited the financial statements of the MunicipalityofCan6vanas of the Commonwealth 
of Puerto Rico as of and for the year ended June 30, 2003, and have issued our report thereon dated 
December 17, 2003. We conducted our audit in accordance with auditing standards generally 
accepted in the United States of America and the standards applicable to financial audits contained 
in Governmental Auditing Standards, issued by the Comptroller General of the United States. 

Compliance 

As part of obtaining reasonable assurance about whether the Municipality of Can6vanas of the 
Commonwealth of Puerto Rico financial statements are free of material misstatement, we performed 
tests of its compliance with cermm provisions of laws, regulations, contracts, and grants, 
noncompliance with which could have a direct and material effect on the detennination of financial 
statement amounts. However, providing an opinion on compliance with those provisions was not 
an objective of our audit, and accordingly, we do not express such an opinion. The results of our 
tests disclosed instances of noncompliance that are required to be reported under Government 
Auditing Standards and which are described in the accompanying schedule of findings and 
questioned costs as items 03-15 thru 03-28. 

Internal Control Over Financial Reporting 

In planning and performing our audit, we considered the Municipality's internal control over 
financial reporting in order to determine our auditing procedures for the purpose of expressing our 
opinion on the financial statements and not to provide assurance on the internal control over financial 
reporting. However, we noted certain matters. involving the internal control over financial reporting 
and its operation that we consider to be reportable conditions. Reportable conditions involve matters 
coming to our attention relating to significant deficiencies in the design or operation of the internal 
control over financial reporting that, in our judgment, could adversely affect the Municipality's 
ability to record, process, summarize, and report financial data consistent with the assertions of 
management in the financial statements. Reportable conditions are described in the accompanying 
schedule of findings and questioned costs as items 03 -1 thru 03-14. 
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A material weakness is a condition in which the design or operation of one or more of the internal 
control components does not reduce to a relatively low level the risk that misstatements in amounts 
that would be material in relation to the financial statements being audited may occur and not be 
detected within a timely period by employees in the normal course of perfonning their assigned 
functions. Our consideration of the internal control over financial reporting would not necessarily 
disclose all matters in the internal control that might be reportable conditions and, accordingly, 
would not necessarily disclose all matters in the internal control that might be reportable conditions 
and, accordingly, would not necessarily disclose all reportable conditions that are also considered 
to be material weaknesses. However, of the reportable conditions described above, we consider 
item 03-1 to be material weakness. 

This report is intended solely for the infonnation and use of the Municipality's management, 
municipal legislature, and federal awarding agencies and pass-through entities and is not intended 
to be and should not be used by anyone other than thes e ·fie parties. 

Toa Alta, Puerto Rico 
December 1 7, 2003 

Stamp No. 1851717 
was affixed to 
the original report. 

-
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REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE 
TO EACH MAJOR PROGRAM AND ON INTERNAL CONTROL 

OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133 

To the Honorable Mayor 
and the Municipality of Can6vanas 
Can6vanas, Puerto Rico 

Compliance 

We have audited the compliance of the Municipality of Can6vanas of the Commonwealth of Puerto 
Rico (the Municipality) with the types of compliance requirements described in the U.S. Office of 
Management and Budget (OMB) Circular A-133 Compliance Supplement that are applicable to each 
of its major federal programs for the year ended June 30, 2003 Municipality's major federal 
programs are identified in the summary of auditor's results section of the accompanying schedule 
of findings and questioned costs. Compliance with the requirements oflaws, regulations, contracts, 
and grants applicable to each of its major federal programs is the responsibility of Municipality's 
management. Our responsibility is to express an opinion on Municipality's compliance based on 
our audit. 

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

In our opinion, except for the instances of noncompliance disclosed below, the Municipality of 
Can6vanas, Commonwealth of Puerto Rfoo complied, in all material respects, with the requirements 
referred to above that are applicable to each of its major federal programs for the year ended June 
30, 2003. The results of our auditing procedures also disclosed other instances of noncompliance 
with those requirements, which are required to be reported in accordance with OMB Circular A-133 
and which are described in the accompanying schedule of findings and questioned costs as items 03-
15 thru 03-28. 
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Internal Control Over Compliance 

The management of Municipality of Can6vanas, Commonwealth of Puerto Rico is responsible for 
establishing and maintaining effective internal control over compliance with the requirements of 
laws, regulations, contracts, and grants applicable to federal programs. In planning and performing 
our audit, we considered the Municipality's internal control over compliance with requirements that 
could have a direct and material effect on a major federal program in order to determine our auditing 
procedures for the purpose of expressing our opinion con compliance and to test and report on the 
internal control over compliance in accordance with OMB Circular A-133. 

We noted certain matters involving the internal control over compliance and its operation that we 
consider to be reportable conditions. Reportable conditions involve matters coming to our attention 
relating to significant deficiencies in the design or operation of the internal control over compliance 
that, in our judgment, could adversely affect the Municipality's ability to administer a major federal 
program in accordance with the applicable requirements oflaws, regulations, contracts, and grants. 
Reportable conditions are described in the accompanying schedule of findings and questioned costs 
as items 03-1thru03-14. 

A material weakness is a condition in which the design or operation of one or more of the internal 
control components does not reduce to a relatively low level the risk that noncompliance with the 
applicable requirements oflaws, regulations, contracts, and grants that would be material in relation 
to a major federal program being audited may occur and not be detected within a timely period by 
employees in the nonnal course of perfonning their assigned functions. Our consideration of the 
internal control over compliance would not necessarily disclose all matters in the internal control that 
might be reportable conditions, and accordingly, would not necessarily disclose all reportable 
conditions that are also considered to be material weaknesses. However, of the reportable conditions 
described above, we consider item 03-1 to be material weakness. 

This report is intended solely for the information and use of the Municipality's management, 
Municipal Legislature, and federal awarding agencies and pass-through entities and is not intended 
to be and should not he used by anyone other than these specified parties. 

Toa Alta, Puerto Rico 
December 17, 2003 

Stamp No. 1934148 
was affixed to 
the original report. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF CAN6V ANAS 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
June 30, 2003 

Section I - Summary of Auditors' Results 

Financial Statements 

Type of auditors' report issued: 
Internal control over financial reporting: 

Material weakness( es) identified? 
Reportable condition(s) identified 

not considered to be material weakness? 

Noncompliance material to financial statements 
noted? 

Federal Awards 

Internal Control over major programs: 
Material weakness(es) identified? 
Reportable condition(s) identified 

not considered to be material weaknesses? 

Type of auditor's report issued on compliance 
For major programs: 

Any audit findings disclosed that are required 
to be reported in accordance with 
Circular A-133, Section .510(a)? 

Identification of major programs: 

Unqualified 

X yes __ no 

___x_ yes __ none reported 

___x_ yes __ no 

__x_ yes __ no 

__ X~ yes __ none reported 

Qualified 

X yes __ no 

CFDA Numbers 
NIA 

Name of Federal Program or Cluster 
Loan Guarantee Section I 08 

93.575 Pass-through Governor's Office for Human Development 
Child Care Program 

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

Auditee qualified as low-risk auditee? 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF CANOV ANAS 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
Year ended June 30, 2003 

Section Il - Financial Statement Findings 

The current year findings and questioned costs were 

discussed with the Municipality's management which 

generally concurred with our comments and 

recommendations. The Municipality of Can6vanas 

will respond to the following findings through the 

issuance of a separate letter addressed to the 

Cognizant Agency. 

03-1 ACCOUNTING SYSTEM 

The Municipality's current accounting system does not comply with requirements established 

in the Revised Regulation on Basic Standards for the Municipalities of Puerto Rico and Law 81 of 

August 30, 1991. Such regulations provide, among other things that the municipal accounting shall 

be based on generally accepted accounting principles. 

Also, the computerized accounting system should provide for financial information that will 

serve as the basis for the effective control of revenues, expenditures, property and investments, since 

this information is necessary for the preparation of reliable financial statements in accordance to 

generally accepted accounting principles. Finally, the Municipality is responsible for designing 

fiscal procedures forthe system's operations and establishing proper internal controls for the purpose 

of preventing or minimizing irregularities. 

The Municipality's accounting system only provides for the recording of revenues and 

expenditures and other limited transactions. In addition, the accounting records are not integrated, 

and a double entry system (debits and credits) is not used. Accounting records were maintained on 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF CAN6V ANAS 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
Year ended June 30, 2003 

a cash basis during the year and at end of year the corresponding adjustments were made to convert 

the records to the modified accrual basis. The conversion to the modified accrual basis requires a 

significant effort because the information has to be gathered from different informal accounting 

records. The system lacks the necessary supporting records for the preparation of financial 

statements in accordance with generally accepted accounting principles. Additionally, we noted that 

certain records in use were not adequately maintained or posted on a timely basis. 

Due to the deficiencies above mentioned, the examination of the financial statements for the 

year ended June 30, 2003, was more difficult and less efficient than would have been in ordinary 

circumstances. A significant amount of adjusting entries had to be made in order to account for 

unrecorded transactions, or to correct transactions recorded in the wrong accounting period. Since 

the accounts and other records are not designed to provide the information as is presented in financial 

statements, it was necessary to obtain such information from various departments and persons within 

the Municipality and from numerous accounting records which are not integrated. 

03-2 CASH AND BANK ACCOUNTS 

The Municipality has not established sufficient controls in the handling of bank accounts to 

prevent errors and irregularities from being timely detected. The following control deficiencies were 

noted during our examination: 

a) The cash balance shown by the Municipality's Treasury Department for the Debt Service 

Fund as of June 30, 2003, did not agree with the notification of the Account Activity of the 

Municipal Revenues Collection Center, known by its Spanish acronym as CRIM. This is due 

to transactions for the fiscal year which were not recorded for in the Municipality's books. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF CAN6V ANAS 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
Year ended June 30, 2003 

Although such infonnation was received late from the CRIM, the Municipality had not 

closed the books at that date and such transactions could have been properly recorded. 

RECOMMENDATION: 

We recommend that transactions affecting funds held by the CRIM for the Municipality's 

Debt Service Fund should be recorded on a timely basis and balances reconciled periodically, 

especially at year end. 

b) Checks totaling $2,098, as of June 30, 2003, have been outstanding for more than one year. 

The bank reconciliation are the following: 

Account Name 

Cuenta Regular 

Cuenta N6mina 

Account 
Number 

119-831023 

119-039273 

Amount 

$714 

1.384 

$2.098 

c) Reconciling items or differences have been outstanding for more than one year without 

adequate explanation. The bank reconciliations are the following: 

Cuenta corriente 

Cuenta N6mina 

Cash concentration 

Donaciones gericola 
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Aportaci6n Child Care 

SBGP 

Section 108 

Envejecientes gericola 



I COMMONWEALTH OF PUERTO RICO 
MUNICWALITYOFCANOVANAS 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
Year ended June 30, 2003 

RECOMMENDATION: 

The Municipality should improve its control procedures over bank reconciliations to record 

the necessary adjustments when there are outstanding checks for more than one year. Stop payments 

should be issued to cancel checks outstanding over twelve months. Such checks should be 

substituted with new checks and deposited in the appropriate accounts in order to make the funds 

available to the Municipality. 

All bank accounts shall be reconciled every month and all reconciling differences, if any, 

must be investigated and adjusted, accordingly. 

03-3 LONG-TERM DEBT 

The Municipality does not maintain adequate records of its outstanding long-term 

obligations, and consequently, solely relies on the notifications from the Government Development 

Bank for Puerto Rico to acknowledge and record the balance of the outstanding debt and the amounts 

needed to fund its debt service. 

RECOMMENDATION: 

The Municipality should design a system and establish adequate procedures to maintain 

accounting records ofits outstanding long-term obligations. These records will be used to verify the 

correctness of the amounts informed by the CRIM for the Municipality's Debt Service Fund under 

the custody of the Government Development Bank for Puerto Rico and the outstanding balance of 

the long-term debt. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF CAN6V ANAS 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
Year ended June 30, 2003 

03-4 INTERNAL AUDIT DEPARTMENT 

Although the Municipality has established the an Internal Audit Office, its functions have 

been limited to minor areas since the auditor position was uncovered for 10 out of the 12 months of 

the 2002-2003 fiscal year. Mostly, the internal auditor's work has been limited to preparing the 

annual audit plan covering certain operating activities of the Municipality. 

The main purpose of an Internal Audit Office is to review the various systems and activities 

and report on weaknesses and deviations from prescribed procedures. This is necessary even in the 

best managed organizations because organizations change over time and employees have a tendency 

to forget or ignore the required way of doing things. Also, procedures that were satisfactory at one 

time may no longer be adequate. 

RECOMMENDATION: 

We recommend the Municipality to restructure its Internal Audit Department in order to 

schedule the internal auditor's work in such a way that all major activities and federal programs of 

the Municipality are audited on a timely basis. To accomplish this objective, the Director of the 

Internal Audit Department must prepare: 

An audit plan covering all operating and financing activities of the Municipality on 

an annual basis 

Time schedules for each area to be audited 

Audit programs for each assignment 
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COMMONWEALTH OF PUERTO RICO 
MUNICJP ALITY OF CANOY ANAS 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
Year ended June 30, 2003 

BIDDING PROCEDURES 

As part of our procurement procedures test, we selected 4 files representing 30% of the bids 

performed during the fiscal year. The following summarizes the exceptions noted. 

One file did not include the bid bond required for the construction contracts. 

Two files did not include the workmen compensation documentation as required by 

the municipal law. 

RECOMMENDATION: 

We recommend the Municipality to improve existing procedures in order to comply with 

prescribed procedures according to the Regulation on Basic Standards. 

03-6 INTERFUND TRANSACTIONS 

The Municipality does not maintain adequate control over interfund transactions. Cash 

transferred between funds is recorded as revenue in the receiving fund and as an expenditure in the 

disbursing fund. Several adjustments were made to reconcile such interfund transactions and 

properly account for these transfers as interfund receivables or payables. 

RECOMMENDATION: 

We recommend that adequate control procedures be established to assure proper 

accountability of interfund transactions. These procedures should be designed to properly segregate 

cash transferred on a loan basis from cash which represents revenue to the program since these 

transactions have different accounting treatment for financial statement presentation. 
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COMMONWEALTH OF PUERTO RICO 
MUNICJP ALITY OF CAN6V ANAS 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
Year ended June 30, 2003 

ACCOUNTS PAY ABLE AND ENCUMBRANCES 

Under the Municipality's current accounting system, there is no adequate segregation between 

items representing actual accounts payable and those representing encumbrances because the liability 

is recognized when the purchase order is issued. 

RECOMMENDATION: 

The Municipality should establish procedures to clearly distinguish between encumbrances 

and amounts actually owed for goods and services received at year end. Governmental generally 

accepted accounting principles required that purchase orders issued for which the goods or services 

have not been received at year end be reported as an encumbrance, while the goods or services 

received but not paid at year end be recorded as a liability. 

03-8 CASH MANAGEMENT 

The OMB Common Rule requires that grantees' cash management system includes 

administrative procedures to minimize the time elapsing between the transfer of federal funds and 

the disbursement of these by the grantee. When advances of funds are made by the letter of credit 

method, funds shall be disbursed not later than three days after the date of the drawdown. 

Although the Municipality has established procedures to ensure compliance with the above 

requirement, our disbursement test revealed instances in which disbursements were made several 

weeks after the funds were received. 

RECOMMENDATION: 

We recommend that the Municipality's management to instruct the Federal Programs 

personnel to strictly follow the established procedures regarding cash management requirements. 
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COMMONWEALTII OF PUERTO RICO 
MUNICIPALITY OF CANOY ANAS 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
Year ended June 30, 2003 

03-9 MUNICIPAL LICENSE TAX 

We selected 40 municipal license taxpayers files amounting to $723,840 for examination, 

that represents 22% of total tax collected. 

The following deficiencies were noted during our test: 

In 11 (28%) municipal license taxpayers files examined amounting to 
$511,694, the municipal license issued were not present in file. 

In 8 (20%) municipal license tax payer files amounting to $143,518, the 
income section of the volume of business tax return was not properly 
supported, including 3 files which volume of business exceeded $1,000,000 
and did not include the required audited financial statements. 

In 7 (18%) municipal license tax payer files amounting to $120,011, did not 
include any evidence documenting follow up on collection efforts. 

In 1 (3%) the municipal license tax payer files amounting to $814, was not 
available for examination. 

In 39 (98%) municipal license taxpayer files amounting to $698,469, did not 
include the "Modelo 5 - Registro de Patentes de Industria y Comercio" as 
required by the regulations. 

In 2 (5%) municipal license tax payer files amounting to $26,819, the 
reported volume of business per tax return differs from the amount recorded 
per the municipal license register. 

RECOMMENDATION: 

The Municipality should improve its control procedures to ascertain that municipal license 

tax files should contain sufficient information and documentation to support the reason for issuing 

or denying a gross volume of business license certificate. 
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COMMONWEALTH OF PUERTO RICO 
MUNICWALITYOFCAN6VANAS 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
Year ended June 30, 2003 

03-10 DISBURSEMENT TEST 

As part of our test of cash disbursements during the year (amounting to approximately $38.8 

million), we selected 40 disbursement vouchers amounting to $752, 149 representing 2% of the total 

disbursements. The following deficiencies were noted during our examination: 

In 30 (75%) disbursement vouchers amounting to $464,286, the supporting 
documentation, including the invoice were not stamped as paid to prevent or 
minimize duplicate payments. 

In 2 (5%) disbursement vouchers amounting to $26,901, the disbursement 
voucher information did not agree to the "Modelo 25 - Registro de 
Libramiento" information. 

In one (3%) disbursement voucher amounting to $120, we noted that the 
expenditure was recorded in "Modelo 26" - Orders and Contracts Book, 
without budget balance available on the expenditure item for the purchase 
order. 

In 2 (3%) disbursement voucher amounting to $1,376, the disbursement did 
not have the proper accounting distribution. 
In 40 our of 40 ( 100%) disbursement vouchers amounting to $752,149, the 
disbursement could not be traced to Models 3 and 28, since they were not 
prepared during the fiscal year. 

In 18 (45%) disbursement vouchers amounting to $560,195, pertaining to 
special funds could not be traced to Model 26 - Orders and Contracts Book 
since it is not prepared for the special funds. 

According to the Revised Regulation on Basic Standards for the Municipalities of Puerto 

Rico, the pre-auditing unit or person in charge of pre-auditing the documents shall keep a record of 

the authorized signatures of the Municipality. He shall check against such record to ascertain that 

the officers certifying the documents are so authorized. He shall check the documents correctness 

in all of its parts and that the transactions in order to pursuant the correct legislation, ordinances, 

resolutions, contracts and regulations. Once everything is found to be in order, the document shall 

be certified as preaudited and shall be sent for the approval of the Finance Director. In addition, of 

the aforementioned regulation, the vouchers, all canceled checks and any other document, that 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF CANOY ANAS 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
Year ended June 30, 2003 

justifies a payment, shall be filed by the Finance Director to be audited by the Puerto Rico 

Comptroller's Office or any other agency as required by law. 

RECOMMENDATION: 

The Municipality should enforce strict compliance with the procedures prescribed by the 

Revised Regulation on Basic Standards for the Municipalities of Puerto Rico during the process of 

acquisition of materials and supplies, equipment, and construction and service contracts. 

03-11 PERSONNEL FILES AND RELATED PAYROLL PROCEDURES 

The Municipality does not have an effective system to ensure the completeness and accuracy 

of the employee files in the personnel department. During our audit, we tested a sample of 40 

employee files and noted that several files lacked nonstatutory deduction authorizations and other 

documentation supporting the employee's salary. The following exceptions were noted during our 

examination: 

Seminars and training records 13 files 33% 

Negative penal record certification 6 files 15% 

Copy of social security card 4 files 10% 

Job description 27 files 68% 

Birth certificate 1 file 2% 

Medical examination 1 file 2% 

Employee evaluations 8 files 20% 

Documents related to the retirement plan 2 files 5% 

RECOMMENDATION: 

The Personnel Department should review each employee file and ascertain their 

completeness. Management could design a standard checklist where the file reviewer could 
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
Year ended June 30, 2003 

determine if documents are missing from each file. Signed exemptions certificates and 

authorizations for non -statutory withholdings should always support the amounts withheld from 

employees. 

03-12 CASH RECEIPT TEST 

As part of our test of cash receipts during the year (amounting to approximately 33 million), 

we selected 40 receipts amounting to $3,399,000 representing 10% of the total receipts. The 

following deficiencies were noted during our examination: 

The following reports were not prepared nor maintained during the 2002-2003 fiscal year: 

• "Modelo 3 - Informe diario de Clasificaci6n y Fondos Municipales" 

• "Modelo 28 - lnforme Mensual" 

2 (5%) cash receipts forms selected for examination amounting to $85, did not agree 

with the amount recorded in the Program general ledger. 

2 (5%) cash receipt forms amounting to $24, were not available for examination. 

According to Law 81 , the books, documents and funds in the possession of the collectors 

must remain available for examination by Officers from the Office of the Comptroller, the Treasury 

Department, the Administration or any other duly authorized agency. 

RECOMMENDATION: 

The Municipality should enforce strict compliance with the procedures prescribed by the Revised 

Regulation on Basisc Standards for the Municipalities of Puerto Rico during the revenues and cash 

receipts cycle. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF CAN6V ANAS 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
Year ended June 30, 2003 

03-13 INACTNE AND UNNECESSARY FUNDS AND INACTIVE BANK ACCOUNTS 

The Municipality is maintaining an excessive number of funds and bank accounts that have 

been inactive for a long period. The accounting records include over 123 different funds, many of 

which have been inactive or had insignificant movement on operations during the year under audit. 

This situation results from the need to analyze and close inactive funds and bank accounts 

when the fund's objective bas been achieved or are no longer of significance. The internal control 

structure should provide for the accurate maintenance of the books, records, funds and accounts 

necessary to carry out the Municipality's operations. 

RECOMMENDATION: 

The Municipality should close all unnecessary and inactive funds or accounts. Budgetary 

balances or deficits, remaining in those funds should be investigated and properly closed as 

established by law. 

03-14 INTEREST AND OVERDRAFT CHARGES INCURRED 

The Municipality does not have adequate control over its cash disbursements to avoid 

incurring interest costs and bank overdraft charges. The Municipality incurred interest and overdraft 

charges in its Section 108 account in the amount of$21 for the year ended June 30, 2003. 

This situation occurs because the Municipality does not effectively monitor its cash balances 

before issuing payments, thus resulting in bank overdraft charges and interest costs. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF CAN6V ANAS 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
Year ended June 30, 2003 

RECOMMENDATION: 

The Municipality should maintain control over its bank account balances in order to 

minimize overdrafts that will result in the assessment of interest and overdraft charges. This can be 

achieved by monitoring the daily bank balances and by authorizing the payment of invoices when 

funds are available. 
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Program 

COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF CANOY ANAS 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
June 30, 2003 

Findings/Noncompliance and Recommendations 

Section Ill-Federal Award Findings and Questioned Costs 

Section 8-Voucher 03-15 FEDERAL CASH MANAGEMENT SYSTEM 
CFDA No. 14.156 

RQ-46-¥075-002-004 Statement of Condition: 

The Municipality has not established effective cash 
management procedures. The program had an 
average cash balance of $52,397 during the fiscal 
year. There were months which reported balances as 
high as $59,845, at the end of the month. 

Criteria: 

Federal regulations require that Grantee shall conform 
to the standards applicable to advances from Federal 
agencies. Amounts requested should be limited to the 
Program, s immediate cash needs. 

Recommendation: 

In accordance with Federal regulations, the 
Municipality should estimate drawdowns of Federal 
funds as closely and possible to the actual 
disbursements. 

03-16 REPORTING REQUIREMENTS 

Statement of Condition 

In our review of the Requisition for Partial Payment 
of Annual Contribution, Form HUD-52663, we noted 
that it was submitted 3 days after the required 
submission date. 
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Questioned 
Costs 

NONE 

NONE 
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COMMONWEALTH OF PUERTO RICO 
MUNICWALITYOFCAN6VANAS 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
June 30, 2003 

Findings/Noncompliance and Recommendations 

Criteria: 

According to lflJD Handbook 7420.10, the PHA must 
submit Form HUD-52663 to the HUD Financial 
Management Center annually, 90 calendar days before 
the beginning of the PHA •s fiscal year. 

Recommendation: 

The Municipality should improve existing procedures 
to ensure the timely submission of the Requisition for 
Partial Payment of Annual Contribution, Fonn HUD-
52663, in order to comply with Federal regulation. 

The Municipality should consider implementing a 
reporting calendar to maintain all personnel aware of 
the reporting deadlines of each federal financial 
report. This will provide an additional tool to help the 
Municipality in complying with the federal regulation. 
Also. the Municipality's management should establish 
adequate controls over the federal financial reports in 
order to provide for written evidence of the 
compliance with the filing requirement. 

03-17 REPORTING REQUIREMENTS 

Statement of Condition: 

In our review of the Supporting Data for Annual 
Contribution, Fonn HUD-52672 and the Estimate of 
Total Requirement Annual Contribution, Fonn HUD-
52673, we noted that they were submitted 3 days after 
the required date. 
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Questioned 
Costs 

NONE 
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SBGP 1986 
CFDA No. 14.228 

All Program Years 

COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF CAN6V ANAS 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
June 30, 2003 

Findings/Noncompliance and Recommendations 

Criteria: 

According to HUD Handbook 7420.10 the PHA must 
submit Fonns HUD-52672 and HUD-52673 to the 
HUD Financial Management Center annually, at least 
90 calendar days before the beginning of the PHA,s 
fiscal year. 

Recommendation: 

The Municipality should improve existing procedures 
to ensure the timely submission of the Supporting 
Data for Annual Contribution , Fonn HUD-52673, in 
order to comply with Federal regulation. 

The Municipality should consider implementing a 
reporting calendar to maintain all personnel aware of 
the reporting deadlines of each federal financial 
report. This will provide an additional tool to help the 
Municipality in complying with the federal regulation. 
Also, the Municipality's management should establish 
adequate controls over the federal financial reports in 
order to provide for written evidence of the 
compliance with the filing requirement. 

03-18 FEDERAL MANAGEMENT SYSTEM 

Statement of Condition: 

The Municipality has not established effective cash 
management procedures. The Program had an 
average cash balance of approximately $25,047, 
during the fiscal year. There were months which 
reported balances as high as $43,014. 
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Questioned 
Costs 

NONE 
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UMTA 
CFDA NO. 20.500 

PR 90-X071 

COMMONWEALTH OF PUERTO RICO 
MUNICIP ALTIY OF CANOY ANAS 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
June 30, 2003 

Findings/Noncompliance and Recommendations 

Criteria: 

Federal Regulation required that grantees shall 
conform to the standards applicable to advances from 
Federal Agencies. Amounts requested should be 
limited to the Program's immediate cash needs. 

Recommendation: 

In accordance with Federal Regulations, the 
Municipality should estimate drawdown of Federal 
funds as closely as possible to the actual 
disbursements. 

03-19 FEDERAL CASH MANAGEMENT SYSTEM 

Statement of Condition: 

The Municipality has not established effective cash 
management procedures. The program has an average 
cash balance of $8,288, during the fiscal year. 

Criteria: 

Federal regulations require that Grantee shall confonn 
to the standards applicable to advances from Federal 
agencies. Amounts requested should be limited to the 
Programs immediate cash needs. 

Recommendation: 

In accordance with Federal regulations, the 
Municipality should estimate drawdowns of Federal 
funds as closely as possible to the actual 
disbursements. 
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Questioned 
Costs 

NONE 
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Child Care 
CFDA NO. 93.575 

COMMONWEALTH OF PUERTO RICO 
MUNICWALITYOFCANOVANAS 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
June 30, 2003 

Findings/Noncompliance and Recommendations 

03-20 INADEQUATE DOCUMENTATION 
OF PROVIDERS F1LES 

Statement of Condition: 

As part of our eligibility test to providers of the Child 
Care Program, we selected a sample of 40 providers. 
The following docwnents were not available for 
examination: 

a. Copy of social security card 
b. House inspection 

Criteria: 

1 file 
1 file 

3% 
3% 

According to the contract agreement and the eligibility 
criteria for selecting providers, the service providers 
must submit two health certificates, two birth 
certificates, two certificates of no penal records and 
the social security card. Also, the provider shall sign 
a certification statement stating that the development 
of grant activity will be drug and alcohol free. 

Recommendation: 

The Municipality should implement a checklist to be 
used for each provider file to assure completeness of 
the required documentation, and perform follow-up 
procedures in order to update such files. This may 
help to improve controls and documentation 
concerning the eligibility of participants and will 
reduce the possibility of cost disallowance. 
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Questioned 
Costs 

NONE 



Program 

Child Care 

CFDA NO. 93.575 

' 

COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF CANOY ANAS 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
June 30, 2003 

Findings/Nonconmliance and Recommendations 

03-21 INADEQUATE DOCUMENTATION OF 
PARTICIPANT FILES 

Statement of Condition: 

As part of our eligibility test to participants of the 
Child Care Program, we selected a sample of 40 
participants. The following documents were not 
available for examination: 

a. Utility bills 2 files 3% 

Criteria: 

According to the contract agreement and the eligibility 
criteria for selecting participants, the beneficiaries 
must submit, among others written evidence of the 
birth certificate, social security number for all family 
members and a certificate of parent job status. 

The failure to have all forms and documents in the 
participant file may result in failure to detect errors or 
irregularities which may expose the Municipality to 
cost disallowances. Some of the possible errors may 
include inaccurate or unauthorized benefit payments. 

Recommendation: 

The Municipality should implement a checklist to be 
used for each participant file to assure completeness 
of the required documentation and perfonn follow-up 
procedures in order to update such files. 
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Questioned 
Costs 

NONE 
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Childcare 
CFDA NO. 93.575 

CDBG 1999 
CFDA No. 14.218 
B-99-~C-72-0018 

COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF CANOY ANAS 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
June 30, 2003 

Findings/Noncompliance and Recommendations 

03-22 FEDERAL MANAGEMENT SYSTEM 

Statement of Condition: 

The Municipality has not established effective cash 
management procedures. The program has an average 
cash balance of $278,678, during the fiscal year. 
There were months which reported balances as high as 
$708,601, at the end of the month. 

Criteria: 

Federal regulations require that Grantee shall conform 
to the standards applicable to advances from Federal 
agencies. Amounts requested should be limited to the 
Programs immediate cash needs. 

Recommendation: 

In accordance with Federal regulations, the 
Municipality should estimate drawdowns of Federal 
funds as closely as possible to the actual 
disbursements. 

03-23 INADEQUATE DOCUMENTATION OF 
PARTICIPANT FILES 

Statement of Condition: 

As part of our test to determine whether the grantee 
assure that the rehabilitation work is properly 
completed, we selected a sample of 15 participants. 
The following documents were not available for 
examination: 
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Questioned 
Costs 

NONE 

NONE 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF CANOY ANAS 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
June 30, 2003 

Findings/Noncompliance and Recommendations 

a. Letter notifying the owner 
the selection to the program. I File 

b. Evidence of performed 
payments 5 Files 

c. Evidence of the delivery 
of materials 8 Files 

d. Detail of expenses incurred 1 Files 

e. Photos of the residence prior 
to the repair I File 

f. Inspection report during and 
after the repair 14 Files 

g. Follow-up visits 12 Files 

Criteria: 

According to 24 CFR, 570.506 the grantee must 
assure that the work is properly completed. For each 
residential rehabilitation activity the following records 
are needed: 

a) Re-habilitation contract describing the 
deficiencies in each structure to be corrected. 

b) An inspection of the rehabilitation work upon 
completion to assure that it was carried out in 
accordance with contract specifications. 
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33% 

53% 

7% 

7% 

93% 
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Program 

CDBG2002 
B-02-MC-72-0018 
CFDANo. 14.218 

COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF CANOV ANAS 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
June 30, 2003 

Findings/Noncompliance and Recommendations 

Recommendation: 

The Municipality must inspect the rehabilitation work 
upon completion to assure that it is carried out in 
accordance with the contract specifications. 

03-24 DA VIS-BACON ACT 

Statement of Condition: 

As part of our audit tests we selected I weekly payroll 
from the following construction project: 

• Repavimentaci6n Calles 4, 5, 6 y Juan Felix, 
Barrio San Isidro 

The following exceptions were noted during our 
examination: 

a. There was no evidence that employee interviews 
were performed during the period. 

b. Project file did not include any documentation 
evidencing the request of the determination of 
project prevailing wages for the fiscal year 2002-03. 

c. Construction contract did not contain the clause 
related to the payment of prevailing wages. 

Criteria: 

According to HUD Handbook: 

Contractor weekly payrolls and other basic records 
should be reviewed during routine compliance 
enforcement activity on every construction project. 
Submitted payrolls shall be examined to assure 
compliance with the labor standards. Also, a 
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Program 

Section 108 
B-01-MC-72-0018 

COMMONWEALTH OF PUERTO RICO 
MUNJCIP ALITY OF CANOY ANAS 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
June 30, 2003 

Findings/Noncompliance and Recommendations 

preconstruction conference must be held to explain 
labor standards. 

Recommendation: 

The Municipality should establish procedures to 
ascertain that all documents submitted by the 
contractor are reviewed and approved on a timely 
basis to ensure compliance with labor standards. 

03-25 DA VIS-BACON ACT 

Statement of Condition: 

As part of our audit tests we selected 1 weekly payroll 
from the following construction project: 

Construcci6n de Edificio Multiuso y 
Estacionamiento 

Then following exceptions were noted during our 
examination: 

(a) There was no evidence that employee 
interviews were perfonned during the period. 

(b) Project file did not include any documentation 
evidencing the request of the determination of 
project prevailing wages for the fiscal year 
2002-03. 

( c) Construction contract did not contain the 
clause related to the payment of prevailing 
wages. 
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Questioned 
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NONE 



I 

I 

Program 

FEMA 1247 
CFDA NO. 83.544 

COMMONWEALTII OF PUERTO RICO 
MUNICIPALITY OF CANOY ANAS 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
June 30, 2003 

Findings/Noncompliance and Recommendations 

Criteria: 

According to HUD Handbook: 

Contractor weekly payrolls and other basic records 
should be reviewed during routine compliance 
enforcement activity on every construction project. 
Submitted payrolls shall be examined to assure 
compliance with the labor standards. Also, a 
preconstruction conference must be held to explain 
labor standards. 

Recommendation: 

The Municipality should establish procedures to 
ascertain that all documents submitted by the 
contractor are reviewed and approved on a timely 
basis to ensure compliance with labor standards. 

03-26 FEDERAL MANAGEMENT SYSTEM 

Statement of Condition: 

The Municipality has not established effective cash 
management procedures. The program had an 
average cash balance of $33,005, during the fiscal 
year. 

Criteria: 

Federal regulations require that Grantee shall conform 
to the standards applicable to advances from Federal 
agencies. Amounts requested should be limited to the 
Programs immediate cash needs. 
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Pass-through the 
Puerto Rico 
Elderly Commission 
Food Distribution 
CFDA No.10.558 

COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF CANOVANAS 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
June 30, 2003 

Findings/Noncompliance and Recommendations 

Recommendation: 

In accordance with Federal regulations, the 
Municipality should estimate drawdowns of Federal 
funds as closely as possible to the actual 
disbursements. 

03-27 FEDERAL MANAGE:MENT SYSTEM 

Statement of Condition: 

The Municipality has not established effective cash 
management procedures. The program had an 
average cash balance of $161,485, during the fiscal 
year. There were months which reported balances as 
high as $174,565, at the end of each month. 

Criteria: 

Federal regulations require that Grantee shall conform 
to the standards applicable to advances from Federal 
agencies. Amounts requested should be limited to the 
Programs immediate cash needs. 

Recommendation: 

In accordance with Federal regulations, the 
Municipality should estimate drawdowns of Federal 
funds as closely as possible to the actual 
disbursements. 
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NONE 
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COMMONWEALTH OF PUERTO RICO 
MUNICWALITYOFCANOVANAS 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
June 30, 2003 

Findings/Noncompliance and Recommendations 

03-28 FEDERAL CASH MANAGEMENT SYSTEM 

Statement of Condition: 

The Municipality has not established effective cash 
management procedures. The pro gram has an average 
cash balance of$20,198, during the fiscal year. 

Criteria: 

Federal regulations require that Grantee shall conform 
to the standards applicable to advances from Federal 
agencies. Amounts requested should be limited to the 
Programs immediate cash needs. 

Recommendation: 

In accordance with Federal regulations, the 
Municipality should estimate drawdowns of Federal 
funds as closely as possible to the actual 
disbursements. 

Total Questioned Costs 
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Benitez Jaime, CP A-PSC 
P.O. Box 191503 
San Juan, Puerto Rico 00919-1503 

Dear Auditors: 

We have received the Schedule of Findings and Questioned Costs, 
included in the Single Audit Report of the Municipality of Can6vanas for the 
year ended June 30, 2003. 

Although we have already discussed the above mentioned findings, 
(Financial Statements and Federal Awards Findings) we are in the process of 
gathering all the relevant information and preparing the related responses. 
In order to comply with OMB Circular A-133, afert the completing this task 
we are going to issue our corrective actions taken on all prior audit findings 
directly to the grantors and required government agencies. 

W...Jl... ~ 
'Ula«da 1. tJ'lf¥' 
Federal Programs Director 
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Finance Director 
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SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS 

The following schedule contains the finding number and title of each of the findings included in the 
Report on Compliance and Internal Control Based on the Audit of the General Purpose Financial 
Statements for Performed in Accordance with Government Auditing Standards for the Fiscal Year 
ended June 30, 2002. Under the heading Corrective Action Taken there will be the following: 

FR - Fully resolved (indicating the corrective action plan was fully implemented). 

PR - Partially resolved (indicating the corrective action plan was partially implemented and the 
finding repeated in fiscal year 2002-2003). 

NR- Not resolved yet. Finding repeated in fiscal year 2002-2003. 

Corrective 
Finding Action 
Number Title Taken 

02-1 Accounting System NR 

02-2 Cash and Bank accounts NR 

02-3 Long-term debt NR 

02-4 Internal Audit Department NR 

02-5 Fixed Assets NR 

02-6 Interfund transactions NR 

02-7 Accounts payable and encumbrances NR 

02-8 Cash management NR 

02-9 Municipal license tax NR 

02-10 Disbursement test NR 

02-11 Personnel files and related payroll procedures NR 

02-12 Cash receipts test 
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SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS 

The following schedule contains the finding number and title of each of the findings included in the 
Report on Compliance with Requirements Applicable to Each Major Program and Internal Control 
over Compliance in accordance with OMB Circular A-133 for the Fiscal Year ended June 30, 2002. 
Under the heading Corrective Action Taken there will be the following: 

FR - Fully resolved (indicating the corrective action plan was fully implemented). 

PR - Partially resolved (indicating the corrective action plan was partially implemented and the 
finding repeated in fiscal year 2002-2003). 

NR - Not resolved yet. Finding repeated in fiscal year 2002-2003. 

Corrective 
Finding Action 
Number Title Taken 

02-13 Inadequate Property Records NR 

02-14 Federal Cash Management System NR 

02-15 Reporting Requirements NR 

02-16 Federal Reporting NR 

02-17 Reporting Requirements NR 

02-18 Federal Management System NR 

02-19 Federal Management System NR 

02-20 Inadequate Documentation of Providers Files NR 

02-21 Inadequate Documentation of Participants Files NR 

02-22 Federal Management System NR 

02-23 Federal Management System NR 
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I Corrective 
Finding Action 
Number Title Taken 

02-24 Inadequate Documentation of Participant Files NR 

02-25 Davis-Bacon Act NR 

02-26 Davis-Bacon Act NR 

02-27 Federal Management System NR 

02-28 Federal Management System NR 

02-29 Federal Management System NR 
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SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS 

The following schedule contains the finding number and title of each of the findings included in the 
Report on Compliance and Internal Control Based on the Audit of the General Purpose Financial 
Statements for Performed in Accordance with Government Auditing Standards for the Fiscal Year 
ended June 30, 2001. Under the heading Corrective Action Taken there will be the following: 

FR - Fully resolved (indicating the corrective action plan was fully implemented). 

PR - Partially resolved (indicating the corrective action plan was partially implemented and the 
finding repeated in fiscal year 2002-2003). 

NR - Not resolved yet. Finding repeated in fiscal year 2002-2003. 

Corrective 
Finding Action 
Number Title Taken 

01-1 Accounting System NR 

01-2 Cash and Bank accounts NR 

01-3 Long-term debt NR 

01-4 Internal Audit Department NR 

01-5 Fixed Assets NR 

01-6 Financial Reporting FR 

01-7 Interfund transactions NR 

01-8 Accounts payable and encumbrances NR 

01-9 Cash management NR 

01-10 Municipal license tax NR 

01-11 Disbursement test NR 

01-12 Personnel files and related payroll procedures NR 

81 



I 

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS 

The following schedule contains the finding number and title of each of the findings included in the 
Report on Compliance with Requirements Applicable to Each Major Program and Internal Control 
over Compliance in accordance with OMB Circular A-133 for the Fiscal Year ended June 30, 2001. 
Under the heading Corrective Action Taken there will be the following: 

FR - Fully resolved (indicating the corrective action plan was fully implemented). 

PR - Partially resolved (indicating the corrective action plan was partially implemented and the 
finding repeated in fiscal year 2002-2003). 

NR - Not resolved yet. Finding repeated in fiscal year 2002-2003. 

Finding 
Number 

01-14 

01-15 

01-16 

01-17 

01-18 

01-19 

01-20 

01-21 

01-22 

01-23 

01-24 

Title 

Accounting System 

Inadequate Property Records 

Federal Cash Management System 

Requisition for Partial Payment of Annual Contributions 

Federal Reporting 

Supporting Data for Annual Contribution 

Federal Management System 

Federal Management System 

Federal Management System 

Reporting Requirement 

Federal Management System 

David - Bacon Act 
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Corrective 
Action 
Taken 

NR 

FR 

NR 

NR 

NR 

NR 

NR 

NR 

NR 

FR 

NR 

FR 



Corrective 
Finding Action 
Number Title Taken 

01-25 Federal Cash Management System NR 

01-26 Inadequate Documentation of Providers Files NR 

01-27 Inadequate Documentation of Participant Files NR 

01-28 Federal Management System NR 

01-29 Federal Cash Management System NR 

01-30 Federal Cash Management System NR 

01-32 Inadequate Documentation of Participant Files NR 

01-33 Contract Provision - Davis Bacon Act NR 

01-34 Davis-Bacon Act NR 

01-35 Federal Cash Management System NR 

01-36 Federal Cash Management System FR 

01-37 Federal Cash Management System NR 

01-38 Federal Cash Management System NR 

01-39 Federal Cash Management System NR 
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