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Ind.r"rdent Auditors: Report on Basic Financial Statements and Supplementarv Schedule of
Expenditures of Federal Awards

The Honorable Mayor, Members of the
Municipal Legislature and People of
the Municipality of Canovanas
Canovanas, 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 "Municipaliry"), as of and for the year ended June 30, 2008, 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 opinions.

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 remairling
fund information of the Municipality of Canovanas of the Commonwealth of Puerto Rico, as of June 30,

2008, 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 Amenca.

In accordance wrth Government Auditing Standards we have also issued our report dated October 31,

2008, on our consideration of the Municipality of Canovanas 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 grant agreements. The purpose of that report is to describe the scope of our
testing of internal control over financial reporting and compliance and the result of that testing, and not to
provide an opinion on the intemal control over financial reporting or on compliance. That report is an

integral part of an audit performed in accordance with Government Audiling Standards and importance
for assessing the results ofour audit.

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 Amenca. 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.
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our audit was conducted for the purpose of forming opinions on the financial statements that collectively

comprise the Municipality's basic financial staternenti. The accompanying schedule of expenditures of

federal awards i. pr.r.rt.a for purposes of additional analysis as required uv u'! o^ffice of Management

and Budget Circular A-133, naiti of States and Local Governments, and Non-Profit Organizations' and

is not a required part of the basic fin.ancial 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'

October 31,2008
Toa Alta, Puerto Rico

Stamp No.2235775
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Management's Discussion and Analysis
Fiscal Year Ended June 30, 2008

As management of the Municipality of Can6vanas (the Municipality), we offer readers the following
discussion and analysis of the Municipality's financial activities reported in the accompanying basic
financial statements for the fiscal year ended June 30, 2008. We encourage readers to consider the
information presented here in conjunction with additional information that is furnished in the
Municipality's financial statements, which follow this narrative.

FINANCIAL HIGHLIGHTS

G ov ernm ent- Wide Hig hlig hts :

o The Municipality's assets exceeded its liabilities (net assets) by $18,228,840 at June 30, 2008. The
Municipality's net assets increased by $245,895 (1 percent) during the fiscal year ended June 30,
2008.

r The Municipality's assets decreased from $46,876,854 at June 30, 2007 to $46,264,049 at June 30,
2008, for a decrease of$612,805 (1 percent).

. The liabilities of the Municipality decreased from $28,893,909 at June 30, 2007 to $28,035,209 at
June 30, 2008, for a decrease of$858,700 (3 percent).

o The revenues of the Municipality decreased from $24,996,063 for the fiscal year ended Jture 30, 2007
to 521,427,559 for the fiscal year ended June 30, 2008, for a decrease of$3,568,504 (14 percent).

o The Municipality's expenses decreased from $22,365,928 for the fiscal year ended June 30, 2007 to
$21,796,995 for the fiscal year ended June 30, 2008, for a decrease of $1,168,933 (5 percent).

Governmental Funds' Highlights:

. The total fund balances of governmental funds amounted to $3,826,640 at June 30, 2008, which
decreased by $723,557 (16 percent) during fiscal year ended June 30, 2008.

o The total assets of governmental funds decreased from $ 18,287,883 at June 30, 2007 to $17 ,102,690
at June 30,2008, for a decrease of$1,185,193 (6 percent).

r The governmental fund's total liabilities decreased from $13,737,686 at June 30,2007 to
$13,276,050 at June 30, 2008, for a decrease of$461,636 (3 percent).

r The total revenues of governmental funds decreased from $24,463,535 for the fiscal year ended June
30,2007 to $22,919,241 for the fiscal year ended June 30, 2008, for a decrease of $1,544,294 (6
percent).

o The governmental fund's total expenditures decreased from 526,032,568 for the fiscal year ended
June 30, 2007 to $23,658,127 for the fiscal year ended June 30, 2008, for a decrease of $2,374,441 (9
percent).

. Other financing sources (uses), net, of governmental funds decreased from $1,560,000 for the fiscal
year ended June 30, 2007 to zero for the fiscal year ended June 30, 2008.
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Management's Discussion and Analysis
Fiscal Year Ended June 30, 2008

OYERYIEW OF THE BASIC T'INANCIAL STATEMENTS

The purpose of financial reporting is to provide external users of basic financial statements with
information that will help them to make decisions or draw conclusions about the Municipality. There are
many external parties that use the basic financial statements of the Municipality; however, these parties
do not always have the same specific objectives. In order to address the needs of as many parties as
reasonably possible, the Municipality, in accordance with required financial reporting standards, presents
this Management's Discussion and Analysis (MD&A) as an inhoduction to the accompanying basic
financial statements. This narrative represents an overyiew and analysis of the financial activities of the
Municipality for the fiscal year ended June 30, 2008. Because this MD&A is designed to focus on the
current year activities, resulting changes and currently known facts, we encourage readers to consider the
information presented in this MD&A in conjunction with the additional information furnished in the
accompanying basic financial statements.

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

The basic financial statements focus on: (1) the Municipality as a whole (government-wide financial
reporting) and, (2) the Municipality's major individual governmental funds. Both perspectives allow the
users to address relevant questions, broaden a basis for comparison (year to year or govemment to
government) and enhance the Municipality's accountability. The components of the basic financial
statements are described below.

a) Government-wide Financial Stotements

The GWFS are composed of: (1) the statements of net assets (SNA) and (2) the statement of activities
(SA). These financial statements can be found immediately following this MD&A. GWFS are
designed to provide readers with a broad overview of the Municipality's operations 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 June 30, 2008. The GWFS are prepared using methods that
are similar to those used by most private businesses.

1. Statement of Net Assets

The purpose of SNA is to attempt to report all assets owned and all liabilities owed by the
Municipality. The Municipality reports of a1l of its assets when it acquires ownership over the
assets and reports all of its liabilities when they are incurred. For example, the Municipality
reports buildings and infrastructure as assets, even though they are not available to pay the
obligations incurred by the Municipality.

On the other hand, the Municipality reports liabilities, such as claims and judgments, even though
these liabilities might not be paid until several fiscal years into the future.

The difference between the Municipality's total assets and total liabilities reported in SNA is
presented as net assets, which is similar to the total owners' equity reported by a commercial

4
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enterprise in its financial statements. Although the purpose of the Municipality is not to
accumulate net assets, as this amount increases or decreases over time, such amount represents a
useful indicator of whether the financial position of the Municipality is either improving or
deteriorating, respectively.

2. Statement of Activities

The SA presents information showing how the Municipality's net assets changed during the fiscal
year ended June 30, 2008, by presenting all of the Municipality's revenues and expenses. As
previously discussed, the items reported in SA are measured in a manner similar to the approach
used by a commercial enterprise in that revenues are recognized when eamed or established
criteria are satisfied, and expenses are recorded when incurred by the Municipality.
Consequently, revenues are reported even when they may not be collected for several months
after the end of the fiscal year and expenses are recorded even though they may not have used
cash during the current year.

Although SA looks drfferent from a commercial enterprise's income statement, the difference is
only in format, not substance. Whereas the bottom line in a commercial enterprise represents its
net income, the Municipality reports an amount described as net chunge in net assets, which is
essentially the same concept.

The focus of SA is on the net cost of various activities provided by the Municipality. The
statement begins with a column that identifies the cost of each of the Municipuiity'i major
functions. Another column identifies the revenues that are specifically related to the classified
governmental functions. The difference between the expenses and revenues related to specific
functions/programs identifies the extent to which each function of the Municipality draws from
general revenues or is self-financing through fees, intergovernmental aid, and other sources of
resources.

This statement also presents a comparison between direct expenses and program revenues for
each firnction of the Municipality.

GWFS and GFFS present all of the Municipality's govemmental activities, which are supported
mostly by taxes and intergovernmental revenues (such as federal and state grants and contributions).
All services normally associated with the Municipality fall into this category, including culture,
recreation and education; general government; health and sanitation; public safety; public housing
and welfarel and economic and urban development.

Governmental Fund Financial Statements

The Municipality's GFFS 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, with an emphasis on the Municipality's major 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-
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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.

Governmental funds are used to account for all of the services provided by the Municipality. These
funds are used to account for essentially the same functions reported as governmental activities in the
GWFS. Unlike GWFS, the focus of GFFS is directed to specific activities of the Municipality rather
than the Municipality as a whole; therefore, GFFS report the Municipality's operations in more detail
than the GWFS.

GFFS provide a detailed short-term view of the Municipality's finances that assist in determining
whether there will be adequate financial resources available to meet the current needs of the
Municipality, which is, evaluating the Municipality's near-term financing requirements. For financial
reporting purposes, the Municipality classifies its governmental funds within the following types: (1)
general fund, (2) debt service fund, (3) special revenue funds, and (4) capital projects funds.

GFFS are prepared on an accounting basis that is sifificantly different from that used to prepare
GWFS. In general, GFFS focus on near-term inflows and outflows of expendable financial resources,
consequently, generally measure and account for cash and other assets that can easily be converted to
cash. For example, amounts reported on the balance sheet include capital assets within a very short
period of time, but do not include capital assets such as land and buildings. Governmental fund
liabilities generally include amounts that normally are going to be paid within a very short period
after the end of the fiscal year. The difference between a fund's total assets and total liabilities is
reported as the fund balance, and generally indicates the amount that can be used to finance the next
fiscal year's achvities. Likewise, the operating statement for governmental funds reports only those
revenues and expenditures that were collected in cash or paid with cash, respectively, during the
current fiscal year or very shortly after the end ofthe fiscal year.

Because the focus of GFFS is narrower than that of the GWFS, it is useful to compare the fund
information presented for governmental funds with similar information presented for governmental
activities in the GWFS. By doing so, readers may better understand the long-term impact of the
Municipality's near-term financial decisions. Both the governmental funds' balance sheet and the
govemmental funds' statement of revenues, expenditures and changes in fund balances provide a
reconciliation to facilitate the comparison between governmental funds and the governmental
achvities reported in the govemment-wide financial statements.

The Municipality has two major governmental funds. Each major fund is presented in a separate
column in the govemmental funds' balance sheet and the governmental funds' statement of revenues,
expenditures and changes in fund balances. The two major govemmental funds are: (1) general fund
and (2) debt service fund.

Notes to Basic Financial Statements

The NBFS provide additional information that is essential for a full understanding of the data
provided in the GWFS and GFFS. The NBFS can be found immediately following the basic financial
statements.
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d) Other Supplementary Information

The basic financial statements are followed by a section of required supplementary information
consisting of: (1) Budgetary Comparison Schedule - General Fund and (2) the Schedule of
Expenditures of Federal Awards, as detailed in the accompanylng table of contents.

FINANCIAL ANALYSIS OF GOYERNMENT-WIDE FINANCIAL STATEMENTS

The Municipality's overall financial position for the last two fiscal years are summarized as follows,
based on the information included in the accompanying GWFS:

Comparative Statement of Net Assets

Governmental Activities (Condensed)

June 30, 2008 and 2007

Assets:

Current assets

Non-current assets:

Capital assets, net

Other non-current assets

Total assets

Liabilities:
Current liabilities

Long-term obligations due within one year

Long-term obligations due after one year

Total liabilities

Net assets:

Invested in capital assets, net ofrelated debt

Restricted for debt service and others

Unrestricted

Total net assets

2008

$ 15,453,970

30,772,021

38.058

$__46264-049

2007

$ 16,419,488

30,411,672

45.694

l__46-876J54

$ 10,126,964

911,658

16.996.587

l_28-Ur209

$ 9,111,481

gg7,0g4

18.895.334

___28J93J09

s 30,667,510 $ 22,237,536

1,909,207 1,825,264

(.14.347.877\ (6.079.8ss)

l__18228&10 S_t1ju9A5

At June 30,2008, the Municipality's current assets, amounting to $15,453,970,are mainly composed of
cash and cash equivalents ($10,846,136) of which 56,827,728 are restricted, properly taxes receivable of
$3,204,690, net of allowance for doubtful accounts of $16,811,694, municipal license taxes receivable
(53 47,9 9 5) and intergovernmental rec eivables ($ 640, 8 5 2 ).

The restncted cash of 56,827,128 represents resources legally designated for: (1) the payment of debt
service, (2) the acquisition, construction and improvement of major capital assets, and (3) the operations
of federally and state funded programs. Restncted cash also consists of unspent proceeds of bonds issued
to pay accounts payable and certain specific commitments. A portion of properry taxes receivable,
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amounting to $545,401, net of allowance for doubtful accounts of $2,861,154, represents restricted
resources set aside to redeem the bonds of the Municipality in minimum annual or biannual principal and
interest payments.

The Municipality's non-current assets, amounting to $30,810,079 at June 30,2008, are substantially
composed of capital assets, with an aggregate cost basis of $47,822,110, which are reported net of
accumulated depreciation and amortization of $ 17,050,1 10.

During the fiscal year ended June 30, 2008, the assets of the Municipality decreased by $612,805 (1
percent) in comparison with the prior fiscal year, principally for the following facts:

o Property taxes receivable decreased by $1,352,213. At the same time, the decrease in this receivable
was caused principally by the decrease of $1,661.193 in property tax revenues during the current
fiscal year.

o Capital assets increased by $360,349 due to the excess of current year additions ($1,784,700) over
depreciation/amortization expense ($1,424,351) for the fiscal year ended June 30, 2008. The
principal additions to capital assets for the current fiscal year were related to construction in progress
(S1,494,315) and furniture, fixtures, machinery and equipment ($ZZ7 ,964).

At June 30, 2008, the Municipality's current liabilities amounting to $10,126,964 are mainly composed of
unearned revenues ($6,180,432), accounts payable and accrued liabilities ($1,962,994), intergovernmental
payables ($598,538), and the portions due within one year of compensated absences ($316,698) and
bonds payable ($1,385,000). Deferred revenues principally consist of unearned revenues associated with
municipal license taxes and intergovemmental grants and contributions related to state and federally
funded programs. As noted in the condensed statement of net assets, the Municipality's current assets
exceeded current liabilities by $5,327,006, for a ctnrent ratio (current assets to current liabilities) of 1.53
to 1.00.

The Municipality's non-current liabilities, amounting to $16,996,587 at June 30, 2008, are mainly
composed of portions due after one year of bonds payable ($10,160,000), notes payable ($3,797,095), and
compensated absences ($2.857,282).

At June 30, 2008, the liabilities of the Municipality decreased by $858,700 (3 percent) in comparison with
the prior fiscal year, principally for the net effect of the following facts:

r Bonds payable decreased by $1,305,000 due to the effect of the debt service principal payments
made during the current fiscal year for such amounts.

o Notes payable decreased by $570,360 due to the net effect of the debt service principal payments
made during the current fiscal year amounting to $621,000, whrch were partially offsetted by the
current year amortization of S50,640 in the discount on notes payable, which were charged to interest
expense.

o Uneamed revenues increased by $515,850. The increase in uneamed revenues was caused principally
by the increase of $701,277 in unearned municipal license taxes.
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o Accounts payable and accrued liabilities decreased by $277,268 mainly due to the decrease of
$1,168,933 in total expenses during the current fiscal year.

As noted earlier, net assets may serve over time as a useful indicator of the Municipality's financial
statement position. The assets of the Municipality exceeded liabilities by $18,228,840 at June 30, 2008.
The most significant portion of net assets ($30,667,510), reflects the Municipality's investment in capital
assets (e,g. Iand, buildings, machinery, equipment, infrastructure, etc.), net of all related debt still
outstanding that was issued to acquire. construct or improve those assets. The Municipality uses the
capital assets to provide services to its citizens; consequently, these assets are not available for future
spending. Although the Municipality's investment in capital assets is reported net of the outstanding
related debt, the resources needed to repay that debt must be provided by other sources, as capital assets
cannot be used to liquidate these liabilities.

Another significant portion ofnet assets at June 30, 2008, represents resources that are reskicted for debt
serrrice payments ($1,801,340) and the operations of state and federally funded programs ($107,867).
The remaining component of total net assets consists of unrestricted negative net assets amounting to
($14,347,877) at June 30,2008. These unrestricted negative net assets are the consequence of previous
budgets that did not provide sufficient funding for incurred long-term obligations, such as bonds payable,
notes payable compensated absences, claims and judgments, obligations under capital leases, etc.
Historically, a significant portion of such obligations has been budgeted on a pay-as-you-go basis.

The total net assets of the Municipality increased by $245,895 for the fiscal year ended June 30, 2008.
Such increase is principally due to the excess of total revenues ($21,427,559) over expenses
(827,196,995) for the fiscal year ended June 30, 2008.

The following is a comparative condensed presentation of the Municipality's results of operations as
reported in the GWFS:

This Space Has Been Intentionally Left Blank
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Comparative Statement of Activities
Governmental Activities (Condensed)

Fiscal Years Ended June 30, 2008 and 2007

2008

$ 1,488,457

2,621,421

1.153.391

5.263.269

8,292,199

3,686,478

1,604,571

227,026

1,783,557

576.459

16.164.290

21.427.559

6,456,306

5,229,614

966,775

4,198,402

1,177,288

2,275,539

893.071

2r.196.99s

230,564

17,982,945

15.331

$____r3228A0

$ 1,416,217

3,333,033

832^048

5.5 8 1 .298

9,953,392

2,504,882

2,425,005

572,759

1,766,381

2.t92.346

19.4t4.765

24.996.063

7,892,095

5,736,361

787,252

3,843,453

1,01 8,259

2,210,644

877.865

22.365.928

2,630,135

15,352,810

2007

Program revenues:

Program-specific operating grants and conft ibutions

Pro gram-speci fi c c apital grants and contributions

Charges for services

Total program revenues

General revenues:

Property taxes

Municipal license taxes

Construction excise taxes

Sales and use taxes

Unrestricted grants and contributions

Interests on deposits and miscellaneous revenues

Total general revenues

Total revenues

Program expenses:

General government

Urban and economic development

Public safety

Health and sanitation

Culture, recreation and education

Public housing and welfare

Interest on long-term obligations

Total expenses

Net increase in net assets

Net assets, at beginning of fiscal year

Prior-period adjustments (note l4)
Net assets, at end of fiscal year s___119829A5

As previously mentioned, the Municipality's net assets increased by $245,895 or 1 percent during the
current fiscal year. Approximately 64 percent (51,3,804,274) of the Municipality's total revenues for the
curent fiscal year came from taxes (property taxes, municipal license taxes, construction excise taxes and

10
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sales and use taxes), while 28 percent ($5,893,435) resulted from reskicted and unreskicted capital and
operating grants and contributions.

There was a decrease of $2,399,571 (91percent) in the net increase in net assets when the operating
results for the fiscal currentyear are compared to those ofthe prior fiscal year. This occurred because
total revenues decreased $3,568,504 (14 percent) while total expenses decreased $1,i68,933 (5 percent)
during the current fiscal year. The most significant flucfuations among the current fiscal year revenues
and those of the prior fiscal year were as follows:

. Properly taxes revenues decreased $1,661,193 (17 percent) because the current year property
assessments and collections were lower that in the prior year due to the deteriorating economic
conditions of the Commonwealth of Puerto Rico, which resulted in a decrease of $1,352,213 in
property taxes receivable.

e Municipal license revenues increased $1,181,596 (41 percent) because during the fiscal year the
Muni cipality made si gnifi c ant c ollecti on efforts.

o Grants and contributions decreased by $622,196 ( 10 percent) primanly due to a reduction in the grant
awards of the Community Development Block Grant during the current fiscal year and the further
reductions ofvarious other grants from federal and state agencies.

o Miscellaneous revenues decreased $1,550,716 (84 percent) due to the non-recurring nature of these
items which were collected in prior year but not in current year.

The following chart presents the composition of revenues for the fiscal year ended June 30, 2008:

B;bf
g Program-specifc operating grants 

l

I Program-specific capital grants

g Charges for senices

6 Property taxes

1 Municipal license taxes

I E Construction excise taxes

6 Sales and use taxes

tr Unrestricted grants

I Other general re\enues

The Municipality's expenses cover a wide range of services. The largest expenses of the Municipality for
the fiscal year ended June 30, 2008 were related to: (1) general administrating and operating costs
(56,456,306), which were classified as "general govemment" and accounted for 30 percent of total

11
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expenses, (2) culture, recreation and education ($1,177,288), which accounted for 6 percent of total
expenses, (3) health and sanitation ($4,198,402), which accounted for20 percent of total expenses, (4)
urban and economic development ($5 ,229,614), which accounted for 25 percent of total expenses and (5)
public housing and welfare ($2,275.539), which accounted for 11 percent of total expenses.

As previously mentioned, the Municipality's expenses decreased from $22,365,928 for the fiscal year
ended June 30, 2007 to $21,196,995 for the fisca1 year ended June 30, 2008, for a decrease of$1,168,933
(5 percent). The most significant fluctuation between the current fiscal year's expenses and those of the
prior fiscal year occurred in the general govemment expenses, which decreased $1,435,789 (18 percent)
mainly due to the implementation of cost reduction strategies by management during the current fiscal
year.

The following chart presents the composition of expenses for the fiscal year ended June 30, 2008:

This Space Has Been Intentionally Left Blrink
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Condensed Balance Sheet - Governmental tr'unds

June 30, 2008 and 2007

Assets:

Total assets - major governmental funds

Total assets - other govemmental funds

Combined total assets

Liabilities:
Total liabilities - major governmental funds

Total liabilities - other governmental funds

Combined total liabilities

Fund balances:

Reserved - major govemmental funds

Reserved - other governmental funds

Unreserved - other governmental funds

Unreserved - major governmental funds

Combined total fund balances

Total liabilities and fund balances

3.923.880 4.047.9ts

t7 .102.690 18.287.883

$ 9,808,167 $ 10,146,242

3.467.883 3.59t.444

13.276.050 13.737.686

2008

$ 13,178,810

3,342,921

535,004

(79,007)

27.722

3.826.640

2007

$ 14,239,968

2,133,336

l,759,gll

(79,007)

735.957

4.550.197

&u,102J90 t_182&2883

FINANCIAL ANALYSIS OF GOVERNMENTAL Ft]NDS

Analysis of Financial Position of Governmental Funds

As discussed earlier, the Municipality uses fund accounting to ensure and demonstrate compliance with
finance-related legal requirements. The focus of the Municipality's governmental funds is to provide
information on near-term inflows, outflows, and balances of expendable resources. Such information is
useful in assessing the Municipality's compliance with finance-related legal requirements. Specifically,
unreserved fund balance may serve as a useful measure of the Municipalibl's net resources available for
spending at the end of the fiscal year.

At June 30,2008, the total assets of governmental funds decreased $1,185,193 (6 percent) in comparison
with the prior fiscal year pnncipally for the decrease of $1,352,213 in property taxes receivable. At June
30, 2008, the total liabilities of governmental funds decreased $461,636 (3 percent) in comparison with
the prior fiscal year principally for: ( I ) the decrease of $975,834 in deferred revenues.

For a detailed explanation of the individual fluctuations of total assets and total liabilities of governmental
funds, please refer to the previous financial analysis of the government-wide financial statements included

13



CovtlrtonwEALTH op PuBRro Rrco
Muxrcrpar,rrY oF C,q.N6vA,Nas

Management's Discussion and Analysis
Fiscal Year Ended June 30, 2008

in this management's discussion and analysis, where a detailed discussion of most of these fluctuations
has been made.

At the end of the current fiscal year, total unreserved fund balances of governmental funds amounted to
$51,285 (negative balance), while total fund balance reached $3,826,640. The total fund balances

decreased by $723,557 during the current fiscal year. The following is a detailed financial analysis of the
Municipality's governmental funds:

General fund (GF) - The GF is the main operating fund used to account for all financial resources and
govemmental activities, except for financial resources required to be accounted for in another fund due to
legal requirements, GAAP requirements or the demands of sound financial adminiskation requiring the

use of a governmental fund other than the general fund. The GF is the principal operating fund of the
Municipality. The GF's total assets amounted to $9,689,855 at June 30, 2008. Such assets consist
principally of: (1) unrestricted and restricted cash and cash equivalents ($5,134,250), (2) tax receivables
($3,313,816), and (3) short-term and long-term amounts due from other funds ($1,058,670).

The GF's total liabilities amounted to S7,851,908 at June 30, 2008. Such liabilities are composed mainly
of: (1) deferred revenues ($5,602,880), and (2) accotrnts payable and accrued liabilities, including
amounts due to other governments ($1,666,056).

At the end of the current fiscal year, unreserved frurdbalance of the GF's amountedto$,27,722,wh17e
total fund balance reached 51,837,947. As a measure of the GF's liquidity it may be useful to compare
both unreserved fund balance and total fund balance to total fund expenditures. Unreserved fund balance
represents 0.2 percent of the total GF's expenditures, while total fund balance represents l1 percent of
that same amount.

Debt service fund (DSF)- The DSF is a major govemmental fund used to account for the accumulation
of resources for, and the payment of, principal and interest for: (1) bonds payable for which debt service
payments are legally mandated to be accounted for in a debt service fund and/or (2) bonds payable or any
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. Consistently with the prior fiscal years'
financial statement presentation, during the fiscal year ended June 30, 2008, the financial activity
accounted for in the debt service fund was specifically related to bonds payable. The DSF's total assets

amounted to $3,488,955 at June 30, 2008, which consists mainly of restricted cash in fiscal agent
(52,365,465) and restricted properly taxes receivable ($545,401). The DSF's total liabilities amounted to
$1,956,259 at June 30, 2008, which are mainly composed of: (l) matured bonds due and payable
($1,385,000), (2) matured interest due and payable ($300,776) and (3) deferred revenues ($268,644). At
the end of the current fiscal year, DSF's total and reserved fund balance reached $1,532,696.

Other eovernmental funds (OGf,)- The OGF is a combination of non-major major capital project and
special revenue funds principally used to account for the financial resources arising from program-
specific capital and operating gmnts and contributions awarded by state and federal agencies. The OGF's
total assets amounted to $3,923,880 at June 30, 2008, which consist mainly of restricted cash
($3,346,421) and receivables from intergovernmental grants and contributions ($493,643). The OGF's
total liabilities amounted to $3,467,883 at June 30, 2008, which are mainly composed of deferred
revenues ($2,034,626) and short-term and long-term amounts due to other funds ($1,132,649). At the end
of the current fiscal year, OGF's total and reserved firnd balance reached 5455,997 and negative $79,007,
respectively
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Condensed Statement of Revenues, Expenditures and

Changes in Fund Balances - Governmental tr'unds (Condensed)

Fiscal Years Ended June 30,2008 and 2007

Revenues:

Total revenues - major governmental funds

Total revenues - other govemmental funds

Combined total revenues

Expenditures:

Total expenditures - major governmental funds

Total expenditures - other governmental firnds

Combined total expenditures

Excess ot' expenditures oyer revenues

Other financing soarces, net:

Other financing sources (uses), net - major

governmental funds

Other financing sources, net - other

governmental funds

Combined other financing sources (uses), net

Dejiciency of revenues and other financing
sources under expenditures and otherJinancing uses

Fund balances, at beginning offtscal year

Prior-period adjustments (note 14)

Fund balances, at end offiscal year

2008

$ 18,783,004

4.136.237

22.919.241

19,038,461

4.619.666

23.658.127

(738.886)

(467,626)

467.626

(738,886)

4,550,195

15.33 I

_Ll-f26s49
..+l

2007

$ 19,688,310

4.175.225

24.463.535

20,703,209

5.329.359

26^032.568

( 1.s69.033)

1,462,760

213.387

1.560.000

(9,033)

4,559,228

l__4:5!-lg5

Analysis of Operating Results of Governmental Funds

General fund - The total fund balance of the GF decreased $ 1,031,346 during current f,rscal year. Total
revenues, expenditures and other financing uses (net) amounted to $17,041,895,517,044,728 and
$1,028,513, respectively, for the fiscal year ended June 30, 2008.

Approximately 80 percent ($13,606,202) of the GF's total revenues for the current fiscal year came from
taxes, while l0 percent ($1,776,793) resulted from intergovernmental grants and contributions.
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During the current fiscal year, there was a deficiency of revenues and other financing sources under
expenditures and other financing uses of $549,796 in the general fund, while in prior fiscal year there was
an excess of revenues and other financing sources over expenditures and other financing uses of
$1,168,262.

The GF's most significant fluctuations among the current fiscal year revenues and those of the prior fiscal
year were as follows:

o Miscellaneous revenues decreased $1,550,548 due to the non-recurring nature of these items which
were collected in prior year but not in current year.

o Municipal license revenues decreased $1,370,857 principally due to the increase of $701,277 in
deferred municipal license tax revenues.

r Properfy taxes revenues increased $137,823 mainly due to a decrease of $1,159,844 in deferred
revenues while at the same time the current year properfy assessments and collections were lower
that in the prior year, which resulted in a decrease of $1,114,352 in properfy taxes receivable.

The most significant fluctuation between the current fiscal year expenditures and those of the prior fiscal
year occurred in the general government expenditures, which increased by $2,321,579.

Debt service fund (DSF) - The total fund balance of the DSF increased $308,263 during current fiscal
year. Total revenues, expenditures and other financing sources (net) amounted to $ 1 ,741 ,109, $1,993,733
and $560,887, respectively, for the fiscal year ended June 30, 2008.

Approximately 97 percent ($1,696,518) of DSF's total revenues for the current fiscal year came from
restricted property taxes. There was an increase of $1,144,811 in the DSF's net change in fund balance
when operations for the current fiscal year are compared to those of the prior fiscal year. This occurred
because other financing uses decreased 51,234,982 during the current year for the effect of non-recurring
transfers of $ 1 ,200,000 that were made in the prior fiscal year and were not done in current fiscal year.

Other sovernmental funds (OGf,') - The total fund balance of the OGF decreased by $15,803 during
current fiscal year. Total revenues, expenditures and other financing sources (net) amounted to
$4,136,237,54,619,666 and $467,626, respectively, for the fiscal year ended June 30, 2008.

Approximately 99 percent ($4,109,878) of OGF's total revenues for the current fiscal year came from
intergovernmental grants. There was a decrease of $638,988 in the OGF's total revenues (mainly on
intergovernmental grants), while total expenditures decreased by $709,693 mainly on capital outlays,
which decreased $1,218,557. Other financing sources (net) increasedby $754,239.

BIIDGETARY IIIGHLIGIITS OF GENERAL FUND

The original budget of the general fund for the fiscal year ended June 30, 2008 amounted to $ I 8,8 79,677 ,
while the final approved budget for the general fund amounted to $19,032,036. Accordingly, there were
no significant changes between the original and the final approved budgets for the fiscal year ended June
30,2009.
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The total actual revenues (budgetary basis) ofthe general fund for the fiscal year ended June 30,2008
were $17,628,876, which is 7 percent (S1,335,881) less than the budgeted revenues. In addition, the total
actual expenditures (budgetary basis) of the general fund for the fiscal year ended June 30, 2008 were
$17,466,363, which is 3 percent ($467,699) more than the budgeted expenditures. The most significant
fluctuations in actual revenues (budgetary basis) occurred with construction excise tax revenues which
were $1,720,383 less than their respective budgeted amounts. The most significant fluctuations in actual
disbursements (budgetary basis) occurred with general government and the health and sanitation costs
which were $2,303,031 less and $725,134 more than their respective budgeted amounts, respectively.

The unfavorable variance in construction excise tax revenues was caused by several construction projects
that were scheduled by the respective developers to be started during the fiscal year 2007-2008.
However, due to the current economic outlook in Puerto Rico, these projects were rescheduled for fiscal
year 2008-2009 and, consequently, the respective excise taxes were not collected at June 30, 2008. The
favorable variance of $2,303,031 in general government expenditures were mainly due to the
implementation of cost reduction strategies by management during the current fiscal year as a result of the
reduction of$1,335,881 in revenues collected for the current fiscal year.

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets

The Municipality has invested $47,822,131 in capital assets used in governmental activities, which have
an accumulated depreciation and amortization of $17,050,110 atJune 30,2008. Capital assets increased
$360,349 during the current fiscal year due to the excess of current year additions ($1,784,700) over
depreciationlamortization expense ($1,424,351) for the fiscal year ended June 30, 2008. The principal
additions to capital assets for the current fiscal year were related to construction in progress ($ 1,494,3 l5)
and furniture, fixtures, machinery and equipment ($227,964). The capital additions to construction in
progress were principally related to improvements of streets and roads, the construction of the sports
complex at San Isidro, improvements to the municipal library at Campo Rico and water pipes at Castro
Sector.

We encourage readers to consider the information presented here in conjunction with more detailed
capital assets information furnished in the accompanying notes to the financial statements.

Debt Administration

The Municipality finances a significant portion of its construction activities through bond and note
issuances, and through 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. 

r.

At June 30, 2008, the Municipality's total bonded debt amounted to $11,545,000, consisting of bonds
payable. Such debt is backed by the full faith and credit of the Municipality.

The following is a summary of the debt activity for the fiscal year ended June 30, 2008:

o Bonds payable decreased by $1,305,000 due to the effect of the debt service principal
payments made during the current fiscal year for such amounts.
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o Notes payable decreased by $570,360 due to the net effect of the debt service
principal payments made during the current fiscal year amounting to $621,000, which
were partially offsetted by the current year amortization of $50,640 in the discount on

notes payable, which were charged to interest expense,

The total property assessed value the Municipality amounted to $193,315,481 at June 30,2008. The
Municipality's legal debt margin amounted to $1,764,805 at the current fiscal year-end.

We encourage readers to consider the information presented here in conjunction with more detailed long-
term debt information fumished in the accompanying notes to the financial statements.

ECONOMC F'ACTORS AND NEXT YEAR'S BUDGETS AND RATES

The territory of Can6vanas covers an area of approximately 28 square miles. Can6vanas is a municipality
with a population density of I,546 habitants per square mile. Can6vanas is characterized by being the

economic integration center of the Region since it is considered the principal source ofjobs and services

of commercial, educatronal and health nature in the Region.

From the industrial perspective, Can6vanas accounts for 17 percent of the manufacturing jobs, 25 percent
of the finance-related j obs and 21 percent of the service-related j obs in the Region.

Of the total population of the Municipality, 54 percent or approximately 25,200 persons are considered to
live under the poverty level. This rate is higher than the overall rate for Puerto Rico (48 percent).
Approximately 30 percent of the population of the Municipality receives public financial assistance as

their principal source of income.

The economy of the Municipality is closely linked to the economy of the Commonwealth of Puerto Rico,
which ultimately is greatly affected by the condition of the United States of America. Direct investment,
exports, transfer payments, interest rates, inflation, and tourist expendifures are exogenous variables that
are affected by the economy of the United States of America.

Puerto Rico, including the Municipality, has a diversified economy with manufacturing and services
industries comprising its principal sectors. Manufacturing is the largest economic sector in terms of gross
domestic product. Manufacturing in Puerto Rico is now more diversified than during the early phases of
its industrial development between i950 and 1980, and includes several industries less prone to business
cycles. ln the last three decades, industrial development in the Municipality has tended to be more capital
intensive and more dependent on skilled labor.

Tourism makes a significant contribution to economic activity of the Municipality and the north coast of
Puerto Rico. An estimated $3.4 billion were spent by visitors in Puerto Rito during the fiscal year 2007-
2008. During the fiscal year ended June 30, 2008, the number of visitors increased 0.8% compared to
fiscal year 2006-2007. The construction sector has been an integral part of the economic activity
throughout the years. The Municipality is heavrly dependent on oil imports for the production of
electricity; however, as a result of the construction of two cogeneration plants in other regions of Puerto
Rico, one of which is fueled by liquefied natural gas and the other by coal, the Municipality's dependence
on oil imports for the production of electricity has been reduced from 99o/o to 74oh. Currently, as part of
the capital improvement plan of the Puerto Rico Electric Power Authority (a component unit of the
Commonwealth of Puerto Rico), the construction of an additional cogeneration power plant fueled by
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liquefied natural gas is being currently evaluated to continue reducing the dependence on oil imports in
Puerto Rico.

The preliminary reports issued by the Puerto Rico Planning Board (a govemmental agency of the
Commonwealth of Puerto Rico) about the performance of the economy of the Municipality indicate that
the economy decreased 1.8% in terms of total real gross product during the fiscal year ended June 30,

2008.

According to the Puerto Rico Department of Labor and Human Resources, the labor force decreased from
1.42 million in 2007 to 1.41 million in 2008 for Puerto Rico as a whole. In addition, the average

unemployment rate decreased from 1 1.7Yo in 2007 to 10/% in 2008,

The Municipality has established policies and programs directed at developing the manufacturing and

services industries. Selective tax exemptions and other incentives have stimulated domestic and foreign
investment. Infrastructure expansion and modemization have been, to a large extent, financed by bonds
issued by the Municipality and certain grants from the U.S. Department of Housing and Urban
Development and the Federal Emergency Management Agency. Economic progress has been aided by
significant increases in the levels of education and occupational skills of the population of the
Municipality.

REQUEST FOR INFORMATION

This financial report is designed to provide a general overview of the Municipality's finances for all of
the Municipality's citizens, taxpayers, customers, investors and creditors. Questions concerning any of
the information provided in this report or requests for additional information should be addressed to:
Municipality of Can6vanas, Departrnent of Finance and Budget, P.O. Box 945, Can6vanas, Puerto Rico,
0068 1.

This Space Has Been Intentionally U7 nUif
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Assets

Current assets:

Cash in commercial banks, including cash equivalents of $3,800,000

Accounts receivable, net of allowance for doubtful

accounts of $ 1 3,950,540 :

Taxes:

Properfy taxes

Municipal license taxes

Construction excise taxes

Sales and use taxes

Accrued interests on deposits

Intergovemmental grants and contributions

Miscellaneous receivables

Total accounts receivable, net

Inventories and other current assets

Restricted assets:

Cash in commercial banks

Cash in fiscal agent

Accounts receivable:

Property taxes, net of allowance for

doubtful accounts of $2,861,154 545,401

493,643Intergovernmental grants and contributions

Total restricted assets

Total current assets

Capital assets, at cost:

Depreciable capital assets

Non-depreciable capital assets

Total capital assets, at cost

Less : accumulated depreciation and amortization

Total capital assets, net of accumulated

depreciation and amortization

Deferred charges, net of accumulated amortization of $97,744

45,517,133

2,304.998

Total non-current assets

Total assets

The accompanying notes to the basic financial statements are anintegral part of this statement.

$ 2,659,289

347,995

130,450

176,092

13,922

147,209

2s.103

2,712,352

4,114,776

47,822,137

j (17,050,110)

Governmental
activities

$ 4,019,008

3,500,050

68,740

7,866,772

15,453,970

30,772,021

38,058

30,910,079

$ 46,264,049
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Liabilities and net assets (liabilities)

Current liabilities:
Accounts payable, including excess of

checks drawn overbankbalance of $314,328

Accrued liabilities

Intergovernmental payables

Unearned revenues

Liabilities related to restricted assets:

Accounts payable and accrued liabilities, including accrued

interests on bonds payable of $300,776

Uneamed revenues

Current portion ofbonds payable

Current portion of other long-term obligations (due within one year):

Notes payable

Compensated absences

Total current portion of other long-term obligations

Total current liabilities

Non-current liabilities (due in more than one year):

Liabilities related to reskicted assets - bonds payable

Notes payable

Compensated absences

Reserve for federal cost disallowances

Total non-current liabilities

Total liabilities

Net assets:

Invested in capital assets, net ofrelated debt

Restricted for:

Debt service

Federal and state funded programs

Unrestncted

Total net assets

$ 601,384

2,034,626
1,385,000

594,960

316,698

Governmental
activities

$ 1,067,518

294,092

598,538

4,145,806

4,02L,010

911,658

71,039,622

10,160,000

3,797,095

2,857,292

r82,210

16,996,587

28,035,209

30,667,sr0

1,901,340

1.07,967

(t4,347,977)

$ 18,228,840

The accompanying notes to the basic financial statements are an integral part of this statement.
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Program revenues

Functions/nrograms

- Governmental activities :

General government

_Urban and economic development

Public safety

Health and sanitation

- Culture, recreation and education

Public housing and welfare

_ Interest on long-term obligations

Total governmental activities

Expenses,

including

depreciation

expense of

$1.424.351

Charges

for

services

Program -
specific

operating

grants and

contributions

Program -
specific

capital

grants and

contributions

Net

(expenses)

and changes

in net assets

$ (5,3 16,97 6)

(2,284,533)

(965,377)

(4,198,402)

(1,177 ,288)
(1,098,079)

$ 6,456,306

5,229,614

966,775

4,198,402

1,177 ,288

2,275,539

1,139,330

14,061

349,627

1,3 98

1,137,432

2,595,454

25,967

893,071 - (893,071)

$ 2r.t96.99s 1,1s3,391 7,499,457 2,621,427 $ (15,933,726)

General revenues:

Taxes:

Properfy taxes

Municipal license taxes

Construction excise taxes

Sales and use taxes

Total tax revenues

Intergovemmental grants and contributions,

not restricted to specific programs

lnterests on deposits

Miscellaneous

Total general revenues

Net increase in net assets

Net assets at beginning of fiscal year,
as restated

Net assets at end of fiscal year

The accompanying notes to the basic financial statements are an integral part of this statement.

$ 8,292,199

3,686,478

7,604,571

221.026

13,804,274

1,783,557

2gr,669

294,790

16,164,290

230,564

77,998,276

$ 18,228,840
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Major governmental funds
General

fund
Debt service

fund

Other
governmental

funds

Total
governmental

fundsAssets

lash and cash equivalents in commercial banks

-\ccounts 
receivable, net of allowance

for doubtful accounts of $13,950,540:

Taxes:

_ Properly taxes

Municipal license taxes

Consffuction excise taxes

_ Sales and use taxes

Accrued interest on deposits

Intergovernmental grants and contributions

E Due and advances from other fi.rnds

Miscellaneous receivables

Lestricted assets:

- 
Cash in commercial banks

Cash in fiscal agent

Accounts receivable:

Property taxes, net ofallowance for

doubtful accounts of $2,861,154

Intergovernmental grants and contributions

_ Due and advances from other funds

Total assets

Liabilities

-XCesS 
of checks drawn over bank balance

Accounts payable and accrued liabilities
ltergovernmental payables

Jeferred revenues

Liabilities related to restricted assets:

Accounts payable and accrued liabilities
Due and advances to other funds

Deferred revenues

Matured bonds due and payable

Total liabilities

Fund balances
.eserved for:

- Encumbrances

Debt service

Capital assets and projects

- Advances from other frrnds

Federal and state funded prograrns
'nreserved, including deficit of $79,007

- in non-major capital project funds

Total fund balances

4,019,008

2,659,289

347,995

130,450

176,082

10,807

147,209

1,058,670

25,103

1,115,242

$ 4,019,008

1,839

2,365,46;

545,401

576.250

1,276

2,712,352

634,069

2,659,289

347,995

130,450

176,082

13,922

147,209

1,059,670

25,103

2,712,352

4,114,776

- 5 45,401

493,643 493,643

82,540 658,790

9.689.855 3.488.9s5 3.923.880 t7.102.690

314,328

753,190

598,53 8

5,602,880

582,972

300,776

1,839

268,644

I,385,000

300,608

1,132,649

2,034,626

314,328

753,190

598,538

5,602,880

601,384

1,717,460

2,303,270

1,385,000

7,85 I,908 t.956.259 3,467,883 13.276.050

501,215

576,250

538,292

188,468

1,532,696

507,215

2,t08,946
882,889

271,008

107,867

344,597

82,540

t01,867

27 ,722 (19,001) (5 I ,285)

1,837,947 1,532,696 455,991 3,826.640

Total liabilities and fund balances $ 9,689,855 3,488,955 3,923,880
'The accompanylng notes to the basic financial statements are an integral part of this statement.
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to the Statement of Net Assets
June 30,2008

The amounts of govemmental activities reported in the statement of net assets and the

balance sheet - govemmental funds, are different for the following reasons:

Total combined fund balances reported in the balance sheet - governmental funds

Add (Deduct):

Inventories and other current assets are not available to pay the current fiscal year

expendrtures, therefore, are not reported in the govemmental tunds.

Capital assets used in governmental activities are not considered available financial

."rtur..r at fiscal year-end, therefore, are not reported in the governmental funds. This

is the carrying amount of capital assets, net of accumulated depreciation and

amortization of S17,050,1 10 at June 30, 2008'

Certain deferred revenues in the governmental funds are recognized as revenues in the

statement of activities. This is the amount of revenues that are measurable but not

available at June 30, 2008.

Bonds payable

Notes payable

Compensated absences

Reserve for federal cost disallowances

Net assets - governmental activities, as reported in the statement of net assets

The accompanying notes to the basic financial statements are an integral part of this statement.

3,826,640

68,740

30.772,021

1,725,718

(i0,160,000)

(4,392,055)

(3,173,980)

(t82,21,0)

Q94.092\

s 18.228.840

Debt issued by the Municipality has associated costs (debt issue costs) that are paid from
current available financial resources in the governmental funds. However, these costs

are deferred in the statement of net assets and reported net of accumulated amortization

of 597,744 at June 30, 2008. 38,058

The following liabilities are not due (mature) in the current fiscal year, therefbre, are not

reported in the governmental funds at June 30, 2008:

ir\
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Statement of Revenues, Expenditures and
Changes in Fund Balances - Governmental Funds

Fiscal Year Ended June 30, 2008

Maior governmental Funds

Debt
service
fund

Other Total
governmental governmental

funds funds
levenues:

I axes:

Properly taxes

Municipal license taxes

Construction excise taxes

Sales and use taxes

Charges for services

Intergovemmental grants and contributions
Interests on deposits
Miscellaneous

Total revenues

_lxpenditures:
Current:

General government

_ Urban and economic development
Public safety
Health and sanitation
Culture, recreation and education
Public housing and welfare

Debt service:
Principal

- Interest
Capital outlays

Total expenditures

Excess of expenditures
over revenues

Other financing sources (uses):
Transfers-in from other funds
Transfers-out to other funds

Total other financing sources (uses), net

_ Net increase (decrease) in fund balances

-und balances at beginning offiscal year,

_ as restated
Fund balances at end offiscal year

General
fund

7,999,497
3,781,108
1,604,571

221,026
1,139,330

1,776,793
224,780

1,696,5 1 8

44,591

l4,o6l
4,109,879

12,2gg

$ 9,696,015
3,781,108
1,604,571

221,026
1,153,391

5,996,671
2gl,669

294.790 294.790
1 7,041.895 1,7 41,109 4,136,237 22.919.241

6,575,638
2,920,282

900,412
4,131,092

864,227
1.072.491

285,396
87,750

207,440

1,3 85,000
609,733_

1,373,415

6,273_

1, I 81,126

285,000
196,592

t,577,260

6,575,638
4,293,697

906,695
4,131,092

864,227
2,253,617

1,955,396

893,075
1,784,700

17,044,729 1,993,733 4,619,666 23,65q,127

(2,833) (252,624) (483,429) (738,886)

67,279 612,990 1,181,443
(t,095,792) (52,103I (1,181,443)
(1,029,513) 560,887 467,626

501,17 4
(33,s48)

(1,031,346)

2.869,293

308,263

1,224,433

(15,803)

471,800

(738,886)

4.565.526
$ 1,,837,947 1,532,696

'-he accompanying notes to the basic financial statements are an integral part of this staternFnt
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Reconciliati"""rH',H'"[i"1ffiff*)3Iil:i*esandchanges
in Fund Balances - Governmental Funds to the Statement of Activities

Fiscal Year Ended June 30, 2008

The amounts of govemmental activities reported in the statement of activities and the statement of
revenues, expenditures and changes in fund balances - govemmental funds, are different for the
following reasons:

Deficiency ofrevenues and other financing sources under expenditures and other financing uses reported
in the statement of revenues, expenditures and changes in fund balances - govemmental funds

Add (Deduct):

The following revenues recorded in the statement of activities do not provide current financial
resources, therefore, are deferred in the governmental funds. This is the net change in deferred
revenues of the following revenue items, which are measurable but not available at fiscal year
end:

$ (738,886)

Properly taxes

Municipal license taxes

Intergovernmental grants and contributions

Governmental funds report capital outlays as expenditures. However in the statement of
activities the cost of those assets is allocated over their estimated useful lives as depreciation
and amortization expense. This is the amount by which capital outlay expenditures
($1,784,700) exceeded depreciation and amortization expense of capitalassets ($1,424,351) for
the fiscal year ended June 30, 2008.

Repayment of principal of long-term obligations is reported as expenditure in the governmental
funds, however, the repayment reduces long-term liabilities in the statement of net assets.

Amortization of deferred charges reported in the statement of activities does not require the use
of current financial resources, therefore, are not reported as expenditures in the governmental
funds. (7,636)

Other reconciling items, net of certain expenses recorded in the statement of activities that do
not require the use ofcurrent financial resources, therefore, are not reported as expenditures in
the governmental funds. l53,OZ3

Net increase in net assets, as reported in statement of activities + ___s29t5t

The accompanying notes to the basic financial statements are an integral part to this statement.

(1,403,816)

(94,630)

6,764

360,349

1,955,396
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MuxrcIpar,rrY oF CaN6v,q,xas

Notes to Basic Financial Statements
Fiscal Year Ended June 30, 2008

I. Background Information and Summary of Significant Accounting Policies

The Municipality of Can6vanas (the Municipality) is a local municipal government constituted in
1970 in the Commonwealth of Puerto Rico (the Commonwealth). The Municipality has full
legislative, fiscal and all other governmental powers and responsibilities expressly assigned by Public
Act No. 81 of August 30, 1991, as amended, known as Autonomous Municipalities Act of the

Commonwealth of Puerto Rico (Act No. 81). The Municipality is one of seventy-eight municipalities
legally separated trom the Commonwealth's government.

The Commonwealth's Constitution provides for the separation of powers of the executive, legislative
and judicial branches of the Commonwealth and the municipalities. However, the Municipality's
goyernmental system consists of executive and legislative branches only. A Mayor, elected every
four years by the citizens, exercises the executive power of the Municipality. The legislative power of
the Municipality is exercised by the Municipal Legislature, whose members are 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.

The Municipality assumes either partial or fulI responsibility for providing services to its citizens
related to public housing, welfare, public safety, health, sanitation, education, culfure, recreation,
education, urban development, economic development, and many other fiscal, general and

administrative services.

a) Financisl Reporting Model

The accompanying basic financial statements present the financial position and the results of
operations of the Municipality as a whole, and its various governmental funds as of and for the
fiscal year ended June 30, 2008, in conformity with accounting principles generally accepted in
the United States of America (GAAP), as prescribed by the Governmental Accounting Standards
Board (GASB).

According to the financial reporting model established by GASB Statement No. 34, Basic
Financial Statements - and Management's Discussion and Analysis - for State and Local
Governmenls (GASB No. 34), the required basic financial statement presentation applicable to
the Municipality is composed of the following elements: (1) government-wide financial
statements (GWFS), (2) govemmental fund financial statements (GFFS), (3) notes to basic
financial statements, and (4) required supplementary information (RSI).

RS1, consisting of a Management's Discussion and Analysis (MD&A), is information presented
along with, but separate from, Municipality's basic financial statements.

MD&A is a narrative report that introduces the accompanying basic financial statements and
provides an analytical overview of the Municipality's financial activities for the fiscal year ended
June 30, 2008, based on the Municipality's lnowledge of the transactions, events and conditions
reflected in the basic financial statements. The MD&A also highlights certain key fiscal policies
that control the Municipality's operations.
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MUN ICt PALITY oF C.tn6vlxls

Notes to Basic Financial Statements
Fiscal Year Ended June 30, 2008

Other supplementary information presented in this report for purposes of additional analysis
consist of: (1) combining and individual non-major governmental fund financial statements, (2)
budgetary companson schedule - debt service fund, and (3) schedules ofcapital assets used in the
operations of governmental funds, as listed in the accompanying table of contents.

On July 1,2005, the Municipality adopted the provisions of Statement No.44, Economic
Condition Reporting: The Statistical Section - an amendment of NCGA Statement / (GASB No.
44). This statement amended the portions of NCGA Statement l, Governmental Accounting and
Financial Reporting Principles, which provides guidance for the preparation of the statistical
section of the Municipality's Comprehensive Annual Financial Report (CAFR). Accordingly, the
statistical section of this Comprehensive Annual Financial Report has been modified to present
more detailed information, typically in ten-year trends, that assists users in utilizing: (1) the basic
financial statements, (2) the notes to basic financial statements, and (3) the required
supplementary informatron, to assess the economic condition of a govemment.

b) Financial Reporting Enttty

The accompanying basic financial statements include all departments, agencies and municipal
operational units that are under the legal and administrative control of the Mayor, and whose
financial resources are under the legal custody and control of the Municipality's Director of
Finance and Budget, as prescribed by Act No. 81.

The Municipality's management has considered all potential component units (whether
governmental, not-for-profit, or profit-oriented) for which it may be financially accountable and
other legally separate organizations for which the nature and significance of their relationship
with the Municipality may be such that exclusion of their basic financial statements from those of
the Municipality would cause the Municipality's basic financial statements to be misleading or
incomplete.

GASB Statement No. 14, The Financial Reporting Entity (GASB No. 14), as amended, has set
forth criteria to be considered in determining financial accountability for financial reporting
purposes. These criteria include appointing a voting majority of an organization's governing body
and: (1) the ability of the Municipality to impose its will on that organization or (2) the potential
for the organization to provide specific financial benefits to, or impose specific financial burdens
on, the Municipality.

On July l, 20A3, the Municipality adopted the provisions of GASB Statement No. 39,
Determining Whether Certain Organizations are Component Units - an Amendment of GASB
Statement No. 14 (GASB No. 39). GASB No. 39 states that cergain organizations for which a
primary government is not financially accountable nevertheless warrant inclusion as part of the
financial reporting entity because of the nature and significance of their relationship with the
primary government, including their ongoing financial support of the primary govemment and its
other component units.

According to GASB No. 39, a legally separate, tax-exempt organization should be reported as a
discretely presented component unit of a reporting entity if all of the following criteria are met:
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Notes to Basic Financial Statements
Fiscal Year Ended June 30, 2008

. The economic resources received or held by the separate organization are entirely or almost

entirely for the direct benefit of the primary government, its component units, or its
constituents.

o The primary government, or its component units, is entitled to, or has the ability to otherwise

access, a majority of the economic resources received or held by the separate organization.

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

In addition, GASB No. 39 states that other organizations should be evaluated as potential
component units if they are closely related to, or financially integrated with, the primary
government. Such types of entities may be presented as either blended or discretely presented

component units, depending upon how they meet the criteria for each specified in GASB No. 14.

The Municipality's management has concluded that, based on the aforementioned criteria, there
are no legally separate entities or organizations that should be reported as component units of the

Municipality for the fiscal year ended June 30, 2008.

c) Government-wide Financial Stutements

The accompanying GWFS are composed of: (1) the statement of net assets and (2) the statement
of activities. These financial statements report information of all governmental activities of the

Municipality as a whole. These statements are aimed at presenting a broad overview of the

Municipality's finances by reporting its financial position and results of operations using methods
that are similar to those used by most private businesses.

The focus of GWFS is on the operational accountability of the Municipality as a single economic
unit and not on compliance with budgets, regulatory requirements or on the use of available or
currently expendable financial resources (referred to as fiscal accountability). Operational
accountability is the Municipality's responsibility to report to the extent to which it has met its
operating objectives efficiently and effectively, using all resources available for that purpose. It
focuses on the Municipality's principal operating objective, which is to provide services to its
citizens.

The accompanying statement of net assets provides short-term and long-term information about
the Municipality:, financial position by presenting all of the Municipality's assets and liabilities,
with the difference between these two items reported as "net assets" (equity) and or net liabilities.
This statement assists management in assessing the level of services that can be provided by the
Municipality in the future and its ability to meet its obligations as they become due. In addition,
this statement reports the extent to which the Municipality has invested in capital assets and
discloses legal and contractual restrictions on resources.

Net assets are classified in the accompanying statement of net assets within the following three
categories:
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Notes to Basic Financial Statements

Fiscal Year Ended June 30, 2008

Invested in capital assets, net of related debt - This net asset category consists ofcapital

assets, net of adcumulated depreciation and amortization, reduced by the outstanding balances

of bonds payable, notes payable and other debts that are atlributed to the acquisition,

construction or improvemint of those assets (capital-related debt). For the purposes of
determining the ouistanding debt attributed to capital assets, the total long-term debt related

to the acquisition, construction or improvement of capital assets has been reduced by any

related unspent debt proceeds and any related unamortized debt issuance costs.

In addition, for the purposes of determining the outstanding debt attributed to capital assets,

the following items are excluded from the calculation: (1) bond issuance costs, (2) interest

payable, (3) accrued interest on deep discotrnt debt and non-capital accrued liabilities (e'g.

compensated absences, claims and judgments, etc.), and (5) debt used to finance capital

acqutsitions by parties outside the Municipality. Furtherrnore, the computation of net assets

invested in capital assets, net of related debt, excludes inter-fund loans and other financial

assets.

Restricted net assets - This net asset category consists ofnet resources restricted by external

parties (such as debt covenants, creditors, grantors, contributors, laws or regulations ofother
governments, etc.), or net assets for which constraints are imposed by constitutional

provisions or enabling legislation. Enabling legislation consists of legislation that authorizes

the Mtnicipality to assess, levy, charge or otherwise mandate payment of resources (from

external resource providers). Enabling legislation establishes restrictions if it includes a

legally enforceable requirement that those resources be used only for the specific purposes

stipulated in the legislation.

On July l,2OO5, the Municipality adopted the provrsions of Statement No.46, Net Assets

Restricted by Enabting Legislation (GASB No. 46). This Statement requires that limitations

on the use of net assets imposed by enabling legislation be reported as restricted net assets.

This Statement clarified that a legally enforceable enabling legislation restriction is one that a

parly external to the Municipality (such as citizens, public interest groups, or the judiciary)

can compel the Municipality to honor. This Statement states that the legal enforceability of
an enabling legislation should be reevaluated if any of the resources raised by the enabling

legislation are used for a purpose not specified by the enabling legislation or if the

Municipality has other cause for consideration. Although the determination that a particular

restriction is not legally enforceable may cause the Municipality to review the enforceability
of other restrictions, it should not necessarily lead the Municipality to the same conclusion for
all enabling legislation restrictions.

The classification of restricted net assets identifies resources that have been received or
earned by the Municipality with an explicit understanding between the Municipality and the

resource providers that the resources would be used for specific purposes. Grants,

contributions and donations are often given under those kinds of conditions. Bond indentures

also often limit the use of bond proceeds to specific purposes.

Internally imposed designations of resources, including earmarking, are not reported

restricted net assets. These designations consist of management's plans for the use

resources, which are subject to change at the discretion of the Municipal Legislature.

as

of
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The Municipality has reported the following types of restricted net assets in the

accompanying statement of net assets as of June 30, 2008:

(1) Debt service - Represent net resources available to cover future debt service payments of

bonds payable.

(2) Federal and state funded programs - Represent net resources available from certain

federal and state grants, which have been set aside to carry out several proglams.

o finrestricted net assets - Generally, this category consists of the excess of assets over

related liabilities that are neither externally nor legally restricted, neither invested in capital

assets. However, at June 30, 2008, this category has a negative balance of 574,347,877

because liabilities exceeded the related assets. Generally, the assets recorded within this

category are designated to indicate that management does not consider them to be available

for [eneral operuiionr. Assets reported within this category often have constraints that are

imposed by management but can be removed or modified.

When both restricted and unrestricted resources are available for use, it is the Municipality's

policy to generally use restricted resources first, and then unrestncted resources as they are

needed.

The accompanying statement of activities presents the Municipality's results of operations by

showing, tro* ifre trrtunicipality's net assets changed during the fiscal year ended June 30, 2008,

using a net (expense) revenue format. This staternent presents the cost ofeach function/program

as well as the extent to which each of the Municipality's functions, programs or other services

either contributes to or draws from the Municipality's general revenues (such as properly taxes,

municipal license taxes, construction excise taxes, etc')'

A functiorlprogram describes a group of activities that are aimed at accomplishing a major

service or regulatory responsibility. The functions/programs reported in the accompanying basic

financial statements are: (1) general government, (2) urban and economic development, (3) public

safety, (4) health and sanitation, (5) culture, recreation and education and (6) public housing and

welfare. The governmental operations of the Municipality's departments and operational units

are ciassified within the following functions/programs in the accompanying basic financial

statements:

General government:
Municipal legislature
Mayor's office
Department of finance and budget
Department of human resources
Department of municiPal secretary
Department of internal audit
Department of general services
Department of public relations
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[Jrban and economic develoPment:
DePartment of Public works
Department of transportation and mechanics

Department of urban develoPment
Department of conservation and ornate

Public safey:
Department of emergency management

Department of municipal Police

Health and sanitation:
Deparbment of health
Deparrment of recycling

Cultare, recreation and education:
Department of recreation and sports

Public housing and welfare:
Department of community affairs
Deparlment of service to citizens
Department of elderly services

The statement of activities demonstrates the degree to which program revenues offset direct

expenses of a given function/program or segments. Direct expenses are those that are clearly

identifiable with a specific function, segment or operational unit. This statement reports revenues

in two broad categories: (1) program Ievenues and (2) general revenues.

Program revenues are generated directly from a program itself or may come from parties outside

the Municipality's taxpayers or citizens. In the statement of activities, program revenues reduce

the costs (expenses) ofthe function/program to arrive at: (1) the net cost ofthe function/program

that must be financed from the Municipality's general revenues or (2) the net proglam revenue

that contributes to the Municipality's general revenues. The accompanying statement of activities

reports the following categories ofprogram revenues for the fiscal year ended June 30, 2008:

o Charges for services - These revenues generally consist of exchange or exchange-like

transactions involvrng charges to customers or applicants who purchase, use or directly

benefit from-the goods, services or privileges provided, or are otherwise directly affected by

the services. These revenues include fees charged for specific services, charges for licenses

and permits, and fines and forfeitures, among others' .r.

r Program-specific operating and capital grants and contributions - These revenues

consist of transactions that are either mandatory or voluntary non-exchange transactions with
other governments, organizations, or individuals that restrict the resources for use in a

particular program. Operating grants and contributions consist of resources that are required

io be used to finance the costs of operating a specific program or can be used either for
operating or capital purposes of a specific program. Capital grants and contributions consist

of revenues or resources that are restricted for capital purposes - to purchase, construct or
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renovate capital assets associated with a specific program. Restricted operating and capital

grants and contributions are program revenues because they are specifically attributable to a

frogru* and reduce the net expense of that program to the Municipality. They are reported

net of estimated uncollectible amounts.

General revenues are the default category for revenues. It includes all revenues and gains that do

not meet the definition of program revenues. Property taxes, municipal license taxes, sales and

use taxes and construction excise taxes are reported as general revenues. All other non-tax

revenues (including unrestricted interest on deposits, grants and contributions not restricted for

speciflrc programs and miscellaneous revenues) that do not meet the definition of program

,.u.nu., are classified as general revenues. Resources that are dedicated intemally by the

Municipality are reported as general revenues rather than as program revenues. All general

revenues are reported net of estimated uncollectible amounts, which are recorded as reduction of
revenues rather than as expenses.

The general govemment function/program reported in the accompanying statement of activities

includes expenses that are, in essence, indirect or costs of other functions/programs of the

Municipality. Even though some of these costs have been charged to certain funds in the GFFS

as indirict cost allocations permitted under some federal programs, the Municipality has reported

these indirect costs as direct expenses of the general government function. Accordingly, the

Municipality generally does not allocate general government (indirect) costs to other functions.

The effects of all inter-fund governmental activities (revenues, expenditures and other financing

sources/uses among govemmental funds) have been removed from the accompanying statements

of net assets and activities.

The Municipality classifies all of its activities as governmental activities in the accompanying

GWFS. These are activities generally financed through taxes, intergovernmental revenues and

other non-exchange revenues that can be used to support the Municipality's programs or services.

These governmental actrvities are also generally reported in the GFFS.

The Municipality has no fiduciary activities, which are those in which the Municipality would be

holding or managing net assets for specific individuals or other external parties in accordance

with trust agreements or other custodial arrangements. In addition, the Municipality has no

operations oi activities that are financed and operated in a manner similar to private business

enterprises, where the costs of providing goods or services to the general public (expenses,

including depreciation) is financed primarily through user charges; or where the goveming body

has decided that periodic determination of revenues earned, expenses incurred, and/or net income

is appropriate for capital maintenance, public policy, managemgnt control, accountability, or

other purposes.

d) Governtnental Fund Financial Statements

A fund is a fiscal and accounting entity consisting of a self-balancing set of accounts used to

record assets, liabilities and residual equities, deficits or balances, and changes therein, which are

segregated for the purpose of carrying on specific activities or attaining certain objectives in

accordance with GAAP and/or special regulations, restrictions or limitations.
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The accompanying GFFS are composed of: (1) the balance thget - governmental funds' and (2)

the statement of revenues, expenditures and changes in fund balances - governmental'

These financial statements report the financial position and results operations of the

Municipality's governmental funds by presenting sources, uses and balances of current financial

,.rour.... 
-Sorne 

of these financial statements have a budgetary orientation and focus primarily

on: (1) the Municipality's major govemmental funds, as defined below, (2) the fiscal

accountability and t:l it. inaiviOuat parts of the Municipality's government. Fiscal

accountability represents the Municipality's responsibility to justify that its actions_in the current

fiscal year have complied with pubiic decisions concerning the raising and spending of public

moneys in the short term (generally one fiscal year).

The accompanying GFFS segregate governmental funds according to their intended purpose and

are used in demonstrating compliance with 1egal, financial and contractual provisions. The

minimum number of governmental funds is maintained consistent with legal and self-imposed

managerial requirements established by the Municipality. For financial reporting purposes, the

Municipality classifies its governmental funds within the following categories:

o Generatfund - The general fund is the Municipality's main operating firnd and a major

governmintal fund, as defined below, used to account for all financial resources and

governmental activities, except for financial resources required to be accounted for in another

t*a. It is presumed that the Municipality's governmental activities have been reported in the

general fund except for transactions for which one of the following compelling reasons has

iequired the use of another fund: (1) legal requirements, (2) GAAP requirements or (3) the

demands of sound financial administration requiring the use of a governmental fund other

than the general fund.

c Debt service fund - The debt service fund is a major governmental fund, as defined below,

used by the Municipality to account for the accumulation of resources for, and the payment

of, principal and inierest for: (1) bonds payable for which debt service payments are legally

mandated to be accounted for in a debt service fund and/or (2) bonds payable or any general

long-term debt for which the Municipality is being accumulating financial resources in
advance to pay pnncipal and interest payments maturing in future years. Consistently with
the prior fiscal years' financial statement presentation, during the fiscal year ended June 30,

2008, the financial activity accounted for in the debt service fund was specifically related to

bonds payable.

The outstanding balance of general long-term debts for which debt service payments do not

involve the advance accumulation of resources (such as notes'payable and obligations under

capital leases) are only accounted for in the accompanying statement of net assets. The debt

service payments of such debts are generally accounted for as debt service - principal and

debt service - interest expenditures in the general fund, except for certain notes payable to

IilID, which are accounted for in the HUD Section 108 capital projects fund, a non-major

govemmental fund.

Speciat reventte funds - The special revenue funds are non-major governmental funds, as

defined below, used by the Municipality to account for revenues derived from gtants,
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contributions or other revenue sources that are either self-restricted by the Municipality or

legally restricted by outside parties for use in specific purposes (except for revenues that are

eaimarked for expenditures in major capital projects which are accounted for in the capital

projects fund). The uses and limitations of each special revenue fund are specified by

munlcipal ordinances or federal and state statutes. However, resources restricted to

expenditures for purposes normally financed from the general fund are reported in the

Municipality'. g"rr.rul fund provided that all applicable legal requirements are appropriately

sahsfied. In this case, a special revenue fund to account for such kind of transactions will be

used only if legally mandated'

o Cupital projects funds - Capital projects funds are non-major governmental funds, as defined

bel,ow, urcd to account for the financial resources used for the acquisition, construction or

improvement of major capital facilities and other assets. Significant capital outlays financed

from proceeds of general obligation, public improvement or special obligation bonds

accounted for also in the capital projects funds'

The use of the capital projects funds has been reserved only for major capital acquisitions,

construction or improvement activities that would distort financial resources trend data if not

reported separately fiom the other Municipality's operating activities. The routine purchases

of minor cipitalizable assets (such as furniture, office equipment, vehicles and other minor

capital ur..is or improvements) have been reported in the governmental fund from which

financial resources were used for the payment.

The focus of the GFFS is on major govemmental funds, which generally represent the

Municipality's most important funds. Accordingly, the Municipality is required to segregate

governmental funds between major and non-major categories within the GFFS. Major individual

governmental funds are reported individually as separate columns in the GFFS, while data from

all non-major governmental funds are aggregated into a single column, regardless of fund type'

By definition, the Municipality's general fund is considered a major governmental fund for

financial reporting purposes. In addition, any other governmental fund would be classified as a

major govemmental fund in the GFFS if its total assets, liabilities, revenues or expenditures of
ttrat indiviAual govemmental fund are at least 10 percent of the corresponding element total

(assets, liabilitiei, revenues or expenditures) for all governmental funds. For the purposes of
applying the aforementioned major fund criteria, no eliminations of interfund balances have been

made. Total revenues for these purposes means all revenues, including operating and non-

operating revenues (net of allowances for uncollectible accounts), except for other financing

,ourr.r. Total expenditures for these purposes mean all expenditures, including operating and

non-operating expenditures, except for other financing uses. d-,

Based on the aforementioned criteria, the Municipality's major govemmental funds reported in

the accompanying GFFS are: (1) the general fund and (2) the debt service fund.

The Municipality periodically undertake a comprehensive evaluation of its fund structure to

ensure that complies with all aspects that are of importance to users of general purpose external

financial reports. Consequently, all superfluous funds and some internal funds currently used by

Municipality in the day-to-day accounting procedures have not been reported as individual
govemmental funds in the accompanying fund financial statements. Accordingly, the
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accompanying fund financial statements include only the minimum number of funds consistent

with legal and operating requirements

The accompanying GFFS are accompanied by the following schedules required by GAAP: (1) the

reconciliation of tf,e balance sheet - governmental funds to the statement of net assets, and (2) the

reconciliation of the statement of revenues, expenditures and changes in fund balances -
govemmental funds to the statement of activities.

e) Measurement Focus and Basis of Accounting

Government-wide financial statements - The accompanying GWFS are prepared using the

e.o,o*ic,",o,,ffiandtheaccrualbasisofaccounting.Subjecttothe
additional rules and limitations detailed below, revenues (including interest on deposits and

investments) are generally recorded when eamed and expenses are generally recorded when a

liability is incurred, regardless of the timing of related cash flows.

All revenues, expenses, gains, losses, assets and liabilities resulting from exchange and exchange-

like transactions are generally recorded when the exchange takes place. ln exchange transactions,

each party to the transaction receives and gives up essentially equal values. An exchange-like

transaction is one in which there is an identifiable exchange and the values exchanged, though

related, may not be quite equal. Nevertheless, the exchange characteristics of the exchangeJike

ffansaction are strong enough to justiff treating it as an exchange for accounting purposes

(examples include fees for licenses and permits, charges for services, and miscellaneous

,"rerrrr"., which are recorded as revenues when collected because they are generally not

measurable until actually received).

Al1 revenues, expenses, gains, losses and assets resulting from non-exchange transactions are

recorded using the criteria set forth by GASB Statement No. 33, Accounting and Financial

Reportingfor Non-exchange Transaclions (GASB No. 33). GASB No. 33 established accounting

und r"po.tirrg standards for non-exchange transactions involving cash and financial or capital

r.rourC". (for example, most taxes, grants and private donations). In a non-exchange transaction,

the Municipality gives (or receives) value without directly receiving (or giving) equal value in

return. This is different from an exchange kansaction, in which each party receives and gives up

essentially equal values. According to GASB No. 33, the Municipality groups its non-exchange

transactions into the following four classes in the accompanying basic financial statements: (a)

derived tax revenues, (b) imposed non-exchange revenues, (c) government mandated non-

exchange transactions, and (d) voluntary non-exchange transactions.

In the case of derived tax revenue transactions, which result frorq.issessments the Municipality
places on exchange transactions, receivables and revenues are recorded when the underlying

exchange has occurred.

In the case of imposed non-exchange revenue kansactions (such as property taxes and municipal

license taxes), which result from assessments made by the Municipality on non-govemmental

entities, including individuals, other than assessments on exchange transactions, receivables are

generally recorded in the period when an enforceable legal claim has arisen. Properly taxes and

municipal license are generally recorded as revenues (net of amounts considered not collectible)
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in the fiscal year when resources are required to be used or the first fiscal year that the use ofthe

resources is permitted.

Govemment-mandated non-exchange transactions (such as grants and contributions) result when

a government at one level (such as the federal or state government) provides resources to the

Minicipality and the provider govemment requires the Municipality to use those resources for a

specific purpose o, prr.po... established in the provider's enabling legislation' In these type of
transactions, receivables and revenues are generally recorded when all eligibility requirements

imposed by the provider have been met. For the majority of grants, the Municipality must expend

resources on the specific purpose or project before the provider reimburses any amounts.

Revenue is. therefore, generally recognized as qualifying reimbursable expenditures are incurred.

Voluntary non-exchange transactions (such as donations and certain grants and entitlements)

result from legislative or contractual agreements, other than exchanges, willingly entered into by

two or more parties. In these types of transactions, receivables and revenues are generally

accounted for in the same manner as govemment-mandated non-exchange transactions discussed

above. Events that are neither exchange nor non-exchange transactions are recorded when it is
probable that a loss has been incurred and the amount of loss is reasonably estimable-

Receipts of any type of revenue sources collected in advance for use in the following fiscal year

are recorded as deferred revenues.

According to GASB No. 34, all general capital assets and the unmatured long-term liabilities are

recorded only in the accompanying statement of net assets. The measurement focus and the basis

of accounting used in the accompanying GWFS differ significantly from the measurement focus

and basis of accounting used in the preparation of the accompanying GFFS. Therefore, the

accompanying GFFS include reconciliations, as detailed in the accompanying table of contents, to

better identiff the relationship between the GWFS and the GFFS.

Governmental fund financial statements - The accompanying GFFS are reported using the

*r.E t financial resources measurement focus (flow of current financial resources) and the

modified accrual basis of accounting. Accordingly, the accompanying statement of revenues,

expenditures and changes in fund balances - govemmental funds, reports changes in the amount

of financial resources available in the near future as a result of transactions and events of the

fiscal year reported. Therefore, revenues are generally recognized as soon as they are both

measurable and available. Revenues are considered to be available when they are collectible

within the current fiscal year or soon enough thereafter tg pay liabilities of the current fiscal year.

For this purpose, the Municipality generally considers most reYenues (municipal licenses taxes,

construction excise taxes, salis and use taxes, interests on deposih-intergovernmental grants and

contributions and certain charges for services) to be available if collected within 90 days after

June 30, 2008, except for properfy taxes for which the availability period is 60 days. Revenue

sources not meeting-this availability criterion or collected in advance are recorded as deferred

revenues at June 30, 2008.

The principal revenue sources considered susceptible to accrual include properfy taxes, municipal

licenie taies, intergovernmental grants and contributions, interest on deposits, and charges for

services. These principal revenue sources meet both measurability and availability criteria in the

accompanying GFFS, except for amounts recorded as deferred revenues (see note 8)'
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In a manner similar to the GWFS, but subject to and limited by the availability criteria discussed

above, all revenues, expenses, gains, losses, assets and liabilities resulting from exchange and

exchange-like transactions are also generally recorded when the exchange takes place'

Accordingly, fees for licenses and permits, charges for services and miscellaneous revenues are

recorded as revenues when collectid because they are generally not measurable until actually

received.

All revenues, expenses, gains, losses and assets resulting from non-exchange transactions are

recorded in a similar **". to the GWFS, using the previously discussed criteria set forth by

GASB No. 33 for non-exchange transactions, but subject to and limited by the availability cnteria

discussed above. Accordingly, properry tax and municipal license tax receivables are also

generally reoorded in the frscal year when an enforceable legal claim has arisen while properfy

ia* and-municipal license tax revenues (net of amounts considered not collectible) are also

generally recorded in the fiscal year when resources are required to be used or the first fiscal year

that the use of the resources is permitted. Receivables and revenues from federal and state grants

and contributions, donations and entitlements are also generally recorded when all eligibility

requirements imposed by the provider have been met (generally, as qualiffing reimbursable

expenditures are incurr"d for eipenditure-driven grants). Interest on deposits are recorded when

eamed since these revenues are considered both measurable and available at June 30, 2008.

Pursuant to the provisions of GASB Interpretation No. 6, Recognition and Measurement of
Certain Liabilities and Expenditures in Governmental Fund Financial Statements (GASBI No'

6), in the absence of an ixplicit requirement (i.e., the absence of an applicable modification,

discussed below) the Municipaliry generally accrues a govemmental fund liability and

expenditure (including salaries, professional services, supplies, utilities, etc.) in the period in

*hirit the governm"rriirrr*r the liability, to the extent that these liabilities are normally expected

to be liquidated in a timely manner and in full with current available financial resources. GASBI

No. 6 modified the recognition criteria for certain expenditures and liabilities reported under the

modified accrual basis o1accounting prior to GASB No. 34, and clarified a number of situations

in which the Municipality should distinguish between governmental fi.rnd liabilities and general

long-term liabilities. Therefore, the accompanying balance sheet - govemmental funds generally

reflicts only assets that will be converted into cash to satisfy current liabilities. Long-term assets

and those assets that will not be converted into cash to satisfy current liabilities are generally not

accounted for in the accompanying balance sheet - govemmental funds. At the same time, long-

term 6abilities (generally, those unmatured that will not require the use of current financial

resources to pay.them) aie not accounted for in the accompanying balance sheet - governmental

funds. 
.i:

Modifications to the accrual basis of accounting in accordance with GASBI No. 6 include:

o principal and interest on bonds and notes payable are recorded when they mature (when

payment is due), except for principal and interest of bonds due on July 1,2008, which are

iecorded as govemmental fund liabilities at June 30, 2008 which is the date when resources

were available in the debt service fund.
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o Obligations under capital leases, compensated absences, and the reserye for federal cost

disallowanc., u...erorded only when they mature (when payment is due)'

r Certain accounts payable, intergovemmental payables and other accrued liabilities not due

and payable (unmatured) or not normally expected to be liquidated in full and in a timely

manner with available and expendable financial resources, are recorded in the accompanylng

statement of net assets. Such liabilities are recorded in the governmental funds when they

mature.

o Executory purchase orders and contracts are recorded as a reservation of fund balance in the

GFFS.

The measurement focus of the GFFS is on decreases of net financial resources (expenditures)

rather than expenses. Most expenditures are measurable and are recorded when the related

governmental fund liability is incurred. Allocation of costs, such as depreciation and

amortization, are recorded in the accompanying statement of activities, but are not recorded in the

accompanying GFFS.

O Stewardship, Compliance and Accountability

Budgetary Control

According to Act No, 81. the Mayor and its Administrative Cabinet prepare annual budgets each

fiscal year for the Municipality's general fund and debt service fund. Such legally adopted

budgets are based on expected expenditures by program and estimated resources by source. The

annual budgets are developed using elements of performance-based program budgeting and zero-

based budgeting, and include estimates of revenues and other resources for the ensuing fiscal year

under laws and regulations existing at the time the budgets are prepared.

The Mayor must submit, for the fiscal year commencing on the next July l, an annual budgetary

resolution project (the Project) to the Commissioner of Municipal Affairs of the Commonwealth

(the Commissioner) and the Municipal Legislature no later than May 10 and May 15,

respectively. The Commissioner preliminary verifies that the Project complies with all the

applicable laws and regulations and may provide comments and suggestions to the Mayor on or

before June 13.

The Municipal Legislature has 10 business days, up to the immediately preceding June 13, to

discuss and approve the Project with modifications. The Municipal Legislature may amend the

budgets submitted by the Mayor but may not increase any items se far to cause a deficit without

imposing taxes or identifying other sources of revenue to cover such deficit. After the Municipal

Legislature modrfies and prelimrnarily approves the Project, the modified Project is sent back to

the Mayor for his approval or rejection within 6 days. The Mayor may decrease or eliminate any

line item but may not increase or insert any new line item in the budgets. The Mayor may also

veto the budgets in their entirety and return it to the Municipal Legislature with his objections. If
the Mayor rejects the Project, the Municipal Legislature will have up to 8 days to adopt or reject

the recommendations or objections of the Mayor. The approved Project is sent again to the

Mayor, which then would have 3 days to sign and approve it.
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If the budgets are not adopted prior to the end of the deadlines referred to above, the annual

budgets fo. ttt. preceding fiscal year, as approved by the Legislature and the Ivlayor, are

automatically renewed foithe 
"rruirrg 

fiscal year until the Municipal Legislature and the Mayor

approve new budgets. This permits tt" tr,t*i"ipality to continue doing payments for its operations

and other purposes until the new budgets are approved'

The annual budgets may be updated for any estimate revisions as well as fiscal year-end

encumbrances, and may inctrde any additional information requested by the Municipal

Legislature. The Mayor may request subsequent amendments to the approved budgets, which are

subject to the approval of the Municipal Legislature'

The Municipality's Department of Finance and Budget has the responsibility to ensure that

budgetary spending control is maintained. For day-to-day management control purposes,

expJnditures plus encumbrances may not exceed budgeted amounts at the expenditure-type level

of each cost center (activity within a program within a fund). The Mayor may transfer

unencumbered appropriations within programs within funds. The Municipal Legislature may

transfer amounts among programs within and among tunds.

The legal level of budgetary control (i.e., the level at which expenditures may not legally exceed

uppropiiution) is at the functions/program level (general government, urban and economic

divelopment, public safety, health and sanitation, culture, recreation and education, and public

housing and welfare, capital outlays, principal expenditures, interest expenditures, etc.) within the

general and debt service funds, respectively.

Under the laws and regulations of the Commonwealth, the appropriations made for any fiscal

year shall not exceed the total revenue, including available surplus, estimated for said fiscal year

unless the imposition of taxes sufficient to cover said appropriations is provided.

Budqetarv Accountins

The Municipality's annual budgets are prepared using the budgetary (statutory) basis of
accounting, which is not in accordance with GAAP.

According to the budgetary basis of accounting, revenue is generally recorded when cash is

received. Short-term and long-term borrowings may be used to finance budgetary excess of
expenditures over revenues.

The Municipality uses encumbrance accounting to record the fu}I amount of purchase orders,

contracts and other commitments of appropriated resources as deductions from the appropnation

prior to actual expenditure. In the governmental funds, encumbrance accounting is a significant

aspect of budgetary control. Accordingly, expenditures are generally recorded when the related

expenditure is incurred or encumbered. Available appropriations and encumbrances are

established to lapse one fiscal 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. Unencumbered appropriations

and encumbrances lapse at fiscal year-end. Other appropriations, mainly capital projects

appropriations, are continuing accounts for which the Municipal Legislature has authorized that
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an unspent balance from the prior year be carried forward and made available for current

spending.

The accompanying Budgetary comparison Schedule - general fund, provides information about

the general fund's origiial bldget, lts amendments, and the actual results of operations of such

govJrnmental fund unler the birdgetary basis of accounting for the fiscal year ended June 30,

IOOS. Fr.tter details of the Muniiipality's budgetary control at the legal level may be obtained

from the Budgetary Liquidation Replrt for the fiical year ended June 30, 2008, which is prepared

by the Municrpality's iepartment of Firrun". and Budget. Copies of that report may be obtained

by writing to ihe Municipaiity's Director of Finance and Budget at P.O. Box 1612, Can6vanas,

Puerto Rico 00729 -1612.

Because accounting plncrples applied fbr the purposes of the developing data on a budgetary

basis differ significantly from those used to present the governmental fund financial statements in

conformity *itn Ceap, a reconciliation of the differences between the general fund's budgetary

basis and GAAP actual amounts is presented as follows:

Deficiency ofrevenues and other financing sources under expenditures

and other financing uses - budgetary basis - general fund

Timing dffirences:
Net effect of current year encumbrances recorded as expenditures for

budgetary purposes versus prior year encumbrances recorded as current

year expenditures for GAAP purposes

Entity dffirences - non-budgeted expenditures

Basis of accounting dffirences:
Net decrease in property taxes receivable

Net decrease in municipal license taxes receivable

Net increase in construction excise taxes receivable

Net increase in sales and volume taxes receivable

Net increase in intergovemmental receivables

Net increase in accrued interest receivable

Net increase in miscellaneous receivables

Net decrease in due and advances from other funds

Net decrease in deferred revenue

Net increase in accounts payable and accrued liabilities
Net increase in intergovernmental payables and accrued liabilities

Net increase in due/advances to other funds ''{:

Deficiency ofrevenues and other financing sources under expenditures

and other financing uses -general fund- GAAP basis

g) Unrestricted and Restricted Deposits

The Municipality's deposits at June 30, 2008 are composed of: (1) demand

commercial banks (2) demand deposits in the Government Development Bank for

(GDB, fiscal agent) and (3) cash equivalents consisting of certificates of deposits in

$ (868,182)

995,429
(78,710)

(7,114,352)
(27,023)
24,954
67,266
6,764
5,897
21,712

(229,362)
546,433

(190,732)
(173,1 85)

(18,255)

$ (1,031,346)

deposits in
Puerto Rico
commercial
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banks of $3,g00,000, with original maturities of three months or less. Cash equivalents are

recorded at amottized cost, which approximates fair value'

The Municipality follows the practice of pooling cash' At June 30,2008' the pool cash account

has a balance of $420,755 of which $190,748 and $544,335 have been recorded in non-major

capital project funds and non-major special revenue funds respectively. In 
-additlon, 

at June 30,

2008, an excess of check drawn-oveibank balance (negative balance) of $314,328 in the pool

cash account has been recorded in the general fund'

Under the laws ancl regulations of the Commonwealth, public funds deposited by the

Municipality in commercial banks must be fully collateralized for the amounts deposited in

excess bftne federal depository insurance generally provided by the Federal Deposits Insurance

Corporation (FDIC). All securities pledged as collateral are held by agents designated by the

Commonwealth's Secretary of the Treasury, but not in the Municipality's name.

Cash in fiscal agent in the general fund and debt service funds consist principally of property tax

collections amounting to $526,250 and $2,265,465, respectively, which are restricted for the

payment of the Municipality's debt service, as required by law. Cash in fiscal agent of $538,292

inih. g"r"ral fund also includes unspent proceeds of bonds that are restricted for the acquisition

of certain capital assets and the payment of certain accounts payable. Cash with fiscal agent

recorded in the non-major governmental funds consists principally of unspent proceeds of bonds

and notes and the balance of interest and non-interest bearing accounts amounting to $634,069

which are restricted for the acquisition, construction or improvements of major capital assets.

Restncted cash in commercial banks for other governmental funds, amounting to $2,712,352,

represents the balance of interest and non-interest bearing accounts reskicted to finance the

operations of various federal and state funded programs.

h) Ilnrestricted and Restricted Accounts snd Notes Receivable

Receivables consist of all revenues earned but not collected at June 30, 2008. These accounts

receivables are stated net of estimated allowances for uncollectible accounts, which are

determined based upon past collection experience, historical trends, current economic conditions

and the periodic aging of accounts receivable.

Activities among governmental funds that are representative of lending/borrowing arrangements

outstanding at ttreind of the fiscal year are referred to as.either "due to/from other funds" (i'e. the

current por-tio, of inter-fund loans) or "advances to/from other funds" (i.e' the non-current portion

of inter-fund loans), as applicable. All other outstanding balances.between funds are reported as

"due to/from other funds".

On July 1,2OO7,the Municipality adopted the provisions of GASB Statement No.48, Sales and

Pledgis of Receivables and Future Revenues and Intra-Entity Transfers of Assets and Future

Revinues- (GASB No. 48). This Statement establishes standards for the measurement,

recognition, and display of transactions where governments exchange an interest in their expected

cash flows from collecting specific receivables or specific future revenues for immediate cash

payments, generally, a single lump sum. GASB No. 48 provides technical guidance to determine

whether this type of transaction should be regarded as a sale or as a colTateralized borrowing
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resulting in a liability. This criteria is used to determine the extent to which a transferor

governrient either retains or relinquishes conkol over the receivables or future revenues through

i"ts continuing involvement with those receivables or future revenues. Accordingly, GASB No' 48

establishes that a transaction will be reported as a collateralized borrowing unless the criteria

indicating that a sale has taken place aie met. If it is determined that a transaction involving

receiyables should be reported as a sale, the difference between the carrying value of the

receivables and the proceeds should be recognized in the period of the sale in the change

statements. If it is detirmined that a transaction involving future revenues should be reported as a

sale, the revenue should be deferred and amortized, except when specific criteria are met. This

Statement also provides additional guidance for sales of receivables and future revenues within

the same financial reporting entity.

GASB No. 48 also provides gutdance to be used for recognizing other assets and liabilities arising

from a sale of rp.iifir receivables or future revenues, including residual interests and recourse

provrsions. According to the criteria set forth by GASB. No. 48, there were no transactions

involving receivables that should be reported as a sale as ofand for the fiscal year ended June 30,

2008, therefore, the adoption of GASB No. 48 had no effect in the accompanying basic financial

statements.

Inventories and Other Curuent Assets

Inventories consist of construction materials and inventories of office supplies, food and

medicines, which are held for consumption. Other current assets consist of prepaid costs.

Generally, inventories arc capitaltzed and stated at cost using the first-in, first-out method (FIFO)

in the GWFS. Inventories and prepaid expenses in the GFFS are generally recorded as

expenditures (purchase method) when purchased (paid) rather than capitalized as an asset.

Deferred Charges

Deferred charges in the accompanying statement of net assets consist of bond issuance costs, net

of accumulated amortization. Deferred charges are amortized over the term of the related debt

using the straight-line method. In the GFFS, bond issuance costs are recorded in the current

period as expenditures, whether or not withheld from the actual debt proceeds received.

Capital Assets

Capital assets used in govemmental activities include land and land improvements, buildings,

structures and building improvements, machinery and equipment, furniture and fixtures, licensed

vehicles, construction i1piogr"s, and infrastructure. These assetsane capitalized and reported in

the accompanying staternent ofnet assets. lnfrastructure assets are generally stationary in nature

and include roads, bridges, streets and sidewalks, drainage systems and other similar assets.

For financial reporting purposes, the Municipality defines capital assets as assets with an

individual cost of $50Ooi more at the date of acquisition, construction or improvement, and with

useful lives extending beyond one year. All assets with individual costs under $500 or with

useful lives not 
"*."idirrg 

one year, are charged directly to expense in the government-wide
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statement of activities. In the governmental funds, all capital assets are recorded as capital outlays

(expenditures).

In the statement of net assets, all capital assets are recorded at cost or estimated historical cost if
actual cost was unavailable, "*."it for donated capital assets, which are recorded at their

estimated fair value at the date of donation. Estimated historical costs based on deflated current

costs were used to value a significant portion of the infrastructure constructed or acquired prior to

June 30, Z00Z and certain la:nds, buildings, structures and building improvements. The method

used to deflate the current costs with an approximate price index was used only in the case of
certain items for which the historical cost documentation was not available. Actual historical

costs were used to value the infrastructure acquired or constructed after June 30, 2002 as well as,

construction in progress, machinery and equipment and licensed vehicles acquired prior or after

such date.

Major outlays for capital assets and improvements arc capitalized in the statement of net assets as

projects are constructed. The costs of normal maintenance and repairs that do not add value to

the asset or materially extend capital asset lives are not capitalized.

Depreciation and amortization expense is recorded only in the government-wide statement of
activities. However, there is no depreciation or amortization recorded for land and construction

in progress. Depreciable capital assets are generally depreciated or amortized over their

estimatid useful lives under the straight-line method, except for machinery and equipment held

under capital leases which is depreciated over the shorter of its estimated useful life or the lease

term. The estimated useful lives of major capital asset categories are:

Land improvements

Buildings, structures and building improvements

Infrastructure
Motor vehicles
Furniture and fixtures

Machinery and equipment, excluding those held
under capital leases

Machinery and equipment under capital leases

Depreciation and amortization expense of capital assets is recorded as a dire-ct expense of the

functron/program specifically identified with the asset. Depibciation and amortization of
infrastruCturi is not allocated to various firnctions/programs but reported as direct expenses of the

urban and economic development ftrnction.

Deferred Revenues

In the GFFS, deferred revenue arises when one of the following situations occur:

Years

20

30 to 50

20 to 50

8

5to20

5 to20
3to5
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o Potential revenue does not meet both the "measurable" and "available" criteria for revenue

recognition in the current period (unavailable revenue). As previously discussed, available is

defined as due (or past due) at June 30, 2008 and collected within 90 days (60 days for
property taxes) thereafter to pay obligations due at June 30. In subsequent periods, when

both criteria are met, the liability for deferred revenue is removed and revenue is recognized'

o The Municipality receives resources before it has a legal claim to them (uneamed revenue).

In subsequent periods, when the revenue recognition criterion is met, the liability for deferred

revenue is removed and revenue is recognized.

Deferred revenues at the govemment-wide level arise only when the Municipality receives

resources before it has a legal claim to them.

m) Compensated Absences

Compensated absences are accounted for under the provisions of Statement No. 16, Accounting

Jbr Compensatecl Absences, issued by GASB (GASB No. 16). Compensated absences include

paid time off made available to employees in connection with vacation, sick leave and

compensatory time. The liability for compensated absences recorded in the accompanying

statement of net assets is limited to leave that: (1) is atlributable to services alreadyrendered on

or before June 30, 2008 and (2) is not contingent on a specific event that is outside the control of
the Municipality and the employee (such as illness). Compensated absences that relate to future

services or are contingent on a specific event outside the control of the employer or the employee

are accounted for in the period when those services are rendered or those events take place.

The liability for compensated absences includes 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 and Medicare taxes).

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) per employee. 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. A11 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 before reaching 10 years of services, such regular sick leave is

not paid to the employee, if not consumed. In addition upon termination of employment, an

employee does not receive compensation for compensatory time, if not consumed previously.

After 10 years of services. any regular sick leave balance is paid to the employee. Accumulated

vacation time is fully vested to the employee at any time.
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The liability for compensated absences is reported in the statement of net assets. A liability for

compensated absences is reported in the GFFS only when matured (when payment is due), for

example, as a result of employee resignations or retirements'

n) Longlerm Debt

The long-term liabilities reported in the accompanying statements of net assets include the

Municipility's bonds payable, notes payable, obligations under capital leases, accrued

compensated absences, and federal cost disallowances'

All longterm debt to be repaid from governmental resources is reported as liabilities in the

accompinying statement of net assets. Principal and interest payments on bonds due on July l,
2008 are recorded as governmental firnd liabilities in the GFFS (debt service fund) when

resources are available in the debt service fund (June 30, 2008). In the GFFS, the face amount of
debt issued (gross debt reported) is reported as other financing sources when issued-

h the GWFS debt issuance costs are reported as deferred charges, which are amortized under the

straight-line method over the life of the debt, while in the GFFS such costs are recognized as

expenditures during the current period.

Non-interest bearing notes payable are accounted for under the provisions of Opinion No' 2J,

Interest on Receivailes and Payables, issued by the Accounting Principles Board (APB No. 21).

According to APB No. 21, the Municipality has recorded such notes at present value with an

imputed interest rate that approximates the rate that would have been used, using the same terms

and conditions, if it had been negotiated by an independent lender. In the accompanying

statement of net assets, such notes payable are reported net of the applicable unamortized

discount, which is the difference between the present value and the face amount of the notes. The

discount is amortized over the life of the notes using the effective interest method. Amortization

of the notes discount is recorded as part of interest expense in the statement of activities. In the

GFFS, notes discount is recognized as other financing uses during the current penod.

o) Leases

The Municipality classifies its lease agreements either as operating or capital leases according to

Statement No.13, Accounting for Leases, issued by FASB (FASB No. 13). Capital lease

agreements are generally non-cancelable and involve, substance over form, the transfer of
substantially all $enefits and risks inherent in the ownership of the leased property, while

operating leases do not involve such transfer. Accordingly, a capital lease involves the recording

of an asset and a relatetJ lease obligatron at the inception of the leAse. According to FASB No.

13, the Municipality classifies a lease agreement as a capital lease if at its inception the lease

meets one or more of the following four criteria:

. By the end of the lease term, ownership of the leased properfy is transferred to the

Municipality.

r The lease agreement contains a bargain purchase option.
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o The lease term is substantially equal (75 percent or more) to the estimated useful life of the

leased properry.

o At the inception of the lease, the present value of the minimum lease payments, with certain

adjustmenti, is 90 percent or more of the estimated fair value of the leased properry.

Although the Municipality is prevented legally from entering into obligations extending beyond

one fisial year, most capiial lease agreements entered by the Municipality contain fiscal funding

clauses or cancellation clauses that make the continuation of the agreements subject to future

appropriations. Leases that meet at least one of the aforementioned four criteria and have a fiscal

furrOing or a cancellation clause haye been recorded as capital leases in the accompanying GWFS,

since the likelihood of invoking the provision is considered remote. The Municipality's lease

agreements do not include contingent rental payments nor escalation clauses.

In the GWFS, the obligation under capital leases is recorded at the lesser of the estimated fair

value of the leased property or the present value of the minimum lease payments, excluding any

portion representing executory costs and profit thereon to be paid by the lessor' A portion of each

minimum-lease payment is allocated to interest expense and the balance is applied to reduce the

lease obligation using the effective interest method.

kr the GFFS, the net present value of the minimum lease payments at the inception of the capital

lease is recorded simultaneously as: (1) expenditures and (2) other financing sources. Minimum

lease payments are recorded as expenditures in the GFFS.

p) Accounting for Pension Costs and Post-Employment Benelits

For the purpose of applying the requirements of GASB Statement No. 27, Accounting for
Pensions by State and Local Government Employers (GASB No. 27), the state government of the

Commonwealth of Puerto Rico is considered to be the sponsor of the Employees' Retirement

System of the Govemment of Puerto Rico and Its Instrumentalities (ERS) and System 2000, a

multi-employer cost-sharing defined benefit pension plan and a hybrid defined contribution plan,

respectively, in which the employees of the Municipality participate. The Municipality is

considered a participant, and not a sponsor, of these retirement systems since the majority of the

participants in the aforementioned pension trust funds are employees of the Commonwealth of
PuertoRico and the basic financial statements of such retirement systems arepart of the financial

reporting entity of the Commonwealth of Puerto Rico.

The Municipality accounts for pension costs from the standpoint of a participant in a multiple-

employer cost-sharing plan. Accordingly, pension costs recognized in the accompanying basic

financial statements are equal to the statutorily required contributions, with a liability recorded for
any unpaid required contributions.

On July l,2OO7. the Municipality adopted the provisions of GASB StatementNo.50, Pension

Disclosures (GASB No. 50). This Statement more closely aligns current pension disclosure

requirements for govemments with those that governments are beginning to implement for retiree

health insurance and other post-employment benefits. Specifically, GASB No. 50 amends GASB

Statements No. 25, Financial Reportingfor Defined Benefit Pension Plans and Note Disclosures
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for Defined Contrihution Plqns, and No. 27, Accounting for Pensions by State and Local

Gov ernmental Employers, by requiring:

. Disclosure in the notes to the financial statements of pension plans and certain employer

governments of the crurent funded status of the plan-in other words, the degree to

*t irt, the actuarial accrued liabilities for benefits are covered by assets that have been set

aside to pay the benefits-as of the most recent actuarial valuation date'

. Govemments that use the aggregate actuarial cost method to disclose the funded status

and present a multi-year schedule of funding progress using the entry age actuarial cost

method as a surrogate; these govemments previously were not required to provide this

information.
. Disclosure by governments participating in multi-employer cost-sharing pension plans of

how the contractually required contribution rate is determined.

GASB Statement No. 45, Accounting qnd Financial Reporting by Employers for Postemployment

Benefits Other Than Pensiors (GASB No. 45) establishes standards for the measurement,

recognition, and display of expense/expenditures and related liabilities/assets of post-employment

benefits other than pensions (OPEB), note disclosures, and, if applicable, required supplementary

information in the financial reports of state and local government employers. At June 30, 2008,

there were no OPEB plans adopted by the Municipality. Accordingly, during the fiscal year

ended June 30, 2008, the Municipality did not incur in any post-employment benefits costs other

than pensions, therefore, the adoption of GASB No. 45 had no effect in the accompanying basic

financial statements.

q) Risk Management

The Municipality carries commercial insurance covering casualty, theft, tort claims and other

losses. Insurance policies are negotiated by the Commonwealth's Department of Treasury (the

Department of Treasury) on behalf of all municipalities of Puerto Rico. The Department of
Treasury pays the insurance premiums on behalf of the Municipality and then is reimbursed each

year through monthly equal payments deducted from the Municipality's gross property tax

collections made by the Municipal Revenue Collection Center ("CR[M", by its Spanish

acronyms), a governmental entity responsible for billing and collecting property taxes on behalf
of all municipalities of Puerto Rico.

The Municipality carries insurance coverage for death and bodily injuries caused by automobile

accidents. This insurance is obtained through the Automobile Accidents Compensation

Administration (ACAA), a component unit of the Commonwealth:+This insurance is compulsory

for all licensed vehicles used on public roads and highways in Puerto Rico. The annual premium

is $35 per licensed motor vehicle, which is paid directly to ACAA.

The Municipality obtains workers' compensation insurance coverage through the State Insurance

Fund Corporation (SIFC), a component unit of the Commonwealth. This insurance covers

workers against injuries, disability or death because of work or employment-related accidents, or

because of illness suffered as a consequence of their employment. Workers' compensation
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insurance premiums are also paid through monthly deductions made by CRIM from the

Municipality' s gross property tax collections.

The Municipality obtains unemployment compensation, non-occupational disability, and drivers'

insurance coverage for its .*p1oy.es through various insurance programs administered by the

Commonwealth's Department of Labor and Human Resources (DOL). These insurance programs

cover workers against unemployment and provide supplementary insurance coverage for

temporary disability, or death because of work or employment-related accidents or because of
illness suffered as a consequence of their employment. Unemployment compensation, non-

occupational disability and drivers' insurance premiums are paid directly to DOL on a cost

reimbursement basis.

The Muricipality also obtains medical insurance coverage from several health insurance

companies for its employees. Different health insurance coverage and premium options are

negotiated each year by the Department of Treasury on behalf of the Municipality. The current

insurance policres have not been canceled or terminated at June 30, 2008. Premiums are paid on

a monthly basis directly to the insurance company. ln the past three years, the Municipality has

not settled claims that exceeded insurance coverage.

r) Reservations of Fund Balances

Reservations of fund balances represent portions of fund balances in the GFFS that are legally

segregated for specific future uses or are not appropriated for expenditure. The Municipalify has

recorded the following types of reservations of fund balances in the GFFS:

o Encumbrances - Represent reservations of fund balances for commitments related to

unperfbrmed (executory) contracts for goods or services (future expenditures under purchase

orders, contracts and other commitments). These committed amounts represent reseryations

of unexpired appropriations and generally will become liabilities in future fiscal years as the

goods or services are received.

o Debt service - Represent fund balances available to cover future debt service payments

(principal and interest) on bonds payable, which are accounted for in the debt service fund.

c Capital assets and projects - Represent the reservation of financial resources to be used for
the acquisition, construction or improvement of capital assets under contracts and other

commitments.

o Advances frorn other funds - Represent the reservation of frmncial resources set aside for
long-term inter-fund receivables, which are not considered current available financial
resources at June 30, 2008.

o Federal and state funded programs - Represent financial resources set aside for use in
federal and state grant programs.
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Inter-fand Activities

The Municipality has the following types of reciprocal and non-reciprocal interfund activities

recorded among governmental funds in the accompanying GFFS:

o Inter-fund loans - Represent amounts provided with a requirement for repayment, which are

recorded as "due from" in the lender governmental fund and "due to" in the borrower

govemmental fund. Inter-fund receivables, which are not considered to be currently available

financial resources, are reported as advances. For amounts not expected to be collected

within a reasonable period of time, inter-fund receivables/payables are reduced to the

estimated realizable value and the amount that is not expected to be repaid is reported as an

operating transfer from the governmental fund that made the loan.

. Inter-fand tunsfers - Represent flows of assets (permanent reallocation of financial

resources among govemmental funds) without equivalent flows of assets in return and

without a requirement for repayment. Operating transfers are reported as other financing

sources in the governmental fund making transfers and as other financing sources in the

governmental fund receiving transfers.

o Jnter-fund reimbursemefits - Represent repayments from the govemmental fund responsible

for particular expenditures or expenses to the governmental fund that initially paid for them.

kr the GFFS, inter-fund activity has not been eliminated, as permitted by GAAP.

Use of Estimates

The preparation of the accompanying basic financial statements in conformity with GAAP
requires management to make significant estimates and assumptions that affect the reported

amounts of assets and liabilities, 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.

Future Adoption of Accounting Pronouncements

In December 2006, GASB issued its Statement No. 49, Accounting and Financial Reportingfor
Pollution Remediation Obligations (GASB No. 49). This Statement identifies the circumstances

under which a governmental entity would be required 1o report a liability related to pollution
remediation. According to the standard, a government would have to estimate its expected outlays

for pollution remediation if it knows a site is polluted and any+:sf the following recognition
triggers oceur:

a

a

Pollution poses an imminent danger to the public or environment and a govemment has

little or no discretion to avoid fixing the problem.
A govemment has violated a pollution prevention-related permit or license.
A regulator has identifred (or evidence indicates it will identify) a government as

responsible (or potentially responsible) for cleaning up pollution, or for paying all or
some of the cost of the clean up.

u)
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o A government is named (or evidence indicates that it will be named) in a lawsuit to

compel it to address the pollution.
o A govemment begins or legally obligates itself to begin cleanup or post-cleanup activities

(limited to amounts the government is legally required to complete).

Liabilities and expenses would be estimated using an "expected cash flows" measurement

technique, which is used by environmental professionals but will be employed for the first time

by governments. GASB No. 49 also will require governments to disclose information about their

pollution obligations associated with clean up efforts in the notes to the financial statements.

The requirements of GASB No. 49 are effective for the Municipality's fiscal year commencing

on July 1,2008.

ln June 2007, GASB issued its Statement No. 51, Accounting and Financial Reporting for
Intangible Assets (GASB No.51). This Statement requires that all intangible assets not
specifically excluded by its scope provisions be classified as capital assets. Accordingly, existing

authoritative guidance related to the accounting and financial reporting for capital assets should

be applied to these intangible assets, as applicable. This Statement also provides authoritative
guidance that specifically addresses the nature ofthese intangible assets. Such guidance should be

applied in addition to the existing authoritative guidance for capital assets. The guidance specific
to intangible assets referred to above includes guidance on recognition. This Statement requires

that an intangible asset be recognized in the statement of net assets only if it is considered

identifiable. Additionally, this Statement establishes a specified-conditions approach to
recognizing intangible assets that are internally generated. Effectively, outlays associated with the

development of such assets should not begin to be capitaTized until certain criteria are met.

Outlays incurred prior to meetrng these criteria should be expensed as incurred. This Statement

also provides guidance on recognizing internally generated computer software as an intangible
asset. This guidance serves as an application of the specified-conditions approach described

above to the development cycle of computer software. This Statement also establishes guidance

specific to intangible assets related to amortization. This Statement provides guidance on

determining the useful life of intangible assets when the length of their life is limited by
contractual or legal provisions. If there are no factors that limit the useful life of an intangible
asset, the Statement provides that the intangible asset be considered to have an indefinite useful
life. krtangible assets with indefinite useful lives should not be amortized unless their useful life
is subsequently determined to no ionger be indefinite due to a change in circumstances.

The requirementS of GASB No. 51 are effective for the Municipality's t-rscal year commencing
on July 1,2009. 

..r.

In November 2007, GASB issued its Statement No. 52, Land and Other Real Estate Held as

Investments by Endowments (GASB No. 52). This Statement establishes consistent standards for
the reporting of land and other real estate held as investments by essentially similar entities. It
requires endowments to report their land and other real estate investments at fair value.
Governments also are required to report the changes in fair value as investment income and to
disclose the methods and significant assumptions employed to determine fair value, and other
information that they currently present for other investments reported at fair value.
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GASB No. 52 more appropriately reports the resources available in
closely aligns financial reporting with the objectives of endowments. It
for similar purposes by comparable entities being reported in the same

and other real estate held as investments at fair value enhances users'

evaluate an entity's investment decisions and performance.

The requirements of GASB No. 52 are effective for the Municipality's
on July i, 2008.

endowments and more
results in properfy held
manner. Reporting land
ability to meaningfully

fiscal year commencing

In June 2008, GASB issued its Statement No. 53, Accounting and Financial Reporting for
Derivative Instruments. This Statement requires governments to measure most derivative
instruments at fair value in their financial statements that are prepared using the economic

resources measurement focus and the accrual basis of accounting. The guidance in this Statement

also addresses hedge accounting requirements. GASB No. 53 provides specific criteria that
governments will use to determine whether a derivative instrument results in an effective hedge.

Changes in fair value for effective hedges that are achieved with derivative instruments will be

recognized in the reporting period to which they relate.

The requirements of GASB No. 52 are effective for the Municipality's fiscal year commencing
on July 1,2008.

The Municipality's management has concluded that the future adoption of GASB Statements No.
49, 51, 52 and 53 will not have a significant impact on the Municipality's basic financial
statements.

2. Deposits

The Municipality maintains its deposits in various commercial banks located in Puerto Rico and the

Government Development Bank for Puerto Rico (GDB). Proceeds from all bonds and the funds
related to certain federal grant awards are required by law to be held with GDB.

On July 1,2004, the Municipality adopted the provisions of GASB Statement No. 40 (GASB No. 40),

Deposit and Investment Risk Disclosure, an Amendment to GASB Statement No. 3. This statement
requires that state and local governments disclose essential risk information about deposits and

investments. The disclosure requirements cover four main areas: (l) credit risk, (2) interest rate risk,
(3) custodial credit risk, and (4) foreign exchange exposure.

o Credit risk - This is the risk that an issuer or other counterparty to an investment will not
fulfrll its obligations, In compliance with the laws and regulatlbns of the Commonwealth of
Puerto Rico, the Municipality has adopted, as its custodial credit risk policy, the Statement of
Untfurm Investment Guidelines .for the Municipalities of the Commonwealth of Puerto Rico,
issued by the Government Development Bank for Puerto Rico as promulgated by Law No.
1 13 of August 3, 1995. Accordingly, the Municipality is only allowed to invest in obligations
of the Commonwealth of Puerto Rico, obligations of the United States of America,
certificates of deposit, commercial papet, bankers' acceptances or in pools of obligations of
the Municipalities of Puerto Rico, which are managed by GDB. According to the
aforementioned investment guidelines, the Municipality is not allowed to invest in
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marketable securities or any other type of investments (debt securities) for which credit risk
exposure may be significant. Consequently, at June 30, 2008 and for the fiscal year then
ended, the Municipality invested only in certificates of deposit in commercial banks, which
are insured by the Federal Deposit Insurance Corporation (FDIC), generally up to a

maximum of $100,000 per depositor. No investments in debt of equity securities were made

during the fiscal year ended June 30, 2008. Therefore, the Municipalify's management has

concluded that the credit risk related to any possible loss related to defaults by commercial
banks on the Municipality's deposits is considered low at June 30,2008.

Interest rate risk - This is the risk that changes in interest rates of debt investments will
adversely affect the fair value of an investment. The Municipality manages its exposure to
declines in fair values by: (i) not including debt or equity investments in its investments
portfolio at June 30, 2008, (2) limiting the weighted average maturity of its investments in
certificates of deposit to periods of three months or less and (3) keeping most of its banks
deposits and certificates of deposit in interest bearing accounts generating interest at
prevailing market rates. At June 30, 2008, the interest rate risk associated with the
Municipality's cash and cash equivalent is considered low since the investment portfolio of
the Municipality consists of certificates of deposit and do not include debt securities or any
type of investments that could be affected by changes in interest rates.

Custodial credit risk - In the case of deposits, this is the risk that in the event of a bank
failure, the Municipality's deposits may not be recovered. Pursuant to the Statement of
Investment Guidelines for the Government of the Commonwealth of Puerto Rico, the balances
deposited in commercial banks by the Municipality are insured by the Federal Deposit
Insurance Corporation (FDIC), generally up to a maximum of $100,000 per depositor. In
addition, public funds deposited in commercial banks by the Municipality are fully
collateralized for the amounts deposited in excess of the federal depository insurance. A11

securities pledged as collateral are held in the Municipality's name by the agents of the
Commonwealth's Secretary of Treasury. Deposits of GDB, amounting to$4,443,539 at June
30, 2008 ($4,746,298 bank balance), are uninsured and uncollateralized. However, no losses
related to defaults by GDB on deposit transactions have been incurred by the Municipality
through June 30, 2008. It is management's policy to only maintain deposits in banks affiliated
to FDIC to minimize the custodial credit risk, except for GDB. Therefore, the Municipality's
management has concluded that at June 30, 2008, the custodial credit risk associated with the
Municipality's cash and cash equivalents is considered low.

Foreign exchanqe risk - This is the risk that changes in exchange rates will adversely affect
the value of an investment or a deposit. According to the aforementioned investment
guidelines, adopted by the Municipality, the Municipality is:prevented from investing in
foreign securities or any other types of investments for which foreign exchange risk exposure
may be significant. Accordingly, management has concluded that the foreign exchange risk
related to the Municipality's deposits is considered low at June 30, 2008.
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30, 2008, are classified in the

Maior governmental funds

accompanylng balance sheet -

Other

governmental

funds Total

Cash and cash equivalents at June
governmental funds a follows:

Unres trict ed depo sits ;

Cash equivalents in commercial banks

Cash in commercial banks

Total unrestricted deposits

Restricted deposits:

Cash in commercial banks

Cash in fiscal agent

Total restricted deposits

Total carrying amount of deposits

General

fund

Debt

service

fund

$ 3,800,000

219,008

$ 3,800,000

- 219,008

4,019,008 4,019,008

2,712,352

634,069

2,712,352

115,242 2,63s,465 4.384.776

I ,l 15,242 2,635,465 3,346,421 7,097,t28

$ s,134,250 2.635.46s 3.346.421 $ l1.l16.136

In addition, at June 30, 2008, the general fund has recorded an excess of check drawn over bank
balance (negative balance) of $3i4,328, which is related to the general fund's share in the pool cash
account.

3. Municipal License Taxes

The Municipality is ar-rthorized by Act No. 81 to impose and collect municipal license taxes to any
natural or legal person having trade or business activrties within the territory of Can6vanas. This is a
self-assessed tax generally based on the business volume of taxpayers, measured by gross revenues.
The Municipality establishes the applicable tax rates. At June 30, 2008, the municipal license tax
rates imposed by the Municipality were 1.50 percent for financial institutions and 0.50 percent for
other types of taxpayers. Any taxpayers that have been granted with a partial tax exemption under
any of the tax incentive acts of the Commonwealth ultimately pay municipal license taxes at reduced
tax rates, generally between 60 percent and 90 percent under standard raies.

Each taxpayer must asses the corresponding municipal license tax by declaring the volume of
business through a tax return to be filed every April 15, based on the actual volume of business
(revenues) generated in the preceding calendar year. Taxpayers with a sales volume of $1 million or
more must include audited financial statements with their tax retum filings. The tax can be paid by
the taxpayer in two equal installments due on July 15 and January 15, subsequent to the filing of the
declaration on April 15. The first installment of the tax covers the six-month period ended December
31, subsequent to the filing date of the declaration, while the second installment of the tax covers the
six-month period ended June 30 of the subsequent calendar year. If a taxpayer elects to pay the tax in

54



4.

COprvrONwrALTH oF. PUERTo RICo
Muxrcpu,ITY oF Cax6van.rs

Notes to Basic Financial Statements
Fiscal Year Ended June 30, 2008

full on the filing date of the declaration (generally April 15), a 5 percent discount is granted
automatically on the total tax amount due.

Any municipal license taxes collected in advance (that is, pertaining to a future fiscal year) are
recorded as deferred revenues in the GWFS and the GFFS (see note 8). Total municipal license tax
receivable amounted to $347,995 at June 30, 2008. Uneamed (defened) municipal license tax
revenues recorded in the accompanying GWFS and GFFS amounted to $4,145,806 at June 30,2008.

Property Taxes

The Municipality is authorized by Act No. 81 to impose and collect property taxes from any natural
or legal person that, at lanuary 1 of each calendar year: (1) is engaged in hade or business and is the
owner of personal or real property used in hade or business or (2) owns residential real properly with
a value in excess of $ 1 5,000 (at 1957 market prices).

Personal properfy taxes are self-assessed by taxpayers every year using the book value ofpersonal
properly assets owned by the taxpayer at January I (lien; levy date) and reporting such taxable value
through a personal property tax return filed on May i 5 (due date and collection date) subsequent to
the assessment date. The totai personal properfy tax rate in force at June 30, 2008 was 6.83 percent
(of which taxpayers pay 6.63 percent and the remaining 0.20 percent is paid by the Department of
Treasury, as a subsidy).

Real properfy taxes are assessed every January 1 (lien; levy date) and is based on estimated current
values of the property, deflated to 1957 market prices. Real propedy taxes a due and collectible on
January I and July ofevery fiscal year. The total real property tax rate in force at June 30, 2008 was
8.83 percent (of which 8.63 percent is paid by taxpayers and the remaining 0.20 percent is also paid
by the Department of Treasury, as a subsidy).

Residential real property occupied by its owner (not engaged in trade or business) is exempt from
properly taxes only on the first $15,000 of the assessed value (at 1957 marketprices). For exempt
amounts, the Department of Treasury assumes the payment of the basic tax (4.00 percent and 6.00
percent for personal and real property, respectively), except for property assessed for less than $3,500
(at 1957 market prices), for which no payment is made by the Departrnent of Treasury.

Included within the total personal and real properly tax rates of 6.83 percent and 8.83 percent,
respectively, there is a portion of the tax rate in the amount of 1.40 percent that is reskicted for the
Municipality's debt service requirements on bonds, Such amounts are recorded in the Municipality,s
debt service fund.
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The composition of properry taxes receivable and the related deferred revenue is as follows at June
30,2008:

Debt
General service
fund fund Total

Gross property taxes receivable $ 16,609,829 3,406,555 S 20,016,384
Less:

Allowance foruncollectible accounts (1,950,540) (2,861,154) (16,81 1,694)

Net property tax receivable S 2,659,289 545,401 $ 3,204,690

Deferred (earned and unavailable)
property tax revenues in GFFS $ 1,309,865 268,644 $ 1,578,509

5. Intergovernmental Receivables and Payables

Intergovernmental receivables and payables recorded in the accompanying GWFS and GFFS are as
follows at June 30, 2008:

I nterg o v er n m ent al r e c eiv ab I e s :

U.S. Department of Health and Human Services
- Child Care Program fund

Major Other Total Statement
governmental governmental governmental ofnet

funds funds funds assets

$ - t18,204 ltg,204 $ 119,204

- 147,209 147,209

- 49,616 49,616 49,616

- 10,ggg 10,ggg i0,ggg

- 314,924 314.924 314.924

Puerto Rico Treasury Departrnent - general fund:
- Christrnas bonus reimbursement program fund l4j,ZOg

U.S. Department of Housing and Urban Development

- CDBG IDIS tund
Puerto Rico Department of Transportation and Public

Works - DTOP capital projects fund
Puedo Rico Departrnent of Labor:

- Law 52/82 Payroll Subsidy Program fund

Total iatergovernmental receivables $__ )471209 493,643 640,852 $ 640,g52

This Space Has Been Intentionally Left Blank
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Major Other Total Statement
governmental governmental governmental ofnet

funds funds funds assets

f ntu rgov ern m e ntal p ayub les :
Payroll withholdings and employer's

- 
contributions - general fi-rnd:

Puerto Rico Treasury Departrnent

Employees Retirement System of the Government

of the Commonwealth of Puerto Rico

Utilities - general fund:

Puerto Rico Water and Sewer Authority

Miscellaneous:

U.S. Departrnent of Education

Major governmental funds:
' General fund

Debt service fund

Other governmental funds:

Special revenue funds

Capital project funds

Total

166

$ - 576,250 6,722 $ 582,972

1,839 1,839

8l 5,795 - 915,795

241,036 - 75,818 316,854

$ 1,058,670 576,250 82,540 S 1,717,460

$ 305,504

179,400

113,468

305,504 $ 305,504

179,400 179,400

113,468 113,468

166 166

Total intergovernmental payables $ 598,538 - 598,538 $ 598,538

6. Inter-fund Transactions

The composition of inter-fund balances at June 30, 2008 and for the fiscal year then ended is as

follows:

Due/advances from:

Major governmental funds

Debt Other Total
General service governmental governmental

Due/advances to: f,'und fund funds funds

{;
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Transfers in:

Major governmental funds

Debt Other Total
General service governmental governmental
fund fund funds funds

$ 6t2,990 482,802 $ 1,095,792

Transfers out:

Major governmental funds:

General fund

Debt service fund

Other govemmental funds:

Special revenue funds

Capital project funds

Total

52,103

2.878

12,298

- 52,103

18,372 21,250

- 12,298

$ 67,279 612,990 507,174 $ i,181,443

The principal purposes of inter-fund receivables and payables are:

o Recogn ize rn the debt service fund the amounts due from the general fund to cover the
principal and interest payments on certain bonds, amounting to $576,250. These payments
are due on July 1, 2008.

o Recognize in the general fund the outstanding balance of the loans granted to non-major
capital project and special revenue funds ($i,056,831) to temporarily cover the payroll and
other operating costs of several federally and state funded programs.

The principal purposes of inter-fund transfers are to:

o Make a routinary transfer of interest income, amounting to $52,103 from the debt service
fund to the general fund, as permifted by law. This interest income is generated by the debt
service fund's deposits and is transferred on a quarterly basis to the general fund.

o Make a routinary transfer of resources, amounting to $612,990, from the general fund to the
debt service iund to cover the principal and interest'payments on certain bonds. These debt
service payments were made on January and July 2008. 

.-*:

o Make a routinary transfer of resources, amounting to $481,592, from the general fund to the
HUD Section 108 loan guarantee capital projects fund, to cover the principal and interest
payments on notes payable to the U.S. Department of Housing and Urban Development.

Inter-fund receivables and payables represent the pending settlements of the aforementioned transfers,
which are considered by management to be fully realizable at June 30, 2008.
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At June 30, 2008, the general fund reported advances (long-term inter-fund receivables) from non-
major special revenue funds and non-major capital project funds amounting to $67,335 and $121,133,
respectively. kr addition, the non-major capital project funds reported advances from the general
fund and other non-major capital project funds amounting to $6,722 and $75,818, respectively. These
advances among govemmental funds have been reported at June 30, 2008 within due and advances
from other funds and are not expected to be repaid within one year after year-end. Accordingly, at
June 30, 2008, the general fund and the non-major capital project funds reported reservations of fund
balances amounting to $188,468 and $82,540, respectively, to properly disclose the portion of inter-
fund receivables that are considered current available financial resources at June 30, 2008.

- 7. Capital Assets

_ 
Capital assets activity for the fiscal year ended June 30, 2008:

Balance Capital
At Outlays/

12,669,081

2,094,491

Machinery and equipment held under capital
leases

Balance
at

Cost basis:

Cost basis ofcapital assets, not subject to
depreciation and amortization:

Infrastructure land
Construction in progress

June 30,2007 additions Reclassifications June 30,2008

s l,6 r r,480 - $ 1,611,480
885,508 1,494,315 (1,686,305) 693,518

Total cost basis ofcapital assets, not
subject to depreciation and amorlization 2,496,988 1,494,315 (1,686,305) 2,304,998

Cost basis ofcapital assets, subject to depreciation
and amortization:

Buildings, structures and building
rmDrovements

Infrastructure
Land improvements
Licensed vehicles

19,881,620 41,447 427,933 20,351,000

6,509,212 20,974 - 6,530,186
- 2,408,758

- 205,245

Furniture , fixtures, machinery and equipment 2,180,794 227,964

205,245
Total cost basis ofcapital assets subject

to depreciation and amortization 43,540,443 290,385 1,686,305 45,517,133
Total cost basis of capital assets $ 46,037 ,431 1,784,700 - $ 47,822,131

.d1
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- 1,219,963 13,999,044
- 39,409 2,133,900
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June 30,2007 expense Reclassilications June 30,2008

Balance Depreciation and
At amortization

4,730,135 319,1'77
1,381,706 76,164
4,818,444 435,780

Balance
rt

- $ 3,912,038
- 5,049,312
- 1,457,870
- 5,254,224
- 1,171,421

- 205,245

Accumulated depreciation and amortization:
Buildings, strucfires and building improvements $ 3,510,1l0 401,928
Infrastructure
Land Improvements
Licensed vehicles

15,625,7 59 1,424,351 - 17,050.1 l0
$ 30.411.672 360,349 - $ 30.772.021

Depreciation and amortizationexpense was charged to functions in the accompanying government -
wide statement of activities as follows for the fiscal year ended June 30, 2008:

Furniture, fixtures, machinery and equipment 980,119 191,302
Machinery and equipment held under capital

leases

Total accumulated depreciation and
amortization

Capital assets, nel

205.245

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

$ 103,936

M,513
6,345

51,733

920,340
297,484

Total depreciation and amortization expense g 1,424,351

At June 30, 2008 the estimated aggregate replacement cost of the Municipality's capital assets
amounted to approximately $53 million.

.,t:
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8. Deferred Revenues
At June 30, 2008, def-erred revenues recorded in the GWFS and the GFFS are as follows:

Major governmental funds

Debt Other Total Statement

General service governmental governmental of net

fund fund funds funds assets

Earned and anavailable revenues:

Property taxes $ 1,309,865 268,644

Intergovernmental grants and

Contributions

Total eamed and

Unearned reyenues:

Municipal licenses

Intergovernmental grants and

Conkibutions

- 1,579,509 $

- 147.209147,209

unavailable revenues S 1,457 ,07 4 268,644 1.725.718 S

s 4,145,806 4,145,806 $ 4,145,906

- 2,034,626 2,034,626 2,034,626

Total unearned revenues 4,145,806 - 2,034,626 6,190,432 6,190.432

Total deferred revenues $ 5,602,880 268,644 2,034,626 7,906,150 $ 6,180,432

This Space Has Been Intentionally Lefi Blank
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9. Long-Term Obligations

The general long-term debt activity for the fiscal year ended June 30, 2008 is as follows:

Balance at Borrowings

beginning of and other

Iiscal vear Increases

Payments Balance at Balance

or end of due within

deductions fiscal vear one year

Bonds payable

Notes payable:

Municipal Revenue Collection Center

U.S. Department of Housing (HUD)

and Urban Development

leserve for federal cost disallowances

Obligations under capital leases

Compensated absences

Total

$ 12,850,000

1,142,415 50,640

3,820,000

182,210

36

(l,3o5,ooo) $n,545,ooo $r,385,000

(336,000) 857,055

(285,000) 3,535,000

- 182,210

(36)

3,092,767 3, r 73.980 (3.092;167\ 3. r 73.980 316.698

299,960

295,000

s 21,087,428 3,224,620 (5,018,803) S 19,293,245 $ 2,296,6s8

Historically, the general fund has been used to liquidate certain notes payable, compensated absences,
obligations under capital leases, federal cost disallowances and any other long-term liabilities other
than bonds, except for notes payable to HUD, which have been recorded in the non-major capital
project funds.

a) Debt Limitation

The Municipal Legislature is legally authorized to approve the contracting of debts of the
Municipality. Nevertheless, the laws and regulations of the Commonwealth of Puerto Rico also
provide that:

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

o Direct obligations are not to be issued by the Municipality if the amount of the principal of,
and the interest on, such bonds and bond anticipation notes (and on all 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 account of bonds or bond anticipation notes
guaranteed by the Municipality, exceed l0 percent of the total assessed value of the properfy
located within the Municipality plus the balance of the ad vatrorem taxes in the debt service
fund, for bonds payable and bond anticipation notes to be repaid with the proceeds of
property taxes restricted for debt service.

In addition, before any new bonds are issued, the revenues of the debt service fund should be
sufficient to cover the projected debt service requirement. The Municipality's available legal debt
margin amounted to $1,764,805 at June 30, 2008, as published by the Government Development
Bank for Puerto Rico.
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b) Bonds Payable

The Municipality issues general obligation, special obligation and pubiic improvement bonds to
finance the acquisition, construction and improvement of capital assets, as well as, to finance
certain operating needs, including the payment to suppliers in certain circumstances.

The laws and regulations of the Commonwealth of Puerto Rico provide that the Municipality's
public debt will constitute a first claim on the available revenue of the Municipality. Public debt
includes bonds and bond anticipahon notes. The good faith, credit and taxing power of the
Municipality are irrevocably pledged for the prompt payment of the principal and interest of
bonds.

As described in Note 4, the Municipality levies an annual additional special tax of 1.80 percent of
the assessed value ofpersonal and real properfy. The proceeds ofthis additional special tax are
deposited in a sinking fund established at GDB whereby sufficient funds are set aside to redeem
the bonds payable of the Municipality in minimum annual or semiannual principal and interest
payments. The collections of this special tax are recorded in the Municipality's debt service fund.

For financial reporting purposes, the outstanding balances of bonds represent the total principal to
be repaid. Bonds payable is composed as follows at June 30, 2008:

Outstanding
amount

Public Improvement Bonds:

1995 serial bonds for the acquisition of major capital assets, original amount of
$2,315,000, due in annual principal installments ranging from $95,000 to
$265,000; plus interests due in semiannually installments at variable rates
(6.05% at June 30, 2008) through July 1,2009

2005 serial bonds for the acquisition of major capital assets, original amount of
$3,115,000, due in annual principal installments ranging from $145,000 to
$285,000; plus interests due in semiannually installments at variable rates
(4.17% at June 30, 2008) through July 1, 2019

505,000

2,660,000

Total public improvement bonds

General obligation bonds: -i:
2003 serial bonds for the acquisition of vehicles, original amount of $3,375,000,
due in annual principal installments ranging from $405,000 to $565,000; plus
interest due in semiannually installments at variable rates (6-60% at June 30,
2008) through July 1,2009

3,165,000

Outstanding
amount
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Outstanding
amount

2001 serial bonds for the acquisition of major capital assets, original amount of
$5,500,000, due in annual principal installments ranging from $75,000 to
$475,000; plus interests due in semiannually installments at variable rates
(3.64% at June 30,2008) through July 1,2026 4,950,000

2004 serial bonds for the payment of accounts payable to suppliers, original
amount of $1,435,000, due in annual principal installments ranging from
$175,000 to $235,000; plus interests due in semiannually installments at
variable rates (4,17%o at June 30, 2008) through July 1, 2011 880,000

2007 serial bonds for the payment of accounts payable to suppliers, original
amount of $1,560,000, due in annual principal installments ranging from
$110,000 to $215,000; plus interests due in semiannually installments at
variable rates (6.60% at June 30, 2008) through July 1, 2016

Total general obligation bonds

Total bonds payable

1,450,000

8,380,000

$ 11,545,000

Variable interest rates on serial bonds are reviewed periodically by GDB and are based on the
fluctuation of GDB's weighted average rate for its commercial paper program. Under this
program, GDB issues commercial paper: (1) in the taxable and tax-exempt markets of the United
States of America, (2) in the Eurodollar market, and (3) to corporations having tax exemptions
under the Commonwealth's Industrial Incentives Acts and, which qualify for benefits provided by
the former Section 936 of the U.S. Internal Revenue Code.

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

Fiscal year
ending

June 30, Principal Interest Total
2009 $ 1,395,000 597,946 $ 1,972,946

1,475,000 553,057 2,029,057
685,000 463,667 1,149,667
725,000 413,109 1,139,109'805,000 397,724 1,202,724

zol4-2olg 2,lg5,ooo 7,197,043'*'3,392,043
2019-2023 2,220,000 1,194,040 3,414,040
2024-2029 2,055,000 5gg,57l 2,654,571

Totals $11,545,000 5,406

At June 30,2008, accrued interest payable on bonds amounted to $300,776. lnterest expense and
interest paid on bonds amounted to $608,733 and $613,744, respectively, for the fiscal year ended
June 30,2008.

2010
2011

2012
2013
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According to sections 103 and 148 to 150 of the U.S. lnternal Revenue Code and sections 1.148
to 1.150 of the U.S. Treasury Regulation, the Municipality's the tax-exempt bonds are subject to
the arbitrage rebate requirements. At June 30, 2008, the Municipality had no federal arbitrage
liability on bonds since interest income earned from the investment of unspent bond proceeds
were made in bank deposits that generate yields lower than the rates applicable to the debt service
payments.

c) Notes Payable to Municipal Revenue Collection Center

The Municipalify entered into a financing agreement of $2,627,775 with the Municipal Revenue
Collection Center (CzuM) through 2011. The notes are payable in monthly installments ranging
from $25,000 to $28,000. at no interest. This notes have an imputed interest rate of 5.00 percent.
The outstanding balance of the notes, net of the unamortized discount of $61,713, amounted to
$857,055 at June 30, 2008. Amortization of the notes discount amounted to $50,640 for the fiscal
year ended June 30, 2008, which has been recorded as interest expense in the accompanying
statement of activities. The principal maturities and the scheduled amortization of discount are as
follows:

Fiscal year
ending Discount

June 30, Principal accretion Total
2009

2010

20tt
Totals

$ 2gg,960 36,040 $ 336,000

315,306 20,694 336,000

241,789 4,979 246,769

$ 8s7.055 61 713 $ 918,768

d) Notes Payable to U.S. Department of Housing and (Jrban Development

The Municipality has a loan guarantee commitment of $4,770,000 with the U.S. Department of
Housing and Urban Development (HUD) pursuant to an application under Section 108 of the
Housing and Community Development Act of 1974 (Section 108) for the construction of the
Multiples Use Center of the Municipality, which was concluded during the current fiscal year.
Section 108 commitments are required to be supported by a credit subsidy appropriation pursuant
to the Federal Credit Reform Act of 1990 (Credit Reform Act) and implementing guidance issued
by the U.S. Offrce of Management and Budget (OMB). Therefore, in connection with its
guarantee of these notes, HIID obligated appropriated funds to cover the credit subsidy cost of the
loan guarantee, ai required under the Credit Reform Act.' Under the Credit Reform

Act procedures, such funds are disbursed into a hnancing accountds loan proceeds are disbursed
by the lender (a local commercial bank). The financing account is in some respects equivalent to
an internal loss reserve for the federal government. Each disbursement into the financing account
is equal to the loan advance times the credit subsidy rate, which is part of HIID's budget
approved by OMB and the Congress.

Pursuant to the credit subsidy implementation guidance issued by OMB, the undisbursed balance
of the credit subsidy obligation must be canceled on September 30fr of the 5th fiscal year after the
period of availability for obligation of a fixed appropriation account ends.
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The proceeds of the loan guarantee commitment are used by the Muricipality to provide low-
income communities with another source of financing for the economic development, housing
rehabilitation, public facilities and large-scale physical development projects. The notes on the
loan guarantee commitment bear interest at various rates ranging from 3.82 percent to 6.67
percent. The proceeds and uses of the loan guarantee commitment are accounted for in the
Section 108 loan guarantee fund, a capital projects fund. The loan guarantee commitment is
repaid through financial resources transferred from the general fund to the Section 108 loan
guarantee fund. Pnncipal and interest on these notes are accounted for in the Section 108 loan
guarantee fund, a non-major capital projects fund. At June 30, 2008, the outstanding principal
balance of the loan guarantee commitment amounted to $4,095,000. The loan guarantee
commitment is subject to various positive, negative and restrictive covenants that the
Municipality has complied with at June 30, 2008. The principal and interest maturities on the
Section 108 loan guarantee commitment are as follows:

Fiscal year
ending

June 30, Principal Interest Total
2009

20t0
20tl
2012

2013

2014-2018

2019-2023

Totals

295,000 189,222

305,000 176,096

305,000 161,622

315,000 144,262

335,000 129,672

1,200,000 421,522

484,222

487,096

466,622

459,262

464,672

t,62t.522

780,000 129.154 909,

$3,535,000 1,351,550 $4,996,550

154

e) Capital Lease Obligations

The Municipality was obligated under various capital lease agreements with third parties that
expired in June 30, 2008 for the acquisition of machinery and equipment. At June 30,2008, the
capitalized costs and the related accumulated depreciation of the leased machinery and equipment
amounted lo $205,245 each, respectively, which are accounted for as capital assets in the
accompanying statement of net assets. These assets were fully amortized at June 30,2007,
therefore, there was no amortization charge applicable tb capital leases for the fiscal year ended
June 30, 2008.

..+';

Compensated Absences

At June 30, 2008, the liability for compensated absences is composed as follows:

Due within Due after
one year one year TotaI

$ 137,515
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Sick leave

Total
Employees' Retirement Systems

a) Plan Description

183 r,616,606

$ 3 16,698 2,857,282 3,173.980

Other employees:
55 with 25 years of credited service
58 with 10 years of credited service

789795179

10.

The Municipality's employees participate in the Employees' Retirement System of the
Government of Puerto Rico and its Instmmentalities (ERS), a cost-sharing multi-employer (as
related to the Municipality's reporting entity) defined pension plan established by the
Commonwealth and administered by the Retirement Systems Administration of the
Commonwealth of Puerto Rico. Substantially all full-time employees of the Commonwealth and
substantially all municipalities are covered by ERS under the terms of Public Act No. 447 of May
15, 1951, as amended (Act No. 447). All regular and temporary employees of the Municipality
become plan members of ERS at the date of employment, while it is optional for officers
appointed.

ERS members, other than those joining it after March 31, 1990, are eligible for the benefits
described below:

Retirement Annuity

ERS members are eligible for a retirement annuity upon reaching the following age:

Policemen and firemen:
50 with 25 years of credited service
58 with 10 years of credited service

ERS members are eligible for monthly benefit payments determined by the application of the
stipulated benefit ratios to the member's average compensation. Average compensation is
computed based on the highest 36 months of compensation recognizedby ERS. The annuity,
for which a member is eligible, is limited to a minimum of $300 per month and a maximum
of75 percent ofthe average compensation.

Merit Annuity

ERS members are eligible for merit annuity with a minimum of 30 years or more of credited
service. The annuity for which the plan member is eligible is limited to a minimum of 65
percent and a maximum of 75 percent of the average compensa*ion.

D eferre d R etir em e nt A n n uity

A participating employee who ceases to be an employee of the Municipality after having
accumulated a minimum of ten years of credited service qualifies for retirement benefits
provided hislher contributions are left in ERS until reaching 58 years of age.
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o Coordinated Plan

On the coordinated plan, by the time the employee reaches 65 years old and begins to receive
social security benefits, the pension benefits are reduced by the following:
(a) $1OS per month, if retired with 55 years of age and 30 years of credited service.

(b) $110 per month, if retired with less than 55 years of age and 30 years of credited service.

(c) A11 other between $82 and $100 per month.

(d) Disability annuities under the coordinated plan are also adjusted at age 65 and in some

cases can be reduced over $165 per month.

o Non-Coordinated Plsn

On the non-coordinated plan the participating employee and does not have any change on the
pension benefits upon receiving social security benefits.

o Reversionary Annuity

An ERS member, upon retirement, could elect to receive a reduced retirement annuity giving
one or more benefit payments to his/her dependents. The life annuity payments would start
after the death of the retiree for an amount not less than $240 per year or greater than the
annuity payments being received by the retiree.

o Occupstional Disability Annuity

A participating employee, who as a direct result of the performance of his/trer occupation is
totally and permanently disabled, is eligible for a disability annuity of 50 percent of the
compensation received at the time of the disability.

o Non-occupational Disability Annuity

A participating employee, totally and permanently disabled for causes not related to hisftrer
occupation and with no less than 10 years of credited service, is eligible for an annuity of
1.50 percent of the average compensation of the first 20 years of credited services, increased
by 2 percent for every additional year ofcredited service in excess of20 years.

o Death Bene/its .+:

Occupational:

(a) Surviving spouse - annuity equal to 50 percent of the participating employee's salary at
the date of the death.

(b) Children - $10 per month for each child, minor or student, up to a maximum benefit per
family of $i00.
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Non-occupational:

Beneficiarv - the contributions and interest accumulated as of the date of the death plus an

amount equal to the annual compensation at the time of the death.

Refunds

A participating employee who ceases his/her employment with the Municipality without the

right to a retirement annuity has the right to a refund of the contributions to ERS plus any

interest eamed thereon.

Amendment to Act No. 447 effective Janaary 1, 2000 to credte a Defined Contrihution Plan

On September 24,1999, Public Act No. 305, an amendment to Act No. 447, was enacted to

establish a defined contribution plan, known as System 2000, to cover employees joining
ERS on or after January 1, 2000.

Employees that participated in the original plan as of December 31,1999, had the opportunity
to elect to either stay in the defined benefit plan or transfer to System 2000. Employees that
joined the Municipality on or after January 1, 2000, were only allowed to become members

of System 2000.

System 2000 is a hybrid defined contribution plan administered by the Retirement Systems

Adminiskation of the Commonwealth of Puerto Rico, also known as a cash balance plan.

Under this new plan, there is a pool of plan assets, which is invested by the System, together

with those of the cost-sharing multi-employer defined benefit plan. Neither the

Commonwealth nor the Municipality guarantee benefits at retirement age. The annuity is
based on a formula which assumes that each fiscal year the employee's conkibution (with a
minimum of 8.28 percent of the employee's salary up to a maximum of 10 percent) is
invested as rnstructed by the employee in an account which either: (1) earns a fixed rate based

on the two-year Constant Maturity Treasury Notes, (2) earns a rate equal to 75 percent of the

return of the ERS' investment portfolio (net of management fees), or (3) earns a combination
of both alternatives. Participants receive periodic account statements similar to those of
defined contribution plans showing their accrued balances. Disability benefits are not granted

under System 2000, rather are provided to those participants that voluntarily elect to
participate in a private insurance long-term disability program. The employers' contributions
(9.28 percent of the employee's salary) with respect to employees under System 2000 will
continue and will be used to fund the cost-sharing multi-employer defined benefit plan.

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

Historically, the state government of the Commonwealth of Puerto Rico has reported ERS

and System 2000 in its basic financial statements as pension trust funds. Accordingly, the
Commonwealth is currently assuming any actuarial deficiency that may exist or arise related
to the Municipality's participating employees because ERS does not allocate to the
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Municipality any actuarial deficiencies pertaining to participating municipal employees. The

Municipality is only required by law to make statutory contributions at the rates detailed

below.

o Recent Aruendments to Act No. 447

The Senate and the House of Representatives of the Commonwealth of Puerto Rico have the

authority for establishing or amending the contribution requirements of System 2000 by
approving the necessary amendments or laws, subject to the final approval of the Governor of
the Commonwealth of Puerto Rico.

In June and July 2003, the Governor of the Commonwealth signed three Public Acts that

provided the following certain benefits to retirees:

(a) Increase in minimum monthly pension payments to $300, effective January 1, 2005,

(b) Triennial 3 percent increase in allpensions, effective January 1,2005.

(c) lncrease in wrdow and/or beneficiaries to 50 percent of the benefit received by the

deceased pensioner, effective January 1,2005.

All the benefits granted will be funded tlrough budgetary assignments in the Municipality's
general fund with respect to its retired employees.

The Board of Trustees of ERS approved, effective November 17,2003, an increase in the

amount granted on personal loans to participating employees from $3,000 to $5,000.

b) Funding Policy

. The contribution requirement to ERS is established by law and is not actuarially determined.
' These contributions are as follows:

Municipality and

other employers 9.28 percent of applicable payroll

Employees: .*
Coordination plan: 5,78 percent of gross salary up to $6,600

per year, plus 8.28 percent gross sa1ary in
excess of$6,600.

Supplementation 8.28 percent of gross salary. This is the

plan: only choice available to policemen,
firemen and mayors
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The contribution requirement to System 2000 is also established by law and is not actuarially
determined. These contributions are as follows:

During the fiscal years ended June 30, 2006, 2007 and 2008, the Municipality and the
participating employees contributed 100 percent of the required contributions to ERS and System
2000, The combined actual contributions made by the Municipality and its participating
employees to ERS and System 2000 (which equal the required contribution amounts) were as

follows during the last three fiscal years:

Municipality and
other employers

Employees:

Fiscal year
ended June 30,

9.28 percent of applicable payroll

5.78 percent of gross salary up to $6,600
per year, plus 8.28 percent gross salary in
excess of $6,600.

Employer
contributions

Employee
contributions

2006
2007

2008

$7,146,912 $ 964,491

$1,204,258 $ 1,012,716

sl.r42.627 s 960,888

The above actual employer contributions for the fiscal years ended June 30, 2006,2007, and 2008
include the employer contributions to System 2000 amounting to $182,375, 191,494 and
$181,694, respectively. In addition, the above actual employee contributions for the fiscal years

ended June 30, 2006, 2007, and 2008 include the employee contributions to System 2000
amounting to S165 ,177 , $173,436 and $ 164,560, respectively.

The authority under which obligations to contribute to ERS and System 2000 by the plans'
members, employers and other contributing entities (i.e., state or municipal contributions) are
established or may be amended by law by the House of Representatives, the Senate and the
Governor of the Commonwealth of Puerto Rico.

Readers can obtain copies of the audited basic financial statements (GAAP basis) of ERS and

System 2000 by writing to Mr. Juan Cancel, Executive Director of the Retirement Systems
Administration of the Commonwealth of Puerto Rico (the entity that administers ERS and System
2000) at PO Box 42003, Minillas Station, Santurce, Puerto Rico 00940.

11. Commitments and Contingencies

The Municipality is defendant in various legal proceedings pertaining to matters incidental to the
performance of routine govemmental operations. Under Public Act No. 104 of June 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 pafi is entitled to several causes of action. Under certain
circumstances, as provided in Public Act No. 9 of November 26, t975, as amended, the Municipality
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may provide its officers and employees with legal representation as well as assume the payment of

uny irOg*.nt that may be entered against them. There is no limitation on the payment of such

judgments.

with respect to pending and threatened litigation, the Municipality has not reported liabilities for

awarded or anticipated irnfavorable judgments as of June 30, 2008. Management believes that any

unfavorable outcome in relation to pending or threatened litigation would not be significant, if any.

The Municipality has repofied outstanding encumbrances amounting to $507,215 in_the general fund

at June :0, )OOti. The Municipality intends to honor these encumbrances, which will continue to be

liquidated under the current year's budget during a lapse period that extends into the subsequent fiscal

year.

As of June 30, 2008, the Municipality has several outstanding or planned non-cancelable

construction projects of which $272,1i3 have been already incurred and paid as of June 30, 2008 and

51 14,384 remain outstanding to incur through the end of each project. These projects are evidenced

by contractual commitments with contractors and are accounted for in the capital projects fund.

At June 30, 2008, the Law No. 2 Fund and the Public Terminals Fund, two non-major capital project

funds, reported unreserved deficits of$75,818 and $3,189, respectively.

The Municipality receives financial assistance from the federal Governments of the United States of
America and the Commonwealth in the form of grants and entitlements. Receipt of grants is

generally conditioned upon compliance with terms and conditions of the grant agreements and

ipplicable federal laws and regulations, including the expenditure of resources for eligible purposes.

Accordingly, expenditures financed by these programs are subject to financial and compliance audits

by the uppiop.tut. grantor. Disallowance as a result of these audits may become liabilities of the

tvtu"iclpaiity. fn. "Reports on Compliance and Internal Control in Accordance with Government

Auditin'g Stindarcts anet the Requirements of OMB Circular A-133" for the fiscal year ended June 30,

2006, drsclosed various instances of noncompliance with applicable laws and regulations and with

internal accounting and administrative controls. If expenditures are disallowed due to noncompliance

with grant programs regulations, the Municipality may be required to reimburse the grantor the

disallowed amounts. Murrug.*"rt believes that the Municipality will be able to comply with the

terms of corrective action plans that may be requested by the federal grantors, if any.

On October 4, 2007, the Office of Inspector General (OIG) of the U.S. Deparlment of Housing and

Urban Development.(HuD) completed an audit of the Qommunity Development Block Grant

activities of the Municipality. OIG preliminarily concluded, subject to further discussion and review

with the Municipality'i *urug"*ent, that the Municipality's finaneial management system (the

System) did not fully-comply wrth the applicable requirements set forth by HUD since allegedly the

System: (1) did not support the allowability of more than $885,000 in program disbursements, (2)

could not account for mtre than $501,000 in Block Grant receipts, (3) allowed the use of more than

523,000 for ineligible program expenditures, and (4) did not disburse Block Grant program funds in a

timely mannff (cash management).

OIG also concluded that the Municipality's management controls over its housing rehabilitation

activities were inadequate since allegedly the Municipality used Block Grant funds for new housing

construction and lacked adequate documentation to support program accomplishments. Therefore,
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OIG concluded that the related program expenditures of more than $36,000 are ineligible, and more

than $324,000 are considered by olb as unsupported pending to an eligibility determination by HUD.

Furthermore, OIG concluded that the Municipality awarded six contracts totaling more than $1

million without following all HUD procurement requirements and did not support the reasonableness

of more than $109,0001n Block Grant disbursements and paid more than $70,000 for excessive

expenditures.

OIG recommended that the Director of the San Juan Office of Community Planning and

Development require the Municipality to repay more than $59,000 in ineligible expenditures and

570,374 in excessive costs. OIG has also recommended that the Municipality must provide all

supporting documentation showing the appropriateness and eligibility of more than $1.82 million in

Block Grant disbursements. In addition, OIG has recommended that the Municipality must develop

and implement an rnternal control plan to ensure that the Block Grant Program has: (1) a financial

management system that complies with HUD requirements, (2) controls and procedures which ensure

that the housing rehabilitation activities meet the progam objectives, and (3) procurement procedures

which ensure that goods and services are obtained at the most advantageous terms and in a manner

providing full and open competition. Finally, OIG recommended that the Municipality must ensure

that Block Grant expenditures are properly accounted for, reconciled with HUD's disbursement

system, and in compliance with HUD requirements.

As of the issuance date of this Comprehensive Annual Financial Report, OIG's findings, conclusions

and recommendations do not necessarily contain final conclusions and are subject to revision based

on discussions and further documentation to be provided to OIG by the Municipality's management.

Currently, the management of the Municipality is in the process of reviewing the findings,

conclusions and recommendations of OIG and anticipates that many of the aforementioned findings

will be cleared and will not prevail in the final audit report to be issued by OIG. In addition, the final

findings and recommendations arising from this audit are subject to a final determination to be made

by t{UD.

As a conservative approach, the accompanying basic financial statements include, as part of its long-

term obligations, a reserye of $182,210 for federal cost disallowances to cover any disallowed costs

arising from the final determination of HUD over OIG's final audit report. Management believes that

any unfavorable outcome in relation to any possible disallowed costs would not be significant, if any.

12. Liquidity and Cash Flows

During the last four fiscal years, the Municipality's general fund has reported recurring excesses of
expenditures over revenues, which have lead to significant liquidity arxi cash flows shortfalls during

the current fisca1 year. Suring the fiscal year ended June 30, 2008 the general fund's excess of
expenditures and other financing uses over revenues and other financing sources amounted to

$1,031,346. Management of the Municipalrty is currently evaluating different altematives for the

permanent financing of the Municipality's operations, principally to increase its revenue sources and

implementing continuous cost reductions policies.
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13. Sales and Use Tax SYstem

On July L,2006, the Legislature of the Commonwealth of Puerto Rico approved Law No. 117,

known asTaxJusticeLawof puertoRico (LawNo. 117). LawNo. ltTestablishedasevenpercent
(7%) sales and use tax to substantially all products and services sold in Puerto Rico, of which5.5%

represents a state tax and L5%o represents a municipal tax pertaining to the Municipality. The state

tax was effective for substantially all products and services sold starting November 15, 2006. The

municipal tax became effective on April 2007 after the approval of the Municipal Legislature.

Municipal sales and use tax revenues recorded in the general fund amounted to $221,026 for the

fiscal year ended June 30, 2008. ln addition, at June 30, 2008, the municipal sales and use taxes

receivable amounted to $176,082.

On July 29,2OO7 , the Legislature of the Commonwealth of Puerto Rico approved Law No' 80 (Law

No. 80) to amend the provisions of Law No. Il7. The amendments made obligatory the

implementation of a uniform sales and use tax of l.5o/o in all municipalities of Puerto Rico that as of
June 30, 2007 hadnot approved such kind of tax. The total tax rate of 1.5% is divided as 1.00% to be

collected by each municipality and 0 .5Yo is collected by the Puerto Rico Treasury Department.

The 0.5% referred to above is being administered by the Government Development Bank for Puerto

Rico for the following purposes: (1) 0.2% is deposited in the new "Municipal Debt Service Fund",

strictly for granting loans to the municipalities of Puerto Rico, (2) 0.2Yo for the creation of the

"Municipal Development Fund" o/o tobe distributed among all municipalities pursuant to a formula

established by Law No. 80, and (3) O.lYo for the creation of the "Permanent Improvements Fund", to

be dishibuted by the Legislature of the Commonwealth of Puerto Rico to carry out public works and

permanent improvement proj ects.

14. Prior-Period Adjustments and Restatements

On July 1,2007, the Municipality recorded a prior-period adjustment of 515,329 to eliminate the

deferred reyenue with a credit to reserved fund balance recorded at June 30,2007 on its Section 8

housing choice voucher program fund, a non-major special revenue fund. The adjustment was made

to discontinue the use ofthe expenditure-driven approach for revenue recognition as requested by the

Real Estate Assessment Center of the U.S. Department of Housing and Urban Development, the

grantor. The adjustment was also recorded in the accompanying government-wide financial

statements.
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Budgeted amounts

Orieinal Final (see note 1)

Actual
amounts

(budgetary

basis)

Variance

with final
budget -

over (under)

]"n"oo".,
Taxes:L 

Property taxes

Municipal license taxes

Construction excise taxes

Sales and use tax

Charges for services
lntergovernmental grants and contributions

- lnterest on deposits
Miscellaneous

Total revenues

Expenditures:
Current:

General government

Urban and economic development

Public safety

- Health and sanitation

Culture, recreation and education

Public housing and welfare
Debt service:

Principal
Interest

Capital outlays:' Total expenditures

. rcess (deficiency) ofrevenues

- over (under) expenditures
Other financing sources (uses):

Prior fiscal year's cash surplus readjustment

- Operating transfers-in from other funds

Operating transfers-out to other funds

- Total other financing sources (uses), net

I-:ficiency ofrevenues and other financing sources

r under expenditures and other financing uses

18.812.398 19,064,757 17,628,876 (1,43!2qq1l

7,823,596
4,500,000
3,300,000

1,094,500
1,591,581

250,000
252.72r

7,823,596
4,500,000
3,300,000

1,094,500
1,843,940

250,000
252,721

7,954,005
4,414,778
1,579,617

153,760
1,117,618

1,776,793
337,515
294,790

$ 130,409
(85,222)

(1,720,383)
153,760
23,1L8

(67,t47)
87,515

42,069

9,241,268

1,992,465
836,256

3,370,561

682,790
1,077,777

285,396
87,750

10,755,627

1,992,465
836,256

3,370,561
682,790

1,077,777

285,396
87,750

7,789,590

2,816,346
906,608

4,138,881
865,273

7,084,475

285,396
87,750

207,440

(2,966,037)

823,881

70,352

768,320

182,483
6,698

207.440 207,440

17,781,703 19,296,062 18,181,759 (1,114,303)

1,030,695 (231,305) (552,883) (321,578)

1,257,000

67,279

- (1,257,000)

67,27967,279

(1,097,974\ (1,097,974) (1,097,974) -

(l.030.695) 226,305 (1,030,695) (1,21?pqq)

(5,ooo) (1,583,578) $ (1,578,578)

le accompanying notes to the basic financial statements are an integral part of this statement.
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Federal CFDA Pass-through
Number Grantor's Number Expenditures

U.S. Department of Ilousing and Urban
Development

Section 8 Housing Choice Voucher

Housing Opportunities for persons with AIDS

Community Development Block Grant I
Entitlement Grants

Community Development Block Grant - Section

108 Loan Guarantee

Total U.S. Department of Housing and Urban

Development

U.S. Department of Health and Human Services

Pass-through of the Governor's Office for Human
development - Child Care and Development
Block Grant

Total U.S. Department of Health and Human

Services

U.S. Department of Agriculture

PACNA

Pass-through of the Puerto Rico Elderly' Commission - Food Distribution-Child and

Adult Care Food Program

Total U.S. Department of Agriculture

Total Federal Financial Assistance

* Major programs

B-99-MC-72-0018* 496,092

2,230,879

N/A* 796,030

796,030

N/A 3,677

N/A 78,625

82.302

___q__iJqz4l

14.871

14.241

14.218

14.248

93.575

N/A

10.558

RQ-46V-07501

N/A

B-06-MC-72-0018*

$ 254,523

12,538

1,467,726
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General

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

the Municipafiiy of Can6vanas of the Commonwealth of Puerto Rico and is presented on the accrual

basis of accounting. The Municipality of Can6vanas reporting entity is d..filtd in Note 1 to the

Municipality,s bas-ic 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 pr.t"nt.d in our used in the preparation of the basic financial statements'

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 Awards is as follows:

)

Expenditures in the basic financial statements:

Nonmaj or governmental funds

Less : Non-federal exPenditures

Total expenditures in the Schedule of
FederalAwards r09.2ll

Assets within the long-term debt.

2008, amounted to $3,535,000.

$ 4,619,666
(1,5 10,455)

3. Loans or loans guarantees

Section 108 Loan Guarantee is included in the Statement of Net

Outstanding balance of the note payable to HUD at June 30,
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF CANOVANAS

Report on Compliance and on Internal Control over Financial Reporting Based on an

Audit of Financial dtatements performed in accordance with Govemment Auditing Standards

June 30,2008

To the Honorable MaYor
and the Municipality of Can6vanas

Can6vanas, Puerto Rico

We have audited the financial statements 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 and for the year ended June 30, 2008, which collectively comprise the Municipality's basic

financial statements, und hur. issued our report thereon dated October 31, 2008. 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.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered Municipality's internal control over financial

repfning aI a basii for desigiring our auditing procedures for the purpose of expressing our opinion on the

financial statements, but iot ior the pr.p6t" of expressing an opinion on the effectiveness of the

Municipality of Can6vanas of the Commonwealth of Puerto Rico internal iontrol over financial reporting'

Accordingly, we do not express an opinion on the effectiveness of the Municipality's internal control over

financial reporting.

Our consideration of internal control over financial reporting was for the limited purpose described in the

preceding paragraph and would not necessarily identifu all deficiencies in internal control over financial

,eponing"tilat ;igLt be significant deficiencies or material weaknesses. However, as discussed below, we

identified certain deficiencies in internal control over financial reporting that we consider to be significant

deficiencies.

A control deficiency exists when the design or operation of a control does not allow management or

employees, in the normal course of plrforming_ their assigned functions, to prevent or detect

misstatements on a timely basis. A significart d#rciency is a control deficiency, or combination of

control deficiencies, that'aiversely affects the Municipality's ability to initiate, authorize, record, process,

or report financial data reliably in accordance with geneially accepted aceounting principles, such that

there is more than a remote likelihood that a misstaternent of the Municipdlity's financial statements that

is more than inconsequential will not be prevented or detected by the Municipality's internal control' we

consider the deficiencies described in the accompanying schedule of findings and questioned costs to be

significant deficiencies in intemal control over financial reporting as items 08-01 thru 08-07'

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in

more than a remote likelihood that a mateiial misstatement of the financial statements will not be

prevented or detected by the Municipality's internal control.
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Our consideration of the intemal control over financial reporting was for the limited purpose described in

the first paragraph orit is section and wouldnot necessari^ly identify alr deficiencies in the internal control

that might be signinca;t deficienci., und, acc-rdingly, would not necessarily disclose all significant

deficiencies that are also considered to be material *"ak r.ss"s. However, of the significant deficiencies

described above, we consider items 08-01, 08-06 and 08-07 to be material weaknesses'

Compliance and Other Matters

Aspartofobtainingreasonableas'suranceaboutwhetherMunicipalityofCan6vanasofthe
commonwearth of pue?o Rico financial statements are free of material misstatement, we performed tests

of its compliance 
"o1in ""nuin 

provisions of laws, regulations, contracts, and grant agreements'

noncompliance with which could have a direct and mateiial effect on the determination of financial

statement amounts. However, providing an opinion on compliance with those provisions was not an

objective of our audit, and accordingly, we do not express such an opinion' The results of our tests

disclosed instances of noncompliance or other matters that are required to be reported under Government

Auditing standards and which are described in the accompa,ying schedure of findings and questioned

costs as items 08-08 thru 08-22'

We noted certain matters that we reported to management of the Municipality of Can6vanas, in a separate

letter dated October 31, 2008'

The Municipality of can6vanas of the commonwealth of puerto Rico response to the findings identified

in our audit is described in the accompunyi-.rg t.t edule of findings and questioned costs' we did not audit

Municipality's response and, accordingly, we express no opinion on it'

This report is intended solery for the information and use of the Municipality's management, municipal

legislature, and federal u**dirg agencies and pass-through entities and is not intended to be and should

,ri U" used by anyone other than these specified parties'

Toa Alta, Puerto Rico
October 31, 2008

Stamp No.2235'/76
was affixed to the

original report.
w\- PSc
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Report on compliance with requirements applicable to each major program and on

Internal cortrol orr.r.o.pliance in accordance with oMB Circular A-133

June 30, 2008

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 Municiparityj witn tt" typ., of complian.. ,.quir.*e,ts described i, tlie u,s' office of Management

and Budget (OMB) Circular A-133 Ci,mpliancr'sttpple.ment that are applicable to each of its major

federal programs for the year ended June j0, 2008. Municipality's m1jo1 {edelllprograms 
are identified

in the Summary of Auditor's Results Section of the accompanying Schedule.of Findings and Questioned

Costs. Compliance with the requirements of laws, regulations, contracts, and grants applicable to each of

its major federal programs is the responsibility of tvt-unicipality's management. Our responsibility is to

.*pr.r, an opinion oriMunicipality,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 4-133, Audits of

states, Local Goveinments, 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,r ;;;i#ce 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 audii does not proriJ" a legal determination of Municipality's compliance with those

' requirements.

As described in items 08-09,08-10,08.1ld,08-12,08.13' 08-14 and 08-15 in the accompanying

Schedule of Findings and euestioned Costs, the Municipality did not comply with requirements regarding

to procurement, suspension and debarment, equipment and ieal properfy managemen! reporting and cash

managementrequirements,thatareapplicabteto-itsPass{hroughoftheGovernor,sofficeforHuman
Development-CnitO Care. Compliance with such requirementi i, ,".ettary, in our opinion, for the

Municipalitytocomplywiththerequirementsapplicabletothatprogram.

As described in items 08-09, 08-10, 08-11e, 08-16, 08-17, 08-18, 0&J9'.08-20 and 08-21 in the

accompanying Schedule of Findin;' ; 
-Q""tiion"a 

Costs, 
,the 

M:ni:llality did not comply with

requirements regarding to procurement, suspension and debarment' equipment and real property

management u,o cush management, special tests and provisions, Davis-Bacon Act, reporting

requirements, that are applicable to its community Development Bl-oc\ Grant - Entitlement Program'

Compliance with such requirements is necessary, in our opinion, for the Municipality to comply with the

requirements applicable to that program'
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In our opinion, except for the noncompliance described in the preceding paragraphs the Pass-through at

the Govlrnor's Offiie for Human Development - Child Care and Development Block Grant Program

Community Development Block Grant - Entitlement Program, the Municipality of Can6vanas of the

Commonwealth of Puerto Rico, 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, 2008-

The results of our auditing procedures also disclosed other instance of noncompliance with those

requirements, which are required to be reported in accordance with OMB Circular 4-133 and which are

deicribed in the accompanying schedule of findings and questioned costs as items 08-08, 08-11a, b, c, f,

g, h, and l, and 08-22.

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 on compliance, but not for the purpose of expressing an opinion on the

effectiveness of the Municipality's internal control over compliance. Accordingly, we do not express an

opinion on the effectiveness of the Municipality of Can6vanas internal control over compliance.

Our consideration of internal control over compliance was for the limited purpose described in the

preceding paragraph and would not necessarily identiff all deficiencies in the entity's internal control that

might be significant deficiencies or material weaknesses as defined below. However, as discussed below,

we identified certain deficiencies in internal control over compliance that we consider to be significant

deficiencies and others that we consider to be material weaknesses.

A control deJiciency in an entity's internal control over compliance exists when the design or operation of
a control does not allow management or employees, in the normal course of performing their assigned

functions, to prevent or detect noncompliance with a type of compliance requirement of a federal program

on a timely basis. A significant deficiency is a control deficiency, or combination of control deficiencies,

that adversely affects the entity's ability to administer a federal program such that there is more than a

remote likelihood that noncompliance with a type of compliance requirement of a federal program that is

more than inconsequential will not be prevented or detected by the entity's internal control. We consider

the deficiencies in internal control over compliance described in the accompanying schedule of findings

and questioned costs as items 08-0lthru 08-07 to be significant deficiencies.

A material weakness is asignificant deficiency, or combinatiott of significant deficiencies, that results in

more than a remote likelihood that rraterial noncompliance with a type of compliance requirement of a

federal program will not be prevented or detected by the entity's interural control. Of the significant

deficiencies in internal controi over compliance described in the accompanying schedule of findings and

questioned costs, we consider items 08-01, 08-06 and 08-07 to be material weaknesses.

The Municipality of Can6vanas, Commonwealth of Puerto Rico response to the findings identified in our

audit is desiribed in the accompanying schedule of findings and questioned costs. We did not audit

Municipality's response and, accordingly, we express no opinion on it.

8l

BI spNtrEz-JAIME, cPA-Psc



This report is intended solely forthe information and use of the Municipality's management, Municipal

legislature, and federal u**iing agencies and pass-through entities and is not intended to be and should

not be used by anyone other than these specified parties.

Toa Alta, Puerto Rico
October 31, 2008

Stamp No. 2313620
was afFrxed to the
original report.

W\- lsc
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Section I - Summary of Auditors'Results

Financial Statements

Type of auditor's report issued: Unqualified
- Internal control over financial reporting:

Material weakness(es) identified? X yes 

- 

no

Signifi cant defi ciency (ies) identified

- not considered to be material weakness? X yes none reported

Noncompliance materialto financial statements X yes 

- 

no

- noted?

Federal Awprds

lnternal Control over major programs:

Material weakness (es) identified? X yes 

- 

no

Significant deficiency (ies) identified
not considered to be material weaknesses? X yes none reported

Type of auditor's report issued on compliance

For major programs: Qualified

Any audit findings disclosed that are required

to be reported in accordance with
Circular 4-133, Section .510(a)? X yes 

- 

no

- Identification of major programs:

cFDA Numbers Name of Federal Program or cluster

- ' l4.ZlS Community Development Block Grant- Entitlement Grants

_ 
s3's7s t";illi;'3:i.?ffi[ff's office for Human Deveropment

Dollar threshold used to distinguish
Between Type A and TyPe B Programs:

Auditee qualified as low-risk auditee?

$300.000

yes X no

'{:
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Section II - 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.

ACCOUNTING SYSTEM AI\D OTHER08-01 DEFICIENCIES IN THE UNIFORM
ACCOUNTING RECORDS

The Uniform Accounting System (UAS) and the accounting records currently used by the Municipality

do not have the necessary capabilities, procedures, internal controls and records to ensure accurate

financial reporting and to prepare the Municipality's basic financial statements and federal programs'

reports in conformity with Accounting Principles Generally Accepted in the United States of America for

State and Local Governments (GAAP). The UAS is a system promulgated by the Office of the

Commissioner of Municipal Affairs of Puerto Rico (OCAM, by its Spanish acronyms), a governmental

entity created by law to provide technical assistance to the municipalities of Puerto Rico in several

administrative and fiscal matters.

The Municipality's UAS mostly provides for the recording of revenue collections, disbursements and

other limited transactions. In addition, the accounting records are not fully integrated, and a double entry

system is not generally fotlowed. Accounting records are maintained on the cash basis and budgetary

accounting bases (two accounting bases that differ significantly from GAAP) and do not comply with

Statement No. 34 of the Governmental Accounting Standards Board (GASB 34), as amended.

The following specific additional conditions were noted in relation to the UAS of the Municipality:

r Accounting transactions are currently accounted for simultaneously through manual and

computerized accounting systems for which no reconciliation procedures are made among them,

including the accounting records currently used by federal programs which are not reconciled

with the UAS. The balance sheet accounts in the UAS are not reconciled and adjusted to conform

them to the Municipality's audited basic financial statements.

o The UAS does not have the capabilities of: (1) distinguish between expenditures (expenses)

incurred and encumbered, (2) recording and processing all types of capital asset transactions,

principally the accounting of depreciation and amortizatign expense, (3) recording and processing

all transactions related to revenues susceptible to accrual (accounts receivable) and, (4) recording

and processing transactions related to long-term debt, includiug bonds and notes payable,

obligations under capital leases, reseryes for federal cost disallowances, legal claims and

judgments, compensated absences, estimated liability for municipal solid waste landfill closure

and post-closure maintenance costs, etc.

r No adequate year-end closing procedures are made to account for all transactions affecting all
funds.

84



COUTvTONWEALTH OF PUERTO RICO

MuNtcPalITY oF C.l,Ndva.N.Ls

Schedule of Findings and Questioned Costs

June 30,2008

r No adequate segregation is made between items representing actual accounts payable and those

representing ouirtuiding encumbrances. Accordingly, material amounts of unrecorded liabilities

are generally recorded at fiscal year-end.

. The management of the federal programs administered by the N4unicipality maintains separate

accounting records for each federal piogtu*, which are not reconciled with the UAS (the official

accounting system of the Municipality).

o No adequate and complete accounting records are kept for inter-fund balances and transactions.

o The audit adjustments resulting from Single Audits are not completely posted in the UAS.

The basic financial statements of the MLrnicipality must be prepared using the financial information

obtained from various muuicipal departrnents and accounting records outside of the official UAS, and

from information obtained from regulators and independent third parties. In addition, the Department of
Finance does not maintain accounting records and working papers supporting the balances and

disclosures reported in the basic financial statements, principally those related to government-wide

financial reporting.

The Department of Finance does not maintain accounting records supporting the following procedures

performed as part of the preparation of the basic financial statements of the Municipality:

o The conversion of accounting records from the cash basis of accounting to the modified accrual

basis of accounting used by governmental funds;

o The conversion of governmental funds from the modified accrual basis to the accrual basis of
accounting used by government-wide financial statements; and

o Working papers and analyses of significant balances reported in the basic financial statements,

such as capital assets. accounts receivable (municipal licenses, grants and contributions, etc.),

deferred ."v.nues, accounts payable, and long-term obligations (for which the general practice is

to rely upon the notifications received from the Government Development Bank for Puerto Rico,

the Puerto Rico Treasury Department, the Federal Government and the Municipal Revenue

Collection Center for the balance of its outstanding debt and the withholding for its debt service).

CRITERIA:

Article 8.010(b) of Law'No. 81 of August 30, 1991, known as the Autonomous Municipalities Act of
Puerto Rico (Law No. 81), states that the Municipality must maintain its fund accounting in accordance

with Accounting Principles Generally Accepted in the United States of Am€rica (GAAP), as promulgated

by the Governmental Accounting Standards Board (GASB), the National Committee on Governmental

Accounting (NCGA) and the Governmental Accounting, Auditing and Financial Reporting book

(commonly known as Blue Book).

In addition, Article 8.010(c) of Law No. 81 states that uniform accounting system used by the

Municipality must: (1) produce reliable reports and financial statements, (2) provide complete

information about the results of operations of the Municipality, and (3) include the necessary internal

controls to account all funds, capital assets and other assets of the Municipality.
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Furthermore, Section 5 of the Revised Regulation on Basic Standards for the Municipalities of Puerto

,Rico, which were created pursuant to Article l9.0ll of Law No. 81 and approved by the Office of.the

Commissioner of Municipal Affairs, state that the accounting system of the Municipality should include:

r Final entry books that allow for the preparation of month-end summaries of transactions for

posting in tne original entry records and for the gathering of information needed for the

preparation of basic financial statements and other reports;

o Fiscal procedures for the system's operations. establishing proper internal controls and the

pr"u",,tion of irregularities. These procedures should provide for the timely and accurate

performance of operations. lt should include the necessary records, files, reconciliations,

adjustments, closing entries, reports, and all other necessary documentation to support the basic

financial statements.

Due to the conditions referred to above, the preparation of the Municipality's basic financial statements as

of and for the fiscal year ended June 30, 2008 was more difficult and less efficient than would have been

in ordinary circumstinces. A significant amount of adjusting entries had to be made to the financial data

and reports processed through the UAS in order to properly account for unrecorded transactions and to

.or.""i transactions recorded in the wrong accounting period. Since the accounts and other accounting

records of the UAS are not designed to provide all the information necessary to prepare the

Municipality's basic financial statements, the Municipality had to obtain and process financial data from

several-souices outside the UAS. These conditions represent material weaknesses in the Municipality's

internal controls over financial reporting.

The continued failure to have an adequate accounting system does not allow the Municipality to have

timely and accurate financiat information for its decision making process. In addition, financial reports

prepared may have errors or omissions that will affect future financial decisions. Another effect is the use

of inaccurate financial information as a base for the preparation of annual budgets, which, therefore, may

result in budgetary compliance problems.

RECOMMENDATION:

We recommend the Municipality to explore different alternatives for the implementation of a new

accounting system in compliance with all applicable federal and local laws and regulations. This process

should inctude only accounting systems that will enable the Municipality to prepare its basic financial

statements in a timely manner and in conformity with GAAP. The systems to be evaluated must provide

the necessary financial information that will serye as the basis for the effective control of revenues,

disbursements, assets and liabilities, and the reporting of such items in the Municipality's financial

statements, including: .4',.

o The implementation of a double entry accounting system, the integration of all subsidiary ledgers

and the reconciliation with the records maintained for federal funds;

o The preparation of periodic financial reports to be submitted to the Director of finance, the

Mayor, the Municipal Legislature and the federal grantors; and
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o Adequate training to all accounting personnel to improve the understanding of the system and to
promote operational effrciency

The Department of Finance must establish and document new accounting policies and procedures

addressed to correct the non-compliance situations referred to above. Accounting policies and procedures

shall be promulgated by an appropriate level of management to emphasize their importance and authority.
The documentation of such accounting policies and procedures shall be updated periodically according to
a predetermined schedule.

08-02 CASH AND BANK ACCOUNTS

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

and iregularities from being timely detected. The following control deficiency was noted during our
examination:

a) Reconciling items or differences have been outstanding for more than one year without
adequate explanation. The bank reconciliations are the following:

RECONCILING ITEMS
AMOUNT

$ 15,1 12

49"836
$ 64.948

RECOMMENDATION:

Monthly bank reconciliations are a strong internal control feature over cash and could indicate any
potential misapplications of cash. We recommend the Municipality identifo and resolve reconciling items
each month in order to provide a more accurate accounting of cash accounts, enhance the internal controls
over the cash function, and improve cash management.

b) Checks totaling $3,632, as of June 30, 2008, have been outstanding for more than one
year. The bank reconciliations are the following:

BANK ACCOUNT NAME

-Cuenta Regular
-Cash Concentration

Account Name
Cuenta Regular

QDBG IDIS

RECOMMENDATION:

Amount
$2,579

1.053

$'3.632

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.
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08-03 DISBTIRSEMENTTEST

As part of our test of cash disbursements during the year, we selected 40 disbursement vouchers

amoun'1ing'1o$134'366 

;il:::T.:'::,::.n#:;: "",,-* goods and

services below the amount of $40,000, without performing the procedure of
obtaining the required three (3) quotations. ln 2 (5%) disbursement vouchers

amounting to $1,532, the Municipality did not follow the required purchasing

procedures.

CRITERTA:

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 certifring
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 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.

RBCOMMENDATION:

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.

08-04 PERSONI\-EL FILES AND RELATED PAYROLL PROCEDURES

During our audit, we tested a sample of 40 employee files and

documentation supporting the employee's salary, status or eligibility.
noted during our examination:

noted that several files lacked
The following exceptions were

3%
5%
t3%
3%
20%

5%
10%

5Yo

Health examination
Change Report GMB-OP- 1 5

Work performanoe evaluation
Eligibility verification form (Form I-9)
Job Description OCAP-16
Social Security card
Good Behavior certificate
PR Retirement System Documents

I file
2 files
5 files
1 files
8 files
2 files
4 files
2 files
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RECOMMEI[DATION:

The personnel Department should review each employee file and ascertain their completeness.

Management could design a standard checklist where the file reviewer could determine if documents are

missirig from each file. Signed exemptions certificates and authorizations for non -statutory withholdings

should always support the amounts withheld from employees.

08-05 PAYROLL AND RELATED LIABILITIES PROCEDURES

The Municipality has not established sufficient controls in the payroll payment procedures to prevent

errors and irreguiarities from being timely detected. The following control deficiencies were noted during

our examination:

a- payrolt expenditures are not compared to budget and prior periods at an appropriate level of

detail,

b- The payroll system does not provide a master file change log, showing all changes made to

payroll information, to be reviewed by the payroll department and by human resources to ensure

it reflects accurate and complete information.

c- The Human Resources Department neither the Finance Department, nor another appropriate

person does not review the allocation of payroll costs to accounts, funds, departments and

programs,

d- Current payrolls are not compared with previous payrolls, so variances could be investigated and

documented.

The Municipality does not have any procedures and internal controls in place to ascertain that the

payroll expenditures and the related payroll liabilities totals reflects accurate and complete

information.

RECOMMENDATION:

The Municipality must establish and document new accounting policies and procedures addressed to

correct the situations referred to above. The Municipality should improve its control procedures over

payroll process to ensure that payroll payments are accurate and that payroll expenditure is properly

allocated to different departments

08-06 INACTTVE AIID UNNECESSARY FUI\DS AND INACTTVE BANK ACCOUNTS

The Municipality is maintaining arr excessive number of funds and bank accounts that have been inactive

for a long period. The accounting records include over l9 different funds which amounted to $1,405,341,

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

the accounting records include l0 bank accounts amounting to $674,489, which have been inactive or had

insignificant movement during the current fiscal year.
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This situation results from the need to analyze and close inactive funds and basic accounts when the

fund's objective has been achieved orare no longerof significance. The internalcontrolstructure should

provide for the accurate maintenance ofthe books, records, funds and accounts necessary to carry out the

Municipality' s operations.

CRITERIA:

Article S.007(b) of the Law No. 81 of August 30, 1991, known as the Autonomous Municipalities Act of
Puerto Rico (Law No. 8l), states that funds without specific fiscal years should be closed when the fund's

objectives have been completed.

NCGA StatementNo. l. paragraph 4, states that "governmental units should establish and maintain those

funds required by law and sound financial administration. Only the minimum number of funds consistent

with legal and operating requirements should be established since unnecessary funds result in
infl exibility, undue complexity, and ineffi cient financial administration".

In addition, the recommended practice on "Improving the Effectiveness of Fund Accotmting" (2004),

issued by the Government Finance Officers Association of the United States and Canada (GFOA), states

that it is important in this regard to distinguish accounting from financial reporting. Whereas an

accounting system must collect all of the data needed to ensure and demonstrate legal compliance,

financial reporting is concerned with only those aspects of compliance that are of importance to users of
general purpose external financial reports.

This situation occurred because the Municipality has not analyzed and closed inactive funds and bank

accounts when the fund's objectives have been met or are no longer relevant. The continued maintenance

of these funds and accounts exposes the Municipality to the unauthorized use of funds from inactive

accounts for activities not intended to be financed with these funds. The aforementioned conditions
represent material weaknesses in the Municipality's internal controls over financial reporting.

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 or established by law. The

Municipality should determine whether the intended objectives of these funds were met. For all funds

that have complied with the requirements, the Municipality should close them. Remaining balances in
those funds should be disposed of in accordance with local and federal laws and regulations.

08-07 DEFICIENCIES IN ACCOTINTING R-ECORDS OF CAPITAL ASSETS
.t

The Municipality has not perfornred periodical physical inventories of its capital assets (real property,
personal property and infrastructure). As part of our intemal control and substantive tests, we noted that

the Municipality has not organized and performed a physical inventory during the fiscal year ended June

30,2008.

The following additional conditions were noted in relation to capital assets:

o Currently, the capital asset records are prepared manually which may increase the risks of clerical
errors or irregularities over capital assets,
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o The subsidiary ledger of capital assets is not periodically reconciled with the property subsidiary

ledgers maintained by the Municipality's several individual federal financially assisted programs.

CRITERIA:

Article 9.002 of Law No, 81 of August 30. 1991. known as the Autonomous Municipalities Act of Puerto

Rico (Law No. 8l), states that all municipalities must prepare and maintain an updated subsidiary ledger

(record) ofall real properties.

In addition, Chapter VII, Section 22, of the Revised Regulation on Basic Standards for the Municipalities
of Puerto Rico, requires that each Municipality must maintain an adequate control of capital assets

through annual physical inventories. In addition, any differences between physical inventory amounts

and subsidiary records must be investigated and adjusted. Considering that according to accounting

records of the Municipality, the capitat assets represent the most significant assets of the Municipality,
there is a significant risk ofunauthorized use or disposition ofcapital assets because there are no adequate

internal controls in place to ensure accountability of capital assets by department or federal program.

Chapter VIl, Sections 3, 4, 14, 15 and 21 of the Revised Regulation on Basic Standards for the

Municipalities of Puerto Rrco establish the following guidelines regarding property management:

o Section 3 establishes that the Finance Director is responsible for the accountability of the capital

assets acquired by the Municipality through purchases or donations.

o Section 4 establishes that the Municipal Property Administrator shall be responsible to the Mayor
and the Finance Director forthe direct administration, use and maintenance of the entire real and

personal property owned by the Municipality.

o Section 14(1) establishes that all municipal propefi shall be numbered and identified as to
ownership by the Municipal Properfy Administrator.

o Section 15(l) establishes that the Municipal Properfy Administrator is responsible for accurately

maintaining the central properly records.

o Section 21(c) establishes that management shall write-off from the property records all property
and equipment sold or disposed of when certified by the Internal Auditor of the Municipality
upon determination that such disposal is adequate,

These instances of non-compliance occurred because the Property Division of the Municipality has not
enforced the requirement to perform a capital assets inventory and to ensut'E the proper accountability of
capital assets during the fiscal year ended June 30, 2008. Accordingly, the Municipality's internal
controls in place over capital assets are not designed to effectively account for capital assets, since it do

not allow for the reconciliation of detailed property records with the general ledger. These inadequate
property internal controls may expose the Municipality to questioned or disallowed costs by the federal
government for lost or stolen property. This condition represents a material weakness in the
Municipality's internal controls over financial reporting.
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Furthermore, this situation represents a significant risk of loss of capital assets because there is a lack of
accountability for acquired capital assets, Any federally funded capital assets lost would need to be

repaid to the federal government with municipal funds.

RECOMMENDATION:

A physical inventory of the Municipality's capital assets should be taken as soon as possible and

subsequently on annual basis. Physical inventory amounts should be reconciled with the capital assets

recordld in the subsidiary ledgers. Furthermore, the Mayor may issue an executive order to require

compliance with this reqnirement. For these purposes, the Properly Division of the Municipality must

,"quir. from each Municipal Department that acquires or manage capital assets to submit a report

lncluding a full description of the asset, location, use, source of funds used to acquire the asset,

responsible personnel, iost and any other pertinent data required by state and local regulations. This

information should be reconciled with the monthly disbursements (capital outlays) made against the

budgetary accounts used for property acquisitions. Sales or other dispositions must also be made only

upoi upproral of the Municipal Property Administrator and the Finance Director, and should be carried

out by persons other than the users and through public announcements or bids.

We also recommend that the Municipality implement a formal policy whereby all capital expenditures in

excess of an established amount are capitalized with all other amounts charged to operations. This will
lead to improved consistency and simplification of accounting records.

We also recommend that the subsidiary ledger of capital assets be updated on a monthly basis for the

write-off of non-operational, fully depreciated, or impaired items. Having such a procedure in place will
ensure that the Municipality has an accurate record of its capital assets and will ensure that gains and

losses on disposals are recorded in the proper accounting period.

We also recommend that the subsidiary ledger shall be periodically reconciled with the properfy

subsidiary ledgers maintained by the Municipality's several individual federal programs.

To provide greater control over the recording of capital asset additions and retirements, we also

recommend the Municipality to consider purchasing a software package to automate the recording of
capital assets along with automatically computing depreciation expense for financial reporting purposes.

The use of such roft*ur" package would improve the overall effrciency within the accounting function

and allow for departmental reporting of depreciation expense, including federal programs.
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Program

Section ITI - Federal Award Findings and Questioned Costs

All Federal Programs

08-08 FEDERAL FINANCIAL REPORTS

The accounting records maintained by the Federal

Programs Office are not reconciled with the accounting

.""*ds maintained by the Municipality's central

accounting department records. The Municipality has not

established procedures for the reconciliation of the

transactions recorded in the Program's accounting records

with those recorded in the Municipality's central

accounting department records. As a result, this condition

may lead to inaccurate reporting of programs supported

activities.

Criteria:

OMB Circular 4-102, 20 (b) (2) requires recipient of
federal funds to have a financial management system that

provides for the maintenance of accurate, current and

complete records of the financial results of federally

assisted activities in accordance with the financial

reporting requirements of the Federal Program' The

Municipality should prepare federal financial reports

based on the Programs underlying accounting records.

08-09 PROCUREMENT, SUSPENSION AND DEBARMENT

Statement of Condition:

The Municipality has not established effective
procurement procedures to verif, in the acquisition of
goods and services that the supplier was not suspended

qr debarred or otherwise excluded. The Municipality
did not performed any step to ascertain'that supplier is

not included in the Excluded Parties List System (EPLS)

maintained by the General Services Administration
(GSA), obtaining a certification from the entity or

adding a written clause or condition to the covered

transaction with that entitY.

Criteria:

2 CFR, Part 180 and 70 FR 51863 state that contractors

receiving individual awards for $25,000 or more and all

Ouestioned Cost

Ouestioned Cost

NONE
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Ouestioned Cost
Program

AllFederal Programs

sub recipients must certifu that the organization and its

principais are not suspended or debarred' This

verifiiation may be accomptished by checking the

Excluded Parties List System (EPLS) maintained by the

General Services Administration (GSA), collecting a

certification from the entity or adding a clause or

condition to the covered transaction with the entrty'

Recommendation:

We recommend the Municipality to obtain the EPLS in

printed or electronic tbrmat in order to use it as part of
ih. p.o.rt.*ent cycle. The printed version is published

on a monthly basis. Copies can be obtained by

purchasing ayearly subscription to the Superintendent of
Documents, U.S. Government Printing Office,
Washington, DC 20402, or by calling the Government

Printing Office Inquiry and Order Desk at (202) 783-

3238. The electronic version can be obtained on the

Internet (http:/epls.arnet.gov). The Municipality should

enforce strict compliance with the prescribed federal

requirement.

08-10 EQUIPMENT AIID REAL PROPERTY MANAGEMENT

Statement of Condition:

The Municipality has not complied with the property

management requirements. There were no physical

inventories perfonned during the fiscal year ended June

30, 2008.

The Federal Programs has subsidiary ledger of
equipment acquired with federal funds, however, such

subsidiary ledger does not comply with federal

requirements because it does not: (l) have information

needed to calculate the federal share of the cost of the

equipment, (2) have information about the identifip2tion
number of the asset, such as the manufacturer's serial

numbers, (3) identifl the grant under which the program

acquired the equipment, (4) have information about the

location, use and condition of the equipment and the date

the information was obtained, and (5) have all pertinent

information on the ultimate transfer, replacement, or

disposal of the equipment (6) have information about

acquisition date and unit acquisition cost.
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Program

COMMONWEALTH OF PUERTO RICO

MuNtcrPllITY oF Cn N6va,x.a.s

Schedule of Findings and Questioned Costs

June 30, 2008

F indin gsAtr oncompl iance Recommendations

Furthermore, there is no evidence that the total amount

of capital expenditures and the composition of capital

assets incurred by Federal Programs have been

reconciled with the general ledger or other control

account to enhance the controls to prevent unauthorized

disposition of assets.

Criteria:

29 CFR 97.32 (d) (2) established that the Municipality
should take the physical inventory and reconcile the

results with the properfy records. In addition, section (d)

(3) establishes that a control system must be developed

to ensure adequate safeguards to prevent loss' damage,

or theft ofthe property.

Federal regulations also require that, every two years, at

a minimum, a physical inventory shall be conducted and

the results shall be reconciled with proper(y records to

verif,, the existence, current utilization, and continued

need for the equipment. Any discrepancies between

quantities determined by the physical inspection with
those shown in the accounting records shall be

investigated to determine the causes of the differences.

Property records shall be accurate. Property records

shall include the following for each item:

o A description of the equipment including
manufacturer's serial numbers.

o Identification number, as the manufacturer's
serial numbers.

o Identification of the grant under which the

recipient acquired the equipment.
r The information needed to calculate the

federal share of the cost of the equipment.
o Acquisition date and unit acquisition cost'
e Location, use and condition of the

equipment and the date the informatiofl was

obtained.
o All pertinent information on the ultimate

transfer, replacement or disposal of the

equipment.

Ouestioned Cost
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Program

Various Federal

Programs

Proqram name

a. Section 8-Voucher
b. SBGP

c. UMTA

d. Child Care

e. CDBG

f. FEMA L247

g. FEMA L55

h. Pass-through the Puerto Rico

Elderly Commission-
Food Distribution

i. HOPWA

COUVTONWEALTH OF PUERTO RICO

Mur.lrcpallTY oF CnxdvlNas
Schedule of Findings and Questioned Costs

June 30,2008

Ouestioned Cost

Recommendation:

A physical inventory of the Federal Programs capital

assets should be taken as soon as possible' Physical

inventory amounts should be reconciled with the

properly recorded on the subsidiary ledgers' This

information should be reconciled with the monthly

disbursements made against the budgetary accounts used

for property acquisitions. Dispositions must also be

made only upon approval of the Municipal Property

Administrator and the Finance.

O8-II FEDERAL CASH MANAGEMENT SYSTEM

Statement of Condition:

The Municipality has not established effective cash

management procedures for the programs receiving

federal financiat assistance. There were months which

reported balances exceeding the Programs' immediate

cash needs as detailed below: NONE

CFDA No.

14.871
L4.279
20.500
93.57s
1,4.21,8

83.544
83.544

10.5s8
L4.241

Average cash

Balance

5L79,957
5,744

34,575
L57,033
131,81,3

r82,184
54,356

to3,623
19,702

Highest cash

Balance

5L93,424
5,744

34,575
293,019
335,991
L82,t84
54,356

L23,846
20,806

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. When grant awards are

advanced to the Program, the Municipality must follow
procedures to minimize the time elapse between the

receipt and the disbursement of such funds. When
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Program

Child Care

CFDA NO. 93.575

COMMONWEALTH OF PUERTO IUCO

Muxrcrn IITY oF Ca,N6vaNas
Schedule of Findings and Questioned Costs

June 30, 2008

F indingsA',loncompl iance Recommendations

advances are made by tetter if credit or electronic

transfer of funds, the Municipality must make

drawdowns as close as possible to the time of making

disbursements. Disbursement of funds received should

be made within three days of the date of deposit of funds

from grant advances greater than $5,000. 31 CFR 205'6

established that the zero balance accounting is a method

of transferring federal funds to the Municipality based

on the actual amount of fund that are paid out by the

Municipality. The funding technique must be auditable

for internal control purposes. Auditable means the

sources of data and information for a calculation can be

replicated and proven to comply with all pertinent

standards.

Recommendation:

In accordance with Federal regulations' the Municipality
should estimate drawdowns of Federal funds as closely

and possible to the actual disbursements'

08- 12 FINAI\CIAL REPORTING

Statement of Condition:

Our review of the quarterly financial reports submitted to

Administration for Integral Care and Development of
Children (ACUDEN, by its Spanish acronym), disclosed

that they were submitted after the required submission

date, as detailed below.

Quarter Due Date

Ended Date Submitted

September 30,2OO7 October 70,2007 February t2,2008

December 3t,2OO7 January 10, 2008 February 7'2008

Jine 30, 2008 July 10, 2008 September 8, 2008

Criteria:

According to contract with ACUDEN
must be submitted during the first ten

January, April and July.

quarterly reports,
days of October,

Ouestioned Cost

NONE

Past Due
Days
125 days
28 days
60 days
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Child Care
CFDA NO. 93.575

Child Care
CFDA NO.93.575

COPTVTONWEALTH OF PUERTO RICO

MuxtctPnllrY oF ClNovlNns
Schedule of Findings and Questioned Costs

June 30,2008

Findin gsA.loncompliance Recommendations

Recommendation:

The Municipality should improve existing procedures to

ensure the timely submission of the Quarterly Reports,

in order to comply with Federal regulation. Also, the

Municipality should consider implementing a reporting

calendar to maintain all personnel aware of the reporting

deadlines of each federal financial report' This will
provicle an additional tool to help the Municipality in

complying with the federal regulation.

08-13 FINANCIALREPORTING

Statement of Cond ition :

Our review of the annual financial report submitted to

Administration for Integral Care and Development of
Chitdren (ACUDEN, by its Spanish acronym), disclosed

that it was submitted after the required submission date,

as detailed below.

Year Due Date

Ended Date Submitted

September 30,2OO7 October 15,2007 January 28,2008

Criteria:

According to federal regulations annual report, Form

CC-006 must be submitted at least 15 days after the

close ofprogram year.

Recommendation:

The Municipality should improve existing procedures to

ensure the timely submission of the Quarterly Reports,

in order to comply with Federal regulation. Also, the

Municipality should consider implemeriting 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.

08-14 FINANCIAL REPORTING

Statement of Condition:

Our review of the quarterly financial reports submitted to

Ouestioned Cost

NONE

Past Due
Davs
105 days
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Prosram

COUTVTONWEALTH OF PUERTO RICO

MuNtcPn IITY oF ClNOvaNes
Schedule of Findings and Questioned Costs

June 30,2008

Fir-rdings/Noncompl iance Recommendations

Administration for Integral Care and Development of
Children (ACUDEN, by its Spanish acronym), disclosed

that the information presented in the financial reports did

not agree with the information recorded in the Program

GeneralLedger, as detailed below.

Ouestioned Cost

NONE

Quarter
Epded

December 3t,2OO1

Account Amount Per
Name Per RePort

salaries $ l,qal
Fringe Benefits L,022

Direct Service Salaries 23,364

Direct Service Fringe 8,518

Professional services 85,734

Equipment Rent 297

Building Rent 7,200

Quality Salary 27,978

Quality Fringe Benefits 12,439

32,L67

8,305

8,989
75,000

7,367

600

t4,400
5,610
7,758

Amount
per G/L
s s,643

1,896

15,597

7,727

72,316

7,865
5,253

3L,478
t5,852
8,054

L45,276

387

2308
4,242

5,L69

17,537
2,300

223,411
28,800
6,000

20,312

March 30, 2008

June 30, 2008 Fringe Benefits 2,810

Direct Service Fringe 7,815

Travel 1,450

Professional services 146,646

Building rent 21,600

Miscellaneous expenses 5,846

Quality Fringe Benefits 7,908

Criteria:

Eederal regulations require that . the financial

management system must meet some requirements,

including the financial reporting. lt states that acgirate,
current and complete disclosure of the financial results

of the financially assisted activities must be made in

accordance with the financial reporting requirements of
the grant or sub grant.

Recommendation:

The Municipality should prepare financial reports based

on the Program's underlying accounting records. Any

Quality Salaries

Quality Fringe Benefits

Direct Service Fringe

Professional services

Equipment
Equipment Rent

Building rent
Miscellaneous expenses

Fringe Benefits
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Child Care

CFDA NO. 93.575

ConauoNwEALTH oF PUERTO RICO
MuNrcrpll,rrY oF Canr6vaNns

Schedule of Findings and Questioned Costs
June 30,2008

F indin gsA.loncompl iance Recommendations

difference should be investigated and reconciled,
accordingly.

Ouestioned Cost

O8-I5 FINANCIAL REPORTING

Statement of Condition:

Our review of the annual financial report submitted to
Administration for Integral Care and Development of
Children (ACUDEN, by its Spanish acronym), disclosed
that the information presented in the financial report did
not agree with the information recorded in the Program NONE
General Ledger. as detailed below.

Program
Year

2006-2007

Account
Name

Fringe Benefits
Materials
Equipment Rent

Direct Service Fringe

Equipment Rent
Building Rent

Training
Miscellaneous expenses

Quality Fringe Benefits

Amount per
Der Report

s
3,793

594

5,879
27,800
5,980

5,668

3s,403

Amount
per G/L
s s,062

8,38s
4,373

20,500
5,300
2,975

45,468

Criteria:

Federal regulations require that the financial
management system must meet some requirements,
including the financial reporting. It states that accurate,
current and complete disclosure of the financial results
of the financially assisted activities must be made in
accordance with the tinancial reporting requirements of
the grant or sub grant.

Recommendation:

The Municipality should prepare financial reports Sased
on the Program's underlying accounting records. Any
difference should be investigated and reconciled,
accordingly.
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CDBG
CFDA No. 14.218

CoNTTUONWEALTH OF PUERTO RICO
Munrcrp.lr,ITY oF C.q,N6vaxA,s

Schedule of Findings and Questioned Costs
June 30,2008

F ind in gs/Irloncom pl iance Recommendations

08-T6 FEDERAL CASH MANAGEMENT SYSTEM

Statement of Condition:

The Municipality has not established effective cash

management procedures. During our review of the

drawdowns performed during the year, we noted the
following defi ciencies :

a. From 105 drawdowns performed during the year, 20
(19%) payments has a delay of 10 days or more

between the funds receipt date and the disbursement
date.

b. From 105 drawdowns performed during the flrscal

year, 4 (5%) of the drawdowns amounting to $90,520
has not been disbursed as of August 31, 2008. The

drawdowns were the following:

Ouestioned Cost

NONE

Date
April25,2008
April25,2008
April25, 2008
April30,2008
April 30,2008

Amount
$ 17,681

34,534
112

3,1 68
35.025

$90J20

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
shoLrld estimate drawdown's of Federal funds as closely
as possible to the actual disbursements. The
Municipality should established procedures to minimize
the time elapsing between drawdowns and

disbursements.
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CDBG
CFDANO. 14.218

CDBG
CFDA No. 14.218

a.

b.

COTUUONWEALTH OF PUERTO RICO
MuNtcrplIITY oF ClxoveNls

Schedule of F'indings and Questioned Costs

June 30,2008

FindingsAloncompliance Recommendations

O8-I7 FEDERAL CASII MANAGEMENT SYSTEM

Statement of Condition:

The Municipality has not established effective cash

management procedures. During our review of the

General Ledger cash accounts, the following exceptions

were noted:

Ouestioned Cost

NONE

CDBG 2005 - Excess of checks drawn over book
balance amounting to $62,303 was maintained from
December 2007 thru June 2008.

CDBC 2006 - Excess of checks drawn over book

balance amounting to $29,008 was maintained from
December 2007 thru June 2008.

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
as possible to the actual disbursements.

OS-18 EQUIPMBNT AND REAL PROPERTY MANAGEMENT

Statement of Condition: NONE

The Municipality has not established effective control
procedures to ascertain the equipment'be used in the

program for which it was acquired or, when approBriate,
other federal program as required by Circular A-102 and

OMB Circular A-110. During the observation of
equipment acquired under federal awards, we noted that

no adequate control procedures exist to ascertain that
proper use is given to the motor vehicle acquired with
federal funds. The Program did not maintain a log
indicating the item description, date, purpose, and the

name of the person using such vehicle.
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Program

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CAXOV.q.NAS

Schedule of Findings and Questioned Costs

June 30,2008

Findin gsAloncompl iance Recommendations

Criteria:

According to A-102 Common Rule and OMB Circular
A-110 requires that equipment be used in the program

for which it was acquired or, when appropriate, other

federal programs.

Recommendation:

We recommend the Municipality continue in its effort to
implement a system or control procedures that will
appropriately document the usage of property acquired

with federal funds in order to provide effective

accountability over equipment owned.

CDBG 08-19 INADEQUATE DOCUMENTATTON OF
CFDA No. 14.218 PARTICIPANT FILES EEIIABILITATION)
B-06-MC-72-001 I

Statement of Condition:

Ouestioned Cost

As part of our test to determine whether the grantee

assure that the rehabilitation work is properly completed,

we selected a sample of 41 participants. The following
documents were not available for examination: NONE

a. Final inspection 33 Files 80%

b. Income verification computation
did not agree with the income
verification documents on

participant's file. 7 Files 17%

Crrterra: 
. {

According to 24 CFR, 510.506 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.
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Program

COIvTIUOITWEALTH oF PUERTo RICo
MuxrcpurrY oF CaNovaNas

Schedule of Findings and Questioned Costs
June 30, 2008

FindingsAtroncompliance Recommendations

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

Recommendation:

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

CDBG 08-20 DAVIS-BACON ACT
CFDA 14.218

Statement of Cond ition :

As parl of our audit tests we selected I weekly payroll
for each of the following construction projects:

o Repavimentaci6n San Isidro
o Repavimentaci6n varios caminos Quebrada Prieta
o Repavimentaci6n Camino Los Pagan, Camino

Cabito y varios caminos Bo. Quebrada Prieta
e Repavimentaci6n en Barrio Quebrada Prieta

Then fbllowing exceptions were noted during our
examination of the projects files:

(a) In two project files no employee's interviews were
documented or present on file.

(b) In four project files no preconstruction conference
minutes were documented or present on file.

(c) In four project files examined the weekly payrolls
did not have evidence of examination by the
standard labor officer to assure compliance with the
labor standards.

(d) In four project files the standard labo.r rate applicable
to the projects was not present on file.

ii'
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

Ouestioned Cost

NONE
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CDBG
CFDA NO. 14.218

CDBG
CFDA NO. 14.218

CovTuoxwEALTH oF PUERTo RICo
Muurcpar,rry oF ClN6vlNLs

Schedule of Findings and Questioned Costs
June 30,2008

FindingsAtroncompliance Recommendations

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.

08-21 FINANCIAL REPORTING

Our review of the Federal Cash Transaction Reports
(Standard Form 272), disclosed that the information
presented in the financial reports did not agree with the
information recorded in the Program General Ledger, as

detailed below.

Quarter
Ended

June 30, 2008

Criteria:

Account
Name

Total Receipts

Amount per
Der Report

s7s8,65s

Federal regulations require that the financial
management system must meet some requirements,
including the financial reporting. It states that accurate,
current and complete disclosure of the financial results
of the financially assisted activities must be made in
accordance with the financial reporting requirements of
the grant or sub grant.

Recommendation:

The Municipality should implement procedures to assure
that all required information is included during the
preparation of financial reports. 'it

08-22 FEDERAL DISBURSEMENT TEST

As part of our test of federal cash disbursements during
the year, we selected 40 disbursement vouchers
amounting to $564,892. The following deficiency was
noted during our examination:

Questioned Cost

NONE

Amount
per G/L
5778,077
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CovTUoNwEALTH oF PUERTo RICo
Muxlctpurry oF Cax6vaxls

Schedule of Findings and Questioned Costs
June 30, 2008

Find in gsA.l oncomp I iance Recommendations

(a) Five (13%) disbursement vouchers amounting to
$2,859, the Municipality did not follow the
required purchasing procedures.

CRTTERIA:

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 certifuing 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 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
Iaw.

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.

Total Questioned Costs {

Ouestioned Cost

$-=G
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Estado Libre Asociado de Puerto Rico

lpoh:amo cl,{arunpal do €andvanw
0l*na da/traqa^o

PO Box 1612
Can6vanas, PR 00729-1612

Tel. (787) 876-2328 - (787) 256-6898 (fax)

October 31, 2008

Benitez-Jaime, CPA, PSC
Certified Public Accountants &
Business Consultants
PO Box 191503
San Juan, PR 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, 2008.

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. ln order to comply with OMB Circular A-133, after 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.

Cordially,

-- ' frn-"-.^ /L,!^{'#
L,i lliam Rodrig u ez Garcia
Finance Director

I Programs

clr
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ConnmoxwEALTH or PusRro Rtco
Munrcpa.llTY oF Ca,x6vaNas

Summary schedule of prior years audit findings
Fiscal Year 2006-2007

June 30,2008

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, 2007. 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 2007-2008).

Not resolved yet. Finding repeated in fiscal year 2001-2008.NR.

Finding
Number

07-l

07-2

07-3

07-4

07-5

07-6

07-7

07-8

07-9

Title

Deficiencies in the Uniform Accounting System and Other
Accounting Records

Cash and Bank accounts

Municipal Iicense tax

Disbursement test

Personnel files and related payroll procedures

Bidding Procedures

lnactive and unnecessary funds and inactive bank accounts

Depositing of cash receipts in bank accounts

Deficiencies in accounting records of capital assets

Corrective
Action
Taken

NR

PR

FR

PR

NR

FR

NR

FR

NR
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CoTU ToNwEALTH oF PUERTo RICo
MuNtcrpalrrY oF CaN6vaxas

Summary schedule of prior years audit findings
FiscalYear 2006-2007

June 30,2008

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, 2007. 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 2007-2008).

NR - Not resolved yet. Finding repeated in fiscal year 2007-2008.

Finding
Corrective

Action
Taken

NR

NR

NR

NR

NR

NR

FR

FR

NR

NR

NR

NR

NR

NR

FR

NR

FR

Number
07-10

07 -11

a7-D

07-13

07-14

07-15

07-16

07-17

07-18

07-19

07-20

01-21

07-22

07-23

07-24

07-25

07-26

Title
Federal Financial Reports

Procurement, Suspension and Debarment

Equipment and real propeffy management

Federal Cash Management System

Federal Cash Management System

Federal Cash Management System

I nadeq uate Doc umentat ion of Partic ipants Fi les

Financial Reporting

Financial Reporting

Financial Reporting

Federal Cash Management System

Federal Cash Managentent System

Inadequate Documentation of Participants Files 4:

Davis-Bacon Act

Financial Reporting

Federal Disbursement Test

Davis-Bacon Act
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07-27

07-28

07-29

- 07-30

07-31

CounnomwEALTH oF PUERTo RICo
MuxrcralrrY oF Cn N6vaxas

Summary schedule of prior years audit findings
Fiscal Year2A06-2007

June 30,2008

Federal Cash Management System

Federal Cash Management System

Federal Cash Managoment System

Federal Cash Management System

Equipment and Real Property Management

NR

NR

NR

FR

NR
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CO*T TONwEALTH oF PUERTo RICo
MUNICIPALTTY oF C.lx6v.lxls

Summary schedule of prior years audit findings
Fiscal Year 2005-2006

June 30. 2008

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, 2006. 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 2007-2008).

Not resolved yet. Finding repeated in fiscal year 2007-2008.NR-

Finding
Number

06-l

06-2

06-3

06-4

06-5

06-6

06-7

06-8

06-9

Title

Deficiencies in the Uniform Accounting System and Other
Accounting Records

Cash and Bank accounts

Municipal license tax

Disbursement test

Personnel files and related payroll procedures

Cash receipts test

Bidding Procedures

Inactive and unnecessary funds and inactive bank accounts

Depositing of cash receipts in bank accounts

Corrective
Action
Taken

NR

NR

FR

PR

NR

FR

FR

NR

FR
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CounaoNwEALTH oF PUERTO RICo
MuNrcrPALtry oF ClN6vexes

Summary schedule of prior years audit findings
Fiscal Year 2005-2006

June 30,2008

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 Circurlar A-133 for the Fiscal Year ended June 30, 2006. Under the
heading Corrective Action Taken there will be tlre following:

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

PR - Partially resolved (indicating the corective action plan was partially implemented and the finding
repeated in fiscal year 2006-2007).

Not resolved yet, Finding repeated in fiscal year 2006-2007.NR.

Finding
Number
06-10

06-l l

06-12

06-13

06-14

06-15

06-16

06-17

06-1 8

06-19

06-20

06-21

06-22

06-23

Title

Corrective
Action
Taken

NR

NR

NR

NR

FR

NR

NR

NR

NR

NR

FR

NR

FR

NR

Federal Financial Reports

Federal Cash Management System

Federal Cash Management System

Federal Cash Management System

Financial Reporting

Finarrcial Reporting

Financial Reporting

Federal Cash Management System

Federal Cash Management System

lnadequate Documentation of Participants Files

Davis-Bacon Act

Davis-Bacon Act

Earmarking Requirement

Financial Reporting
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06-24

06-2s

06-26

- 06-27

06-28

06-29

CopruoNwEALTH op Purnro Rrco
Muxrcrp.n r,rrY oF Clx6vaxs

Summary schedule of prior years audit findings
FiscalYear 2005-2006

June 30,2008

Federal Cash Management System

Federal Cash Management System

Federal Cash Management System

Federal Cash Management System

Federal Cash N{anagement System

Equipment and Real Property Management

NR

NR

FR

NR

NR

NR

ll3



Estado Libre Asociado de Puerto Rico
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PO Box 1612
Can6vanas, PR 00729-L612

Tel. (787) 876-2328 - (787) 256-6898 (fax)

20 de enero de 2009

Lcdo. Angel M. Costillo, Comisionado
Oficina Comisionado Asuntos Municipales
PO BOX 70167
Son luan, PR 00940-L269

Esti m a do lice nci odo Costi I lo :

Adjunto copio del lnforme de Auditorio "single Audit" correspondiente al ofio fiscal
2007-2008, del Municipio de Conovonos, preporodo por la firmo de ouditores
Benitez-Joime, CPA, PSC.
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Directoro de Finonzos
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