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PKF, LLP 

INDEPENDENT AUDITOR'S REPORT 

Hon. Jose E. Aponte de la Torre and 
Members of the Municipal Legislature of the 
Commonwealth of Puerto Rico 
Municipality of Carolina 
Carolina, Puerto Rico 

PKF 
Accountants & 
business advisors 

We have audited the accompanying financial statements of th~ governmental activities, each 
major fund and the aggregated remaining fund information of the Municipality of Carolina as 
of and for the fiscal year ended June 30, 2004, which collectively comprise the Municipality's 
financial statements as listed in the table of contents. These financial statements are the 
responsibility of the Municipality's management. Our responsibility is to express opinions on 
these financial statements based on our audit. 

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 the 
Government Auditing Standards, issued by the Controller G enerat of the U nited States of 
America. 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 
statement 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 financial position of the governmental activities, each major fund and the 
aggregated remaining fund information of the Municipality of Carolina, as of June 30, 2004, 
and the changes in financial position, thereof for the fiscal year then ended in conformity with 
accounting principles generally accepted in the United States of America. 

Telephone: (787) 754-6615-Telefax: (787) 785-9405 
Emall: pkfpr@pkfDr.com 
PKF,LLP 
1056 Mui'loz Rivera Avenue, Suite 304 
San Juan, PR 00927-0013 

The PKF International Association Is an association of legally Independent firms. 



PKF, LLP 

Hon. Jose E. Aponte de la Torre and 
Members of the Municipal Legislature of the 
Commonwealth of Puerto Rico 
Municipality of Carolina 

PK~ 
Accountants & 
business advisors 

In accordance with Government Auditing Standards, we have also issued our report dated 
January 27, 2005 on our consideration of the Municipality's internal control over financial 
reporting and our tests of its compliance with certain provisions of laws, regulations, 
contracts and grants agreements and other matters. The purpose of that report is to 
describe the scope of our testing of internal control over financial reporting and compliance 
and the results of that testing, and not to provide an opinion on the internal control over 
financial reporting or on compliance. That report is an integral part of an audit performed in 
accordance with Government Auditing Standards and should be read in conjunction with this 
report in considering the results of the audit. 

The Management's Discussion and Analysis, and budgetary comparison information, on 
pages I through XX, and 29 are not a required part of the basic financial statements but is 
supplementary information required by accounting principles generally accepted in the 
United States of America. We have applied certain limited procedures, which consisted 
principally of inquiries of management regarding the methods of measurement and 
presentation of the supplementary information. However, we did not audit the information 
and express no opinion on it 

License No. 22 
Expires on December 1, 2007 

January, 27, 2005 
San Juan, Puerto Rico 
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MANAGEMENT'S DISCUSSION AND ANALYSIS 

The following is a Management Discussion and Analysis of The Municipality 
of Carolina (herein after ''1he Municipality'') financial performance, providing 
an overview and comparison of the financial activities for the fiscal years 
ended on June 30, 2004 and 2003. This narrative overview and analysis is a 
new format prescribed by the provisions of Government Accounting 
Standards Board Statement 34 (GASB 34). We encourage readers to 
consider the information presented here in conjunction with the Municipality's 
basic financial statements. which follow this narrative. 

Because fiscal year ended June 30, 2004 represents the third year in which 
the Municipality implemented the provisions of the GASB Statement No. 34, 
this discussion a nd analysis provides comparisons with t he previous fiscal 
year. However, in future years, comparisons will be more significant and will 
go further in explaining the Municipality's financial position. For fiscal years 
ended on June 30, 2004 and 2003 operations sustain the Municipality's track 
of solvency and sound fiscal conditions. The Governmental Wide financial 
statements also support our statement. 

FINANCIAL HIGHLIGHTS 

Government-Wide Highlights: 

>-- The Municipality's assets exceeded its liabilities (net assets) by $314 
millions as of June 30, 2004, that represents an increase of $26 
millions (9%) as compared with last fiscal year. Of this amount $56 
millions are unrestricted. Net assets may be used to meet the 
Municipality's current operations. 

> The results of activities (excess of revenues over expenses) increased 
by $26 millions during fiscal year ended June 30, 2004. 

;,.. The Municipality's assets increased from $566 millions at June 30, 
2003 to $604 millions at June 30, 2004, for an increase of $38 millions 
(7%). The liabilities of the Municipality increased from $278 millions to 
$290 millions (4%), as of June 30, 2003 and 2004, respectively. 

> The revenues of the Municipality decreased from $190.7 millions for 
the fiscal year ended June 30, 2003 to $164 millions for the fiscal year 
ended June 30, 2004, for a decrease of $26.7 millions (14%). The 
costs of all Municipality's functions were $138.1 and $140.7 millions, 
for the fiscal year ended June 30, 2004 and 2003, respectively. 

Governmental Funds Highllghts: 

J> The total fund balance of governmental funds was $192.7 millions, an 
increase .of $17.3 millions (10%) as compared with last fiscal year. 
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:> As June 30, 2004, the Municipality's General Fund (the primary operating 
fund) reflected a fund balance of $ 65 millions, an increase of $17.90 
millions (38%) in comparison with the prior year. 

:> The total assets of governmental funds increased from $245.6 millions to 
$272.3 millions (11 %), as of June 30, 2003 and 2004, respectively. The 
governmental fund's total liabilities increased from $70.3 millions to $79.6 
millions (14%), as of June 30, 2003 and 2004, respectively. 

:> The total revenues of governmental funds increased from $150.1 millions 
for the fiscal year ended June 30, 2003 to $167 .1 millions for the fiscal year 
ended June 30, 2004, for an increase of $17 millions (11 %). The 
governmental fund's expenditures decreased from $168.2 millions for the 
fiscal year ended June 30. 2003 to $165.5 millions for the fiscal year ended 
June 30, 2004, for a decrease of $2.7 millions (2%). 

:> Other financing sources (uses), net, of governmental funds decreased from 
$58.1 millions for the fiscal year ended June 30, 2003 to $15.7 millions for 
the fiscal year ended June 30, 2004, for a decrease of $42.4 millions 
(73%). 

:> The total cash recorded was $242.6 millions, an increase of $34.2 millions 
(14%) as compared with last fiscal year. The investments in certificates of 
the deposits were $110.5 and $94.2 millions, for fiscal year ended June 30, 
2004 and 2003, respectively. 

> Loans principal payments were $14.8 and $11.9 millions, for fiscal year 
ended June 30, 2004 and 2003, respectively. Loan proceeds from new 
debt issued amounted to $15.7 millions during the fiscal year ended June 
30, 2004. 

New Requirements for the Financial Reporting 

The new approach on the preparation of the Municipality's basic financial 
statements emphasizes on a government wide focus (consolidated) view of its 
financial operations. Nevertheless major individual funds are presented and 
evaluated in all of its details. Simultaneous implementation of both of these 
perspectives allows users to address relevant questions about municipality's 
performance, enhance Municipality's accountability and provides a basis for 
comparisons and evaluation of services quality. 

New reporting standards. required comparisons with prior years data. This 
narrative report provides a better understanding of the municipality1s financial 
positions and results of .its operations. 

Basic Financial Statements Components 

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 
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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 Managemenfs Discussion and Analysis (MD&A) as an introduction to the 
Municipality's basic financial statements. 

This narrative represents an overview and analysis of the financial activities of the 
Municipality for the fiscal year ended June 30, 2004. Because this MD&A is 
designated 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 additi.onal 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 
(NBFS) that provides more details. This report also contain budgetary 
comparison schedule that include a reconciliation between the statutory fund 
balance for budgetary purposes and the fund balance for the general fund as 
presented in the Municipality's basic financial statements. These components are 
described below: 

a} Government-Wide Financial Statements 

The GWFS present the financial position of the Municipality from the economic 
resources measurement focus using the accrual basis of accounting. In addition, 
the GWFS include all assets of the Municipality (including infrastructure) as well 
as all liabilities (including long-term debt). Certain eliminations have been made in 
regards to interfund activity, payables and receivables. These financial 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, 2004. The GWFS were prepared using methods that are 
similar to those used by most private business. The GWFS are composed of: 1) 
statement of net assets (SNA) and 2) statement of activities (SA). 

The SNA and SA are two financial statements that report information about the 
Municipality and its activities that should help answer this question: ls the 
Municipality better off or worse off as result of this year activities? 

1. Statement of Net Assets 

The SNA reports information of the municipality as a whole. Those statements 
include all assets and liabilities owed by the Municipality using the accrual basis of 
accounting, which Is similar to the accounting used by most private sector 
companies. Accrual of the current year's revenues and expenses are taken into 
account regardless of when cash is received or paid. The Municipality reports of 
all of its assets when it acquires ownership over the assets and reports all of its 
liabilities when they are incurred. 
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The SNA {page VII) present all of the Municipality's assets and liabilities with the 
difference between the two reported as "net assets". Over time, increase and 
decrease. in net assets is an indicator of whether the Municipality's financial 
position is improving or deteriorating. Other factors to consider are changes in the 
Municipality's property tax base and the condition of the Municipality's roads. 

2. Statement of Activities 

These financial statements p resents i nformation s hawing how the M unicipality's 
net assets changed during the fiscal year ended June 30, 2004, by presenting all 
of the Municipality's revenues and expenses. The SA is focused on both the 
gross and net cost of various activities, which are supported by the Municipality's 
property tax, municipal license tax and other revenues. It is intended to 
summarize and simplify the user's analysis of the costs of governmental services. 
The governmental activities reflect basic services, including public safety, public 
works and transportation, solid waste disposal and sanitation, recreation and 
sports, education, public housing and building, health and general government 
services. Property tax, municipal license tax, construction and permits tax, state 
and federal grants, and interest income finance most of these activities. This 
statement also presents a comparison between direct expenses and program 
revenues for each function of the Municipality. 

The Statement of Activities (page IX) presents information showing how the 
Municipality's net assets changed during the most recent fiscal year. All the 
changes in net assets are reported as soon as the underlying events giving rise to 
the change occur, regardless of the timing of related cash flows. Therefore, 
revenues and expenses are reported in these statements for some items that will 
only results in cash flows in future fiscal periods. 

The SNA and SA report the Municipality's net assets and changes in them. Net 
assets are the difference between assets and liabilities, which is one way to 
measure the Municipality's financial health, or financial position. 

b) Governmental Fund Financial Statements 

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 individual funds. The GFFS are composed of: 1) balance sheet
governmental funds and 2) statement of revenues, expenditures and changes in 
fund balances-governmental funds. Some funds are required to be established by 
State law and by bond covenants. However, management establishes many 
other funds to help control and manage money for particular purposes or to show 
that it is meeting legal responsibilities for using certain taxes, grants, and other 
monies. 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 
major governmental funds presentation provides detailed information about the 
most significant funds, not the Municipality as a whole. 
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The Municipality uses fund accounting to ensure and demonstrate compliance 
with financial related legal requirements. The Municipality's basic services are 
reported in governmental funds, which focus on how money flows in and out of 
these funds and the balances at the end of the year that are available for 
spending. These funds are reported using an accounting method called modified 
accrual accounting, which measures cash and all other financial assets that can 
readily be converted to cash. The governmental funds statement provides a 
detailed short-term view of the Municipality's general governmental operations 
and the basic services it provides. 

GFFS are prepared on an accounting basis that is significantly different from that 
used to prepare GFWS. 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. 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. Governmental funds 
information help you determine whether there are more or fewer financial 
resources that can be spend in the near future to finance Municipality's programs. 

The Municipality has five major governmental funds. Each major fund is 
presented in a separate column in the governmental funds balance sheet and the 
governmental funds statements of revenues, expenditures and changes in fund 
balances. The five major governmental funds are: general fund, debt service fund, 
capital project fund, economic development fund and workforce investment act 
fund. 

The differences of results between governmental activities and governmental 
funds are explained. in a reconciliation schedule following each governmental fund 
financial statement. 

c) Notes to Basic Financial Statements 

The NBFS provide additional information that is essential to a full understanding of 
the data provided in the government-wide and fund financial statements. 

Since the budgetary basis differs from actual amounts for the general fund in the 
accompanying Statement of Revenues and Expenditures - Budget and Actual is 
presented on the budgetary basis to enhance comparability. Comparison 
schedule for general fund include changes and variations between the original 
and final budget, and explanation of any reasons for significant changes in actual 
results affects the general fund of the Municipality. 

The Municipality's Fund Financial Statements start on page XIII and included all 
Governmental funds for fiscal years ended June 30, 2004 and 2003 . 
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Infrastructure Assets 

The Municipality implemented the major model portions of GASB statement 3 4 
during the current fiscal year. The infrastructure portion was deferred to be 
implemented when ready to address the modified approach, but no later than the 
2005-06 dead line. Historically, the governmental larger group of assets have not 
been reported nor depreciated in governmental financial statements. 

The new statement requires that this asset be valuated and reported within the 
Governmental column of the Governmental-Wide Statements. Additionally, the 
government must elect to either depreciate these assets over theirs estimated 
useful life or develop a system of asset management designated to maintain the 
service delivered potentially to near perpetuity. If the government develops the 
assets management system, which periodically, by category, measures and 
demonstrate its maintenance of locally established level of service standards, the 
government may record its cost of maintenance in lieu of depreciation. The 
information about the condition and maintenance of condition of the government 
infrastructure assets should assist financial statements users in evaluating a local 
government and its performance over time. 

This Space Was Left Blank Intentionally 
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Flnanclal Analysis of Government-Wide Financial Statements 

The Municipality's overall financial position and operations for the last two fiscal 
years are summarized as follows.. based on the information included in the 
accompanying GWFS. The following reflects the comparative condensed 
Statement of Net Assets. 

Condensed Statement of Net Assets 
June 30, 2004 and 2003 

Assets: 

Current assets 
Noncurrent assets: 
Capital assets, net 
Other noncurrent assets 

Total assets 

Liabillties: 
Current Liabilities 
Long-term obligations due withing one year 
Long-term obligations due after one year 

Total Liabilties 

Net asset: 
Invested in capital assets, net related debt 
Restricted 
Unrestricted 

Total net assets 

$ 260,975,082 

336,585,711 
6.786,658 

$ 604,347,451 

50,503,500 
16,859,070 

222.847,597 
290,210, 167 

128,950,454 
128,927,648 
56.259,182 

$ 314.137.284 

$ 235, 184,667 

324,088,722 
6,907,610 

$ 566, 180,999 

46,472,298 
17,740,104 

213,838,614 
278,051,016 

117,485,561 
127,593,931 
43,050,491 

$ 288.129.983 

At June 30, 2004, the Municipality's current assets are mainly composed of 
restricted cash ($121.63 millions), cash and certificates of deposit ($120.97 
millions), governmental agencies ($6.22 millions), property tax receivables ($3.03 
millions) and federal grants receivables ($3.60 millions). 

The restricted cash represents legally designated for: payments of debt service, 
acquisition, construction and improvement of major capital assets. 

Noncurrent assets amounting to $343.4 millions at June 30, 2004, are mainly 
composed of capital. assets, with a cost basis of $361.4 millions, which are 
reported net of accumulated depreciation and amortization of $24.8 millions. 
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At June 30, 2004, the Municipality's current liabilities amounting to $67.3 millions 
are substantially composed of deferred revenues ($27.8), accounts payable and 
accrued liabilities ($17.3) and the portions due within one year of compensated 
absences ($3.3) and bonds payable ($13). As noted in the condensed statements 
of net assets, the Municipality's current assets exceeded current liabilities by 
$193.6 millions, for a current ratio of 3.8 to 1. 

The Municipality's noncurrent liabilities, amounting to $222.8 millions at June 30, 
2004, are mainly composed of portions due after one year of bonds and notes 
payable ($194.5), capital lease obligation ($6.3), compensated absences ($5.9) 
governmental agencies payables ($6.4) and estimated liability for the municipal 
solid waste landfill closure and post closure care costs ($4.6). 

Municipality's net assets, $314 millions, reflects its investment in capital assets 
such land, buildings, equipment and infrastructure (roads, improvements and 
other immovable assets), less any related debt used to acquire those assets that 
still outstanding. The assets used to provide services to residents; 
consequentially, these assets are not available for future spending. Although the 
Municipality's investment in its capital assets is reported net of related debt, it 
should be noted that the resources needed to repay this debt must be provided 
from other sources, since the capital assets themselves cannot be used to 
liquidate these liabilities. 

The largest portion of the Municipality's restricted net assets, $128.9 millions, 
represents resources that are subject to external restrictions on how they may be 
used. The remaining balance of unrestricted net assets, $56.2 millions, may be 
used to meet the Municipality's ongoing obligations to residents and creditors. 
Internally imposed designations of resources are not presented as restricted net 
assets. 

This Space Was Left Blank Intentionally 
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The following is a comparative condensed presentation of the Municipality's 
results of operations as reported in the GWFS: 

Statement of Activities 
Governmental Activities 

For the Years Ended June 30, 2004 and 2003 

June 301 2004 June 301 2003 
Program Revenues: 

General Revenues $136,113,199 $120,942,010 
Program Revenues 28.013.269 69.686.013 

Total Revenues $164. 126.468 $190.628.023 

Expenses: 

Governmental activities functions $138.119.167 $140.660.924 

Total Expenses $138.119. 167 $140.660.924 

Change in Net Assets i 2~.QOZ,3'2l i 49.~§z.cas 

The Municipality's changes in net assets increased by $26 millions or 9%. The 
Municipality's general revenues increased by $15.2 millions or 13%, as compared 
with last fiscal year. The principal increase was in the property tax revenues by 
$8.1 millions or 11 %. Additional changes include: 

> Total governmental activities revenues and expenses decreased by $26.4 
(14%) and $2.9 (1.7%) millions, respectively, as compared with prior fiscal 
year. 

> Total operating grants and contribution decreased by $2.9 (14%) millions, 
as compared with prior year. 

> There was a significant decrease of $38.3 (85%) millions in the capital 
grants and contribution for the fiscal year ended June 30, 2004, as 
compared with prior fiscal year. This was related to prior year real state 
property (recreational parks) donated contribution from state agency 
amounting to $38.6 millions. 

> The depreciation expense decreased by $162,648 or 5%, in comparison 
with prior fiscal year. 
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Financial Analysis of Governmental Funds Financial Statements 

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 
Municipality's net resources available for spending at the end of the fiscal year. 

At the end of the current fiscal year, Municipality's governmental funds reported a 
total fund balance of $192. 7 m illions that is over I ast year for $ 17.4 millions or 
10%. The primary reason for the government fund's increase in the current year 
were proceeds from new debts recorded as other financial sources in the capital 
projects fund and property tax revenues recorded in the General fund. The 
General Fund and capital project fund experienced an increase of $17.8 and $8.1 
millions, as compared with prior year fund balance. The following reflects the 
condensed comparative Combined Balance Sheet and Statements of Revenues, 
Expenditures and Changes in Fund Balances: 

Governmental Fund 
Condensed Balance Sheet 

June 30, 2004 and 2003 

2003 
Assets: 
Total assets - major governmental funds 
Total assets - other governmental funds 

Total assets 

Liabilities: 
Total liabilities-major governmental funds 
Total liabilities-major governmental funds 

Total liabilities 

Fund balances: 
Reserved - major governmental funds 
Reserved - other governmental funds 
Unreserved 

Total fund balances 

xm 

June 30. 2004 

$261,388,629 
10,865.557 

$272.254. 186 

$ 72,833,812 
6.724,113 

$ 79,557.925 

$181,866,809 
4,141,444 
6.688.008 

$192,696,261 

June 30. 

$235, 171, 111 
10.463.800 

$245,634,911 

$ 66,533,241 
3.765.020 

$ 70.298,261 

$157,248,977 
2,991,083 

15.096.590 

$175,336.650 
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Major Governmental Funds 

The following is a summarized financial analysis of the Municipality's 
governmental funds: 

General Fund (GE)- The GF's assets consist mainly of unrestricted and restricted 
cash and certificate of deposits ($91.2 millions), governmental agencies 
receivables ($6 millions) and short-term amounts due from other funds ($9.3 
millions). GF's liabilities are composed mainly of deferred volume of business tax 
revenues ($26 millions), other deferred revenues ($4.1 millions) and accounts 
payable and accrued liabilities ($11 millions). 

Debt Service Fund (DSF) - The DSPs assets consist mainly of restricted cash 
with fiscal agent ($35.3 millions) and restricted property tax receivable ($3.03 
millions). DSF's liabilities are mainly composed of matured bonds and notes 
payable ($9.9 millions), matured interest due and payable ($3.8 millions) and 
deferred revenues ($2.3 millions). 

Capital Project Fund (CPF) - The CPF's assets are mainly composed of 
unrestricted and restricted cash ($94.1 millions). CPF's liabilities are mainly 
composed of short-term loans to other funds ($5.1 millions) and accounts payable 
($2.2 millions). 

Economic Development Fund (EDF) - The EDF's assets are mainly composed of 
unrestricted and restricted cash ($13.7 millions) and other receivables ($1.3 
millions). EDF's liabilities are mainly composed of short-term and long-term loans 
to other funds ($1.9 millions). 

Workforce Investment Act Fund (WIAF) - The WIAF's assets and liabilities consist 
mainly of federal grants receivables and accounts payables and accrued liabilities 
($1 million), respectively. 

Other Governmental Fund (OGE) - The OGF's total assets are mainly composed 
of unrestricted and restricted cash ($8.3 millions), federal grants receivable ($1.6 
millions) and short-term due from other funds ($758, 196 mittions). The OGF's 
liabilities are principal composed of accounts payable and accrued liabilities ($3 
millions) and short and long term loans to other funds ($2.4 millions). 

This Space Was Left Blank Intentionally 
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Condensed Statement of Revenues, Expenditures and Change 
in Fund Balances - Governmental Funds 

For the Years Ended June 30, 2004 and 2003 

Revenues: 

Total revenues-major governmental funds $147,578,007 $138,341,806 
Total revenues- other governmental funds 19.523.558 11.755.825 

Total revenues 167, 101.565 150.097.631 

Expenditures: 

Total expenditures-major gov. funds 148,896,2n 158,575,041 
Total expenditures- other gov. funds 16.587.439 9.614.114 

Total expenditures 165.483.716 168. 189. 155 

Excess (deficiency) of revenues over 
Expenditures 1.617.849 ( 18.091.524) 

Other financial sources1 net: 

Other financing sources, net - major 15,741,761 59,399,800 
Operating transfer in, net- major 33,961,917 39,533,212 
Operating transfer in, net - other 244,787 300,000 
Operating transfer out, net- major (29,385,837) (41,133,813) 
Operating transfer out, net - other ( 4.820,867) 

Total other financing sources, net 15,741.761 58.099.199 

Excess of revenues and other financing 
sources (uses) over expenditures $ l Z,359,§l l ~ 40,QQZ.§Z5 

This Space Was Left Blank Intentionally 
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Major Governmental Funds 

The following is an analysis of operating results of the Municipality's governmental 
funds: 

General Fund {GF)- The GPs revenues consist mainly of property tax ($50.8 
millions), municipal volume business tax ($28 millions), construction tax and 
permits ($14.1 millions) and intergovernmental grants ($14.8 millions). The GPs 
most significant variation as compared with prior year revenues was on licenses 
and permits revenues with an increased of $9.9 millions. The most significant 
fluctuation between the current fiscal year expenditures and those of the prior 
fiscal year occurred in the sanitation expenditures, which decreased by $5.5 
millions, due to the fact that prior year the Municipality was able to acquire a 
Recycle plant. The investment will increase the remaining life of the landfill 
operations . 

Debt Service Fund (DSF) - The DSF's revenues consist mainly of restricted 
property taxes ($21.2 millions) and operating transfer in for debt payment ($8.4 
millions). The revenues were increased by $8.2 millions as compared with prior 
fiscal year. These increases were offset by an increase of $13 millions in total 
debt service payments. 

Capital Project Fund {CPF) - The CPPs revenues are mainly composed of 
federal grants ($1 million) and proceeds from debt issuance ($15.7 millions). 

Economic Development Fund (EDF) - The EDF's revenues are mainly composed 
of federal grants ($4.5 millions). 

Workforce Investment Act Fund (WIAF) - The WIAPs revenues consist mainly of 
federal grants ($4.4 millions). The expenditures incurred were mainly on direct 
benefits to citizens. 

Other Governmental Fund (OGF) - The OGF's total revenues are mainly 
composed of federal grants ($13.8 millions) and intergovernmental grants ($3.7 
millions). The OGF's total expenditures ($16.6 millions) were increased by $3.4 
millions or 26%, as compared with prior year fiscal year. 

This Space Was Left Blank Intentionally 
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BUDGETARY HIGHLIGHTS: 

» The original budget of the general fund (operating fund) for the fiscal year 
ended June 30, 2004 amounted to $78.9 millions. Over the course of the fiscal 
year, the Municipality revised the general fund budget in order to include 
increase in revenues that were identified during course of the fiscal year based 
on current developments that positively affected the Municipality's finances. 
For this reason, during the current fiscal year, the original budget was revised 
to recognize an increase of $40.3 millions in total budgeted revenues, to reach 
the total revised budget amount of $119.2 millions. Increases in budgeted 
expenditures were also made since the laws and regulations of the 
Commonwealth mandate a balanced budget. 

> Due to the continues increase of financial resources. the Municipality's 
Legislature revised the Municipality's budget several times increasing the total 
original budget. The total revised budget for fiscal year ended June 30, 2004 
and 2003 amounted to $252 and $245.7 millions, respectively. 

> During current fiscal year 2003-04, expenditures from general fund showed a 
favorable variance of $9.5 millions, as compared with budgeted amount. The 
favorable variance in expenditures was principally due to cost reduction 
initiative implemented by the Municipality, which emphasized in reducing 
general and administrative costs while increasing d irect services to citizens. 
On the other hand, the total variance in revenues was mainly on readjustments 
of prior year revenues ($17.7 millions) less than current year revenues 
collected over budgeted amounts. 

Economic Factors and Next Vear Budget 

The Municipality is a political legal entity with full legislative and administrative 
powers in every area of municipal government, with perpetual existence and legal 
personality, separate and independent from the central g overnmental of Puerto 
Rico. The Municipal Government comprises the executive and legislative 
branches. The Mayor exercises the executive power and the legislative power by 
the Municipal Legislature, which has 16 members. 

The Municipality provides a fl.Ill range of services including public works, 
education, Public safety, public housing, health, community development, culture, 
recreation and other administrative services. The Municipality's principal sources 
of revenue are property taxes, municipal license taxes, contributions by the state 
government and federal grants. The municipality has a wide industrial base which 
includes the International Airport, hotels, large pharmaceuticals, wholesalers, 
retail stores, financial institutions, restaurants, among others. This industrial base 
has increased substantially during the most recent years. 

The Municipality's Budget for fiscal year 2004-2005 was $252 m illions that are 
$6.3 millions over last fiscal year (2003-2004). 

XIX 
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Contacting the Municipality's Financial Management 

The Municipality's financial statements are designed to provide a general 
overview of the Municipality's finances for all Carolina residents, taxpayers, 
customers, investors, and creditors. This financial report seeks to demonstrate 
the Municipality's accountability for the money it receives. 

Questions concerning any of the information provided in this report or request for 
additional information should be addressed to: Municipality of Carolina, 
Department of Finance, Office of Director, P.O. Box 8, Carolina, Puerto Rico, 
00986·0008. 

xx 
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MUNICIPALITY OF CAROLINA, PUERTO RICO 

Statement of Net Assets 
Governmental Activities 

June 30 
2004 

ASSETS 

Current assets: 
Cash and cash equivalents $ 120,973,817 $ 
Cash with fiscal agent 121,630,605 
Volume of business tax receivable 2,527,440 
Due from other governments 6,220,857 
Federal grant receivables 3,602,166 
Interest receivable 93,300 
Property taxes receivable 3,032,310 
Other receivables 2,894,587 
Direct financing lease 
Other assets 

Total current assets 260,975,082 

Noncurrent assets: 
Capital assets, net 336,585, 711 
Direct financing lease 6,786,658 

Total noncurrent assets 343,372,369 

Total assets $ 604,347,451 $ 

2003 

99,926,967 
108,623,096 

217,561 
10,665,197 
6,262,n2 

202,325 
2,703,196 
6,583,157 

396 
235, 184,667 

324,088,722 
6,907,610 

330,996,332 

566, 180,999 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF CAROLINA 

Statement of Net Assets (continued) 
Governmental Activities 

June30 June 30 
2004 2003 

LIABILITIES 

Current liabilities: 
Bonds and notes payable, current $ 12,999,000 $ 14,340,000 
Capital lease obligation, current 552,492 541,412 
Accounts payable and accrued liabilities 17,354,839 18,231,725 
Accrued legal claims 1,547,154 1,642,057 
Accrued compensated absences, current 3,307,978 2,858,692 
Interest payable 3,799,769 4,025,363 
Due to other goverments 1,981,444 
Deferred volume of business taxes 27,801,738 20,591,709 
Total current liabilities 67,362,970 64,212,402 

• Noncurrent liabilities: 
Bonds and notes payable, noncurrent 194,540,121 192,265,930 
Capital lease obligation, non-current 6,330,302 6,363,429 
Other long-term debt 5,072,987 5,072,987 
Landfill obligations 4,607,300 4,607,300 
Due to other governments 6,362,799 4,056,309 
Accrued compensated absences 5,933,688 1!472,659 

Total noncurrent liabilities 222.847.197 213.838.614 

Total liabilities 290.210.167 278.051.016 

Net assets: 
Invested in capital assets, net of related debt 128,950,454 117,485,561 

Restricted for: 
Employment programs 1,036,821 3,079,830 
Economic development projects 13,415,801 15,523,458 
Capital projects 87,838,691 79,055,364 
Debt service 22,117,008 26,944,196 
Other purposes 4,519,327 2,991,083 
Unrestricted 56,259,182 43,050,491 

Total net assets 314.137.284 288.129.983 

Total liabilities and net assets $ 604,347,451 $ 566, 180,999 
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MUNICIPALITY OF CAROLINA, PUERTO RICO 

Statement of Net Assets (continued) 

Fund balance per Fund Statements 

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

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

Other long term liabilities, such as accrued compensated absences, 
litigations and other contingencies are not available to pay for 
current year expenditures and therefore not reported in the funds 

Resources not available to pay current year expenditures, 
but collectible after the period of availability, are not reported 
in the funds. 

General obligation bonds, special and federal 
loans are not due and payable in the current 
period and therefore not reported in the funds. 

Net assets of governmental activities 

June 30 
2004 2003 

$ 192,696,261 $ 175,336,650 

343,372,369 330;996,332 

(33,714,700) (21,880,nS) 

9,442,475 1,488,706 

(197,659,121) (197,810,930) 

$ 314,137,284 $ 288,129,983 
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MUNICIPAUTY OF CAROLINA, PUERTO RICO 

Statement ot ActlvHles 
Governmental ActlvHles 

For the Fiscal Year Ended 

Charges for Operating grants Cspltal grants June30 
Functions and Programs Expenses services and contributions end contributions 2004 2003 

Governmental activities: 

General government $ 43,265,830 $ 1,574,840 $ $ $ (41,690,990} $ (42,566,603} 
Publlc safety 11,558,626 112,954 (1 1,445,672) (9,809,787) 
Highway, streets end transportation 8,761,143 (8, 761, 143) (11,144,111) 
Sanitation 11,792,069 1,472,336 (10,319,733) (12,647,373) 
Health 7,173,042 (7, 173,042} (6,540,035) 
Recreation and sports 3,584,411 2,766,157 5,056,509 4,238,255 35,078,908 
Education end training 10,365,986 7,494,269 (2,871,717) (3,652,706} 
Housing 7,953,134 2,183,293 (5,769,841) 1,744,870 
Economic development 18,228,522 38,115 1,395,584 (16,794,823) (7,273,607) 
Welfare 799,625 904,292 658,666 783,333 (62,870) 
Employment opportunities 4,123,496 4,356,254 232,758 102,593 
Interest 10,513,283 (10,513,283) (14, 154, 103) 

Total governmental actlvHles 138,119,167 4,102,537 17,458,839 6,452,093 (1 10,105,898) Q:0,924,824) 

General revenues: 
Property taxes 71 ,931,155 83,808,138 
Volume of business taxes 28,733,816 27,054,184 
License, end permits 14,061,407 4,096,175 
Interest Income 4,037,572 4,988,328 
Intergovernmental 14,650,584 19,242,625 
Other 2,498,665 1,752,560 

Total general revenues 136,113,199 120,942,010 

Change In net assets 26,007,301 49,967,099 

Net assets - beginning (as previously reported) 245,892,957 213,459,688 
Prtor period adjustments 42,237,026 24,703,196 
Net assets - beginning (as restated) 288, 129,983 238,162,884 

Net assets - ending $ 314,137,284 $ 288, 129,983 

See notes to financial statements 
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Assets 

Cash and certificates of deposits $ 90,606,875 
Cash with fiscal agent 639,987 

Volume of business taxes receivable 2,527,440 

Due from other governments 5,957,107 
Federal grants receivables 
Due from other funds 9,287,659 
Interest receivable 70,987 
Property taxes receivable 
Other receivables 1,549,579 
Other assets 

Total assets $ 11016391634 

$ 

MUNICIPALITY OF CAROLINA, PUERTO RICO 

Governmental Fund Financial Statements 
Combined Balance Sheet 

Debt Capital Economic 
~ ~ Qevm1:.mmm:i1 

783,184 $ 7,606,930 $ 13,692,545 
34,491,547 86,499,071 

36,495 
399,127 

1,000 1,867,422 793 
22,313 

3,032,310 
1,279,437 

$ 3813301354 i 9519731423 $ 1514081397 

- - • 

Workforce June30 
lavutment Q!bM 2004 2003 

$ 26,780 $ 8,257,503 $ 120,973,817 $ 99,789,258 
121,630,805 108,623,096 

2,527,440 217,561 

227,255 6,220,857 10,665,197 
994,162 1,572,911 2,966,200 s ,2s2,n2 

758,196 11,915,070 13,983,119 
93,300 202,325 

3,032,310 2,703,196 
15,879 49,692 2,894,587 3,187,991 

396 

$ 110361621 $ 1018651557 $ 27212541186 $ 24516341911 
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MUNICIPALITY OF CAROLINA 
Governmental Fund Financial Statemems 
Combined Balance Sheet (continued) 

Debt Capital Economic Workforce June30 
~ ~ ~ De)!'.elggmem lavestmem Q1b@!'. 2004 2003 

Uabllltles and other credits 

Accounts payable and accrued Rablltles $ 11,020,705 $ $ 2,178,394 $ 89,854 $ 1,036,821 $ 3,029,065 $ 17,354,839 $ 18,085,843 
Bonds and notes payable 9,880,000 9,880,000 8,795,000 
Interest payable 3,798,057 1,712 3,799,769 4,025,363 
Due to other governments 2,075,351 2,075,351 1,981,444 
Due to other funds 2,192,801 231,420 5,138,995 1,866,247 2,487,607 11,915,070 13,983,119 
Deferred volume of business taxes 26,117,014 30,167,480 20,591,709 
Deferred Federal revenue 1,205,729 1,205,729 473,402 
Other deferred reveooe 41oso1«6 2.~.§6i · 1ua.~ 3M~ 3.15&.ZQZ 2.3112.a&l 

Total llablltles and other credits ~MS!UlZ :16.213.~ 8.l:M.Z32 l.i&.2,Qi§ l.Qa&.821 §.Z2~.ll3 za.~.&2§ ZQ,2!lll,2§l 

Fund Equity 

Fund balances 
Reserved for encumbrances 21,670,838 4,141,444 25,812,280 15,586,413 
Reserved for other purposes 38,313,802 38,313,802 22,619,958 
Reserved for equipment 510,671 510,671 510,671 
Reserved for capital projects 87,838,691 67,838,691 79,055,384 
Reserved for grants and economic 
Development projects 13,415,801 13,415,801 15,523,458 
Reserved for debt service 22,117,008 22,117,008 26,944,196 
Unreserved § ,§118.QQ8 §,§llB,tl!l§ 1S.Q&§,5QQ 

Total fund balances 651183,317 2211111008 8718381691 1314151801 4,141,444 19216981261 1751338,650 

Total llablltles and fund equity $ 11018391834 i 3813301354 i 9519731423 $ 1514081397 $ 110361821 i 1018661557 $ 212.2541186 i 2451834191 1 

See notes to financial statements 
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Combined Statement of Revenues, Expenditures and Changes in Fund Balances 

For the Ascal Year Ended June 30, 

Debt Cepltal Economic Workforce 
General Service Pro!ects Development 

Revenues : 
Investment Other 2004 2003 

$ 50,759,481 $ 21,171,694 $ $ $ $ $ 71 ,931, 155 $ 83,808,138 
Volume of business taxes 28,013,512 28,013,512 27,054,184 
Ucenses, pennHs, fines and forfetts 14,133,561 '40,800 14,174,361 4,182,496 
Federal grants 4,542,135 4,374,274 13,817,707 23,748,378 24.966,948 
Interest Income 2,497,172 12,218 61 ,987 1,486,195 4,037,572 3,793,318 
Intergovernmental 14,850,584 143 3,653,944 18,504,671 21,315,598 
Landfill 945,276 945,276 1,963,869 
Rent 2,498,665 2,498,665 1,152,865 
Other 119341220 381115 732i728 5441912 312491975 118601215 

Total revenues 11516321451 2111711694 1,062,595 5,3361850 413741417 19,523,558 167,1011565 15010971631 

Expenditures 
General government 45,378,993 3,872 45,382,865 45,561 ,234 
Public safety 12,356,423 280,882 12,637,305 11 ,798,089 
Highway, sfleets and transportaUon 8,945,046 8,945,048 12,843,023 
SanltaUon 12,808,660 12.808,660 18,315,259 
Health 7,885,802 7,885,802 7,656,439 
Recreation and sports 3,611,985 212,824 3,824,809 4,170,963 
Education and training 3,292,111 7,601,279 10,893,390 10,961,820 
Housing 4,670,859 7,608,680 12.279,539 3,607,030 
Economic develi>pment 16,714,304 3,536,264 20,250,568 17,193,255 
Welfare 879,901 879,901 1,360,193 
Employment opportunity 4,374,417 4,374,417 8,694,747 
Debt service payments 2§.~21,~13 2M.2l,4l~ 2§,027,lQ~ 

Total expenditures 98,!M9,87i 25,~1 ,41~ l§,7]!,~Q! ~.§36,264 ~.374,417 1§.~7,438 16§,483,Zl5 168,1§!M55 

other financing sources (uses) 
Proceeds from debt Issuance 15,741,761 15,741,761 59,399,800 
Operating transfer In 13,920,867 8,422,531 8,013,149 3,605,370 244,787 34,206.704 39,833,212 
Operating transfer out {12,772,223) {9, 100,000) (l:.5131613) {418201888) {34,2061704) {41,133,813) 

Other financing sources (uses) l,l4§.644 (6V.489) 23.754.9l2 (3.908.243) (4.576,2§1) 1S.Z41.76l 5MQ9.199 

Excess (deficiency) of revenues and other financing 
sources over expenditures and other financing uses l7,831,2l6 (4,827.188) 8.103.201 (2.1Q7.65D l1,63U61l 17.359,611 40.007,§75 

Fund balances at beginning of fiscal year 
(as prevlosly reported) 47,114,852 26,944,196 79.055,364 15,523,458 2,991,083 171,628,953 139,429,865 
Prior period adjustment 237,249 680,126 217901322 3,7071697 {411001690) 

Fund balances at beglmlng of fiscal year (as restated) 47,352.10l 26.i+'.196 79.735.490 15,523.4§8 5.78j .405 175.336,650 135,328.9Z5 

fund balances at end Of fiscal year $ 85,1831317 $ 22,117,008 $ 87,838,691 ! 13,4151601 $ $ 4,141,444 $ 1921896,261 $ 175,3361650 

See notes to financial statements 
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MUNICIPALITY OF CAROLINA 

Reconciliation of the Statement of Revenues, Expenditures and 
Changes in Fund Balances of Governmental Funds 

to the Statement of Activities 

Year Ended 
D June30 

2004 2003 

Net change in fund balance - total governmental funds $ 17,359,611 $ 40,007,675 

Amounts reported in the statement of activities are different because: 

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 expense. 
This is the amount by which capital outlays exceeded depreciation 

D 
in the current period. 10,542,281 23,489,089 

Capital assets donated during the year are not current financial 
resources and therefore are not reported In the funds 2,766,157 38,658,164 

Revenues in the statement of activities that do not provide 
current financial resources are not reported as revenues in the funds. 4,354,873 727,507 

General long term debt proceeds provide current financial resources 
to governmental funds, but issuing debt increases long term 
liabilities in the statement of net assets. Repayment of debt principal 
is an expenditure in the governmental funds, but the repayment 

• reduces long term liabilities in the statement of net assets. This is 
the amount by which proceeds exceed or are below the repayments (933,631) (47,526,800) 

Some expenses reported in the statement of activities do not require 
the use of current financial resources and therefore are not reported 
as expenditures in the governmental funds. (8,081,990) (5,388,536) 

Change in net assets of governmental activities $ 26,007,301 $ 49,967,099 

See notes to financial statements 
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MUNICIPALITY OF CAROLINA 

Statement of Revenues and Expenditures 
Budget and Actual- General Fund 

Non GAAP Budgetary Basis 
Year Ended June 30, 2004 

Actual amounts Variance 
in the Favorable 

Original Budget Final Budget budgetarv basis <Unfavorable l 

Resources: 

Property taxes $ 46,888,576 $ 46,888,576 $ 47,547,783 $ 659,207 
Volume of business taxes 23,825,243 26,405,243 27,116,572 711,329 
Licenses and permits 202,000 9,541,409 10,308,306 766,897 
Fines and penalties 250,000 250,000 69,037 (180,963) 
Interest income 859,000 1,662,000 2,463,097 801,097 
Intergovernmental Services 267,700 267,700 358,511 90,811 
Intergovernmental Grant 6,417,705 6,417,705 6,709,162 291,457 
Landfill 
Rent 80,000 80,000 240,414 160,414 
Other 100,000 924,540 1,801,292 876,752 
Readjustments of prior years 17,690,359 (17,690,359) 
Transfer-in 9,1001000 91100,000 

Amounts available for appropriation $ 78,890,224 $ 119,227,532 $ 105,714, 174 $ (13,513,358) 

Expenditures charged to appropriations: 

General government 38,854,530 65,028,503 57,488,572 7,539,931 
Public safety 11,965,203 12,482,657 12,139,899 342,758 
Highways, streets and trasportation 7,951,873 10,557,524 9,941,809 615,715 
Sanitation 3,408,155 10,941,548 10,823,709 117,839 
Heahh 7,885,802 7,885,802 7,885,802 
Recreation and sports 3,618,014 4,129,073 3,963,764 165,309 
Education 2,699,427 4,786,333 4,130,404 655,929 
Housing and building 2,5071220 3,416,092 3,391,427 24,665 

Total charges to appropriations 78,890,224 119,227,532 109,7651386 9,462,146 

Excess of appropriations over resources $ $ $ {4,051,212) $ {41051,212) 

• 
See notes to financial statements 



GENERAL ORGANIZATION 

COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF CAROLINA 

NOTES TO FINANCIAL STATEMENTS 
JUNE 30, 2004 

The Municipality of Carolina (the Municipality) was founded in 1857. The governmental system of 
the Municipality is composed of the executive and legislative bodies. The Mayor is the Chief 
Executive Officer and is elected every four years in the general elections of Puerto Rico. The 
legislative body consists of sixteen assemblymen also elected in the general elections of Puerto 
Rico for a four-year period. 

The Municipality provides services such as: health, public safety, sanitation, recreation and 
sports, education, housing, transportation, welfare, construction and/or improvements of highways 
and streets, and other general and administrative services. 

The financial statements of the Municipality of Carolina (the Municipality) have been prepared in 
conformity with generally accepted accounting principles (GAAP) as applicable to governmental 
entities. The Governmental Accounting Standards Board (GASB) is the primary standard-setting 
body for establishing governmental accounting and financial reporting principles. The following 
summarizes the Municipality significant accounting policies: 

Note 1 - Summary of significant accounting policies 

Reporting Entity 

The Municipality's financial statements include the operations of all departments and update legal 
entities for which the Municipality is financially accountable or for which exclusion would have the 
financial statements misleading or incomplete. 

In June 1999, the GASB issued Statement No. 34 Basic Financial Statements and Management 
Discussion and Analysis for State and Local Governments. This Statement establishes new 
financial reporting requirements for state and local governments. It requires new information and 
restructures much of the information that governments have reported in the past. Comparability 
with reports issued in prior years is affected. In June 2001, the GASB issued Statement No. 37 
Basic Financial Statements and Management Discussion and Analysis for State and Local 
Governments Omnibus, which in part addressed the Management Discussion and Analysis 
(MD&A) requirements, Program Revenue Classifications and Major Fund criteria requirements in 
the reporting model in Statement No. 34. 

The Municipality of Carolina implemented this Standard for the fiscal year ended June 30, 2002. 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF CAROLINA 

NOTES TO FINANCIAL STATEMENTS (continued) 
JUNE 30, 2004 

Basic Financial Statements-GASS Statement No. 34 

The basic financial statements include both government-wide and fund financial statements. 
While the previous model emphasized fund types (the total of all funds of a particular type), in the 
new reporting model the focus is on major individual funds (within the fund financial statements). 
Both the government-wide and fund financial statements categorize activities as governmental 
activities. In the government-wide Statement of Net Assets the governmental activities (a) are 
presented on a consolidated basis in one column, and (b) are reflected, on a full accrual, 
economic resource basis, which incorporates long-term assets and receivables as well as long
term debt and obligations. 

The government-wide Statement of Activities reflects both the gross and net cost per functional 
category. The Statement of Activities reduces gross expenses (including depreciation) by related 
operating grants and contributions. The operating grants include operating-specific grants. 

This government-wide focus is · more on the substantiality of the Municipality the change in 
aggregate economic position resulting from the activities of the fiscal period. 

The fund financial statements are, in substance, very similar to the financial statements presented 
in the previous model. Emphasis here is on the major funds in the governmental category. Non
major funds are aggregated into a single column. 

The governmental funds financial statements are presented on a current financial resource 
measurement focus and modified accrual basis of accounting. This is the manner in which these 
funds are normally budgeted. This presentation is deemed most appropriate to (a) demonstrate 
legal and covenant compliance, (b) demonstrate the source and use of liquid resources, and (c) 
demonstrate how the Municipality actual experience conforms to the budget or fiscal plan. Since 
the governmental fund statements are presented on a different measurement focus and basis of 
accounting than the government-wide statement, a reconcillation is presented on the fund 
statement, which briefly explains the adjustments necessary to transform the fund statements into 
the governmental wide statements. 
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Basis of Presentation 

COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF CAROLINA 

NOTES TO FINANCIAL STATEMENTS (continued) 
JUNE 30, 2004 

The new model as defined in Statement No. 3 4 establish es criteria (percentage oft he assets, 
liabilities, revenues or expenditures/expenses of either fund category or the governmental and 
enterprise combined) for the determination of major funds. The Municipality reports the following 
major funds on Fund Financial Statements: 

Government Funds 

General Fund - Always a major fund. The general fund is the main operating fund of the 
Municipality. It is used to account for all financial resources except those required to be 
accounted for in other funds. 

Economic Development Fund - Accounts for the proceeds of Federal Grants and loans and 
Local Special assignments to develop specific purpose on the Economy of the Municipality. 

Debt Service Fund - Debt service fund is used to account for the accumulation of 
resources for, and the payment of, general long-term debt principal and interest. 

Capital Projects Fund - Capital projects fund is used to account for the financial resources 
for the acquisition of personal property and/or construction of major improvements which 
are not financed by other funds. 

Workforce Investment - The Employment Opportunity Municipal Agency (Workforce 
Investment Area of Municipality of Carolina-Local Area), an entity organized by the 
Municipality of Carolina as requested by the Governor of Puerto Rico, in accordance with 
Section 116 of the Workforce Investment Act (WIA) and Section 2.001 of the Autonomous 
Municipal Law of Puerto Rico. The entity was designated as Service Delivery Area (SDA) 
according to the provision of the Workforce Investment Act of 1998, set forth in Section 
116 and the federal regulation as issued by the U.S. Secretary of Labor for the 
implementation of WIA. The purpose of the organization is to establish programs to provide 
remedial education, training and employment assistance to economically disadvantages 
youth and adults, and persons facing multiple barriers to employment and dislocated 
workers. 



• 

' 

Basis of Accounting 

COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF CAROLINA 

NOTES TO FINANCIAL STATEMENTS (continued) 
JUNE 30, 2004 

The accounts of the Municipality are organized on the basis of funds, each of which is considered to 
be a separate accounting entity. The Municipality has created various types of funds. Each fund is 
accounted for by a separate set of self-balancing accounts, which include its assets, liabilities, fund 
balances, and revenues and expenditures/expenses, as applicable. The individual funds accounts for 
the governmental resources allocated to the Municipality for the purpose of carrying on specific 
activities in accordance with laws, regulations, or other restrictions. 

Measurement Focus 

Government-wide Financial Statements. The government wide financial statements are 
reported using the accrual basis of accounting. Revenues are recorded when earned and 
expenses are recorded at the time liabilities are incurred, regardless of when the related cash 
flows take place. Non exchange transactions, in which the Municipality gives (or receives) 
value without directly receiving (or giving} equal value in exchange, include grants. Revenue 
from grants is recognized in the fiscal year in which all eligibility requirements have been 
satisfied. 

Governmental Funds Financial Statement. Governmental funds are those through which most 
governmental functions of the Municipality are financed. The acquisition, use, and balances of 
the Municipality's expendable financial resources and the related liabilities are accounted for 
through govemmental funds. The measurement focus is upon determination of changes in 
financial position, rather than upon net income determination. Governmental funds are 
reported using the current financial resources measurement focus and the modified accrual 
basis of accounting. Under this method, revenues are recognized when measurable and 
available. Available means collectible within the current period or 60 days after the end of the 
period to use them to pay liabilities of the current period. Miscellaneous revenues are 
recorded when collected. Revenues collected in advance of the fiscal year to which they apply 
are recorded as deferred revenues and recognized as revenues in the year to which they 
apply. Expenditures are generally recognized when the related fund liability is incurred. 
General capital asset acquisitions are reported as expenditures in governmental funds. 

licenses and permits, charges for services, fines and forfeits and miscellaneous revenues 
(except investment earnings) are recorded as revenues when received. Investment earnings 
(interest} are recorded as earned since they are measurable an available. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF CAROLINA 

NOTES TO FINANCIAL STATEMENTS (continued) 
JUNE 30, 2004 

Governmental funds employ encumbrances accounting. Under the encumbrance system, all 
purchase orders, contracts and other commitments for the expenditure of funds are recorded 
in order to reserve that portion of the applicable appropriation. Under generally 1accepted 
accounting principles, encumbrances outstanding at year-end are reported as balance and 
they constitute neither expenditures, nor liabilities. Encumbrances constitute the equivalent of 
expenditures for budgetary purposes only, and, accordingly, are reported with expenditures in 
all budgetary basis statements. 

Budgetary Data 

The Municipality follows these procedures, which are in accordance with the municipal law; in 
establishing the budgetary data reflected in the basic financial statements. 

(1) On or prior to May 15, the Mayor submits to the Municipal Assembly a proposed 
budget for the fiscal year commencing the following July 1st. The proposed budget 
includes estimated expenditures and their financing sources. 

(2) The budget document is available for public inspection prior to its approval by the 
Municipal Assembly. 

(3) Prior to July 1st., the annual budget is legally enacted through passage of the annual 
appropriation ordinance. 

(4) Subsequent to the enactment of the annual appropriation ordinance, the Municipal 
Assembly has the authority to make necessary adjustments to the budget. 
Adjustments made during fiscal year June 30, 2004 amounted to $17,690,359 are 
reflected in the budget information as adjustments of prior yeafs included in the 
basic financial statements. 

The budget is prepared following the modified accrual basis of accounting except for the 
encumbrances as described below. 

The actual results of operations, presented in the Statement of Revenues, Expenditures 
and Changes in Fund Balances-Budget and Actual-General Fund, are reflected in 
conformity with the budgetary accounting of the Municipality for a better comparison with 
the budget information. 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF CAROLINA 

NOTES TO FINANCIAL STATEMENTS (continued) 
JUNE 30, 2004 

Amendments to the budget, and budgetary transfers related to personal expenditures, require the 
approval of the Municipal Assembly. Non-capital encumbrances lapse at the end of the next fiscal 
year. 

Since the budgetary basis differs from generally accepted accounting principles (GAAP), actual 
amounts for the general fund and debt service fund in the accompanying Statement of Revenues 
and Expenditures-Budget and Actual are presented on the budgetary basis to enhance 
comparability. The principal differences are as follows: 

( 1) Encumbrances are recorded as expenditures under the budgetary basis and as 
reservations of fund balance under the GAAP basis. 

(2) The property tax advances are presented as revenue in the budgetary basis and as other 
financing sources in the GAAP basis. 

(3)The Municipality receives certain revenues as contributions from governmental entities, 
legislative and private parties, which are not included therein nor are the related 
expenditures. 

(4)Certain debt issuance to acquire personal property is reflected in the general fund and is 
restricted for that purpose. 

The necessary adjustments to convert the result of operations of the general and debt service 
funds from the modified accrual basis of accounting to the budgetary basis for fiscal year June 30, 
2004 are as follows: 

Accounting per the Statement of Revenues, Expenditures 
and Changes in Fund Balance $ 17,831,216 
Adjustments: 
Non-budgeted funds received during the year (23,954, 143) 
Non-budgeted funds expended during the year 7,809,373 
Current year encumbrances recognized as 

expenditures on the budgetary basis (8,484,228) 
Prior year encumbrances recognized as 
expenditures on the accounting basis 2,746,570 

Excess of revenues (expenditures) over 
expenditures (revenues) budgetary basis $ (4,051,212) 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF CAROLINA 

NOTES TO FINANCIAL STATEMENTS (continued) 
JUNE 30, 2004 

Substantially all cash balances are commingled in a general checking account and several special 
purpose bank accounts, except for cash and investments restricted by I aw. Each fund records its 
equity interest in the pooled cash balance. The available cash balance in the general checking 
account beyond immediate needs is invested in interest-bearing deposits. Generally, cash is 
deposited in interest-bearing bank accounts. Investment earnings are credited to the respective fund. 

Investments consist of short-term certificates of deposit and are stated at cost, which approximates 
fair value. 

Inventories 

The general fund purchases office and printing supplies, gasoline, oil, medicines and other items. The 
cost of purchases is recorded as an expenditure and the inventory is not recorded in the basic 
financial statements since amount is insignificant. 

Capital Assets 

Fund Financial Statement: 

The capital assets acquired are recorded as expenditures at cost in the governmental funds. 

Government Wide Financial Statement: 

Purchased capital assets are recorded at cost. Donated capital assets are recorded at their estimated 
fair value at the time they are received by the Municipality and is capitalized in the Statement of Net 
Assets. Major renewals and betterment are capitalized: replacement, maintenance and repairs, 
which do not 
improve or extend the life of the respective assets, are charged to operations. 
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MUNICIPALITY OF CAROLINA 

NOTES TO FINANCIAL STATEMENTS (continued) 
JUNE 30, 2004 

Depreciation is provided over the estimated useful life of the respective assets on straight-line basis. 

Vacation and Sick Leave and Other Compensated Absences 

Municipal employees are granted 30 days of vacation and 18 days of sick leave annually. Vacation 
may be accumulated up to a maximum of 60 days and sick leave up to a maximum of 90 days. In the 
event of employee resignation, the employee is paid for accumulated vacation days up to the 
maximum allowed. Separation from employment prior to use of all or part of the sick leave terminates 
all rights for compensation, except for employees with ten years or more of service who are entitled to 
sick leave pay to the maximum allowed. The Municipality is required to pay excess sick leave over 90 
days on or before March 31 of the accumulated excess at December 31 of prior year. 

Employees' maximum allowed accumulated vacation, with the employer's share of payroll taxes, are 
accounted in the Statement of Net Asset. 

Insurance 

The Municipality has insurance coverage for its public facilities and equipment, primarily to provide 
protection in case of disaster and other losses. Also, principal officials of the Municipality are covered 
under various surety bonds. The Secretary of the Department of the Treasury of the Commonwealth 
of Puerto Rico is the designated agency to obtain the necessary insurance coverage for the 
Municipality. 

Restricted Net Assets 

Cash with fiscal agent: 

The cash with fiscal agent pertaining to the debt service represents property tax collections retained 
by the Government Development Bank for Puerto Rico and another financial institution restricted for 
the payment of Municipality's debt service (See Note 2) and unused proceeds from bonds and notes 
issued principally for the acquisition or construction of permanent improvements are accounted in the 
capital project fund. 

Reservations of Fund Balance: 

Reservations of fund balance represent portions of fund balances that are legally segregated for a 
specific future use or are not appropriable for expenditure. The Municipality has the following 
reservations of fund balance: 

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



COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF CAROLINA 

NOTES TO FINANCIAL STATEMENTS (continued) 
JUNE 30, 2004 

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

• Capital Projects - Represent net assets available to finance future capital outlays. 

• For eguipment and other purposes - Represents net assets legally segregated for acquisition 
of equipment and other specific future use. 

• For economic development projects - Represent net assets available to finance and subsidize 
other projects. 

Claims and Judgments 

The estimated amount of 1he liability for claims and judgments, which is due on demand, such as 
from adjudicated or settled claims, is recorded in the general fund and in the Statement of Net 
Assets. 

Use of Estimates 

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

Note 2 - Property taxes 

The "Centro de Recaudaci6n de lngresos Municipales" (CRIM) is responsible for the assessment of 
all real and personal property located within the Municipality of Carolina and for the levy, 
administration and collection of the corresponding taxes. 

The property tax is levied each year on the assessed value of the property at the beginning of the 
calendar year. Assessed values of real property are established at the estimated current value 
existing in the year 1957 and of personal property at the current value at the date of the assessment. 

Real property taxes are billed by the CRIM and are due in two equal installments in July and January 
following the assessment date. Personal property taxes are self-assessed and are due in May 15, 
when the property tax return is required to be filed. 
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NOTES TO FINANCIAL STATEMENTS (continued) 
JUNE 30, 2004 

The tax rate per annum is 8 33% for real property and 6.33% for personal property of which 3.8 % 
and 1.83%, respectively, belongs to the Commonwealth of Puerto Rico and 4.5% of both percents 
belong to the Municipality. From the portion belonging to the Municipality, 3% represents the 
Municipality's basic tax rate, which is appropriated for general purposes and, therefore, accounted for 
through the general fund. The remaining portion belonging to the Municipality of 1.5% represents the 
"ad-valorem" tax withheld by the CRIM as fiscal agent, and restricted for debt service which is 
accounted for through the debt service fund (See Note 11 ). The Municipality has reached the 
maximum statutory tax rate limit for the basic tax while there is no limitation for the ad-valorem tax 
rate. 

Complete real property tax exoneration is granted by the Commonwealth of Puerto Rico on the first 
$15,000 of the assessed valuation of owner occupied residential units. However, the Municipality 
receives the full amount levied, except for residential units assessed at less than $3,500, on which a 
complete exemption is granted. Veterans have additional exemption from taxes of $5,000 of the 
assessed value of real property. The Department of Treasury instead of the property taxpayer 
becomes the source of payment in these cases. 

Complete exemption from personal taxes up to an assessment of $50;000 is granted to retailers with 
an annual volume of net sales under $150,000. 

The CRIM reports annually to the Municipality the estimated basic property tax and the tax to be used 
for the debt service, which will be collected in the fiscal year. The basic tax is advanced to the 
Municipality during such fiscal year. It is the practice to amortize these advances through the 
subsequent collection by the CRIM of the basic tax from the taxpayers. 

Since the collection of property taxes from the taxpayers is under the administration of the CRIM, the 
Municipality recognized as an expenditure the operational expenses a !located by the CRIM to the 
Municipality, which amounted to $1 ,811,092 and $1, 766,632 during fiscal years ended June 30, 
2004 and 2003, respectively. 
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NOTES TO FINANCIAL STATEMENTS (continued) 
JUNE 30, 2004 

The following is a summary of the property tax advances, which resulted as an account payable, for 
the year ended July 1, 2004 and outstanding debt from June 30, 2000. The resulting receivable is 
presented as a deferred revenue in the general fund for Fund Financial Statement and as a revenue 
in the Government Wide Financial Statements. The payments for the debt amounted $946,971. 
Effective July 1, the monthly payment is $78,914. 

Accounts Payable: 

Amortization through collections of property 
taJ<es by the CRIM 
Advanced received, 7/1/02 -6/30/03 
Due to GRIM 

Due to GRIM-2000 

2004 

$ 46,527 ,504 
47.474.475 

$ 946,971 

$ 4,287,448 

2003 

$ 46,527,504 
47.474.475 

$ 946,971 

$ 4,056,309 

The payment for the outstanding debt amounted $4,287,448, which resulted from prior year 
advances, will be provided by a special loan approved by Municipal Assembly and to be issued by 
the Government Development Bank for Puerto Rico 

In addition, during the fiscal year ended June 30, 2004 the Center advanced property taxes of 
$47, 783,400. However, the total collections made by the Center of such property taxes were 
$49,524,227, on behalf of the Municipality. As a result, the Municipality reported a $1 ,740,827 
amount due from the Center for unremitted property taxes at June 30, 2004. 

Note 3 - Cash. cash equivalents. and investments 

Puerto Rico laws authorize governmental entities to invest in direct obligations or obligations 
guaranteed by the federal government or the Commonwealth of Puerto Rico. The Municipality is also 
allowed to invest in bank acceptances, other bank obligations and certificates of deposit in financial 
institutions authorized to do business under the federal and Commonwealth laws. During the year, 
the Municipality invested its funds in interest bearing bank accounts, and certificates of deposit . 
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NOTES TO FINANCIAL STATEMENTS (continued) 
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There are three categories of credit risk that apply to the Municipality's cash and investments: 

1. Insured or collateralized with securities held by the Municipality's or by the Municipality's agent in 
the Municipality's name. 

2. Collaterallzed with securities held by the pledging financial institution's trust department or the 
Municipality's agent in the Municipality's name. 

3. Uncollateralized . 

Balances held in each category at June 30, 2004 are as follows: 

Categories Bank Carrying 
1 2 3 Balance Amount 

Cash $ 39,381,216 $ $ 88,447,605 $127,828,821 $132,069,402 

Certificates of 
Deposits 110.563.829 110.563,829 110.535,021 

s as.aa1 ,216 $110,563,829 $88,447,605 $ 238,392,650 S242,604,422 

Deposits at the Government Development Bank for Puerto Rico are restricted principally for debt 
service and capital projects. These are unsecured and uncollateralized, as no collateral is required to 
be carried by governmental banks. Therefore these have been categorized as "Uncollateralized" in 
the above table. 

• Note 4 - Municipal license taxes 

The Municipality imposes a volume of business tax pursuant to Act No. 82 of August 30, 1991, on all 
business entities, which operate within the Municipality, which are not exempt from the tax pursuant 
to the Industrial Incentives Act. The tax is based on gross revenues, as defined by law, computed at 
the rate of 1.5% for financial institutions and savings and loans associations, 0.5% for all other non
financial organi.zations. 

The minimum gross revenue to file the Volume of Business Tax Declaration is $5,000 and the 
minimum tax payable is $25. The date to file the Volume of Business Tax Declaration is April 15. The 
Municipality grants a 5% discount, if the taxes are paid on or before April 15. Otherwise, 50% of taxes 
payable must be paid within the first 15 days of each semester beginning with the first semester 
ending D~ember 31. 
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NOTES TO FINANCIAL STATEMENTS (continued) 
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The Municipality recognized an account receivable for the estimated municipal license taxes to be 
collected during the first three months of next year, but corresponding to current year. Municipal 
license taxes collected prior to June 30, but pertaining to the next fiscal year are recorded as deferred 
revenues. 

Note 5- Inter-fund transactions 

Inter-fund receivables and payables generally reflect temporary loans, billings for services provided 
and recovery of expenditures. Following is a summary of inter-fund assets and liabilities as of June 
30, 2004: 

Receivable Fund 

General 

Debt Service 

Capital Project 

Economic Development 

Other Governmental 

Payable Fund 

Debt Service 
Economic Development 
Capital Project 
Other 

Economic Development 

General 
Economic Development 

General 

General 
Economic Development 

Amount 

$ 231,420 
1,431,637 
5,136,995 
2.487.607 

$ 9.287.659 

$ 1.000 

$1,749,073 
118.349 

$1.867.422 

$ 793 

$ 442,935 
315.261 

$ 758.196 

The inter-fund receivables and payables on Fund Financial Statements are eliminated on the 
Statement of Net Assets (Government Wide Financial Statements). 



• 

• 

) 

COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF CAROLINA 

NOTES TO FINANCIAL STATEMENTS (continued) 
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Note 6 - Intergovernmental revenues 

Sources of intergovernmental revenue consist primarily of governmental payments from the 
Commonwealth of Puerto Rico and "in lieu of tax" payments from certain "quasi-public" corporations, 
such as the Puerto Rico Electric Power Authority. 

Grants and subsidies received from the Commonwealth of Puerto Rico include, among others, a 
general subsidy for capital improvements. Almost all these intergovernmental revenues are 
accounted for in the general fund. 

Note 7 - General long-term debt 

The following is a summary of the long-term debt transactions for the year ended June 30, 2004: 

Balance at beginning 
Less: 

Amount reclassified from Bonds Anticipation Note 
(BAN's) to proceeds from new issuance. 
Adjusted Balance 
Proceeds from new issuance 
BAN's notes 
Less current payments and maturities: 
Bonds $11,463,130 
Notes 3,345,000 

Adjustment from refinancing 
Balance at June 30, 2004 

2004 

$ 206,605,890 

206,605,890 
15,550,000 

191,761 

(14,808,530) 

$ 207.539. 121 

2003 

$167,084,260 

(3.805, 130) 
163,279, 130 
58,714,870 

684,930 

(11,873,000) 
(4.200,000) 

$ 206,605.930 
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NOTES TO FINANCIAL STATEMENTS (continued) 
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General long-term debt as of June 30, 2004 consists of the following: 

Bonds 

Series of 2004 - $15,500,000 payable in annual 
Installments of $495,000 to $1, 190,000 until July 1, 
2023 with interest at 5.00% $15,080,000 

Series of 2003 - $4,000,000 payable in annual 
installments of $92,496 to $259,000 until July 1, 
2027 with interest at 4.50% $3,817,504 

Series of 2003 - $1,310,000 payable in annual 
installments of $25,000 to $105,000 until July 1, 
2027; with interest at 6.50%. 1,265,000 

Series of 2003 - $23,500,000 payable in annual 
installments of $425,000 to $1,810,000 until January 
1, 2027; with interest at 5.60%. 22,680,000 

Series of 2003 - $5,040,000 payable in annual 
installments of $100,000 to $365,000 until July 1, 
2027; with interest at 5.04% . 4,845,000 

Series of 2003 - $4,310,000 payable in annual 
installments of $80,000 to $330,000 until July 1, 
2027; with interest at 5.60% 4,155,000 

Series of 2003 - $23,000,000 payable in annual 
installments of $475,000 to $1,625,000 until July 1, 
2027; with interest at 5.5%. 22,080,000 

Series of 2003 -$1,360,000 payable in annual 
installments of $32,000 to $88,000 until January 1 , 
2028; with interest at 4.50%. 1,329,000 

$3,910,000 

1,290,000 

23,105,000 

4,945,000 

4,235,000 

22,555,000 

1,360,000 
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MUNICIPALITY OF CAROLINA 

NOTES TO FINANCIAL STATEMENTS (continued) 
JUNE 30, 2004 

Series of 2001 - $20,120,000 payable in annual 
installments of $515,000 to $1,805,000 until July 1, 
2020 with interest at 5.34 to 5.29% 

Series of 2000 - $30,285,000 payable in annual 
installments of $1, 100,000 to $2,400,000 until July 1, 
2017; with interest at 2.70 to 5.01%. 

Series of 1999 - $23,890,000 payable in annual 
installments of $570,000 to $1 ,860,000 until January 
1, 2024; with interest at 5.35% to 6.1 %. 

Series of 1998 - $13, 165,000 payable in annual 
installments of $370,000 to $1, 175,000 until July 
1,2020; with interest at 5.19% to 6.56%. 

Series of 1991 - $20,945,000 payable in annual 
installments of $2,450,000 until July 1, 2005; with 
interest at 6.163% to 6.3 13% 

Series of 1994 - $7,320,000 payable in annual 
installments of $630,000 to $790,000 until July 1, 
2008; with interest at 7.106% to 7.606%. 

Series of 1993 - $21,260,000 payable in annual 
installments of $2,080,000 to $2,450,000 until July 1, 
2007; with interest at 7.106% to 7.506%. 

17,985,000 

24,590,000 

21 ,630,000 

11,240,000 

2,450,000 

2,835,000 

6,785,000 

18,575,000 

25,865,000 

22,165,000 

11,585,000 

4,685,000 

3,415,000 

8,700,000 
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NOTES TO FINANCIAL STATEMENTS (continued) 
JUNE 30, 2004 

Series 97 - $1 ,248,000 payable in annual installments of 
$115,000 to $152,000 until January 1, 201 1 ;with 
interest at 4. 750%. 

Series of 1994 - $2,035,000 payable in annual 
installments of $160,000 to $220,000 until July 1, 
2009; with interest at 7.306% to 7.706%. 

Series of 1995 - $11,885,000 payable in annual 
installments of $945,000 to $1,285,000 until July 1, 
2009; with interest at 7.06% to 7.706%. 

Series of 1992 -$1,550,000 payable in annual 
installments of $154,000 to $172,000 until January 1, 
2007; with interest at 5.625o/~. 

Series of 1995 - $16,630,000 payable in annual 
installments of $500,000 to $1,465,000 until July 1, 
2019; with interest at 5.825% to 6.63%. 

Series of 1996 - $10,475,000 payable in annual 
installments of $470,000 to $1 ,010,000 until July 1, 
2015; with interest at 5.925% to 6.58%. 

Series of 1997 -$2,370,000 payable in annual 
installments of $55,000 to $205,000 until July 1, 2022; 
with interest at 5.42% to 6.56%. 

Series of 1980 -$991,000 payable in annual installments 
of $21,000 to $65,000 until January 1, 2004; with 
interest at 5%. 

933,346 

950,000 

5,540,000 

488,020 

13,520,000 

7,780,000 

2,080,000 

1,043,000 

1,100,000 

6,415,000 

633,000 

13,980,000 

8,215,000 

2,130,000 

65.000 

Total General Debt - Bonds $194.057.870 $189.971 .000 
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Federal Notes 

Series of 2001- $14,300,000 Loan guarantee federal 
program payable in installments of $715,000 to 
$2, 145,000 until August 1, 2020 with variable interest $12, 155,000 
rates. 

During the fiscal year 2 003-2004, the Municipality had 
issued Bond Anticipation Notes (BAN's) in the amount 
of $191,761 and $1,134,890 on fiscal year 2003-04 
(net of amount refinancing by issuing general 
obligation bond). The Municipality intends to refinance 
these BAN's on a long-term basis with the 
Governmental Development Bank of Puerto Rico 
(GOB), which does not expire within one year from 
the date of the combined balance sheet. The 
refinancing will be done by issuing general obligation 1,326,651 
bonds of $1,450,000. 

Series of 1995 - $8,000,000 Loan guarantee federal 
program payable in installments of $600,000 to 
$1,200,000 until August 1, 2003, with interest at 
5.04% to 8.27%. 

Total federal notes 

Total debt of governmental activities 
Less current portion due in fiscal year ended June 30, 

2005 and 2004 
Long-term portion 

$ 13.481 .651 

$207,539, 121 

( 12.999.000) 
$194.540. 121 

$14,300,000 

1,134,890 

1.200.000 

$ 16.634.890 

$206,605,930 

( 14.340.000) 
$192.265.930 
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The annual requirements to amortize the general long-term bonds and notes at June 30, 2004, 
including payment of interest are as follows: 

Year Principal Interests Total 

2005 12,999,000 $ 11,430,301 $ 24,429,301 
2006 11,253,000 10,690,093 21,943,093 
2007 12,011,000 10,048,564 22,059,564 
2008 9,966,020 9,352,217 19,318,237 
2009 9,734,000 8,798,555 18,532,555 
2010-2014 48,418,346 36,473,634 84,891,980 
2015-2019 53,960,000 22,067,784 76,027,784 
2020-2024 34,809,000 8,694,428 43,503,428 
2025-2028 14,388,755 1,458,984 15,767,858 

Totals ~ 207,539,121 $ 119,014,560 ~ 326,473,800 

The original loan guarantee notes payable of $14,300,000, with an outstanding balance of 
$12,155,000, are collateralized with U.S. obligation by a federal financing institution, and real property 
acquired or to be acquired with these funds 

Note 8 - Debt service fund 

The revenues of the debt service fund arise from the additional property tax and are recognized when 
collected and informed by the CRIM (See Note 2). The CRIM retains these collections for the 
payment of principal and interest of bonds and notes issued by the Municipality. Interest income is for 
the payment of interest or special obligation notes and property taxes are for the debt service 
requirements of the general obligations bonds and notes. 
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Fund Financial Statements 

The M unicipality charged costs of capital outlays as expenditures categories in the Governmental 
Fund Financial Statements. 

Government Wide Financial Statements 

Capital assets purchased are carried at historical costs. Donated assets are recorded at fair value as 
of the date of donation. Additions, improvements and other capital outlays that significantly extend the 
useful life of an asset are capitalized. Other costs incurred for repairs and maintenance are expensed 
as incurred. Depreciation on capital assets is calculated using the straight-line method over the 
following estimated useful lives: 

Asset Class 

Vehicles, Heavy Equipment 
Furniture and Fixture 
Computer and Electronic 
Equipment 
Buildings 
Infrastructure 
Improvements 

Estimated Useful lives 

4-10 
10 

5 
50 
60 

20.40 

Capitalization 
Threshold 

$300 
$300 

$300 
$1 
$1 
$1 

In addition, the Municipality assigned a 10% residual value on most Capital Assets. 

Balance Retirements, 
June 30, 2003 Disposition Balance 

Capital Assets as restated Additions and Transfers June 30, 2004 
Governmental Activities: 

Non-depreciable assets: 
Land $ 91,448,807 $6,531,929 $ $ 97,980,736 
Construction in progress 13§,603,0Z2 5,858,335 (!i11,44~} 141,64~,958 

Sub-totals 228,051,879 12,390,264 (811,449) 239,630,694 
Infrastructure in progress 17,298,197 2,439,567 19,73Z,764 

Total Non-depreciable assets i245,350,076 i14,829,831 ~ (811,449} i259,368,458 
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Balances Retirements 
Capital Assets June 30, 2003 Disposition 

as restated Addition§ and Transf~[§ 
Governmental Activities: 

Depreciable assets: 
Building and improvements: $ 82,807,504 $ 811,449 $ 
Vehicles, equipment, 

furniture & fixtures 17,725,709 n~.094 {129,049} 
Su tr totals 100,533,213 1,590,543 {129,049} 

Less accumulated depreciation {21,794,5§Zl {3, 1 ] 1,936) 129,049 
Depreciable assets, net 78.738,646 {1.521,393} 

Balances Retirements 
June 30, 2002 Disposition 

Capital Assets (as Restated} AgditiQns m:id Transfe[§ 
Governmental Activities: 

Non-depreciable assets: 
Land: $ 52,113,685 $39,335, 122 $ 
Construction in progress 120,463,433 16,139,639 

Sub-totals 112,5n,11e 55,474,761 
Infrastructure in progress 11 ,243,~03 §,054,294 

Total non-depreciable assets $183,82] ,021 $!21.~29,055 $ 
Governmental Activities: 

Depreciable assets: 
Building and improvements: $ 82,807,504 $ $ 
Vehicles, equipment, 

furniture & fixtures 16,394,2]~ 1,559,413 {227,918} 
Sub-totals 99,201,718 1,559,413 {227.~18} 

Less accumulated depreciation {1§,747,901} (3,274,584} 227.~18 
Depreciable assets, net $80,453,8] 7 S {1,715,171} s 

Balances 
June 3Q, 2004 

$83,618,953 

18,375,754 
101,994,707 
c2~.m.454l 
n.211.253 

Balances 
June 30, 2003 
{a~ Bestated} 

$ 91,448,807 
13§,603,072 
228,051,879 

1Z.298.l97 
$ 24~1350,0Z6 

$ 82,807,504 

17,725,709 
100,533,213 
{21, 79~.§67} 

S 78,738,646 
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Depreciation expense charged to functions in June 30, is as follows: 

2004 2003 

General Government $ 872,142 $ 917,725 
Economic Development 2,139 2,251 
Welfare 7,676 8,077 
Housing 106,336 111,894 
Transportation 710,216 747,336 
Recreation and Sports 141,918 149,335 
Education and Training 561,466 590,812 
Employment Opportunity 186,332 196,071 
Sanitation 263,723 2n,so1 
Public Safety 184,507 194, 150 
Health 75A81 791426 

Total $ 3,111,936 $ 3,274,584 

The Municipality is organizing its personal property records to determine the amount invested in 
capital assets. This process requires the identification of personal property through physical 
inventories and their subsequent valuation. Once this process is completed, the Municipality will 
determine the correct a mount of its investment in capital assets recorded in the Statement of Net 
Assets. The Municipality has substantially completed the process at June 30, 2004. 

Note 1 O - Retirement system 

The Municipality participates in the Employee's Retirement System of the Government of Puerto Rico 
and its instrumentalities (ERS), a multiple-employer contributory retirement plan, which covers only 
eligible full-time employees. The system provides retirement, death, and disability benefits and 
annuities to Commonwealth employees not covered by their own systems. 

Commonwealth legislation required employees to contribute s .n5% for the first $550 of their monthly 
gross salary and 8.275% for the excess over $550 of monthly gross salary. The Municipality is 
required by the same statute to contribute 9.275% of the participants' gross salary. Total employer 
contribution during the year ended June 30, 2004 and 2003 amounted to approximately $2,602, 114 
and $2,644,000, respectively. 
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On September 24, 1999, an amendment to Act No. 447 of May 15, 1991, which created the 
Retirement System, was enacted with the purpose of establishing a new pension program (System 
2000). Employees participating in the current system as of December 31, 1999, may elect to stay in 
the defined benefit plan or transfer to the new program. Persons joining on or after January 1 , 2000 
will only be allowed to become members of the System 2000. System 2000 will reduce the retirement 
age from 65 to 60 for those employees who joined the current plan on or after April 1, 1990. 

System 2000 is a hybrid defined contribution plan, also known as a cash balance plan. Under this 
new plan, there will be a pool of pension assets, which will be invested by the System together with 
those of the current defined benefit plan. The Commonwealth of Puerto Rico will not guarantee 
benefits at retirement age. The annuity will be based on a formula which assumes that each year the 
employee's contribution (with a minimum of 8.275% of the employees' salary up to a maximum of 
10%) will be invested in account which either; (1) earn a fixed rate based on the two year Constant 
Maturity Treasury Note or, (2) earn a rate equal to 75% of the return of the System investment 
portfolio (net of management fees), or (3) earn a combination of both alternatives. Participants will 
receive periodic account statements similar to those of defined contribution plans showing their 
accrued balances. Disability pensions will not be granted under System 2000. The employer's 
contribution (9.275% of the employee's salary) will be used to fund the current plan. 

For the year ended June 30, 2004 and 2003, total covered payroll was approximately $28,002,660 
and $28,508,000, respectively. Covered payroll refers to all compensation paid by the Municipality to 
employees covered by the ERS on which contributions to the pension are based. 

The amount of the annuity shall be one and one-half percent of the average compensation multiplied 
by the number of years of creditable service up to twenty years, plus two percent of the average 
compensation multiplied by the number of years of creditable service in excess of twenty years, for 
those employees covered after March 31, 1990, the annuity shall be equal to one and one-half 
percent of the average compensation multiplied by the number of years of creditable service, in no 
case shall the annuity be less than $2,400. 
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Actuarial Valuation: 

The actuarial determined present value of benefits accrued as of July 1, 2000 (latest date available) 
for the System as whole, determined through an actuarial valuation performed at such date, 
amounted to $9.5 billion. The net assets available for benefits at such date were $2.1 billion, resulting 
in an excess of accrued benefits over net assets available (actuarial deficiency) of $7.4 billion. This 
information is not available by each participant government agencies nor municipalities. Net assets of 
the System consist principally of investments in stocks and bonds and loans to participants. The 
projected unit credit actuarial cost method was used for the actuarial calculation. Significant 
assumptions were as follows: 

a) Interest rate 
b) Salary increases 
c) Mortality 

d) Termination 

e) Disability 

1) Retirement age 

g) Proportion of participants with spouses 

h) Number of employees electing higher 
contributions 

i) Cost-of-living adjustment 

Note 11 - Compensated absences 

8.5% a year 
5.0% a year 
GAM'83 Mortality Table set 
forward two years. 

Medium Turnover Table 
commensurate with anticipated 
experience. 

65% of Third Railroad 
Retirement Table Rates. 
Graded scale of retirement ages 
commensurate with anticipated 
experience. 

80% of participants assumed to be 
married, with wives assumed to 
be four years younger than 
husbands. 

15% of retiring employees 
assumed to pay retroactive 
contributions at retirement. 

3% every third year 

The liability for compensated absences was reported in the government-wide financial statements. 
The balance consists of unpaid, accumulated annual and sick leave balances. The liability has been 
calculated using the vesting method, in which sick leave amounts for both employees who currently 
are eligible to receive termination payments and other employees who are expected to become 
eligible in the future to receive such payments upon termination are included. 
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The changes in compensated absences for the year ended June 30, 2004 and 2003 are as follows: 

Balance 
June 30. 2003 

$ 4.331.351 

Balance 
June 30. 2002 

$ 7.617.134 

Note 12 - Leases 

Operating Leases 

Net 
Increase 

$4.910.315 

Net 
Decrease 

m3.285.783 

Balance 
June 30. 2004 

$ 9.241.666 

Balance 
June 30. 2003 

m 4.331.351 

The Municipality has several short-term operating lease agreements covering some of the 
Municipality's premises and equipment. All of the agreements are renewed annually, except fort he 
Employment Opportunity Municipal Agency (Workforce Investment). Total rental charges for the year 
ended June 30, 2004, were approximately $1 ,307,274 in all funds. 

The future payments for the following fiscal years subsequent to June 30, 2004, corresponding to the 
Employment Opportunity Municipal Agency (Workforce Investment) are $100, no for 2005. 

Capital Leases Obligations 

The Employment Opportunity Municipal Agency (Workforce Investment) has four capital leases 
equipment 4.9% annually expiring in May 2008 with monthly payments between $347 and $636. 

Portion Due in one year 
Portion Due over one year 

$96,160 
(23.126) 
$73.033 

The long term debt expires within next three years as follow 

2005 
2006 
2007 

$24,286 
25,503 
23.245 

$73.033 
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Direct Financial Leases 

The Municipality acquired two real properties (See Note 1) on December 16, 1991 . One of the 
properties and a portion of the other have been classified as direct financing leases expiring in 
eighteen and twenty years, respectively. 

These financial leases consist of the following at June 30, 2003: 

2004 2003 

Total minimum lease payments 
to be received $ 11,no,544 $ 11,770,544 

Less unearned interest income (4.983.886) (4.983.886) 

Net investment in direct financing leases $ 6,786,658 $ 6,786,658 

The minimum lease payments including interests for each of the five succeeding fiscal years are 
as follows: 

Year Princinal 
2005 $ 1,176,326 
2006 786,690 
2007 931,080 
2008 3,892,562 

Total $ 6,786,658 

Note 13- Contingencies and Commitments 

A. Litigation 

Interests 
$ 2,127,107 

892,746 
748,356 

1,215,677 

$ 4,983,886 

Total 
$ 3,303,433 

1,679,436 
1,679,436 
5,108,239 

$ 11, 770,544 

The Municipality is a defendant in legal matters that arise in the ordinary course of the 
Municipality's activities. With respect to pending and threatened litigation, the Municipality has 
reported liabilities of $1,547, 154 in the government-wide statements for anticipated unfavorable 
judgments. 
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The amount presented in the government-wide statements represents the amount estimated as 
probable liability, which will require future available financial resources for its payment. The 
Municipality's administration and legal counsel believes that the ultimate liability in excess of amounts 
provided would not be significant. In addition, the Municipality is a defendant or co-defendant in 
several legal proceedings, which are in the discovery stage. Certain of these claims are covered by 
insurance. Legal counsel with the information currently available cannot determine the final outcome 
of these claims. As a result, the accompanying general-purpose financial statements do not include 
adjustments, if any, that could result from the resolution of these legal proceedings. 

8. Federal financial assistance 

The Municipality receives financial assistance from the federal government in the form of grants or 
entitlements. The Municipality recognizes federal grant revenues when the related grant agreements 
are approved and notified by the federal agencies by written communication. All grants are subject to 
financial and compliance audits by the grantor agencies, which could result in requests for 
reimbursement by the grantor agencies for expenditures, if disallowed under the terms of the grants. 
These amounts, if any, of expenditures, which may be disallowed by the granting agencies, cannot 
be determined at this time. The Municipality's administration believes that such disallowances, If any, 
will not have a material adverse effect on the financial position of the Municipality. 

C. Construction projects 

The Municipality has construction commitments for which the Municipality is obligated to an amount 
of approximately $29 millions. These are commitments for the improvements of recreational and 
cultural facilities and for streets and general developments. 

Note 14 - Healthcare costs 

During the year ended June 30, 2000 the Governor of the Commonwealth of Puerto Rico imposed to 
the municipalities of Puerto Rico an annual contribution to subsidy the cost of the implementation and 
administration of the Healthcare Reform. Such contributions are required to be disbursed from 
general fund operating budget. Total contributions made by the Municipality amounted to $71885,802 
and $7,853,847 for the fiscal years ended June 30, 2004 and 2003, respectively. 
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Note 15 - Prior period adjustments 

Fund statements 

The Municipality restated the beginning fund balance at July 1, 2003 by a $680, 126 overstatement of 
construction costs in Capital Project Fund related with Surplus Reserve bank account; by $237,249 of 
revenues in General Funds; and by $3,386,993 to include the fund balance of "Trust Fund". This last 
had been reported as and enterprise activity until June 30, 2003 and therefore was not included in the 
Governmental Funds. In addition, the Municipality restated by $596,671 the Other Governmental 
Funds to include the effect of prior year's excess of expenditures over r avenues of the Section 8 
Housing Vouchers Federal program. This effect was not considered at June 30, 2003. 

Government-wide statements 

The Municipality restated beginning net assets of governmental activities at July 1, 2003 by $42.2 
millions as a result of the corrections and adjustment performed by the Municipality's 
management in the General Capital Assets. 

Note 16 - Closure and post-closure care cost of landfill 

The Municipality owns and operates a solid waste landfill. The state and federal laws and 
regulations require the Municipality to estimate the total current cost of Municipal Solid Waste 
Landfill Closure and Post-Closure Care Costs. The Municipality recognized $4,607,300 for the 
periods ended June 30, 2004 and 2003 as the estimated obligation for landfill closure and 
approximately $64,000 annually for post-closure costs. Actual costs may be higher due to 
inflation changes in technology or changes in regulations. The amount was reported in the 
Statement of Net Assets at June 30, 2004. The Municipality expects to finance this obligation 
with the issuance of general obligation bonds. 
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FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON 
AN AUDIT OF FINANCIAL STATEMENTS 

PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS 

Hon. Jose E. Aponte De la Torre 
Mayor 
Commonwealth of Puerto Rico 
Municipality of Carolina 

We have audited the basic financial statements of the Municipality of Carolina as of and for the 
year ended June 30, 2004 and have issued our report thereon dated January 27, 2005. We 
conducted our audit in accordance with auditing standards generally accepted in the United 
States of America and the standards applicable to financial audits contained in Government 
Auditing Standards, issued by the Comptroller General of the United States of America. 

Internal control over financial reporting 

In planning and performing our audit, we considered the Municipality of Carolina's internal 
control over financial reporting in order to determine our auditing procedures for the purpose of 
expressing our opinion on the financial statements and not to provide an opinion on the internal 
control over financial reporting. However, we noted certain matters involving the internal control 
over financial reporting and its operation that we consider to be reportable conditions. 
Reportable conditions involve matters coming to our attention relating to significant deficiencies 
In the design or operation of the internal control over financial reporting that, in our judgment, 
could adversely affect the Municipality of Carolina's ability to record, process, summarize, and 
report financial data consistent with the assertions of management in the financial statements. 
Reportable conditions are described in the accompanying schedule of finding and responses 
as item 2004-1. 

Telephone: (787) 754-6615 -Telefax: (787) 765-9405 
Emall: pkfpr@pkfpr.com 
PKF,UP 
1056 Muftoz Alvera Avenue, Suite 304 
San Juan, PA 00927~3 

The PKF lntematlonal Association Is an association of legally Independent flrmt. 
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A material weakness is a reportable condition in which the design or operation of one or more 
of the internal control components does not reduce to a relatiVely low level the risk that 
misstatements caused by error or fraud in amounts that would be material in relation to the 
financial statements being audited may occur and not be detected within a timely period by 
employees in the normal course of performing the assignment functions. Our consideration of 
the Internal control would not necessarily disclose alf matters in the internal control that might 
be reportable conditions and, accordingly, would not necessarily disclose all reportable 
conditions that are also considered to be material weaknesses. However we consider that 
reportable condition described above to be material weakness. 

Compliance and Other Matte(S 

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

This report is intended solely for the information of the Mayor, the Municipal Assembly, 
management, and federal awarding agencies and pass-through entitles and Is not intended to 
be and should not be used by anyone other than these specified parties. 

203bb17 

January 27, 2005 

fJKFaP 
License No. 22 

Expires on December 1, 2007 
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ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH MAJOR 
PROGRAM AND ON INTERNAL CONTROL OVER COMPLIANCE IN 

ACCORDANCE WITH OMB CIRCULAR A-133 

Hon. Jose E. Aponte De la Torre 
Mayor 
Commonwealth of Puerto Rico 
Municipal;ty of Carolina 

Compliance 

We have audited the compliance of the Municipality of Carolina with the types of compliance 
requirements described in the U.S. Office of Management and Budget (OMB) Circular A-133 
Compliance Supplement that are applicable to each of its major federal programs for the year 
ended June 30, 2004. The Municipality of Carolina's major federal programs are identified in 
the summary of auditors' 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 the Municipality of 
Carolina's management. Our responsibility is to express an opinion on the Municipality of 
Carolina'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 of America; and OMB Circular A-133, Audits of States, Local Governments, and Non
Profit Organizations. Those standards and OMB Circular A-133 require that we plan and 
perform the audit to obtain reasonable assurance about whether noncompliance with the types 
of compliance requirements referred to above that could have a direct and material effect on a 
major federal program occurred. An audit includes examining, on a test basis, evidence about 
the Municipality of Carolina's compliance with those requirements and performing such other 
procedures, as we considered necessary in the circumstances. 

Telephone: (787) 754-661& ·Telefax; (787) 765-8405 
Email: pkfDr@pkfpr.com 
PKF,LLP 
1056 Muftoz Alvera Avenue, SuHe 304 
San Juan, PR 00927-6013 

The PKF lntematlonal Association Is an association of legally Independent nrme. 
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We believe that our audit provides a reasonable basis for our opinion. Our audit does not 
provide a legal detennination on the Municipality of Carolina's compliance with those 
requirements. 

As described in item 2004-2 in the accompanying schedule of findings and questioned costs, 
the Municipality of Carolina did not comply with requirements regarding equipment and real 
property management that is applicable to its Child Care Block Grant federal program. 
Compliance with such requirements is necessary, in our opinion, for the Municipality of 
Carolina to comply with requirements applicable to those programs 

In our opinion, except for the noncompliance described in the preceding paragraph, the 
Municipality of Carolina complied, in a II material respects, with the requirements referred to 
above that are applicable to each of its major federal programs for the fiscal year ended June 
30,2004. . 

Internal control over compliance 

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

We noted certain matters involving the internal control over compliance and its operation that 
we consider to be reportable condition. Reportable conditions involve matters coming to our 
attention relating to s ignificant d eficiencies i n the d esign or operation of the i ntemal control 
over compliance that, in our judgment, could adversely affect the Municipality of Carolina's 
ability to administer a major federal program in accordance with the appUcable requirements of 
laws, regulations, contracts, and grants. Reportable condition is described in the 
accompanying schedule of findings and questioned costs as item 2004-2. 
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A material weakness is a condition in which the design or o peration of one or more oft he 
jntemal control components does not reduce to a relatively low level the risk that 
noncompliance with the applicable requirements of laws, regulations, contracts, and grants 
caused by error or fraud that would be material in relation to a major federal program being 
audited may occur and not be detected within a timely period by employees In the normal 
course of performing their assigned functions. Our consideration of the internal control over 
compliance would not necessarily disclose all matters in the internal control that might be 
reportable conditions and, accordingly, would not necessarily disclose all reportable conditions 
that are also considered to be material weaknesses. However, we believe that the reportable 
condition described above is not a material weakness. 

Schedule of expenditures of federal awards 

We have audited the basic financial statements of the Municipality of Carolina as of and for the 
fiscal year ended June 30, 2004, and have issued our report thereon dated January 27, 2005. 
Our audit was perfonned for the purpose of forming an opinion on the basic financial 
statements taken as a whole. The accompanying schedule of expenditures of federal awards is 
presented for purposes of additional analysis as required by U.S. Office of Management and 
Budget Circular A-133, A. udits of states, Local G ovemments, and Non-Profit O rganizatlons, 
and is not a required part of the basic financial statements. Such information has been 
subjected to the auditing procedures applied in the audit of the basic financial statements and, 
in our opinion, is fairty stated, in all material respects, in relation to the basic financial 
statements taken as a whole. 

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

2D3bbl.8 f~Fr tt:fJ 
License No. 22 

Expires on December 1, 2007 

January 27, 2005 
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

For the Fiscal Year Ended June 30, 2003 

SecTION 1- SUMMARYOF AUDITOR'S BESULZS 

Financial Statements: 

Type of auditor's report issued: 

Internal control over financial reporting: 

1. Material weakness identified? 
2. Reportable condition(s) identffied that are not 

considered to be material weakness? 
3. Noncompliance material to financial statements 
noted? 

Federal awarda: 

lntema/ control over major programs: 

1. Material weakness(es) identified? 
2. Reportable condition(s) that are not considered to 

be material weaknesses? 

Type of auditor's report issued on compliance for major 
program? 

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

ldentif1Catlon of major programs: 

CFDA Number(st 

14.218 

93.600 

14.239 
14.671 
14.650 
93.575 

17.258 
17.259 
17.260 

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

Auditee qualified as a low-ri.sk auditee? 

Unqualified 

Yes 

No 
No 

No 

Yes 

Qualified 

Yes 

Name of Federal Program or Cluster 

Community Development Block Grant 
Entitlement 
Head Start Administration for Youth and 
Children 
Home Investment Partnerships Program 
Section 8 Housing Choice Voucher 
Public and Indian Housing 
Child Care Grant Pass-through the 
Puerto Rico Department of the Family 
Workforce Investment Act Adult Program 
Workforce Investment Act Youth Activities 
Workforce Investment Act Dislocated 
Workers 

$ 843,218 

No 



SEcTION 2- FINANCIAL STATEMENTEINDINGS 

Finding No. 2004-1 

Program CFDA No. I Grant No.: N/A 
Type of Reportable Condition: 

Questioned Cost: 

Condition: 

Internal Control 
Structure Design 
Material Weakness 
None 

7 

At June 30, 2004 the balances of inter-fund receivables, payables, deferred revenues, 
and fund balances in the SAP System were not reconciled with their subsidiaries. 

Criteria: 

Puerto Rico Municipality Law (Law 81); article number 8.010, establishes that the 
municipalities should maintain an accounting system that is in accordance with generally 
accepted accounting principles. Specifically, the Puerto Rico municipalities should 
record their financial transactions using fund accounting. 

In addition, the Governmental Accounting Standards Board Codification, Section 
1300.11 O establishes the following: 

• ..... because each fund is a fiscal and accounting entity, the amounts due to one fund 
fonn other funds, as well as the amounts owed to other funds, should be reflected in the 
fund accounts and in fund financial statements". 

Cause: 

At June 30, 2004, the Municipality maintained in the SAP System an account 
denominated Clearing Account, which is used basically to account differences found in 
the recording of journal entries that affect balance sheet accounts, including inter-fund 
transactions. However, the transactions recorded in the Clearing Account are not clearly 
identified in the SAP System and the Municipality depends on the use of manual 
accounting records and electronic spreadsheets to obtain more accurate information 
regarding the funds. 

Effect 

The balances in the SAP System of the balance sheet accounts already mentioned were 
not updated at June 30, 2004. Because of the Clearing Account design limitations the 
Municipality of Carolina has to maintain manual accounting records and electronic 
spreadsheets for each individual fund to ensure that the specific activities are carried 
and the objectives are attained in accordance with special regulations, restrictions, or 
limitations of such transactions. 
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Recommendation: 

Since article 8.010 of Law 81 permits OCAM to approve the design and implementation 
of other accounting systems besides the one developed by them, we suggest the 
Municipality's management to request such an authorization from OCAM. We also 
suggest that the Municipality implements a financial accounting system that provides 
fiscal controls and accounting procedures that are: 

1. In accordance with generally accepted accounting principles Including: 
a) Information pertaining to obligations, unobligated balances, assets, liabilities, 

expenditures, and income; 
b) Effective internal controls to safeguard assets and assure their proper use; 
c) A comparison of actual expenditures with budgeted amounts; 
d) Source documentation to support accounting records; and 
e) Proper charging of costs and cost allocation. 

2. Sufficient to: 
a) Permit the tracing of funds to a level of expenditures adequate to establish that 

funds have not been used in violation of the applicable restrictions on the use of 
such funds; and 

b) Permit preparation of required reports, and financial statements in accordance 
with GASB 34 requirements. 

Also, we suggest that the Municipality's Finance Department performs monthly 
monitoring procedures over the status of the inter-fund transactions. A matrix listing the 
receivable funds on the left and the payable funds across the top can be useful for 
monitoring the status of the inter-fund transactions. 

An example of such a matrix is as follows: 

INTERFUND TRANSACTION MATRIX 

Payable Funds 

Receivable Funds Major Major Major 
Fund1 Fund2 Fund3 

Major Fund 1 xxx 5,000 

MajorFund2 25,000 xxx 15,000 

Major Fund 3 10,000 xxx 
MajorFund4 5,000 

Total 251000 101000 25,000 

Major 
Fund4 

5,000 

10,000 

xxx 
15,000 

Total 

10,000 

40,000 

20,000 

5,000 

75,000 
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Funds reading across are due money from each of the Payable Funds listed at the top. 
Funds reading down owe money to the Receivable Funds listed on the left. At the end 
of the month. all inter-fund accounts should be verified against the matrix to determine 
whether they are still in agreement. 

END FINDING NO. 2004-1 
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SECTION 3- FEQERAL AWARQS FINQINGS 

Finding 2004-2 

Program CFDA No. I Grant No.: 93.575 Child Care and Development Grant 

Type of Reportable Condition: 

Questioned Cost 

Condition; 

Material Non-compliance - Equipment and 
real property management 
None 

The property subsidiary maintained by the Child Care Program does not include the 
acquisition date Of the units. 

Criteria: 

Circular A·102 (Common Rule), section .32 requires that property records must be 
maintained to include a description of property, serial number, or other identification 
number, the source of property, who holds the title, the acquisition date, cost of the 
property, percentage of federal participation in the cost of the property, percentage of 
federal participation in the cost of property and any ultimate disposition data including 
the date of disposal and sales price of the property. 

45 CFR, part 92.32 establishes and 24 CFR part 85 establishes that property records 
must include the following information: (1) description of property, (2) serial number or 
other identification number, (3) source of property, (4) who holds title, (5) acquisition 
date, (6) cost, (7) percentage of federal participation, (8) location, (9) use and condition, 
and (10) ultimate disposition date including the date of disposal and sales price of 
property. 

Cause: 

Employees in charge of the property and from the Child Care Program are not well 
informed about the requirements of the Circular A-102 regarding the Information that the 
property records must include. 

The Municipality is not in compliance with the municipal regulations issued by Circular A· 
102. In addition, the related depreciation expenditures could be understated and book 
value overstated. 
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Recommendation: 

The Municipality must instruct the employee in charge of the property that it should 
maintain a record in which property is recorded when the expenditures are incurred and 
that those records must include the following information: a description of property, serial 
number, or other Identification number, the source of property, who holds the title, the 
acquisition date, cost of the property, percentage of federal participation in the cost of 
the property. percentage of federal participation in the cost of property and any ultimate 
disposition data including the date of disposal and sales price of the property. 

END FINDING NO. 2004·2 
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REPORT ON THE STATUS OF UNCORRECTED 
MATERIAL FINDINGS AND RECOMMENDATIONS 

FROM PRIOR AUDITS THAT AFFECT THE FINANCIAL 
STATEMENT AUDITS AS REQUIRED BY GOVERNMENT 

AUDITING STANDARDS 

Finding 2003·1 

ConditJon: 

At June 30, 2004 the balances of inter-fund receivables, payables, deferred revenues, 
and fund balances in the SAP System were not reconciled with their subsidiaries. 

Audit Finding Status: 

A similar condition was described in Audit Finding 2004-1. Therefore condition still 
prevails. 

Finding 2003-2 

Condition: 

The subsidiary of personal property maintained in the Property Area at June 30, 2003, 
was not reconciled with the data per physical inventory. During our inspection of certain 
properties, we could not satisfy ourselves about the physical location of such properties. 

Audit Finding Status: 

Condition was corrected. 
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SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS AS 
REQUIRED BY OMB CIRCULAR A-133 

Finding 2003-3 

Major Program 

Community Development lock Grant (CDBG), Head Start Program, Home 
Investment Partnership Program (HOME) and Child Care and Development 
Grant. 

Condition: 

The subsidiary of personal property maintained in the Property Area at June 30, 
2003, was not reconciled with the data per physical inventory. During our 
inspection of certain properties, we could not satisfy ourselves about the physical 
location of such properties. 

In addition. the property subsidiary maintained by the Child Care Program does 
not include the acquisition date of the units. 

Audit Finding Status 

Condition was corrected, except for the property subsidiary maintained by the 
Child Care Program, which does not include the acquisition date of the units. 

Finding 2003-4 

Major Program 

Section 8 Choice Voucher 

Condition: 

The housing rental contracts are not signed by all the parties involved in the 
process of housing rental subsidy. The parties required for signing the contracts 
are the Municipality's representative, the property owner and the beneficiary of 
the subsidy. 

Audit Finding Status: 

Condition was corrected. 
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Finding 2003-5 

Major Program 

Head Start and Early Head Start 

Condition: 

During f I seal year ended June 30, 2003, the Municipality did not minimize the timing 
between federal cash remittances and their corresponding disbursement to meet its 
immediate cash in 2 of 5 cases examined. 

Audit Finding Status: 

Condition was corrected. 

Finding 03·111·1 

Major Proaram 

VJorkforcelnvestmentAct 

Audit Finding Descriotlon 

The OMB Circular A-133 requires certain financial reports to be submitted periodically to 
awarding agency. The Agency submitted the first 3 of the 12 financial reports, later than 
the due date. 

Audit Finding Status 

Condition was corrected as per communication received from the Department of Labor's 
"Consejo de Desarrollo Ocupacional y Recursos Humanos" (CDORH) on July 2004 and 
signed by Mr. Joe Alvarez Nazario, Sub-Director of CDORH. 

Finding 03·111·2 

Major Program 

Vlorkforce Investment Act 

Audit Finding Description 

During our examination we were unable to physically observe a Dell notebook with 
property numberVJIA 610. 
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Audit Finding Status 

Condition was corrected as per communication received from the Department of 
Labor's "Consejo de Desarrollo Ocupacional y Recursos Humanos" (CDORH) on 
July 2004 and signed by Mr. Joe Alvarez Nazario, Sub-Director of CDORH. 

Finding 02-111·1 

Major Program 

Section 8 Rentals. 

Audit Finding Description 

During our examination, we noted that Section 8 had advanced $278,612 funds 
to HOPWA program without HUD authorization. 

Audit Finding Status 

Condition still prevails. 

Finding 02-111·2 

Major Programs 

Community Development Block Grant (CDBG), USDA and Head Start Program. 

Audit Finding Description 

The OMB Circular A-133 (compliance CJ, requires that when the funds are 
advanced, recipients must follow procedures to minimize the time elapsing 
between the transfer of funds from the U.S. Treasury and program disbursement. 
Also, interest earned, over $100 related to CDBG and USDA and $250 to Head 
Start have not been reimbursed to the federal agencies. 

Audit Finding Status 

Condition was corrected. 

Finding 02-111-6 

Major Programs 

USDA Loan Program. 
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Audit Finding Description 

For USDA Loans, municipality should submit loan financial statements before 
September of each year. Such statements were not available for examination. 

Audit Finding Status 

Condition still prevails. 

Finding 01 ·111·1 

Major Program 

Section 6 Rental Program. 

Audit Finding Description 

Questioned cost about $271, 193 of unauthorized transfers to HOPWA program 
without authorization of federal agency. Collect ability from HOPWA 's grantor is 
uncertain. 

Audit Finding Status 

Condition still prevails. 

Finding 01-111-2 

Major Prooram 

Head Start. 

Audit Finding Description 

Time elapsing between draw-downs of funds and disbursements were not in 
accordance with federal regulations. 

Audit Finding Status 

Condition was corrected. 

Finding 01-111·7 

Major Programs 

CDBG and Head Start. 



, 
, Audit Finding Description 

Municipality didn't have an accurate inventory purchased with federal funds. 

Audit Finding Status 

Condition was corrected. 

17 
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SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS 

Fiscal Year Ended June 30, 2003 

~ 
~ 

~ml GIJ!DJQ[ Prom!nTitle ~ Ym!ll JSumber Ela>enditures 
US Department cf 

Agrtculure Community Facilities Loans and Gnn11 10.766 Sl,423.S78 

Child Care Food Program Pus-lhrough the 
Puerto Rico Department of Education 10.588 436,237 
Nutrition Program fer the Elderly 10.570 Sl,322 

us Depar1ment of Justice Byrne Formula Grant 16.579 236,540 

us Department or Health 
and Human Servlcea Head Start and Elrly Heu! Stmt 93.600 S,669,308 

Elderly Commi11sion-Spccial Progrmn for Aging 
(Title Ill Put B) 93.045 194,366 
Child Care Block Gnnt Paa-duoush the Puerto 
Rico Deputmentoflhe Fanily 93.515 l,316,961 

US Oepanment of 
Housing and Ul1>an 
Development Comrmmity Development Bloc:lc Gnnt 14.218 7,001,932 

Emergency Shelter Grant 14.231 491,290 
Home Investment Partnerahjp Program 14.239 2,918,724 
Section 8 Housing Choice Vouchcn 14.871 3,561,292 

Program (HOPWA) 14.241 66,161 
Public and Indian Housing 14.850 30S,148 

Worlcforce Investment Act- Adult Program Pus· 
US Department of LabOr through the Pucr1o Rico Dcp811ment of Labor 17.258 1,681,609 

Workforce fnvesttncnt Act- You1h Activities 
Pass-lllrough the Puau> Rico DcpanJnalt of 
Labor 17.259 1,687,713 
Workforce fnvcsttncnt Act- Dislocated Worker 
Pass-throush the Puau> Rico I>cpartmr:nt of 
ubor l7.260 1,005,085 

Total Exf!!ndlturea $28,107,276 



NOTES TO THE SCHEDULE OF EXPENDITURES OF 
FEDERAL AWARDS 

Fiscal Year Ended June 30, 2004 

NqTE 1- GENEBAL 
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The accompanying schedule of expenditures of federal awards presents the 
expenditures, for the fiscal year ended June 30, 2004, of all the federal assisted 
programs of the Municipality of Carolina. 

NorE2-4ccoPNTINGB4SJS 

The schedule was prepared following the modified accrual basis of accounting, 
which is further explained in note 1 of the basic financial statements of the 
Municipality of Carolina for the fiscal year ended June 30, 2004. 



Contact Persons: 

Phone number: 
Fax: 
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CORRECTIVE ACTION PLAN 

Mr. Edwin Lebron Gonzalez - Director of 
Finance 
Daniel Red6n, CPA- Director of Internal Audit 
(787) 757-2626 extension 410 
(787) 276-0735 

The Corrective Action Plan was prepared by the Municipality's management and 
is included separately of this. document. 


