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INDEPENDENT AUDITOR’S REPORT

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

Municipality of Carolina

Carolina, Puerto Rico

We have audited the accompanying financial statements of the 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, 2005, 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 Comptroller General of the United 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
opinion.

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 governmental fund information of the Municipality of Carolina, as of
June 30, 2005, and the respective changes in financial position, thereof and the respective
budgetary comparison for the general fund 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) 765-9405
Emall: pkipr@pidpr.com

PKF, LLP

1056 Muiioz Rivera Avenue, Suite 304

San Juan, PR 00927-5013

The PKF International Assoclation is an association of legally independent firms.
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Hon. José E. Aponte de la Torre and
Members of the Municipal Legislature of the
Commonwealth of Puerto Rico

Municipality of Carolina

In accordance with Government Auditing Standards, we have also issued our report dated
December 26, 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 considered in assessing the
results of our audit.

The Management’s Discussion and Analysis on pages 4 through 21 is 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 primarily of inquiries of management regarding the
methods of measurement and presentation of the required supplementary information.
However, we did not audit the information and express no opinion on it.

*P‘KF, LLP

License No. 22
Expire on December 1, 2007

December 26, 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 “the Municipality”) financial performance, providing an
overview and comparison of the financial activities for the fiscal years ended on June
30, 2005 and 2004. 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, 2005 represents the fourth year in which the
Municipality implemented the provisions of the GASB Statement No. 34, this
discussion and analysis provides comparisons with the 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, 2005 and 2004
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 $350.8 millions as
of June 30, 2005. That represents an increase of $43 millions as compared with last
fiscal year. Of this amount $86.2 millions are unrestricted. Net assets may be used
to meet the Municipality’s current operations.

> The results of activities (excess of revenues over expenses) during fiscal year ended
June 30, 2005 was $43 millions. This figure represents an increase of $17 millions
as compared with previous fiscal year.

» The Municipality’s assets increased from $598.1 millions at June 30, 2004 to
$609.2 millions at June 30, 2005. The liabilities of the Municipality decreased from
$290.2 millions as of June 30, 2004 to $258.4 millions as of June 30, 2005.

> The total revenues of the Municipality increased from $164.1 millions for the fiscal
year ended June 30, 2004 to $199.4 millions for the fiscal year ended June 30, 2005.
The costs of all Municipality functions were $156.3 and $138.1 millions, for the
fiscal year ended June 30, 2005 and 2004, respectively.

I'O. Box 8, Carolina, Puerto Rico 00986-0008 © (787) 757-2705 & 757-2745 @ Fax (787) 750-5330
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Governmental Funds Highlights:

» The total fund balance of governmental funds was $177.1 millions, a decrease of $15.6
millions as compared with previous fiscal year.

» The Municipality’s General Fund (the primary operating fund) balance as of June 30, 2005 and
June 30, 2004 was $65.2 millions.

» The total assets of governmental funds increased from $272.2 millions to $272.9 millions as of
June 30, 2004 and 2005, respectively. The governmental fund’s total liabilities increased from
$79.5 millions to $95.9 millions, as of June 30, 2004 and 2005, respectively.

» The total revenues of governmental funds decreased from $167.1 millions for the fiscal year
ended June 30, 2004 to $161.7 millions for the fiscal year ended June 30, 2005. The
governmental fund’s expenditures increased from $165.5 millions for the fiscal year ended
June 30, 2004 to $177.7 millions for the fiscal year ended June 30, 2005.

» During the fiscal year ended June 30, 2005 the Municipality did not have proceeds from new
debt issuance.

» The total cash recorded was $226.3 millions, a decrease of $16.2 millions as compared with
previous fiscal year. The investments in certificates of the deposits were $112.1 and $110.5
millions, for fiscal years ended June 30, 2005 and 2004, respectively.

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 accountability and provides a basis for comparisons and evaluation of services quality.
New reporting standards, required comparisons with prior’s year’s data. This narrative report provides
a better understanding of the municipality’s 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 basic financial statements of the Municipality; however, these
parties do not always have the same specific objectives. In order to address the needs of as many
parties as reasonably possible, the Municipality, in accordance with required financial reporting
standards, presents this Management’s Discussion and Analysis (MD&A) as an 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, 2005. 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 additional information furnished in the
accompanying basic financial statements.
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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, 2005.
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: Is 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.

The SNA (page 22) 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 presents information showing how the Municipality’s net assets changed
during the fiscal year ended June 30, 2005, 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.
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This statement also presents a comparison between direct expenses and program revenues for each
function of the Municipality.

The Statement of Activities (page 25) 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.

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.
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¢) 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 26 and included all Governmental funds
for fiscal years ended June 30, 2005 and 2004.

Infrastructure Assets

The Municipality implemented the major model portions of GASB statement 34 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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Financial 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, 2005 and 2004
June 30, 2005 June 30, 2004

Assets:
Current assets 261,377,786 $ 260,975,082
Noncurrent assets:
Capital assets, net 347,842,731 330,288,372
Rent receivable - 6,786,658

Total assets 609,220,517 $ 598,050,112
Liabilities:
Current liabilities 32,308,910 $ 50,503,500
Long-term obligations due within one year 18,938,539 16,859,470
Long-term obligations due after one year 207,136,754 222,847,197

Total liabilities 258,384,203 $ 290,210,167
Net assets
Invested in capital assets, net related debt 152,779,970 $ 122,749,251
Restricted 111,829,991 127,890,827
Unrestricted 86,226,353 57,199,867

Total net assets $ 350,836,314 $ 307,839,945

At June 30, 2005, the Municipality’s current assets are mainly composed of restricted cash ($108.1
millions), cash and certificates of deposit ($118.3 millions), due from governmental agencies ($9.5
millions), property tax receivables ($5.5 millions) and federal grants receivables ($14.1 millions).

The restricted cash represents legally designated for: payments of debt service, acquisition,
construction and improvement of major capital assets.
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Noncurrent assets amounting to $347.8 millions at June 30, 2005, are mainly composed of capital
assets, with a cost basis of $372.2 millions, which are reported net of accumulated depreciation and
amortization of $24.4 millions.

At June 30, 2005, the Municipality’s current liabilities amounting to $32.3 millions is substantially
composed, account’s payable and accrued liabilities ($18.6 millions). The long-term obligations due
within one year is substantially composed of compensated absences ($6.7 millions) and bonds payable
($11.2 millions). As noted in the condensed statements of net assets, the Municipality’s current assets
exceeded current liabilities by $210.2 millions, for a current ratio of 5.4 times.

The Municipality’s noncurrent liabilities, amounting to $207.1 millions at June 30, 2005, are mainly
composed of portions due after one year of bonds and notes payable ($183.3 millions), capital lease
obligation ($10.3 millions), compensated absences ($4.4 millions), governmental agencies payables
($5.3 millions) and estimated liability for the municipal solid waste landfill closure and post closure
care costs ($3.8 millions).

The total net assets increased by $43 millions or 14%, as compared with last fiscal year.
Municipality’s net assets, $350.8 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, $111.8 millions, represents resources
that are subject to external restrictions on how they may be used. The remaining balance of
unrestricted net assets, $86.2 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, 2005 and 2004

June 30, 2005 June 30, 2004
Program Revenues:
General Revenues $159,954,401 $136,113,199
Program Revenues 39.361,449 28,013,269
Total Revenues 199,315,850 164,126,468
Expenses:
Governmental activities functions 156,319,981 138,119.167
Total Expenses 156,319,981 138,119,167
Change in Net Assets $42,996,369 $ 26,007,301

The Municipality’s changes in net assets increased by $17 millions or 65.3%. The Municipality’s
general revenues increased by $23.9 millions or 17.6%, as compared with last fiscal year. Additional
changes include:

> Total governmental activities revenues and expenses increased by $11.3 (40.4%) and $18.1
(14.1%) millions, respectively, as compared with prior fiscal year.

» Total operating grants and contribution decreased by $2.1 (12%) millions, as compared with
prior year.

» Total capital grants and contributions increased by $14.0 (217%) millions as compared with
prior year.
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Municipality of Carolina
Statement of Activities

Expenses by Functions / Programs
For the Year Ended June 30,2004 and 2005
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Municipality of Carolina
Statement of Activities
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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 $177.1 millions that is under last year for $15.7 millions or 8%. 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, 2005 and 2004
June 30, 2005 June 30, 2004

Assets:
Total assets - major governmental funds $ 252,696,683 $ 261,388,629
Total assets - other governmental funds 20,243,589 10,865,557
Total assets $ 272,940,272 $ 272,254,186
Liabilities:
Total liabilities—-major governmental funds $ 80,235,086 $ 72,833,812
Total liabilities—other governmental funds 15,640,617 6,724,113

Total liabilities $ 95,875,703 $ 79,557,925
Fund balances:
Reserved — major governmental funds $ 164,544,714 $ 181,866,809
Reserved — other governmental funds 4,602,972 4,141,444
Unreserved 7,916,883 6,688,008

Total fund balances $ 177,064,569 $ 192,696,261




Major Governmental Funds

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

General Fund (GF)- The GF’s assets consist mainly of unrestricted and restricted cash and certificates
of deposits ($91.3 millions), Due from other governmental agencies ($3.5 millions) and short-term
amounts due from other funds ($10.3 millions). GF’s liabilities are composed mainly of deferred
volume of business tax revenues ($29.6 millions), and accounts payable and accrued liabilities ($12.3
millions).

Debt Service Fund (DSF) — The DSF’s assets consist mainly of restricted cash with fiscal agent ($36.4
millions) and restricted property tax receivable ($5.5 millions). DSF’s liabilities are mainly composed
of matured bonds and notes payable ($10.7 millions), matured interest due and payable ($4.0 millions)
and deferred revenues ($2.9 millions).

Capital Project Fund (CPF) — The CPF’s assets are mainly composed of unrestricted and restricted
cash ($78.7 millions). CPF’s liabilities are mainly composed of short-term loans to other funds ($5.0
millions) and accounts payable ($2.7 millions).

Economic Development Fund (EDF) — The EDF’s assets are mainly composed of unrestricted and
restricted cash ($13.5 millions), due from other funds ($6.2 millions) and other receivables ($1.3
millions). EDF’s liabilities are mainly composed of short-term, due to other funds and other deferred
revenue ($9.4 millions).

Workforce Investment Act Fund (WIAF) — The WIAF’s assets and liabilities consist mainly of federal
grants receivables and accounts payables and accrued liabilities ($.7 million), respectively.

Other Governmental Fund (OGF) — The OGF’s total assets are mainly composed of unrestricted and
restricted cash ($6.4 millions), federal grants receivable ($7.1 millions), Due from other governments
($5.9 millions) and short-term due from other funds ($.8 millions). The OGF’s liabilities are principal
composed of deferred federal revenue ($9.8 millions), due to other funds ($3.3 millions) and accounts
payable and accrued liabilities ($1.2 millions).

This Space Was Left Blank Intentionally



Condensed Statement of Revenues, Expenditures and Change
in Fund Balances —~ Governmental Funds

For the Years Ended June 30, 2005 and 2004

Revenues:
Total revenues-major governmental funds

Total revenues- other governmental funds

Total revenues

Expenditures:

Total expenditures-major gov. funds
Total expenditures- other gov. funds

Total expenditures

Excess (deficiency) of revenues over
Expenditures

Other financial sources, net:

Other financing sources, net - major
Operating transfer in,  net - major
Operating transfer in,  net - other
Operating transfer out, net - major
Operating transfer out, net - other

Total other financing sources, net

Excess of revenues and other financing
sources (uses) over expenditures

Major Governmental Funds

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

General Fund (GF)- The GF’s revenues consist mainly of property tax ($53.7 millions), municipal
volume business tax ($30.7 millions), construction tax and permits ($13.7 millions) and
intergovernmental grants ($9.3 millions). The GF’s most significant variation as compared with prior
year revenues was on Volume of business taxes revenues with an increased of $2.7 millions. Another
variation was on intergovernmental with a decreased of $5.5 millions.

June 30, 2005

$145,196,925

~16.712.920

$161,909,845

$160,151,046
17,532.453

177.683.499

(15,773,654)

11,658,584
1,003,440
(12,662,024)

i G |

$ (15.773,654)

June 30, 2004

$147,578,007
19,523,558

167,101,565

$148,896,276
16,587,439

165,483.715

1,617,850

15,741,761
33,961,917

244,787
(29,385,837)
(4,820,867)

15,741,761

$17,359.611
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Debt Service Fund (DSF) — The DSF’s revenues consist mainly of restricted property taxes ($19.8
millions) and operating transfer in for debt payment ($5.6 millions). The revenues were decreased by
$1.4 millions as compared with prior fiscal year.

Capital Project Fund (CPF) — The CPF’s revenues are mainly composed of federal grants ($1.4
million) .

Economic Development Fund (EDF) — The EDF’s revenues are mainly composed of federal grants
($5.3 millions).

Workforce Investment Act Fund (WIAF) — The WIAF’s revenues consist mainly of federal grants
($3.8 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
($15 millions) and intergovernmental grants ($1.0 million). The OGF’s total expenditures ($17.5
millions) were increased by $1.0 million, as compared with prior year fiscal year.

BUDGETARY HIGHLIGHTS:

» The original budget of the general fund (operating fund) for the fiscal year ended June 30, 2005
amounted to $79.0 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
$30.6 millions in total budgeted revenues, to reach the total revised budget amount of $109.6
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, 2005 and 2004 amounted to $282.0 and $252.0 millions,
respectively.

» During current fiscal year 2004-2005, expenditures from general fund showed a favorable variance
of $6.9 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 direct services to citizens. On the other
hand, the total variance in revenues was mainly on readjustments of prior year revenues ($9.5
millions) less than current year revenues collected over budgeted amounts.
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Economic Factors and Next Year 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 governmental 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 full 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 2005-2006 was $258.5 millions that are $6.5 millions over
last fiscal year (2004-2005).

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.



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CAROLINA

Statement of Net Assets
Governmental Activities

June 30
2005 2004
ASSETS
Current assets:
Cash and cash equivalents $ 118,253,240 $ 120,973,817
Cash with fiscal agent 108,077,314 121,630,605
Volume of business tax receivable 3,006,155 2,527,440
Due from other governments 9,485,345 6,220,857
Federal grant receivables 14,095,239 3,602,166
Interest receivable 114,502 93,300
Property taxes receivable 5,537,459 3,032,310
Other receivables 2,808,532 2,894,587
Total current assets 261,377,786 260,975,082
Noncurrent assets:
Capital assets, net 347,842,731 330,288,372
Rent receivable - 6,786,658
Total noncurrent assets 347,842,731 337,075,030

Total assets $ 609,220,517 $ 598,050,112




COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF CAROLINA

Statement of Net Assets (continued)

LIABILITIES

Current liabilities:
Bonds and notes payable, current
Capital lease obligation, current
Accounts payable and accrued liabilities
Accrued legal claims
Accrued compensated absences, current
Interest payable
Due to Federal Agency
Deferred volume of business taxes
Other deferred revenues

Total current liabilities

Noncurrent liabilities:
Bonds and notes payable, noncurrent
Capital lease obligation, non-current
Other long-term debt
Landfill obligations
Due to other governments
Accrued compensated absences

Total noncurrent liabilities
Total liabilities

Net assets:

Governmental Activities

Invested in capital assets, net of related debt

Restricted for:
Economic development projects
Capital projects
Debt service
Other purposes
Unrestricted

Total net assets

Total liabilities and net assets

June 30
2005 2004

$ 11,253,000 12,999,000
935,637 552,492
18,646,452 17,354,839
5,303,000 1,547,154
6,749,902 3,307,978
4,088,298 3,799,769

1,325,338 -

- 27,801,738
2,945,822 -
51,247,449 67,362,970
183,287,121 194,540,121
10,335,036 6,330,302

- 5,072,987
3,776,286 4,607,300
5,316,314 6,362,799
4,421,997 5,933,688

207,136,754 222847197
258,384,203 290,210,167
152,779,970 122,749,251
11,787,475 13,415,801
71,544,699 87,838,691
23,894,845 22,117,008
4,602,972 4,519,327
86,226,353 57,199,867
350,836,314 307,839,945

$ 609,220,517 598,050,112




COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CAROLINA

Statement of Net Assets (continued)
Governmental Activities

June 30

2005 2004
Fund balance per Fund Statements $ 177,064,569 $ 192,696,261
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. 347,842,731 330,288,372
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 (36,357,884) (33,714,700)
Resources not available to pay current year expenditures,
but collectible after the period of availability, are not reported
in the funds. 45,574,019 16,229,133
General obligation bonds, special and federal
loans are not due and payable in the current
period and therefore not reported in the funds. (183,287,121) (197,659,121)
Net assets of governmental activities $ 350,836,314 $ 307,839,945

See notes to financial statements
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COMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CAROLINA
Statement of Activities
Govermnmental Activities
For the Fiscal Year Ended
Charges for Operating grants Capital grants June 30
Functions and Programs Expenses services and contributions  and contributions 2005 2004
Governmental activities:
General govemnment $ 48,445,800 $ 1,962,834 $ . - $ (46,482,966) $ (41,690,990)
Public safety 11,691,615 833,671 234,337 . (10,623,607) (11,445,672)
Highway, streets and transportation 8,354,184 - - 1,442,650 (6,911,534) (8,761,143)
Sanitation 12,457,096 815,419 - - (11,641,677) (10,319,733)
Healith 7,123,296 - - - (7,123,296) (7,173,042)
Recreation and sports 3,493,541 - - - (3,493,541) 4,238,255
Education and training 10,946,999 - 6,551,298 - (4,395,701) (2,871,717)
Housing 11,819,532 - 3,966,041 7,805,826 (47,665) (5,769,841)
Economic development 26,999,374 - - 11,208,671 (15,780,703) (16,794,823)
Welfare 878,114 - 656,373 - (221,741) 763,333
Employment opportunities 3,508,543 - 3,884,329 - 375,786 232,758
Interest 10,601,887 - - - (10,601,887) (10,513,283)
Total governmental activities 156,319,981 3,611,924 15,292,378 20,457,147 (116,958,532) (110,105,898)
Gieneral revenues:
Property taxes 71,160,280 71,931,155
Volume of business taxes 58,105,872 28,733,816
License, and permits 12,910,326 14,061,407
Interest income 3,627,708 4,037,572
intergovemmental 12,966,879 14,850,584
Other 1,283,836 2,498,665
Total general revenues 159,954,901 136,113,199
Change in net assets 42,996,369 26,007,301
Net assets - beginning (as previously reported) 307,562,324 245,892,957
Prior period adjustments 277,621 35,939,687
Net assets - beginning (as restated) 307,839,945 281,832,644

Net assets — ending $ 350,836,314 $ 307,839,945




Assets

Cash and certificates of deposits
Cash with fiscal agent

Volume of business taxes receivable
Due from other govermments
Federal grants receivables

Due from other funds

Interest receivable

Property taxes receivable

Other receivables

Total assets
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CAROLINA
Governmental Fund Financial Statements
Combined Balance Sheet
Debt Capital Economic Workforce June 30
General Service Projects Development Investment Other 2005 2004

$ 90,864,950 §% 794,667 $ 6,686,851 $ 13,506,756 $ 10,252 $ 6,389,764 $ 118,253,240 $ 120,973,817
510,670 35,572,558 71,994,086 - - - 108,077,314 121,630,605
3,006,155 - - 5 - - 3,006,155 2,527,440
3,506,372 - - 36,495 = 5,942,478 9,485,345 6,220,857
- - - 6,226,179 748,066 7,120,994 14,095,239 2,966,200
10,251,439 1,000 1,005,290 12,484 292,273 11,562,486 11,915,070
46,250 68,252 - - - 114,502 93,300
- 5,537,459 - - : - 5,637,459 3,032,310
892,943 - 1,799 1,407,675 8,035 498,080 2,808,532 — 2,894,587
$ 109,078,779 $ 41,973,936 % 79,688,026 $ 21,189,589 § 766,353 $ 20,243,589 $ 272,940,272 $ 272,254,186




Liabilities and other credits

Accounts payable and accrued liabilities
Bonds and notes payable

Interest payable

Due to other govemments

Due to other funds

Due to federal agency

Deferred volume of business taxes
Deferred Federal revenue

Other deferred revenue

Total liabilities and other credits
Fund Equity

Fund balances
Reserved for encumbrances
Reserved for other purposes
Reserved for equipment
Reserved for capital projects
Development projects
Reserved for debt service
Unreserved

Total fund balances

Total liabilities and fund equity

See notes to financial statements
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COMMWEALTH OF PUERTO RICO
MUNICIPALITY OF CAROLINA
Govemnmental Fund Financial Statements
Combined Balance Sheet (continued)
Debt Capital Economic Workforce June 30
General Servica Projects Development Investment Other

$ 12,269,847 $ - $ 2,825,327 $ 1,254,958 $ 766,353 $ 1,529,967 $ 18,646,452 $ 17,354,839
- 10,675,000 - - - . 10,675,000 9,880,000

- 4,086,482 - - - 1,816 4,088,298 3,799,769

1,058,288 - - - - * 1,058,288 2,075,351

910,746 371,787 5,025,225 2,308,734 - 2,945,994 11,562,486 11,915,070

- - - - - 1,325,338 1,325,338 -

29,605,320 - - - - - 29,605,320 30,167,460

- - - - - 9,837,502 9,837,502 1,205,729

= 2845822 292775 5838422 - # 9,077,019 3,159,707
43844201 — 18,079,091 — 8143327 — 9402114 — 766,353 —— 15640617 — 95875703 79,557,925
27,503,417 - - - - 4,602,972 32,106,389 25,812,280
29,303,607 - - - - - 29,303,607 36,313,802
510,671 - - - - - 510,671 510,671

- - 71,544,699 - - - 71,544,699 87,838,691

- - - 11,787,475 - - 11,787,475 13,415,801

- 23,894,845 - - - - 23,804,845 22,117,008

7.916,883 - - - - - 7,916,883 6,688,008
65,234,578 23,894,845 71,544,699 11,787,475 - 4,602,972 177,064,569 192,696,261

$ 109,078,779 s 41,973,936 $ 79,688,026 $ 21,189,589 $ 766,353 $ 20,243,589 $ 272940272 $ 272,254,186




= =]

Revenues :
Property Taxes
Volume of business taxes
Licenses, permits, fines and forfeits
Federal grants
Interest iIncome
Intergovemmental
Landfill
Rent
Other

Total revenues

Expenditures
General govemment
Pubtic safety
Highway, streets and transportation
Sanitation
Health
Recreation and sports
Education and training
Housing
Economic development
Waelfare
Employment opportunity
Debt service paymenis

Total expenditures

Other financing sources (uses)
Proceeds from debt issuance
Operaling transfer in
Operating transfer out

Other financing sources (uses)

Excess (deficiency) of revenues and other financing
sources over expenditures and other financing uses

Fund balances at beginning of fiscal year
(as previosly reported)
Prior period adjustment

Fund balances at beginning of fiscal year (as restated)

Fund balances at end of fiscal year

See notes to financial statements
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COMMONWEALTH OF PUERTO RICO
Municipality of Garolina
Govemmental Fund Financial Statements
Combined Statement of Revenues, Expenditures and Changes in Fund Balances
Year Ended
Debt Capital Economic Workforce June 30,

General _ Service Projects Development  _Invesiment Other 2004
$ 53672443 § 19,791,706 % . $ X $ ¥ 8 . $ 73464149 § 71,931,155
30,746,502 - = = - - 30,746,502 28,013,512
13,704,128 - - - - 40,139 13,744,267 14,174,361
= - 1,442 650 5,369,250 3,884,320 15,033,767 25,729,998 23,746,378
3,085,852 - 167,882 230,767 - 33,207 3,527,708 4,037,572
8,201,724 - - - - 1,001,097 10,292,821 18,504,671
815,149 - X = - s 815,149 845,276
1,643,180 - - - . - 1,643,190 2,498,665
1,106,371 - 5181 94,142 - 604,710 1,810,404 3,249,975
114,075,359 19,791,706 1,615713 5,694,159 3,884,329 16,712,920 161,774,186 167,101,565
46,295,088 - - - - 96,795 46,391,883 45,382,865
12,391,776 - - - - 552,080 12,943,856 12,637,305
9,248,966 . . . L . 8,248,966 8,945,048
13,791,324 - - - - - 13,701,324 12,808,660
7,886,243 " = - . ¢ 7,886,243 7,885,802
3,343,558 - - - - 524,162 3,867,720 3,824,809
4,914,768 = = " - 7,204,719 12,119,487 10,893,380
4,902,941 - - - - 8,182,532 13,085,473 12,279,539
- & 23,798,484 6,092,682 * : 29,891,166 20,250,568
= - . . . 972,165 972,165 879,901
- - - - 3,884,329 - 3,884,329 4,374,417
= 23,600,887 = s 3 ¥ 23,600,887 25321,413
102,774,664 23,600,887 23,798 484 6,092,682 3,884,329 17,532,453 177,683,499 165,483,715
= = - = - - - 15,741,761
= 5,587,018 5,888,779 182,787 - 1,003,440 12,662,024 34,206,704
{11,249,434) - - (1,412,590) - . (12,662,024) (34,206,704)
—(11240.434) __ 5587018 __ 5888779 _ (1229803 - 1,003,440 - 15741761
51.261 1777837 _ (16.293992) _ (1.628.326) * 183,907 __ (15908313) ___ 17.359,611
j 65,183,317 22,117,008 87,838,691 13,415,801 - 4,141,444 192,695,261 171,628,953
N x = - - - 277,621 277,621 3,707,697
22,117.008 _ B7.838691 _ 13,415801 - 4419065 __ 192973882 __ 175336650
w 65234578 § 23894845 § 71,544699 § 11787475 § . $ 4602972 §$ 177064568 § 192,696,261
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CAROLINA

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

to the Statement of Activities

Excess (deficiency) of revenues and other financing sources over
expenditures and other financing uses - total governmental funds

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
in the current period.

Capital assets donated during the year are not current financial
resources and therefore are not reported in the funds

Revenues in the statement of activities that do not provide
current financial resources are not reported as revenues in the funds.

Repayment of debt principal is an expenditure in the governmental
funds, but the repayment reduces long term liabilities in the statement
of net assets.

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.

Change in net assets of governmental activities

See notes to financial statements

Year Ended
June 30

2005 2004

$ (15909,313) $ 17,359,611

18,957,620 10,542,281

. 2 |766;1 57

38,361,507 4,354,873
12,999,000 (933,631)
(11,412,445) (8,081,990)

$ 42996369 §$ 26,007,301
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Resources:

Property taxes

Volume of business taxes
Licenses and permits
Property rent

Misellaneous
Intergovernmental services
Intergovernmental grant
Interest

Fines and penalties

Readjustments of prior years

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CAROLINA

Statement of Revenues and Expenditures
Budget and Actual- General Fund
Non GAAP Budgetary Basis
Year Ended June 30, 2005

Amounts available for appropriation $ 79,000,000

Expenditures charged to appropriations:

General government

Public safety

Highways, streets and trasportation
Sanitation

Health

Recreation and sports

Education & Training

Housing and building

Total charges to appropriations

Actual amounts Variance
in the Favorable
Original Budget Final Budget budge basis (Unfavorable)
$ 47,449,239 $ 55744087 $ 53672443 $ (2,071,644)
22,826,968 27,216,121 30,746,502 3,530,381
402,000 7,637,118 12,870,457 5,233,339
80,000 167,000 969,615 802,615
500,000 500,000 717,516 217,516
287,700 287,700 470,903 183,203
6,304,093 6,304,093 6,304,093 -
900,000 2,000,000 2,919,869 919,869
250,000 250,000 653,871 403,871
- 9,546,492 - (9,546,492)
$ 109,652,611 $ 109,325269 $ (327,342)
41,183,472 61,456,503 56,217,036 5,239,467
13,147,630 12,975,584 12,353,160 622,424
5,691,416 9,122,987 9,102,242 20,745
3,834,182 8,064,538 7,949,284 115,254
7,885,802 7,885,802 7,885,802 -
2,546,629 3,073,250 3,025,329 47,921
2,645,619 3,572,768 3,506,656 66,112
2,065,250 3,501,179 2,675,900 825,279
79,000,000 109,652,611 102,715,409 6,937,202
$ - 3 6,609,860 $ 6,609,860

Excess of appropriations over resources $ -

See notes to financial statements
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CAROLINA

Notes to Financial Statements
June 30, 2005

GENERAL ORGANIZATION

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.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CAROLINA

Notes to Financial Statements (continued)
June 30, 2005

Basic Financial Statements-GASB 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
reconciliation 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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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CAROLINA

Notes to Financial Statements (continued)
June 30, 2005

Basis of Presentation

The new model as defined in Statement No. 34 establishes criteria (percentage of the
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.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CAROLINA

Notes to Financial Statements (continued)
June 30, 2005

Basis of Accounting

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 governmental 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 reporied 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 eamnings (interest) are recorded as eamed since they are measurable an
available.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CAROLINA

Notes to Financial Statements (continued)
June 30, 2005

Encumbrances

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 accepted 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, 2005 amounted to
$9,546,492 are reflected in the budget information as adjustments of prior
years 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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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CAROLINA

Notes to Financial Statements (continued)
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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, 2005 are as follows:

Accounting per the statement of revenues, rxpenditures

and changes in fund balance $ 51,261
Adjustments:
Non-budgeted revenues received during the year (7,073,623)
Non-budgeted expenditures during the year 14,132,222
Current year encumbrances recognized as

expenditures on the budgetary basis (2,500,000)
Prior year encumbrances recognized as

expenditures on the accounting basis 2,000,000

Excess of revenues (expenditures) over
expenditures (revenues) budgetary basis $ 6,609,860
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Deposits

Substantially all cash balances are commingled in a general checking account and several
special purpose bank accounts, except for cash and investments restricted by law. 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. Invesiment 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 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 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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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.

Cash held with fiscal agent

The cash with fiscal agent pertaining to the debt service represents property tax collections
withheld by the Government Development Bank for Puerto Rico and another financial
institution restricted for the payment of Municipality’s debt service (See Note 2).

The cash held with fiscal agent related with 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. The Municipality has the following reservations of fund balance:
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» 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.

e Debt Service - Represents current financial resources available to finance future debt
service payments.

o Capital Projects - Represent current financial resources available to finance future
capital outlays related with public works.

o For equipment and other purposes - Represents current financial resources legally
segregated for acquisition of equipment and other specific future use.

e For economic development projects - Represent current financial resources available to
finance and subsidize other projects.

Claims and Judgments

The estimated amount of the liability for claims and judgments, which is due when settled
by the court, such as from adjudicated or settled claims, 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 Recaudacion de Ingresos 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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The tax rate per annum is 8.83% 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 allocated by
the CRIM to the Municipality, which amounted to $1,834,304 and $1,811,092 during fiscal
years ended June 30, 2005 and 2004, respectively.
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The following is a summary of the property tax advances, which resulted as an account
payable, for the year ended July 1, 2005 and outstanding debt from June 30, 2000. The
resulting debt of $1,831,621 was recorded as a liability in the Government Wide Financial
Statements.

Accounts Payable: 2005 2004
Amortization through collections of property

taxes by the CRIM $ 47,776,462 $ 49,298,610
Advanced received, 49,608,083 47,557,783
Due to CRIM $ (1,831,621) $ 1,740,827

Due to CRIM-2000 $ 4227693 § 4,287,448

The payment for the outstanding debt amounted $4,227,693 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

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. The Municipality is subject to the following credit risks:
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Custodial credit risk:

The Municipality is authorized to deposit only in institutions approved by the Department of the
Treasury of the Commonwealth of Puerto Rico. Such deposits should be kept in separate
accounts in the name of the Municipality. Under Puerto Rico statutes, public funds deposited
in commercial banks must be fully collateralized for the amount deposited in excess of federal
depository insurance. During the year ended June 30, 2005, the Municipality invested its funds
in bank accounts bearing interest.

At June 30, the Municipality had bank balances as follows:

2005

Insured by the federal deposits insurance corporation $ 509,997

Collateralized by securities held by the pledging

financial institution's trust department in the 148,126,521
Corporation's name
Total $ 148,636,518

In addition, as of June 30 2005, the Municipality’s custodial credit risk was approximately $71
million, which is the bank balance of cash deposited at the Government Development Bank for
Puerto Rico. These deposits are exempt from the collateral requirement established by the
Commonwealth.

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 organizations.
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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 December 31.

The Municipality recognized an account receivable for the estimated municipal license taxes to
be collected during the first two months of fiscal year 2005-2006, but corresponding to fiscal
year 2005-2006. 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, 2005:

Receivable Fund Payable Fund Amount
General Other $ 2,945,994
Debt Service 371,787
Capital Project 5,025,225
Economic Development 1,908,433
10,251,439
Debt Service Economic Development 1,000
Other Government General 11,321
Economic Development 280,952
292,273
Economic Development General Fund 12,484
Capital Project General 886,941
Economic Development 118,349
1,005,290

Total $ 11,562,486
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The inter-fund receivables and payables on Fund Financial Statements are eliminated on the
Statement of Net Assets (Government Wide Financial Statements).

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,
2005:

2005 2004

Balance at beginning $ 207,539,121 $ 206,605,890
Proceeds from new issuance - 15,550,000
BAN's notes - 191,761
Less principal payments:

Bonds $12,284,000

Notes 715,000 (12.999,000) (14,808,530)
Balance at June 30, 2005 $ 194,540,121 $ 207,539,121
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Bonds

Series of 2004 - $15,550,000 payable in annual
installments of $510,000 to $1,190,000 until July 1,
2023 with interest at 5.00%

Series of 2003 - $4,000,000 payable in annual
installments of $102,000 to $259,000 until July 1,
2027 with interest at 4.50%

Series of 2003 - $1,310,000 payable in annual
installments of $30,000 to $105,000 until July 1,
2027; with interest at 6.50%.

Series of 2003 - $23,000,000 payable in annual
installments of $500,000 to $1,625,000 until July 1,
2027; with interest at 5.5%.

Series of 2003 --$1,360,000 payable in annual
instaliments of $33,000 to $88,000 until January 1,
2028; with interest at 4.50%.

General long-term debt as of June 30, 2005 consists of the following:

$14,585,000

$3,719,104

1,240,000

21,580,000

1,297,000

$15,080,000

$3,817,504

1,265,000

22,080,000

1,329,000
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Series of 2001 - $20,120,000 payable in annual
installments of $550,000 to $1,805,000 until July 1,
2020 with interest at 2.7 to 5.29%

Series of 2000 - $30,285,000 payable in annual
installments of $1,445,000 to $2,400,000 until July 1,
2017; with interest at 3.21 to 5.01%.

Series of 1998 - $13,165,000 payable in annual
installments of $400,000 to $1,175,000 until July
1,2020; with interest at 5.52% to 6.56%.

Series of 1991 - $20,945,000 payable in annual
installiments 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 $680,000 to $790,000 until July 1,
2008; with interest at 7.406% to 7.606%.

Series of 1993 - $21,260,000 payable in annual
installments of $2,255,000 to $2,450,000 until July 1,
2007; with interest at 7.406% to 7.506%.

Series 97 - $1,248,000 payable in annual installments of
$121,000 to $152,000 until January 1, 201 1;with
interest at 4.750%.

N
S
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17,350,000

23,230,000

10,870,000

2,205,000

4,705,000

818,346

o
R

17,985,000

24,590,000

11,240,000

2,450,000

2,835,000

6,785,000

933,346



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF CAROLINA

Notes to Financial Statements (continued)

June 30, 2005

Series of 1994 - $2,035,000 payable in annual
installments of $175,000 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 $1,020,000 to $1,285,000 until July 1,
2009; with interest at 7.406% to 7.706%.

Series of 1992 -$1,550,000 payable in annual
installments of $162,000 to $172,000 until January 1,
2007; with interest at 5.625%.

Series of 1995 - $16,630,000 payable in annual
installments of $540,000 to $1,465,000 until July 1,
2019; with interest at 6.000% to 6.63%.

Series of 1996 - $10,475,000 payable in annual
instaliments of $505,000 to $1,010,000 until July 1,
2015; with interest at 6.000% to 6.58%.

Series of 1997 -$2,370,000 payable in annual
instaliments of $60,000 to $205,000 until July 1, 2022;
with interest at 5.62% to 6.56%.

Special long-term debts

During the fiscal year 2003-2004, the Municipality had
issued Bond Anticipation Notes (BAN’s) in the amount
of $191,761 (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
(GDB), which does not expire within one year from
the date of the combined balance sheet. The
refinancing will be done by issuing general obligation
bonds of $1,450,000.

005

790,000

4,595,000

334,020

13,020,000

7,310,000

2,025,000

1,326,651

N
(o}
o
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950,000

5,540,000

488,020

13,520,000

7,780,000

2,080,000

1,326,651
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2005 20

Series of 2003 - $23,500,000 payable in annual

installments of $480,000 to $1,810,000 until January

1, 2027; with interest at 5.60%. 22,230,000 22,680,000
Series of 2003 - $5,040,000 payable in annual

installments of $105,000 to $365,000 until July 1,

2027; with interest at 5.04% . 4,740,000 4,845,000
Series of 2003 - $4,310,000 payable in annual

installments of $85,000 to $330,000 until July 1,

2027; with interest at 5.60% 4,070,000 4,155,000
Series of 1999 - $23,890,000 payable in annual

installments of $600,000 to $1,860,000 until January

1, 2024; with interest at 4.25% t0 6.1%. 21,060,000 21,630,000
Total General and Special Debt-Bonds $183,100,121 $195,384,521
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

rates. 11,440,000 12,155,000
Total federal notes $ 11,400,000 $ 12,155,000
Total debt of governmental activities $194,540,121 $207,539,121
Less current portion due in fiscal year ended June 30,

2006 and 2005 (11,253,000) (12,999,000)
Long-term portion $183.287,.121 $194.540.121
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The annual requirements to amortize the general long-term bonds and notes at June 30,
2005, including payment of interest are as follows:

Year Principal Interests Total

2006 $ 11,253,000 $ 10,680,343 $ 21,933,343
2007 12,011,000 10,039,314 22,050,314
2008 9,966,020 9,343,467 19,309,487
2009 9,734,000 8,790,055 18,524,055
2010 8,703,000 8,255,548 16,958,548
2011-2015 51,102,346 33,837,221 84,939,567
2016-2020 51,955,000 18,988,267 70,943,267
2021-2025 29,505,000 6,798,865 36,303,865
2026-2028 10,310,755 747,160 11,057,915

Totals $ 194,540,121 $ 107,480,240 $ 302,020,361

The original loan guarantee notes payable of $14,300,000, with an outstanding balance of
$11,440,000, are collateralized with U.S. obligation by a federal financing institution, and real
property acquired or to be acquired with these funds

The basic contribution of the Municipality for real property is 7% and for personal property is
9%. Total property assessment, based on information reported by the Municipal Revenues
Collection Center amounted to $1,827,072,738 of which $976,529,152 and $850,543,586 are
real and personal property, respectively.

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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Note 9 — Capital assets

Fund Financial Statements

The Municipality 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: -

Capitalization

Asset Class Estimated Useful Lives Threshold
Vehicles, Heavy Equipment 4-10 $300
Furniture and Fixture 10 $300
Computer and Electronic
Equipment 5 $300
Buildings 50 $1
Infrastructure 60 $1
Improvements 20-40 $1

In addition, the Municipality assigned a 10% residual value on most capital assets.

Balance Retirements,
6/30/2004 Disposition Balance
as restated Additions and Tranfers 6/30/2005
Capital Asset
Governmental Actitivies:
Non-depreciable assets:
Land $ 71491509 $ 12,416,098 § - $ 83,907,607
Construction in progress 142,010,668 6,317,477 (1,403,261) 146,924,884
Sub-totales 213,502,177 18,733,575 (1,403,261) 230,832,491
Infraestructure in progress 19,737,764 3,412,913 - 23,150,677

Total Non-depreciable assets $ 233239941 $ 22,146488 $ (1,403,261) $ 253,983,168
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Capital Asset

Governmental Actitivies:
Depreciable assets:
Building, Infraestructure
and improvements:
Vehicle and Equipment,
furniture & fixtures
Sub-totals
Less accumulated depreciation
Depreciable assets, net

Capital Asset

Governmental Actitivies:
Non-depreciable assets:
Land
Construction in progress
Sub-totales
Infraestructure in progress
Total Non-depreciable assets

Governmental Actitivies:
Depreciable assets:
Building and Improvements:
Vehicle and Equipment,
furniture & fixtures
Sub-totals
Less accumulated depreciation

51
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Balance Retirements,
6/30/2004 Disposition Balance
as restated Additions and Tranfers 6/30/2005
$ 98,879,655 $ 246,365 $ - $ 99,126,020
18,732,978 464,916 (30,285) 19,167,609
117,612,633 711,281 (30,285) 118,293,629
(20,564,202) (3,900,149) 30,285 (24,434,066)
$ 97,048,431 $ (3,188,868) $ - $ 93,859,563
Balance Retirements,
6/30/2003 Disposition Balance
as restated Additions and Tranfers 6/30/2004
$ 64,959,580 $ 6,531,929 $ - $ 71,491,509
136,963,782 5,858,335 (811,449) 142,010,668
201,923,362 12,390,264 (811,449) 213,502,177
17,298,197 2,439,567 - 19,737,764
$ 219,221,559 § 14,829,831 $ (811,449) §$ 233,239,941
$ 98,068206 $ 811,449 $ - $ 98,879,655
18,082,933 779,094 (129,049) 18,732,978
116,151,139 1,690,543 (129,049) 117,612,633
(17,581,315) (3,111,936) 129,049 (20,564,202)
$ 98,569,824 § (1,521,393) § - $ 97,048,431

Depreciable assets, net
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Depreciation expense charged to functions in June 30, is as follows:

2005 2004

General Government $1,174274 $ 872,142
Economic Development 756,607 2,139
Welfare 24,608 7,676
Housing 331,200 106,336
Transportation 234,110 710,216
Recreation and Sports 97,900 141,918
Education and Training 306,769 561,466
Employment Opportunity 98,341 186,332
Sanitation 349,087 263,723
Public Safety 327,636 184,507
Health 199,617 75,481

Total $ 3,900,149 § 3,111,936

Note 10 - 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 5.775% 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, 2005 and 2004 amounted
to approximately $2,828,840 and $2,602,114, 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, 2005 and 2004, total covered payroll was approximately
$30,449,600 and $28,055,130, 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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MUNICIPALITY OF CAROLINA

Notes to Financial Statements (continued)
June 30, 2005

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 8.5% a year

b) Salary increases 5.0% a year

c) Mortality GAM’'83 Mortality Table set
forward two years.

d) Termination Medium Turnover Table
commensurate with anticipated
experience.

e) Disability 65% of Third Railroad

Retirement Table Rates.

1) Retirement age Graded scale of retirement ages
commensurate with anticipated
experience.

g) Proportion of participants with spouses 80% of participants assumed to be

married, with wives assumed to
be four years younger than

husbands.
h) Number of employees electing higher 15% of retiring employees
contributions assumed to pay retroactive
contributions at retirement.
i) Cost-of-living adjustment 3% every third year

Note 11 - Compensated absences

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, 2005 and 2004 are as
follows:

Balance Net Balance
June 30, 2004 Increase June 30, 2005
$9.241.666 $4.003,907 $ 11,171,899
Balance Net Balance
June 30, 2003 Increase June 30, 2004
4,331,351 $4.910.315 $ 9,241,666

Note 12 - Leases

Operating Leases

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 for
the Employment Opportunity Municipal Agency (Workforce Investment). Total rental charges for
the year ended June 30, 2005 and 2004, were approximately $960,000 and $1,307,274,
respectively in all funds.

The future payments for the following fiscal years subsequent to June 30, 2005, corresponding
to the Employment Opportunity Municipal Agency (Workforce Investment) are $100,770 until the
year ended June 30, 2006.

Capital Leases Obligations

The Employment Opportunity Municipal Agency (Workforce Investment) has four capital
leases equipment 4.9% annually expiring in May 2007 with monthly payments between $347
and $636.

$73,033
Portion Due in one year (24,285)
Portion Due over one year 48,748

The long term debt expires within next three years as follow

2006 $25,503
2007 23,245

$48,748



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CAROLINA

Notes to Financial Statements (continued)
June 30, 2005

Note 13- Contingencies and Commitments

A. Litigation

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 for the year ended June 30, 2005 and 2004 of $ 5,303,000 and
$1,547,154, respectively in the government-wide statements for anticipated unfavorable
judgments.

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.

B. Federal financial assistance

The Municipality receives financial assistance from the federal government in the form of
grants or entittements. 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 $20 millions and $29 millions ao June 30, 2005 and 2004,
respectively. These are commitments for the improvements of recreational and cultural
facilities and for streets and general developments.
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Notes to Financial Statements (continued)
June 30, 2005

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 $7,886,243 and $7,885,802 for the fiscal years ended June 30, 2005
and 2004, respectively.

Note 15 - Prior period adjustments

Fund statements

The Municipality restated the beginning fund balance at July 1, 2004 by a $277,621 for
revenues of Homeless Federal Award not recognized in prior years in the Other Governmental

Funds.

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
$3,776,286 and $4,607,300 for the periods ended June 30, 2005 and 2004, respectively as
the estimated obligation for landfill closure and $324,000 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, 2005.
The Municipality expects to finance this obligation with the issuance of general obligation
bonds.

Note 17 — Rent receivable

Effective July 1, 2004, the Municipality and the State Insurance Fund Corporation of the
Commonwealth of Puerto Rico (CFSE) formalized an agreement by which both parties
terminated their rental contract for the use of office spaces in the Jesus T. Pifieiro Building,
and by this way, the outstanding balance due from the CFSE to the Municipality of
$6,786,658 was cancelled. The effect of this cancellation was recorded as part of
expenses in the Statement of Activities and not in the funds, for year ended June 30, 2005,
since it did not involve the use of current financial resources.
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Note 18 - GASB Statements for future application

GASB Statement No. 42 (Accounting and Financial Reporting for Impairment of Capital Assets
and for Insurance Recoveries).

This statement establisher accounting and financial reporting standards for impairment of
capital assets. A capital asset is considered impaired when its service utility has declined
significantly and unexpectedly. This Statement also clarifies and establishes accounting
requirements for insurance recoveries.

Municipalities are required to evaluate prominent events or changes in circumstances affecting
capital assets to determine whether impairment of capital assets has occurred. Such events
or changes in circumstances that may be indicative of impairment include evidence of physical
damage, enactment or approval of laws or regulations or other changes in environmental
factors, technological changes or evidence of obsolescence, changes in the manner or
duration of use of a capital asset, and construction stoppage. A capital asset generally should
be considered impaired if both (a) the decline in service utility of the capital asset is large in
magnitude and (b) the event or change in circumstances is outside the normal life cycle of the
capital asset.

Impaired capital assets that will no longer be used by the municipality should be reported at
the lower of carrying value or fair value. Impairment losses on capital assets that will continue
to be used by the government should be measured using the method that best reflects the
diminished service utility of the capital asset. Impairment of capital assets with physical
damage generally should be measured using a restoration cost approach, an approach that
uses the estimated cost to restore the capital asset to identify the portion of the historical cost
of the capital asset that should be written off. Impairment of capital assets that are affected by
enactment or approval of laws or regulations or other changes in environmental factors or are
subject to technological changes or obsolescence generally should be measured using a
service units approach, an approach that compares the service units provided by the capital
asset before and after the impairment event or change in circumstance. Impairment of capital
assets that are subject to a change in manner or duration of use generally should be
measured using a service units approach, as described above, or using deflated depreciated
replacement cost, and approach that quantifies the cost of the service currently being provided
by the capital asset and converts that cost to historical cost.

Impaired capital assets that are idle should be disclosed, regardless of whether the impairment
is considered permanent or temporary.
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An insurance recovery associated with events or changes in circumstances resulting in
impairment of a capital asset should be netted with the impairment loss. Restoration or
replacement of the capital asset using the insurance recovery should be reported as separate
transaction. Insurance recoveries should be disclosed if not apparent from the face of the
financial statements. Insurance recoveries for circumstances other than impairment of capital
assets should be reported in the same manner.

The provisions of this Statement are effective for fiscal periods beginning after December 15,
2004.

This Statement improves financial reporting because it requires municipalities to report the
effects of capital asset impairments in their financial statements when they occur rather than
as a part of the ongoing depreciation expense for the capital asset or upon disposal of the
capital asset. Users of financial statements will better understand when impairments have
occurred and what their financial impact is on the municipality. This Statement also enhances
comparability of financial statements between mucicipalities by requiring all governments to
account for insurance recoveries in the same manner.

GASB Statement No. 46 (Net Assets Restricted by Enabling Legislation)

This Statement clarifies that a legally enforceable enabling legislation restriction is one that a
party external to a municipality-such as citizens, public interest groups, or the judiciary-can
compel a government honor. The Statement states that the legal enforceability of an enabling
legislation restriction should be reevaluated if any of the resources raised by the enabling
legislation are used for a purpose not specified by the enabling legislation or if a municipality
has other cause for reconsideration. Although the determination that a particular restriction is
not legally enforceable may cause a municipality to review the enforceability of other
restrictions, it should not necessarily lead a municipality to the same conclusion for all enabling
legislation restrictions.

This Statement also specifies the accounting and financial reporting requirements if new
enabling legislation replaces existing enabling legislation or if legal enforceability is
reevaluated. Finally, this Statement requires municipalities to disclose the portion of total net
assets that is restricted by enabling legislation. The requirements of this Statement are
effective for financial statements for periods beginning after June 15, 2005.
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The clarifications in this Statement should improve the understandability and comparability of
net asset information by making the assessment of legal enforceability more uniform across
municipalities. For example, it should minimize the chances that a municipality will make an
across-the-board determination that none or all of its enabling legislation restrictions are
legally enforceable without considering each restriction individually. The additional
accounting and financial reporting guidance should help municipality determine how to
respond to changes in the circumstances surrounding an enabling legislation restriction. The
disclosure of the amount of net assets restricted by enabling legislation will allow users to
distinguish qualifying restrictions on resource use imposed through a municipality’'s own
actions from other types of net asset restrictions.

GASB Statement No. 47 (Accounting for Termination Benefits)

This Statement establishes accounting standards for termination benefits.

In financial statements prepared on the accrual basis of accounting, employers should
recognize a liability and expense for voluntary termination benefits (for example, early-
retirement incentives) when the offer is accepted and the amount can be estimated. A liability
and expense for involuntary termination benefits (for example, severance benefits) should be
recognized when a plan of termination has been approved by those with the authority to
commit the municipality the plan, the plan has been communicated to the employees, and the
amount can be estimated. For financial reporting purposes, a plan of involuntary termination is
defined as a plan that (a) identifies, at a minimum, the number of employees to be terminated,
the job classifications or functions that will be affected and their locations, and when the
terminations are expected to occur and (b) establishes the terms of the termination benefits in
sufficient detail to enable employees to determine the type and amount of benefits they will
receive if they are involuntarily terminated. If a plan of involuntary termination requires that
employees render future service in order to receive benefits, the employer should recognize a
liability and expense for the portion of involuntary termination benefits that will be provided
after completion of future service ratably over the employees’ future service period, beginning
when the plan otherwise meets the recognition criteria discussed above.

This Statement requires employers to disclose a description of the termination benefit
arrangement, the cost of the termination benefits (required in the period in which he employer
becomes obligated if that information is not otherwise identifiable from information displayed
on the face of the financial statements), and significant methods and assumptions used to
determine termination benefit liabilities.

This statement is effective for financial statements for periods beginning after June 15, 2005.
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INDEPENDENT AUDITORS' REPORT
ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN
AUDIT OF FINANCIAL STATEMENTS
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Hon. José 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 (The Municipality) as of
and for the year ended June 30, 2005 and have issued our report thereon dated December 26, 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'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's ability to record,
process, summarize, and report financial data consistent with the assertions of management in the
financial statements. Reportable conditions are described in the accompanying schedule of findings
and responses as item 2005-1.

Telephone: (787) 754-6615 - Telefax: (787) 765-9405

Email: pkipr@pkfpr.com

PKF, LLP

1056 Mufioz Rlvera Avenue, Sulte 304
San Juan, PR 00927-5013

The PKF International Association is an association of legally Independent firms.
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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 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 consider the reportable condition described above to be a material weakness.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Municipality’s financial statements are
free of material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts, and grants agreements, noncompliance with which could have a direct and
material effect on the determination of financial 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 entities and is not intended to be and should not be

used by anyone other than these specified parties.
0
1£ KE /00

License No. 22
Expires on December 1, 2007

December 26,
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INDEPENDENT AUDITORS' REPORT
ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH MAJOR
PROGRAM AND ON INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE
WITH OMB CIRCULAR A-133

Hon. José E. Aponte De la Torre
Mayor

Commonwealth of Puerto Rico
Municipality of Carolina

Compliance

We have audited the compliance of the Municipality of Carolina (The Municipality) with the types of
compliance requirements described in the U.S. Office of Management and Budget (OMB) Circular A-
133 Compliance Supplement that are applicable to each of its major federal programs for the year
ended June 30, 2005. The Municipality'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’'s management. Our responsibility is to express an
opinion on the Municipality's compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in
the United States of America; the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States 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) 754-6615 - Telefax: (787) 765-9405

Emall: pkipr@pkipr.com

PKF, LLP

1056 Mufioz Rlvera Avenue, Suite 304
San Juan, PR 00927-5013

The PKF Internatlonal Association is an assoclation of legally Independent firms.
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We believe that our audit provides a reasonable basis for our opinion. Our audit does not provide a
legal determination on the Municipality’'s compliance with those requirements.

As described in item 2005-2 in the accompanying schedule of findings and questioned costs, the
Municipality did not comply with requirement regarding equipment and real property management that
is applicable to its Home Investments Partnership and Section 8 Housing Choice Voucher federal
programs. Compliance with such requirements is necessary, in our opinion, for the Municipality to
comply with requirements applicable to those programs.

As described in item 2005-3 in the accompanying schedule of findings and questioned costs, the
Municipality did not comply with requirement regarding earmarking that is applicable to its Head Start
and Early Head Start federal program. Compliance with such requirement is necessary, in our
opinion, for the Municipality to comply with requirements applicable to that program.

In our opinion, except for the noncompliances described in the preceding paragraphs, the Municipality
of Carolina complied, in all 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, 2005.

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'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.
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We noted certain matters involving the internal control over compliance and its operation that we
consider to be reportable conditions. Reportable conditions involve matters coming to our attention
relating to significant deficiencies in the design or operation of the internal control over compliance
that, in our judgment, could adversely affect the Municipality’s ability to administer a major federal
program in accordance with the applicable requirements of laws, regulations, contracts, and grants.
Reportable condition is described in the accompanying schedule of findings and questioned costs as
itern 2005-2 trough 2005-3.

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 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
none of the reportable conditions described above is a material weakness.
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Schedule of expenditures of federal awards

We have audited the financial statements of the governmental activities, the business type activities,
each major fund, and the aggregate remaining fund information of Municipality of Carolina (The
Municipality) as of and for the fiscal year ended June 30, 2005, and have issued our report thereon
dated December 26, 2005. Our audit was performed for the purpose of forming an opinion on the
financial statements that collectively comprise the Municipality's basic financial statements. The
accompanying schedule of expenditures of federal awards is presented for purposes of additional
analysis as required by U.S. Office of Management and Budget Circular A-133, Audits of States,
Local Governments, and Non-Profit Organizations, 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 fairly 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.

PKE r

License No. 22
Expires on December 1, 2007

December 26, 2005
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2005

Financial Statements:

Type of auditor’s report issued:
Internal control over financial reporting:
1. Material weakness identified?
2. Reportable condition(s) identified that are not
considered to be material weakness?
3. Noncompliance matenal to financial statements
noted?
Federal awards:
Internal 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)?

Identification of major programs:
CFDA Number(s)
14218

93.600

14.239

14.871

14.850

93.575

17.258

17.259

17.260

10.766

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

Auditee qualified as a low-risk 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 Aduit Program
Workforce Investment Act Youth Activities
Workforce Investment Act Dislocated
Workers

Communities Facilities Loans & Grants

$ 779,500

No
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Finding No. 2005-1 (First Reported as Finding 2004-1)

Program CFDA No. / Grant No.: N/A

Type of Reportable Condition: ~~ Internal Control
Structure Design

Material Weakness
Questioned Cost: None

Condition:

At June 30, 2005 the balances of inter-fund loans and beginning fund balances of the Non-
Maijor Funds in the SAP System were not reconciled with their subsidiaries.

Criteria:

The Governmental Accounting Standards Board Codification, Section 1300.110 establishes the
following:

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

Also, Puerto Rico Municipality Law (Law 81), article number 6.005(c), establishes that the
Finance Director should supervise the internal controls and tasks related with the fund
accounting, transactions and other related financial matters.

Cause:

e At June 30, 2005, 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.

e There are no periodic reconciliation procedures between the information accounted in
SAP System regarding inter-fund balances.

e Certain audit adjustments of prior year audit were not posted in the general ledger of
Non Major Funds.

Effect:

The balances in the SAP System of the balance sheet accounts already mentioned were not
updated at June 30, 2005. Because of the Clearing Account design limitations, the Municipality
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. Also, these situations
caused the proposal of audit adjustments in order to obtain reasonable assurance about
amounts reported in the financial statements.



Recommendation:

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 Major Total
Fund 1 Fund 2 Fund 3 Fund 4
Major Fund 1 XXX 5,000 5,000 10,000
Major Fund 2 25,000 XXX 15,000 40,000
Major Fund 3 10,000 XXX 10,000 20,000
Major Fund 4 5,000 XXX 5,000
Total 25,000 10,000 25,000 15,000 75,000

Funds reading across are amounts due from each of the Payable Funds listed at the top. Funds
reading down owe amounts 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.

Also, we recommend the implementation of a formal procedure of processing, reporting and
reporting the inter-fund loans, in order to maintain an updated tie-in between inter-fund
balances.

Finally, all audit adjustments should be posted on a timely basis in the corresponding
accounting records.

END FINDING NO. 2005-1
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Finding 2005-2 (First Reported as Finding 2004-2)

Program CFDA No. / Grant No.: 14.239 Home Investment Partnership Program
- 14871 Section 8 Housing Choice Voucher
Type of Reportable Condition: Material Non-compliance — Equipment and
Real Property Management
Questioned Cost: None
Condition:

The capital assets subsidiary maintained by the Major Federal Programs mentioned above did
not include the acquisition date, cost of the units, and who holds title.

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.

Also, 45 CFR, part 92.32 and 24 CFR part 85 establish 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:

Federal Programs employee's in charge of property departments were unaware of the
information required on property records based on Circular A102 (Common Rule).

Effect:

The Municipality is not in compliance with the municipal regulations issued by Circular A-102. In
addition, capital assets subsidiaries of such programs were incomplete and the related
depreciation expenditures could be understated and book values overstated.

Recommendation:

We recommend that the capital assets subsidiaries be re-designed in order to provide for the
inclusion of items that are missing. Also, instructions should be provided to the employee(s) in
charge of maintaining up to date such subsidiaries in order to include information of acquisition
date, acquisition cost and who holds title in all the property units included in the subsidiary.

END FINDING NO. 2005-2
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Finding 2005-3

Program CFDA No. / Grant No.: 93.600 Head Start and Early Head Start
Type of Reportable Condition: Non-compliance — Earmarking
Questioned Cost: None

Conditions:

During our audit of the Head Start Program’s participant files, one (1) Head Start participant’s
file of a sample of twenty-nine (29) did not include allowable evidence of family income as
required by federal regulations. File included a certification signed by the parent/guardian
stating the family income. According to said certification, participants’ family income were below
the HHS 2004 and 2005 Poverty Guidelines.

Criteria:

CFR chapter 45 section 1305.4(d) requires that the family income of the participant be verified
by examining Individual Income Tax Form 1040, W-2 forms, pay stubs, pay envelopes, written
statements from employers, or documentation showing current status as recipients of public
assistance.

Cause:

Employees of Head Start Federal Program were unaware of the requirement of third parties
documentation evidencing participation in a social welfare program.

Effect:

This situation caused a lack of proper documentation for eligibility in order to comply with federal
regulations. Although, participants were deemed eligible, this does not exempt the program
from maintaining all necessary documents. Additionally, the lack of corroborating income with
sources suggested by federal regulations may increase the risk of admitting participants whose
family income exceeds those limits established by the HHS and the program.

Recommendations:

Head Start personnel should be instructed about the earmarking requirements of the program.
In addition, personnel should consistently revise participant files on or shortly after the start of
the academic year to ensure that the program files for all family units that receive the benefits of
the Head Start program are supported with verifiable income sources.

END FINDING NO. 2005-3
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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 2004-1

Condition:

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:

Condition was partially corrected regarding the deferred revenues, but prevails in terms of inter-
fund loans and beginning fund balances (refer to audit finding 2005-1).
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SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS AS
REQUIRED BY OMB CIRCULAR A-133

Finding 2004-2
Condition:

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

Audit Finding Status

A similar condition was described in Audit Finding 2005-2. Therefore condition still prevails.

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 02-111-6

Major Program

USDA Loan Program

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.



Fiscal Year Ended June 30, 2005

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

Federal
CFDA
Federal Grantor Program Title Number _Expenditures
US Department of
Agriculture Community Facilities Loans and Grants 10.766 $1,442,650
Child Care Food Program Pass-through the
Puerto Rico Department of Education 10.588 543,312
Nutrition Program for the Elderly 10.570 41,760
US Department of Justice =~ Edward Byme Formula Grant Pass-through the  16.579 267,434
Puerto Rico Depariment of Justice
US Department of Health
and Human Services Head Start and Early Head Start 93.600 5,170,818
Head Start Program Pass-through the Puerto
Rico Department of the Family 93.600 326,748
Elderly Commission-Special Program for Aging
(Title Il Part B) 93.045 167,461
Child Care Block Grant Pass-through the
Puerto Rico Department of the Family 93.575 944,324
US Department of
Housing and Urban
Development Community Development Block Grant 14.218 5,382,955
Emergency Shelter Grant 14.231 195,234
Home Investment Partnership Program 14.239 1,830,358
Section 8 Housing Choice Vouchers 14.871 3,871,582
Loan Guarantees (89,92 & 99) 14.248 1,426,789
Public and Indian Housing Pass-Through the 14.850 341,124
Puerto Rico Public Housing Administration
Highway Planning and Construction (Federal
Aid Highway Program) Pass-through the
US Depariment of Puerto Rico Highway and Transportation
Transportation Authority 20.205 146,000
Workforce Investment Act- Adult Program
Pass-through the Puerto Rico Department of
US Department of Labor Labor 17.258 1,950,697
Workforce Investment Act- Youth Activities
Pass-through the Puerto Rico Department of
Labor 17.259 1,261,389
Workforce Investment Act- Dislocated Worker
Pass-through the Puerto Rico Department of
Labor 17.260 673,270
Total Expenditures $25,983,905

14
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NOTES TO THE SCHEDULE OF EXPENDITURES OF
FEDERAL AWARDS

Fiscal Year Ended June 30, 2005

NOTE 1— GENERAL

The accompanying schedule of expenditures of federal awards presents the expenditures, for
the fiscal year ended June 30, 2005, of all the federal assisted programs of the Municipality of
Carolina.

TE £ — ACCOUNTING BAS

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, 2005.
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CORRECTIVE ACTION PLAN

Contact Persons: Mr. Edwin Lebrén Gonzalez - Director of Finance
. Daniel Redén, CPA - Director of Internal Audit
Phone number: (787) 757-2626 extension 410

Fax: (787) 276-0735

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



COMMONWEALTH OF PUERTO RICO
AUTONOMOQUS MUNICIPALITY OF CAROLINA
P.0.BOX 8 ke
CAROLINA, PUERTO RICO 00986-0008

SINCLE AUDIT 2005
CORRECTIVE ACTION PLAN

José & Upante De La Towvee
Mayor



E GOBIERNO MUNICIPAL AUTONOMO DE CAROLINA
JOSE E. APONTE DE LA TORRE, ALCALDE

December 26, 2005

Bureau of the Census
Single Audit Clearinghouse
1201 E. 10th St.

Jefferson Ville, IN 47132

RE: Single Audit Report of the Municipality of Carolina for the year
ended June 30, 2005

The following are the Financial Statement under the new format prescribed by the
provision of Government Accounting Standard Board Statement 34 (GASB 34) and
the Single Audit Package, that represent the Single Audit Report of the Municipality of
Carolina for the year ended June 30, 2005 as required by the Single Audit Act of 1984,
as amended. The following reports are included:

a. Data Collection Form

b. Five (5) copies of the Single Audit Report, including the Schedule of Federal
Awards.

c. Current year Corrective Action Plan

If you have any question about the Single Audit Report or need further information,
contact the Municipality’s Finance Director, Mr. Edwin Lebrén Gonzalez, or Internal
Auditor Director, Mr. Daniel Redén Santiago, at (787) 757-2626 ext. 490 or 361,
respectively or addressed to : Municipality of Carolina, Office of the Mayor, P.O. Box
8, Carolina, P. R. 00986-0008.

Cordially,

108, Carolina, Puerto Rico 00986-0008 @ (787) 757-2626 ® www.teleserviciogigante.com @ 641-2000 ® 641-0958
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COMMONWEALTH OF PUERTO RICO
Municipality of Carolina
Single Audit for the year ended June 30, 2005
Executive Summary

About the Single Audit

The Municipality of Carolina (“Municipality”) participates in series of federal financial
assistance programs to address the necessities of it growing population of more than
200,000 residents. These programs have been audited according to the Single Audit Act
of 1984, as amended, and the US Office of Management and Budget (OMB) Circular A-
133. The Municipality has the following major and non-major programs to assist the
needs of low-income and moderate —income citizens according to the federal grantors.

Federal Grantor

US Department of Housing and Urban Development
» Community Development Block Grant Program (CDBG), Entitlement Grant and
Loan Guarantee
Section 8- Housing Assistance Payments Program for Low- Income Families
Housing Opportunities for Persons with Aids (HOPWA)
HOME Investment Partnership Program
Emergency Shelter Grant Program (ESG)
Public and Indian Housing

VVVVYY

US Department of Health and Human Services
» Head Start and Early Head Start Program
» Special Program for Elderly
» Child Care Development Block Grant

US Department of Agriculture
» Nutrition Program for Elderly
» Child and Adults Care Food Program
» Community Facilities Loans and Grants

US Department of Justice
» Byme Formula Grant Program ( Victims of Crime Act)

These programs were audited by Pannell Kerr Forster, LLP, an independent firm of
certified public accountants. The audit is a requirement described in the OMB Circular A-

133 that are applicable to each of the major federal programs for the year ended June 30,
2005.

US Department of Labor

» Workforce Investment Act
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COMMONWEALTH OF PUERTO RICO
Municipality of Carolina
Single Audit for the year ended June 30, 2005
Executive Summary

The audit was performed for the purpose of forming an opinion on the Municipality’s
basic financial statement under the provision of GASB Statement 34 taken as a whole.

Auditors, examined on a test basis evidence about the Municipal’s compliance with those
requirements. According to the Summary of Auditor’s Results, the internal controls over
the major programs did not identify material weakness.

In their examination, the auditors have detected some findings, which were discussed
with the corresponding program officials. The Municipality has made the proper
corrective action plan in order to comply with the recommendations of auditors and with
federal regulation and procedures.

Development of the Single Audit

The audit of the programs followed various steps to obtain proper responses from the
Municipality Management.

+» External auditors examined selected programs and cases at random to identify if
the Municipality had complied with federal statute and regulations and had made
correct use of funds according to norms, regulations and accepted accounting
principles.

¢ Information and data was requested to Municipality officials to sustain the
different accounting transactions, fund balances and allocations.

< A preliminary draft containing the supposed finding was remitted to the program
officials for a management response.

«» After receiving a management response an alleged finding, auditors cleared our
unheld the finding. A management draft of finding was remitted to municipal
officers.

< Municipal officer met with auditors to discuss finding and elaborated a
management response.

¢ The audit report, management response and corrective action plan are submitted
to federal authorities.
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COMMONWEALTH OF PUERTO RICO
Municipality of Carolina
Single Audit for the year ended June 30, 2005
Executive Summary

Corrective Action Plan

In order to comply with federal regulations, the Municipality has the challenge to
continue improvement the internal controls for the compliance with the regulations and
laws.

Comments to the Single Audit for the year ended in June 30, 2005
The Municipality has made a corrective action plan for the Single Audit Report of the

year ended on June 30, 2005. Enclose find the corrective action plan consisting of
finding, management response and corrective action plan.
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INTERNET REPORT ID: 198700

31302006

OMBE Mo. 0348-0057

/

oam SF-SAC

(5-2004)

U.S. DEPT. OF COMM.— Econ. and Stat. Agmin— U.S. CENSUS BUREAU

ACTING AS COLLECTING AGENT FOR
QFFIGE OF MANAGEMENT AND BUDGET

Data Collection Form for Reportin

on
AUDITS OF STATES, LOCAL GOVERNMENTS, AND HOII-%ROFIT ORGANIZATIONS

for Fiscal Year Ending Dates in 2004, 2005, or 2008

| Complete this forn, as required by OMB Circuler A-130, *Audits FStoral Ml S oo inyisoves
of States, Local Govemments, and Non-Profit Organizations. Jeffersonville, IN 47132

GENERAL INFORMATION (To be completed by auditee, except for items 4and7)

1. Fiscal period ending date for this submission

3. Audit period covered
1 X Annual

Month Day Year
06 / 30 /2005 |pg in 2004, 2005, or 2006

2. Typa of Circular A-133 audit

2[] Biennial

Fiscal Period End Dates Must 1[X Single audit 2 [] Program-specific audit
4. FEDERAL Date received b
GOVERNMENT  Federal clearinghouse
a[] Other - Months USE ONLY

5. Auditse Identification Numbers

a. Primary Employer Identification Number (EIN)
33 9

5(3

b. Are multiple EINs covered in this report? 1] VYes 2[XINo

©. If Part |, ltem 5b = "Yes," complete Part |, tem Sc
on the continuation sheet on Page 4.

Numbering System (DUNS) Number

e. Are multiple DUNS covered in this report? 1 [JYes 2[XINo
f. If Part |, item 5e = "Yes," complete Part |, Item 5F

111z 8] 1fe 5L 118{0]4 on the continuation sheet on Page 4.
6. AUDITEE INFORMATION 7. AUDITOR INFORMATION (To be completed by auditor)
a. Auditee name a. Auditor name
MUNICIPALITY OF CAROLINA PKF, LLP
b. Auditee address (Number and street) b. Auditor address (Number and street)
PO BOX S8 1058 MUNOZ RIVERA AVE SUITE 304
City City
CAROLINA SAN JUAN
State ZIP + 4 Code I E State ZIP + 4 Code 5
PR Q0 9 |8 |6 0j0j0| 8 PR 01019127 5(0]|1
¢. Auditee contact ¢. Auditor contact
Name Name
EDWIN LEBRON GONZALEZ EDWIN E. TORRES CASTRO
Title Title
FINANCE DIRECTOR PARTNER
d. Auditee contac! telephone d. Auditor contact telaphone
(787) 757 — 2626 (787 ) 754 —ee7s
©. Auditee contact FAX e. Auditor contact FAX
((787) 762 — 7999 (787 ) 765 — 9405
f. Audites contact E-mail f. Auditor contact E-mail
ELEBRON@CAROLINA.GOV.PR |[ETORRES@FKPR.COM
g« AUDITEE CERTIFICATION STATEMENT =~ This is to @. AUDITOR STATEMENT - The data elements and
certify that, to the best of my knowledge and belief, the auditee information Included in this form ara limited to those Eascribed
has: (1) engaged an audttor to perform an audt in accordance OMB Circular A-133. The information included in Parts Il and
with the provisions of OMB Circular A-133 for the period 1l of the form, except for Part lil, items 7, 8, and 9a-91, was
described in Part |, items 1 and 3; (2) the auditor has completed translarred from the auditor’s report(s) for the period described
such audit and presented a signed audit report which states that in Part |, lems 1 and 3, and Is not a substitute for such
the audit was conducted in accord with the provisions of the reporis. The auditor has not performed any auditing procedures
Circular; and, (3) the.nformation ifipluded In Parts i, I, and NIl since the date of the auditor's re si. A copy of the repotting
of this data cpllegtion form is te and complete. | declare package required by OMB Circular A-133, which includes the
! e and : complete auditor’s report(s), is available in ils enlirety from the
Date auditee at the address provided in Part | of this form. As
Month Day Year required by OMB Circular A-133, tha information in Parts 1l
J J g:galgl of I:I}us fon;_a wasdelr}\tdaerde;l u? hgim by tl-uakau:litc_:rr!1
= g . on information in inther ckaga. The
Pl;;nt\eglame of ceriying official / y am:lih?urm:tl has &%t‘ ﬁﬂmme&:ﬂ% ﬁdiﬂi:;or;ai a:c‘l?ligg pro?::thros in
N connection e com s form.
EQwin [eben Gonrpy A
Printed Titie of cettifying official Siggatre ditor Date
~ (£ iy onth Day Year
Dire gz [AnNaNZ2 S 3 127 1 O

j —
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Primary EIN: |6]6 |~ 043353!0

INTERNET REPORT ID: 198700 3/30/2006
FINANCIAL STATEMENTS (To be completed by auditor) \
1. Type of audit report
Mark gither: + X1 Unqualified opinion OR

any combination of: 2 (] Qualified opinion 3 [J Adverse opinlon 4 [ Disclaimer of opinion

2. le-a *going-concem" explanatory-paragraph-included-in-the audil.-report?- E¥es—XINo
3. Is a reportable condition disclosed? 1K Ves 2[0No - SKIPtoltem 5
4. Is any reportable condition reported as a material weakness? 1Bl ves 2[0No
5. Is a material noncompliance disclosed? 10Yes 2@No

FEDERAL PROGRAMS (To be completed by auditor)

1. Does the auditor's report Include a statement that the auditee’s financiai
statements Include departments, agencies, or other organizational units
expending $500,000 or more in Federal awards that have separate A-133

audits which are not inciuded in this audit? (AICPA Audit Guide, Chapter 12) 1X Yes 2[JNo
2. Whatis the dollar threshold to distinguish Type A and Type B programs? $ 779,500
(OMB Circular A-133 §___ .520(b)) !
3. Did the auditee qualify as a low-risk auditee? (§___ .530) 1OYes 2KINo
4. Is a reportable condition disclosed for any major program? (§ ___ .510(a)(1)) 1XYes 2[JNo-SKIPto item 6
5. Is any reportable condition reported as a material weakness? (§ ___ .510(a)(1)) 10Yes 2&INo
6. Ars any known quastioned costs reported? (§ ___ .510(a)(3) or (4)) 100Yes 2&INo
7. Waere Prior Audit Findings related to direet funding shown in the Summary Schedule of
Prior Audit Findings? (§___.315(b)) 1®yves 2C0No

Page 2

8. Indicate which Federal agency(ies) have current year audit findings related to dirmect funding or prior audit findings shown
in the Summary Schedule of Prior Audit Findings related to direct funding. (Mark (X) all that apply or None)

e[ U.S. :jm forinter-  e3[] Federal Emergency 43 [] National Aeronautics and ss [J Social Security
national Development Management Agency Space Administration Administration
10[X] Agriculture 39 [] General Services Administration 83 [] National Archivesand 19 U.S. Department
23] Appalachian Regional % Health and Human Senvices Records Administration of State )
Commission oz ] Homeland Security 0s (] National Endowmentfor 20 [J Transportation
11 [J Commerce 14 X1 Housing and Urban the Arts 21 Treasury
94 [ Corporation for National Development 0s [ National Endowmentfor g, [] United States
and Community Service o3 [] Institute of Museum and te Tentes Information Agency
12[] Defense Library Services 7] m"m‘lj Science g4 (] Veterans Affairs
84 [J Education 1500 intarlor or (] Offi ndaof?: tional D L] None
81 (] Energy 18 0 Justice Control Puﬁacyona g [ Other - Specify:
88 [J Environmental 17 ] Labor s L) St Biskioas I
Protection Agency 09 [J Legal Services Corporation Administration |

Each agency Identified Is required to receive a copy of the repotting package.
In addition, one copy each of the reporting package is required for:

o the Federal Audit Clearinghouse archives . .. .. .......... .. ..ot X
= and, if not marked above, the Federal cognizantagency . . ... .......... ... . .. ... O
Count total number of boxes marked above and submit this number of reporting packages . . . . E:I

FORM SF-SAC (5-2004)
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INTERNET REPORT ID: 198700 3/30/2008 (Page 3 -#1 of 2) Primary EIN: (6 [6]~(0 4(3(3|5(3]|9
g FEDERAL PROGRAMS - Continued
g 9. FEDERAL AWARDS EXPENDED DURING FISCAL YEAR 10. AUDIT FINDINGS
b CFDA Number Research Major program g
Sleemar T, - ] Ll Name of Federal Amount Dieat [ [Proaee ) o ek ; Ak fiockg
¢ ??r:ﬁng I rr|antp. 5 oe program | s requl['amenl{a) number(s)®
@ ' o (c) ) (6) ) (o) (h) (@ ®)
;o 10Yes ooJ 1M Yes | 1 Yes
1,0!.788 2(XINO | COMMUNITY FAGILITIES LOANS AND GRANTS $ 1,442,650 00| 200No | 2[INo u 0 |NA
s 1OVYes 10Yes | 100 Yes
11 0 {m 2 X No CHILD CARE FOOD PROGRAM $ 843,312 .00| 2No | 28 No (4] JIIJA
; | 1L1Yes 1@ Yes | 100 Yes
1,0,.570 2 (X No NUTRITION PROGRAM FOR THE ELDERLY $ 41,780 .00f 2C0No | 2[XINo o N/A
ks 100 Yes 10Yes | 10 VYes
1 ! 6 !.579 2 X No EDWARD BYRNE FORMULA GRANT $ 267,434 .00| 2XNo | 2[XINo 0 N/A
i : 10 Yes 1EYes | 11X Yes
9) 3 ,.600 2 [XI No HEAD 8TART AND EARLY HEAD START $ 5170,818.00] 2C0No | 2(0No Q G 2005-3
: | 100Yes | ELDERLY COMMISSION-SPECIAL PROGRAM FOR AGING 1B Yes | 10Yes
9& 31.045 2 [XINo (TITLE Il PART B) $ 167,481 .00] 2C0No | 2[BNo v] N/A
R 10 Yes 1[0Yes | 1[¥ Yes '
I |
9 : 3 l.srs 2[XNo CHILD CARE BLOCK GRANT $ 944,324 .00 2@ No | 200No U o ! INIA
1,4,.218 2[XINo | COMBMUNITY DEVELOPMENT BLOCK GRANT $ 5,382,955.00] 2[INo | 2[0No v 0 | IN/A
I 100 Yes I 1M Yes | 100Yes l
11 4.1.20 2[MINo | EMERGENCY SHELTER $ 195,234 .00| 200No | 2[®INo o (N/A
: | 100 Yes 1@ Yes | 1[X¥Yes [
1 4:.239 2[XI No HOME INVESTMENT PARTNERSHIP PROGRAM $ 1,830,358 .00| 2CINo | 2C0No Q F | 2005-2
IF ADDITIONAL LINES ARE NEEDED, PLEASE PHOTOCOPY
TOTAL FEDERAL AWARDS EXPENDED > THIS PAGE, ATTACH ADDITIONAL PAGES TO THE FORM,
$ 25983 905 Oq AND SEE INSTRUCTIONS

g ebey

3 I major p

A. Activities aliowed or unallowed
B. Allowable costs/cost principles
C. Cash management

D. Davis - Bacon Acl
5 N/A for NONE

e

1See Appendix 1 of instructlons for valid Federal Agency two-digit prefixes.

20r other identifying number when the Calalog of Federal Domestic Assigtance (CFDA) number Ia not avallable. (See Instructions)
ram is marked "Yes," enter only one letter (U = Unqualified opinlon, @ = Quallfied opinion, A = Adverse opinion, B = Disclaimer of opinlon) corresponding lo the
type of audit report in the adjacent box. If major program is marked "No," leave the type of audit report box blank,

4Enler the letler(s) of all s) of compliance rement(s) that to audit findi i.8., noncompliance, rable conditions (including material weaknesses), questioned
costs, fraud, and other 1%9";{ émﬂamndar §riqm;.51 o{a))‘ rl:p:m or aa:h Fedam?gsro(um it : L ks

E. Eligibllity

F. Equipment and real property management
G. Maiching, level of efforl, earmarking

H. Period of availability of Federal funds

I. Procurement and suspension
and debarment

J. Program income

K. Resl property acquisition and
relocation assistance

L. Reporting

M. Subrecipien| monitoring

N. Special tests and provisions
0. None

P. Other

s
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INTERNET REPORT ID: 198700 3/30/2008 (Page 3 - #2 of 2) Primary EIN: 8 |6~ & 4|3|3|s|3]9
1
FEDERAL PROGRAMS - Continued | i
9. FEDERAL AWARDS EXPENDED DURING FISCAL YEAR 10. AUDIT FINDINGS
CFDA Number Research Major program e
Federal 2 an% Name of Federal Anw:dntd Dlmrcé e ,“:3 a‘&p, :gﬂ&: S[gn%fe ] Ait_lgfgrf;nnd;eng
A Extensio devel ram = e awa
Pgr:ﬂng ] A memp' prog s program | © 03 requirement(s) number{s)®
(a) : (b) c) {d) (e) { @ {h) (a) (b)
F 100 Yes 1[0 Yes | 110 Yes .
1, 41,87 2[XINo | sECTION 8 HOUSING CHOICE VOUCHERS $ 3,871,582 .00| 2C0No | 200No [~} F 2005-2
(. 100 Yes 1@ Yes | 10 Yes
114 248 2XINo | LOANGUARANTEES $ 1,428,789 .00 2C0No | 2 No o [NIA
| ]
et 100 Yes 1 Yes | 1(XYes ; I
1,4,.850 2[X No PUBLIC AND INDIAN HOUSING $ 341,124 .00} 20No | 2[0No U (o] N/A
—
S 1[]Yes 10Yes | 1R Yes .
1171 258 2[XINO | WORKFORCE INVESTMENT ACT-ADULT PROGRAM $ 1,950,897 .00| 2 No | 2[JNo u o NIA
]
I 1Ll Yes 10Yes | 18 Yes ,
1, 7,.259 2[XINo | WORKFORCE INVESTMENT ACT-YOUTH ACTIVITIES $ 1,261,389 .00 2[XINo | 2C0No u (< I INIA
! : 10Yes 10 Yes | 11X Yes !
1 { 7.260 2[lNo | WORKFORCE INVESTMENT ACT-DISLOCATED WORKER |§ 873,270 .00| 2 No | 2[0No U o' INVA
b .
i 3 1 Yes 10 Yes | 1[0 Yes _
2] 0'.205 2[XINo HIGHWAY PLANNING AND CONSTRUCTION $ 148,000 .00| 2@ No | 2(XINo o |N/A
]_ ! 10 Yes 10 Yes | 100 Yes '
9, 3,.600 2 [XI No HEAD S8TART PROGRAM $ 328,748 .00| 2@ No | 2@ No 0 N/A
I : 10 Yes 10Yes | 10 Yes |
3 20 No $ .00 20No | 200No
r T
{ 10 Yes 10Yes | 10 Yes |
ri il 2[JNo $ .00{ 200No | 200No
IF ADDITIONAL LINES ARE NEEDED, PLEASE PHOTOCOPY
TOTAL FEDERAL AWARDS EXPENDED > THIS PAGE, ATTACH ADDITIONAL PAGES TO THE FORM,
$ 25,983,905 .00 AND SEE INSTRUCTIONS

! See Appendix 1 of instructions for valid Federal Agency two-digit prefixes.

2 Or other identifying number when the Calalog of Federal Domestic Assistance (CFDA) number Is not avaliable. {See Instructions)

% It major program is marked “Yes," enter only ons letter (U = Ungualified opinion, @ = Qualified oplnion, A = Adverse opinion, B = Disclalmer of opinion) coresponding to the
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Municipality of Carolina
Financial Statement Findings

Single Audit for the year June 30, 2005

Corrective Action Plan

] - - I I O I O O & O O O E E e =

Finding

Management Response

Corrective Action Plan

Section 2- Financial Statement Finding
Finding 2005-1
Condition:

At June 30, 2005 the balances of inter-funds and
beginning fund balances in the Accounting System
(SAP System) were not reconciled with their
subsidiaries.

Criteria:

The Governmental Accounting Standards Board
Codification, Section 1300.110 establishes the
following:

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

Also, Puerto Rico Municipality Law (Law 81), article
number 6.005 (c), establishes that the Finance
Director should supervise the internal controls and
tasks related with the fund accounting, transactions
and other related financial matters.

Actually the Municipality of Carolina is
updating SAP System. We are expecting
that during the year 2006 all inter-funds
and fund balance be reconciled.

Instructions were given to the Supervisor of the
accounting area to verify and reconciled all the
financials accounts.

Also, formal procedure of processing, monitoring
and reporting the inter-funds transactions will be
implemented, in order to maintain adequate
accounting system.
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Municipality of Carolina
Federal Award Findings
Single Audit for the year June 30, 2005
Corrective Action Plan

Finding Management Response Corrective Action Plan
Section 3- Federal Award Findings

Finding 2005-2
Condition:

The property subsidiary maintained by the HOME and | Program officials are analyzing all the | Instructions were given to the programs property
Section 8 Housing Voucher Programs, does not | documents related with the acquisition of | officials complete all the information requested by
include the acquisition date of the units, cost or who | property and cost to include required | the federal regulation regarding property
holds title. information by federal regulations management.

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.
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Municipality of Carolina
Federal Award Findings

Corrective Action Plan
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Finding

Management Response

Corrective Action Plan

Criteria: (Continuation)

Also, 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.
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Municipality of Carolina
Federal Award Findings

Single Audit for the year June 30, 2005

Corrective Action Plan

Finding

Management Response

Corrective Action Plan

Section 3- Federal Award Finding
Finding 2005-3

Condition:

One (1) Head Start participant’s file of a sample of
twenty-nine (29) that did not include allowable
evidence of family income as required by federal
regulations. File included a certification signed by the
parent/guardian stating the family income. According
to said certification, participants’ family income were
below the HHS 2004 and 2005 Poverty Guidelines.

Criteria:

A-133, compliance supplement for Head Start Federal
Program States, “Family income must be verified by
the Head Start grantee before determining that child is
income-eligible. Verification must include
examination of any of the following: Individual
Income Tax Form 1040, W-2 forms, pay stubs pay
envelopes, written statements from employers, or
documentation showing current status as recipients of
public assistance.

We have given directions to all Social
Workers about the importance to provide
evidence, beyond any reasonable doubt,
of the income of our participants and to
certify that they are qualified to be in the
program.

We will take the necessary steps to assure that all
participants’ records are fully documented
according to federal requirements. A monitoring
process of the records will be made, after the
recruitment period, to assure their compliance and
to correct the findings.




