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Basi ancial Statemt4lg a ule of

Expenditures of Federal Awards

The Honorable MaYor, Members of the

Municipal Legislature and People of
the MuniciPalitY of Cataflo

Cataflo, Puerto Rico

we have audited the accompanying financial statements of the governm^ental activities' each major fund'

and the aggregate remaining fund information of the Municiputity or cataflo of the commonwealth of

puerto Rico (the "Municipality"), as of unJ io, the year ended iune 30, 2008, which collectively comprise

the Municipality's basic'financial statements as listed in the accompanying table of contents' These

financial statements are the responsibility of the Municipality's management' Our responsibility is to

"*fr"tt 
an opinion on these financial statements based on our audit'

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

America and the standards applicable to financial audits contained in Government Auditing standards,

issued by the comptroller General of the united States. Those standards require that we plan and perform

the audit to obtain reasonable assurance about whether the financia[ statements are free of material

misstatement. An "raii 
i""f"aes examining, on a test 

-basis, 
evidence supporting the amounts and

disclosures in the financial statements. An uruait ut.o includes assessing the accounting principles used

and significant estimates made by management, as well-as evaluating the overall finailcial statements

presentation. We believe that our audit provides a reasonable basis for our opinions'

In our opinion, the financial statements referred to above present fairly, in all material respects' the

respective financial position of the governmental activities, each major fund, and the aggregate remaining

fund inforffration of the Municipality of catafro of the commonwealth of Puerto Rico' as of Jun6 30'

2008, and the respective changes in financial position, thereof for the year then ended in conformity with

accounting principles generalf accepted in the United States of America'

The accompanying financial statements have been prepared assuming that the Municipality of cataflo will

continue as a going concern. As discussed In Ntte^ 14 to the financial statements, the Municipality's

general fund has reported recurring excesses of expenditures and other financing uses over revenues and

other financing sources, which have lead to significant liquidity and cash flows shortfalls' These

conditions ,uir. ,J.-#tial doubt oUori it, abiity to continue as a going concern' The financial

statements do not include any adjustments that mighi result from the outcome of this uncertainty'

In accordance with Government Auditing Standards we hav^e also issued%ur report dated November 14,

2008, on our consideration of the rvru,,iip"iity of Cataflo of the Commonwealth of Puerto Rico internal

control over firrurrciut ,eporting and on our test of its compliance with certain provisions of laws,

regulations, contracts und g.arti. The purpose of that repgrt is to describe the scope of our testing of

internal control over financial reporting ani compliarr"" und the result 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 Gou"rn*"rt Auditing'standards and imporlance for

assessing the results of our audit'
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The accompanying Management's Discussion and Analysis and the Budgetary Comparison Schedule are

not required parts of the 6asic financial statements referred to above, but are supplementary infonnation

required by accounting principle, g"rr".utty u""epted in the United States of America' We have applied

certain limited procedures, which consisteJ pri""ip"rry 
"f 

inquiries of management regarding the methods

of measurement and presentation of the requireO ,opit"t"'tury information' Howevel' we did not audit

the information and express no opinion on it'

our audit was conducted for the purpose of formi,g opi.ions on trre fina,cial statements that collectively

comprise the Mu,icipality's basic financial statem"e,ti. ttre accompanying schedule of expenditures of

federal awards is presented for purposes of additional analysis as required-bY u I olfice of Management

and Budget Circular A-133, Auditi of States and Local Governmeni' and Non-Profit Organizations' and

is not a required part of thq basic financiar statements of the Municipality. The schedule of expenditures

and federal awards have been subjected to the auditing procedures applied in the audit of the basic

financial statements and, in our opinion, u." tuirty stateJ in alr materiai respects in relation to the basic

financial statements taken as a whole'

November 14, 2008

Toa Alta, Puerto Rico

Stamp No. 2313623

was affixed to the

original report. W- PSC

ffi snMrEz-JNMEi cPA-PSC
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Fiscal Year Ended June 30,2008

As management of the Mulicipality of Catafro (the Municipality), we offer. readers the following

discussion and a,alysis of the Municipality's financial activities reported in the accompanying basic

fina,cial statements for the fiscal year ended June 30, 2008. We encourage readers to co,sider the

information presented lrere in conjunction with additional information that is furnished in the

Municipality's financial statements, which follow this n4rrative.

FINANCIAL HIGHLIGHTS

G ov er n me nt-llt icle H ig h I ig ht s :

o Tlre Municipality's assets exceeded its liabilities (net assets) by $69,376,382 atJune 30,2008' The

Mu.icipality,s pet assets decreased by $9,293,809 (excess of expenses over revellLtes) during the

fiscal year ended June 30, 2008.

. At June 30,200g, the Municipality's assets decreased $10.525,520 in cornparison with the prior

fiscal year.

. Ar June 30,200g, the Municipality's liabilities decreased $1,23i,711 in comparison w'ith the prior

fiscal Year.

. The revenues of the Mulicipality for the fiscal year ended June 30, 2008 decreased $1,712,818 in

comparison with the prior fiscal year'

. The Municipality's expenses for the fiscal year ended

comparison with tlie prior fiscalyear'

Governmentol F unds' Highlig hts :

June 30, 2008 increased $3,052,234 in

. Tlre total fr-rpd balalces of governmental funds amounted to $9,380,022 at lune 30, 2008, which

decreased by 522,260,011 (e,"xcess of expenditures andother financing uses overrevellues and other

financing sources) during fiscal year ended JLrne 30, 2008'

. At June 30,2008, the total assets of governmental funds decreased $21,699,264 in comparison witlt

the prior fiscal Year.

o At .lune 30, 2007. the total liabilities of governmental funds increased $560,141 in comparisort witlr

the prior fiscal Year.'

" The total revenues of goverrrmental funds for the fiscal year ended Jur# 30, 2008 decreased $948,907

in comparison r'vitlt the prior fiscal year'

. The total expenditures of governmental funds for the fiscai year ended June 30, 2008 increased

$9,582,152 in comparison witlt the prior fiscal year'
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Management's Discussion and Analysis.

Fiscal Year Ended June 30,2008

OVERVIEW OF THE BASIC FINANCIAL STATEMENTS

The purpose of financial reporlirrg is to provide external users of basic financial statements with

information that rvill help thern to m"ake decisions or draw conclusions about the Municipality. There are

*uny 
"*t"rnal 

parlies 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 rreeds of as many parties as

reaso,ably possible, the MLrnicipality, iu accordance with reqLrired financial reporting standards, presents

this Managerrent.s Discussion'and Analysis (MD&A) as an introduction to the accompanying basic

firra,cial statements. This narratir" r"pr"r.,lts an overview and analysis of the financial activities of the

Municipality for the fiscal year ended June 30, 2008. Because this MD&A is designed to focus on the

current'year activities, resuiting chalges and currently known facts, we encourage readers to colsider the

information presentei in this rraogA in conjunction with the additional information furnished in the

accompanying basic fi nanc ial statements'

The Mulicipality's basic firrancial statements include three componettts: (1) go-ve1}nent-wide financial

statements (GWFS), (2) governmental fund financial statements (GFFS), and (3) notes to the basic

fi,ancial statements d.rbisl. This report also contains additional required and other supplementary

infomration in addition to the basic firiancial staternents themselves- These components are described

below.

The basic filancial statements focus on: (1) the Municipality as a whole (government-wide financial

reporting; and, (2) the Municipality's majoi individual governmental funds. Both perspectives allorv the

users to address relevant questions, broaden a basis for comparison (year to year or govemment to

gor.rn,r"nt) and enha1,." ih" MLrnicipality's accountability. The cornponents of the basic financial

statetnents are described belolv.

o) Government-wide Financial Statetnents

The GWFS are composed of: ( I ) the staternents of net assets (SNA) and (2) the statement of activities

(SA). These filancial statements can be found imrnediately following this MD&A' GWFS are

desigrrecl to provide readers with a broad overview of the Municipality's operatious as a whole in a

manrler similar to private-sector business. These statements provide sho-rtterm and long-term

i,formatio, abor:t the MLrnicipality's financial position, which assist the Municipality's management

to detennine the econornic condition at June :0. ZOOA. The GWFS are prepared using methods that

are similar to those used by most private businesses'

1. Statement of Net Assets

Tlie p,rpose of SNA is to atternpt to report all.assets owned and all liabilities owed by the

MLrnicipality. The Municipality reports oi all of its assets when'ft acquires ownership over the

assets and reports all of itr tiuiititi"s when they are incurred. For example, the Municipality

repofis buildings ald ilfrastructure as assets, everr though they are not available to pay the

obligatio,s incurred by the Municipality. On the.other hand, the Municipality reports liabilities,

such as claims ancl jLrdgmerrts. even though these liabilities might not be paid until several fiscal

years into the future'

The difference betweerr the Municipality's total assets artd total liabilities reported in sNA is

presented as net a.ssets, which is siinilai to the total orvners' equity reported by a conimercial

enterprise in its financialstatements. Although the purpose of the Municipality is notto
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accumulate net assets, as this

useful indicator of whether

deteriorating, resPectivelY.

amount increases Or decreaSes over time, such amoUnt repreSents a

the financial position of the Municipality is either improving or

2. Statement of Activities

The SA presents inforr-lation showing how the Municipality's ttet assets changed during the fiscal

year ended June 30, 2008, by preseiting all of the MLuricipality's reverlu€s.and expenses' As

previously discussed, the iterns reported ln SA are measured in a manl-ler similar to the approach

used by u "or*"r"ial 
enterprise in that reveuues are recogrtized when.earned or established

criteria are satisfied, and expenses are recorded when incurred by the Municipality'

consequently, revenues are repofted even when they rnay not be colleded for several months

after the erid of the fiscal year'and eKpenses are recorded even though they rnay not have used

cash during the current Year'

Although sA looks different fronr a co.nmercial enterprise's income statement, the difference is

orily in format, not substance. Whereas the bottom line in a commercial enterprise represents its

net income, the Municipality reporls an amottnt described as net change in net assets' whicli is

essentiallY the same concePt'

The focus of SA is on the net cost of various activities provided 
_bV 

tn9 
-Municipality' 

The

statement begins with a column tliat identifies the cost of each of the Municipality's major

functions. Another column identifies the revenues that are specifically related to the classified

govemmental functions. The difference between the expenses and 
-revenue.s 

related to specific

functions/progrum identifies the extent to whiclr each function of the Municipality draws from

general ,"u",-,u", or is self-financing through fees, intergoverntnental aid' and other sources of

resources'

This statement also presents a comparison between direct expenses and program revenues for

each function of the Municipality'

GWFS and GFFS present all of the MLrnicipality's governmental activities, wliicli are supported

rnostly by taxes uniinrrrgovenrmental revenlres (such as federal and state grants and contributions)'

All services nonrurry asfociatecl with the Municipality fall into this category, including culture,

recreation and eclucaiion; general government; heaith and sanitation; public safety; public housing

and welfare, and economic and urban development'

b) Governmental Fund Finonciil Statements

The Municipality's GFFS consist of: (1) the balance sheet - gorernmental funds' and (2) the

statement of revenues, expenditur", u,-,i changes irr fund balances - governmental funds' These

fi,ancial statements ."port the financial posit[n ancl results of operations of the Municipality's

gor"rn*"r,ut tunar, *iil', an emphasis on tire Municipality's major govenlmental fur,ds'

A fund is a grouping of related accounts that is used to maitrtain control ovel'resources tllat have been

segregated for speclfic activities or objectives. The Mu,icipality' like rnost other state a,d local

governments, uses fund accout-tting to ",i.rr" 
ancl demonstrate compliance with finance-related legal
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requireme,ts. Each fund is considered an independent fiscal entity accounted for within a set of self-

baialcing accounts that courprise its assets, liabilities, fund equity, revenue, and expenditures- Fund

accor-rntiirg segregates funds according to tlreir intended purpose and is used to aid managetnent in

demoustrati n gcomp l iance with legal, fi nancial and contractual prov isions.

Gover,r,ental funds are used to account for all of the services provided bythe Municipality. These

funds are used to accoullt for essentially the same functions reported as governmental activities ir-r tlte

GWFS. Unlike GWFS. the focus of GFFS is directed to specific activities of tlie Municipality rather

than the Municipality as a whole; therefore, GFFS report the Municipality's operations in more detail

than tlie GWFS.

CFFS provide a detailed short-term view of the Municipality's finances that assist in determining

whether there will be adequate financial resources available to meet the current needs of the

Municipality, which is, evaluating the Municipality's uear-tenn financing requirements. For financial

reporting purposes, the Municipaiity classifies its governmental funds witliin the following types: ( 1)

general lund,'(2) debt service fund, (3) special revenue funds, and (4) capital projects funds'

GFFS are prepared on an accounting basis that is significantly different from that used to prepare

GWFS. In general, GFFS focus on near-term inflows and outflows of expendable financial resources,

consequently, generally measure and account for cash and other assets that can easily be converted to

cash. ior example, amounts reported on the balance sheet include capital assets within a very short

period of time, uui ao not incfude capital assets such as.land and buildings. Governmentai fund

iiobiliti", generally irrclude an'roLrrts that normally are going to be paid within a very short period

after the e,d of the fiscal year. The difference between a fund's total assets'and total liabilities is

reportecl as the fund balance, aud generally indicates the amount that can be used to finance the next

fiscal year's activities. Likewise, ihe operating statement for governmental funds reports only those

..r.r.,.,", ancl expelditures tliat were collected iu cash or paid with cash, respectively, during the

current fiscal year or very shortly after the end of the fiscal year.

Because the focus of GFFS is narrower than that of the GWFS, it is useful to compare the fr-rnd

info,natiou presented for governmerrtal funds with similar iriformation presented for goverumental

activities in the GWFS. By doing so, readers may better understand the long-term impact of the

Municipality's near-tenn firiancial decisions. Both the governmental funds'balance sheet and the

gove.imeltal funds' statement of revenues, expenditures and changes in fund balances provide a

reco,ciliation to facilitate the comparison betwe.en governmental funds and the governmental

activities reported in the government-wide financial statemeuts-

The Mu'icipality has three major governmental funds. Each major fund is presented in a separate

column in the governmental funds'talance slreet and the governmental funds' statement of revettues,

expenditures a-nd clianges in fund balances. Tlie three rnajor govel'Rrne.ntal funds are: (1) general

rLrna, 1z; debt service rLna ana (3) capital improvemerrts bo,d fund (a capital projects fund)'

c) Notes to Basic Financial Statements

The NBFS provide a,lditional information that is essential for a full understanding of the data

provided in the GWFS and GFFS. The NBFS can be found imrnediately following the basic financial

statements.

6
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d) Other Supplementary Information

The basic financial statements are follow:d by a section of required supplementary information

consisting of: (1) Budgetary comparison schedule - General Fund, (2) Schedule of Expenditures of

Federal Awards, as detailed in the accompanying table of contents.

FINANCIAL ANALYSIS OF GOVERNMENT-WIDE FINANCIAL STATEMENTS

Tlre Municipality,s overall condensed financial position for-the last two fiscal years are sun-lmarized as

follows, UaseA on the infonnation included in the accompanying GWFS:

Assets:

Current assets

Noncurrent assets:

CaPital assets. net

Other noncurrent assets

Total assets

Liabililies:
C urrent l iabi l ities, exclud in g long-ter m obl i gations

Long-term obligations due within one year

Long-term obligations due after one year

Total liabilities

Net assets (liabilities) :

Invested in capital assets, net ofrelated debt

Restricted

Unrestricted
Total net assets

$ 150,589,046 $ 161,1 14,566

$ 31,502,809

I i 8,878,409

207,828

s 53,216,962

107,665,453

232,151

20,188,573

5,9A5,656

55,1 1 8,435

18,894,438

5,740,000

57,809,937

81,212,664 82,444,375

$ 78,126,012
5,026,737

(13,776,361)

s 75,298,253

8,048,331

(4,676,393)

$ 69,376,382 $ 78,670,1 91

At J,ne 30,2008. the MLrnicipality's currettt assets, amountitrg to $31,502,809, are rnainly composed of

cash and cash equivalents ($2i,94i,t38;, property taxes receivable ($3,853,901), mu,icipal license taxes

rece ivab le.($ 80,65 1 ) and' i ntergoverntnental receivables ($ l, 1 44209)'

Therestrictedcasltof$lT.g5l,ig4represelltsresollrceslegallydesignatedfor:(l)thepaynrerrtofdebt
service, (2) the acquisition, construction and improvemeut of rnajor capital assets, and (3) tlte operations

of federally and state funded programs. Restricted cash also cotrsists of unsperrt proceeds of bonds of

$7,3O3,346.Restricted propefty taxes receivable of $906,767 represent resources set aside to redeem the

Uona, of the Municipality i,r minirnum annual or biannual principal and interest payments'

During the current fiscal year, total assets decreased $10,525,520 principally because cash and cash

equivalents decreased $ZO,+SI,ZOZ (44Yo d'ecrease) in comparison with the prior fiscal year' The

decrease in cash and cash equivalents is rnainly due to tire excess of expenses over revenlles of
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During the current fiscal year, total assets decreased $10'525'520 principally because cash and cash

equivarents d""r"u."J $21,q:l,zoz (440/o decrease) in comparisor-r witri the prior fiscal year. The

decrease in cash and cash equivalents is ,r"Iuinty dr-re to 
-the 

excess of expenses over revenues of

$g,2g3,g0g and the additions to capital assets of 616,653,590 for the fiscal year ended June 30,2008'

Due to this situation duri,g trre curre,t fi."ur year trre Municipality faced significa,t liquidity and

workirrg capital deficiencies that have worsened after the current fiscal year-end' At June 30' 2008' the

Municipality,s unrestricted deposits amottnted to $7,991,944, which is significantly below the normal

levels ,eeded to operate safely and is the lowest uniestricted casl'r level of the Municipaliry* in several

years. The alnourlt of unrestricted cash in commercial banks available at June 30' 2008 represent

approximately 1.9 rnonths of operating expenses o.f th9 ge.neral fund' The remaining cash balances

amounting to $l7,gsi, o+ atJurie 30, z-oog ur" restricted ,nd ur" rrot available to pay ordinary operating

expenses ofthe general fund since are restricted for specific purposes stated in various grant agreements

and bond inderrtttres.

Tlre Mr-rnicipality's l-lol'lcurrent assets, amor:nting to $ll g,08-6'237 at June 30' 2008' are substantially

composed of capital assets, with a cost basis oi$tS9,20g,278' which are reported net of accumulated

depreciatiorr and amortizatio, of $40,329.869. Those capital assets increased $ 1 l '212'956 
in comparison

withtlrepriorfiscalyearduetotlreneteffectofthecurrentyearadditionsof$16.653.590over
depreciatiorl expense of 55,440,634'

At June 30, 2008, the Municipality's current lia';ilities amounting to $26,094'229.ye mainly composed of

unearned mr-rnicipal license taxes ($t 0,722.,225), accounts puyuul" and accrued liabilities (s9'466'348)'

and the poffions or" *iifri,., o,-," y"u, of compensated absenc"t i$2,50s,708)' bo,ds payable ($2'920'000)

and legal claims and judgments ($198,000)'

Deferred revenues principalry consist of unearned revenues associated with mu,icipar lice'se taxes of

$10,387,264. fnis'amo*, r"p."..nts the.runicipal license taxes correspo*ding to fiscal year e.ding

June 30, 2009 that were collecied in uauur"" d,ring the last quarter of the current fiscal year, as required

by law. Ho*"r"r,-uLo auring the last quafter"of the.curre,t fiscal year' the Municipality used

approximate ly $2.a rnillion of these un"u.nla rnunicipal license taxes to pay operating expenses and

obligatio*s of the 
"rrr"nt 

fisc al year,which will reduce the financial resources available to finance the

nextlr"ul year's operations of the general fund'

As noted i, trre condensed statement of ,et assets, trre Mr-rniciparity's current.assets exceeded current

liabilities by $5,40g,5g0 for a current ratio (current assets io current liabirities) of 1'21 to 1'00'

Accordi'gty, the working capital (curre,t assets rninus current liabilities) of the Municipality decreased

$23,173^g44isrx d""r.;sej during tlie current fiscal year. consequently, the currettt ratio decreased

frorn 2.16 at June 30,2oo7 to r.21 at iune 30, 20dg. Trrese co,ditions may resurt in significa*t

difficulties for trre Mu.icipality ro puy-i,, outiguiion, when due duri,g the second half of fiscal year

200g-2009 and the p"triUf J"""ir*ulutiln of ffiiO billings from suppliers+of goods and services'

Manageme*t of the Mu,iciparity is cu*ently evlluati.g different alternatives for the permanent financing

of the Municipality,s operations, prir"ipurry to increasl its revenue sources and implernenting continuous

cost reductions policies. As au'i"itiri ;;;, du'ing.th.e last qLrarter of tlie currettt fiscal year' the

Municipality commenced a projec, a.rig,r#,,"-*'"fyli" its pioperty tax revenues by reviewing the

assessed values and tax exemptio's of taxable properties. This project has beerr carried over uuder a

cooperativeagreementwitlrtlreMLrrricipalRevetrtteCollectionCenter.
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The success of management's plans and strategies to improve the Municipality's cash flow and liquidity

and to acl-rieve positive net changes in unrestiicted net assets canllot be assured' as it is significantly

dependent upon events and circumstallces whicli oLttcome callnot presently be determined' However'

ntauagemeut is contmitted to undertake wlratever actions may be necessary to try to prevent operating

and rvorking capital deficiencies in the future'

The Mr-rnicipality's ttoncurreut liabilities, amounting to 
-$55,118,435 

at June 30' 2008' are mainly

composed ofportions due after one year olbonds puyubl" ($45,080,000), notes payable ($6'881'456)' and

compensated absences ($3,030,624)'

At Jr;ne 30, 200g, the liabilities of the Municipality decreased by $1,23 1,71 1 in comparison witli the prior

fiscal year, principally for the following facts:

o Bonds payable decreased by $2,920,000 dLre to the related debt service principal payments made

during tlie current fiscal Year'

o Notes payable decreased by $135.540 due to the related debt service principal payments rnade during

the current fiscal Year.

. Accrued compensated absences increased by $679,322 since the curreut year payments to etnployees

(52.336,g32) were below the current ylu. u".u*ulation of vacations and sick leave days

($3,016,1 54)'

. Accounts payable and accrued liabilities increased by $1'686,162 mainly due to the increase of

s3.052.234 in 
"rp",ir", 

in cornparison with the prior fiscal year and the decrease in cash balances

referrecl to above which caused the Municipality to extend the average days in accounts payable in

order manage cash balances more adequately'

As noted earlier, net assets may serve over tirne as a useful i,dicator of the Municipality's financial

statement positio,. The assets oitrre Municiparity exceeded liabilities by $69,376,382 atJune 30, 2008'

Tlre nrost significa,t portion of uet assets ($78,126,012.) reflects the Municipalify's investment in capital

assets (e.g. la,d, buildirrgs, n',acl.,inery, Lqrip*"nt, infrastructure, etc')' net of all related debt still

outstandi*g that \,;s irr#i to acq,ire, construct or improve those assets. Trre Municipality uses tl-re

capitalassetstoprovideservicestoitscitizens;consequently,theseassetsare.notavailableforfuture
spending. Although the Mu,icipality's i,r*.r,*r, in capitai assets is reported net of the outsta,ding

related debt, the resources needed to .epay that debt must be provided by otlrer sollrces' as capital assets

cannot be used to liquidate these liabilities' 
r,

Auother significant portion of net assets ($4,981,770) at Jurte 30, 2008, represents resources that are

restricted for debt service payments and to finance trre operatio,s of federar a,d state funded programs.

Tlris portion of restricted'net assets decreased $2,884:642 in comparison witlr the prior fiscal year

because dr'rring tlre current fiscal year tt.,. vtuni"ipality nrade a notr-routinary trattsfer of $3,434,000 from

the debt service fu.d to the general fu,.,j, u, f".mittea b^y lly', to provid-e additio,al worki*g capital and

additional finaucial resources to rnitigate ih" g.n"rrt flnd's """"r, 
of expenditures over revenues of

$11,423,085 tbrthe tiscal year ended:un":0,"2008' Accordingly' the legal margin of the Municipality

has decreased consistently dr-rring tlie last three fiscal years to $672'840 at June 30' 2008' which has

,ig,', in.rntty reduced the M un ic i pal ity' s borrowing capab i I ity'
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The remaining compone,t of total ,et assets consists of unrestricted *egative net assets amounting to

($13,776,367) at Jr-ure 30, 2008. These unrestricted negdtive net assets are the consequence of the excess

of expenses over revenues that consiste,tly o."urr"diuring the last four fiscal years and the previous

budgets that did not provide stlfficie,t furai,-,g for incurred llng+erm obligations' such as bonds payable'

notes payable compe,sated absences, clainls and judgmenti, obligations under capital leases' etc'

Historically, a sig'ificant portion of such oLligations ilur1"",'t budgeted on a pay-as-you-go basis'

The total net assets of the Municipality decreased $9,293'809 for the fiscal year e,ded June 30' 2008'

Such decrease is due to the deficien.y of totul reve'rues ($49,r s3,gg4) under expenses ($58,447,803) for

the fiscal year e,ded liire 30, 200ti. The foltowing is a comparative condensed presenthtion of the

Mu,icipality's results of operations as reported in the'CWpS for ihe fiscal years e,ded June 30' 2008 and

20a7:

Program revenues:

P.ogru*-specific operating grants and contributions

Prograrn-specific capital grants and contributions

Charges for services

Total Program revel"lues

General revenues:

ProPertY taxes

MuniciPal license taxes

Construction excise taxes

Sales and use taxes

Unrestricted grants and contributions

Interests and rniscellaneous revenues

Total general revenltes

Total revenues

Program expenses:

General government

Urban aud economic develoPrnent

Health and sanitation

Public safetY

Pubtic hor:sitlg and rvelfare

CLrlture. recreatiot-t and education

Interest on long-tertn obligations

Total exPenses

Net decrease in net assets

Net assets, at beginning of fiscal year

P rior-Period adjustments

Net assets, at end offiscal Year

$ 2,518,699

2,280,133
498,798

$ 2,350,261

939,438

578,687

3,868,386

27,168,378

10,989,572

1,390,177

1,777 ,973
2,568,514

3,103,812

46.998,426

50,866,812

21,860,973

9,'712,389

6,718,195

5,l9 i .969

5,537,342

2,953,719

3,420,982

55,395,569

(4,528,757)

83,228,628
(29,680)

$ 78,670,191

23,350,091

12,742,763

880,773

3,802,068

1,313,052

1 ,7 67 ,617
--8,856J64
-- 4ets3994

19,603,565

11,193,533

6,957,172

6,217369
7,442,553

4,209,960

2,82V,651
-- 58,447 W
--O2r{,80r)

78,670,191

j_ e;76;8'

Aspreviouslymentioned,theMunicipality,Snetassets.decreasedby$9,293,809duringcurrentfiscal
year. Approxiniately gl oi 1$+O,lls,6g51 oithe MLr,icipalit)i's total revenues for the current fiscal year

10
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came from propefiry taxes, municipal license taxes, construction excise taxes and sales and Llse taxes'

wl.trle l\yo ($6,1i1,gg4) resulted from restricted and unrestricted capital and operating grants and

contributions from other governments'

There was an increase of $4,765,052 in the excess of expenses over revenues of the Municipality as a

whole, when the operating results for the fiscal current year are compared to those of tlre prior fiscal year'

Trris occurred mai,ry duJto trre i*crease oiil,osz,z34 i, totar expenses whire total revenues decreased

$l,Tl2,sls.Tlrenrostsigrrificarrtfluctuations,amongtlrecurrentfiscalyearrevelluesandthoseoftlre
prior fiscalYear were as follows:

o During the current fiscal year, the Municipality established a sales and use tax system that resuited in

new tax revellues of $1,777 ,973 '

o property taxes l.eveuues decreased by $3,818,287 because the current year properly assesstnents and

collections were lower that in the prior year. D,ring the last four fiscal years, the properly tax

collectio*s have decreased colsistently frbm yearto year_due to a significant amount of residential

and cornmer"iut prop"rlies within thl territory of iatafio for which the assessed value for tax

pLrrposes t,u, nottu"J*-riui"*,"a in decades. Also there is a sig'ifica,t atnoutrt of properties

erroneously enjoying taK exemptlons when in fact s.hould.be fully taxable for properly tax purposes'

Fuftlrermore,tlredecreaseinpropertytaxrevenuesismainlydueto.tlredecreasedcollectiorrefforts
made by the Mu,icipal Revenue Coilection Center duri,g ihe last four fiscal years and the lack of

effectiveness of tlie municipal property tax office, for which the office of the comptroller of Puerto

Rico reported various administiatiu" urdit findings in the rnost recent audit reports'

In order to rnitigate the reduction in property tax revenues: as an initial step' during the last quafter of

the current fir;l ;;;;if," frfuni"ipulity .o*,r.nced a project designed to maxi,rize its property tax

revenues UV ,""ilirl*g rt* ur."rr.d.uall", and tax exemptions of taxable properties' This projeet has

been carried over under a cooperativ" ugt"",r.nt yi* ii-,Municipal 
Revenue Collection center and

has been 
"urri.Jo.,t 

by u.onrulting firm on behalf of the Municipality.

. Municipal license tax revenues increased $1,753,191 during the current fiscal year because the

currentyearcollectionswerehiglrerttratintlreprioryearmainlytovarioussettlementsmadewitlr
ceftaintaxpayersduringtlrecurrentfiscalyear.Altlroughtlrisincreaseisrelatedtonon-recurrent
reverlLre streams, trre Mu,icipurity .onsirt*niry t-,u, i,rp.leriented effective audit procedures to identiff

hxpayers with significant underpayments of irunicipal license taxes during the last four years'

. Sales and use taies increased $2,024,094 drlring the current fiscal year because the sales tax revetrue

was generated for only seven rnontirs of the prior fiscal year since the sales tax system was

irnplemented on November 15' 2006' '+

c Interest i,cor,e decreased $1,147,45g in compariso, with tl're prior fiscal year principally to the

decreaseof$20,437,202(44x0.",."u,")incaslrandcaslreqtrivalents,andtlreoveralldecreasein
interest rates in the financial markets'

This Space Has Been Intetrtionally Left Blartk
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The following chart presents the corlposition of revellues for the fiscal year ended June 30' 2008:

g PropertY taxes

n Municipal license taxes

E Construction excise taxes

ISales and use taxes

glntergorernmental grants and,.t,:
contributions ','.

g Interests on dePosits and 
,

miscellaneoUs rer,enues

g General gorernment

H Urban and economic
der,eloPrnent

tr Publlc safetY

n Health and sanitation

.+!

n Cultij-re, recreation and

education

U Public housing and welfare

g lnterest on longterm obligations

Trre Municiparity,s expenses cover a wide range of services. Trre largest expenses of the Municipality for

the fiscal year e,ded June 30,200g were,itut"a to: (1) general administratirtg and operating costs

($19,603,565), which were classified as "general SovemmSlf"' (2) urban ad economic development

($11,193,533), (3) health and sa*itatio. fsiiii,tlil, (4) public-hor-ising and welfare ($7'442'553)' and

(5) public safety (s6,21 7,369). The most signincuni fluctuations between the current fiscal year's

expenses and those oi itl" prioi nscat v.- ".*i,=d 
ir] ]l:,:::eral 

governme-nt expenses, which decreased

by $2,257,40g. The tbltowing chart presents the composition of &penses for the fiscal year ended June

30,2008:

Composition of Governmental Expenses

for the Fiscal Year Ended June 30' 2008
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FINANCIAL ANALYSIS OF GOVERNMENTAL FUNDS

Condensed Balance Sheet - Governmental Funds

June 30,2008 and 2007

2008 2007

Assets:

Total assets - rnajor governmental funds

Total assets - other governmental funds

Combined total assets

Liabilities:
Total liabilities - major governmental funds

Total liabilities - other governmental fr-rnds

Combined total liabilities

Funrl balances:

Reserved - rnajor governrnental funds

Reserved - other govemtnental funds

Unreserved - major governmental funds

Combined total fund balances

Totul tiabitities and fund bolances

$ 29,641,757 $ 51,744,962

2.947.286 2,543,345

32.589.043 54,288,307

1.902.540

21,306,481 20,983,278

1,664,996

22,648,27423.209.021

10,816,664 27,872,676

1,044,746 878,349

(2.481.388) 2,889,008

9.380.022 31,640,033

s 32.589.043 $ 54,288,307

Analysis of Financial Positiort of Governmental Funds

As discussed earlier. the Mu'icipality ,ses fund accou'ti.g to ersure and demonstrate complia,ce with

finance_related regal requiremerrts. rr.," io"u, of trre MLrniciparity's governrnentar funds is to provide

information o, near-term inflows, outf'lowi and-bulu'l""-' of expendabi* "tou'""t' 
Such i,formation is

usefur i. assessing trre M,nicipality,s "o*[tiun". 
with finance-rerated legar reqr-rirernents' specifically,

unreservecr fund bala,ce may serve as u urirrt measure of trre Municipality's net resources available for

spending at the end ofthe fiscal year'

For a detailed expranatio' of the individuar flucfuations of totar assets a,d totar riabirities of gove,rmental

funds, please refer to the previous financiai analysis of the go.vernment-wide financial statements inclurded

i* trris rnanagement,r-alslurrion and anary;;;:;il;* a a#itea,discussion of most of these fluctuations

has been made. ..;

At June 30, 200g, the total assets of governmental fu,ds decreased by $21 ,699,264 in compariso, with

tlre prior fiscal year principally for the decrease of $20'437 '202 
(4+% d""',"ase) in cash and cash

equivarents. I' the ot'trer hund, at June 30, 200g, the totai riabirities of governmerrtal fi,rds increased

iiio,z+z in cornparison with the prior fiscal year'

At the e,d of the curre,t fiscalyear, total unreserved fund deficit of the governmental fijnds amounted to

$2,4g1,3gg (ge,erui'iu,rJi, *-hil" totul iunJ uurunce reached $9,380,022' The total fund balances

decreased by s22.260,011 ch-rri,g the c,rre't fiscar year. Tlie foilowing tabre presents a comparison of

fund balances for the last tr'vo fiscal years:

13
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:',..

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

Major Governmental Funds

ffi,il?::ijil:]",,J]%t1"Ti!1i,:.,:,i!i:jJ*.TTli:liilii;Ii1fl;il"l1o":'"".T
;;;;;i;;,' ($ e,z 

j t,0e0). and (2) tax rece iv ab les ($3'2e8'67 7 )'

Tlre GF'.s total liabilities amounted to $14,7 43,882 at J11e 30' 2008' SLrch liabilities are composed

mainly of: (11 a.t rr"J revenues (sto,i++,qs';, und (2) accounts payable and accrued liabilities'

i".iriirg ^,r-unt' 
due to other goveruments ($4'098'932)'

At the end of the current fiscar year, unreserved f,nd deficit of trre GF amou,ted to $2,481,388' while

totut funa deficit reached $ 1,707' 1 I 1 '

Total assets decreased $7,581,553 and total liabirities decreased $gg5'g0g in comparison with the prior

fiscar year. The urost significant nu.tuutio,.,, i* trre absets u*a liuuiii,ies of the general fund are the

following:

.Cashandcashequivalents.decreased$5'325'643(40Yodecrease)incomparisonwiththeprior
fiscal year. The decrear" 1,, .urii u'''a-tu'l'' "qui'aients 

is rnainly due to the excess of expenses

and other financing uses over;;r;;;;,rd oiher ri'.'^''tting so'irces of $6'695'744' Due to tliis

sitr_ration duri,g trre current nr."il.*,tr" g"n"*t runi ruJ"a sig*ifica,t riquidity a,d worki,g

capital Aefrciericies that have *ot*n"a after the tu""* n'"al yEar-end' At June 30' 2008' the

GF's unrestricted deposits "*;;;Jio 
$7'99f 'q++' 

*l''i"l'' is significantly below the normal

levels needed to..operate safely and is the lowest "t"titittta 
cu;r level'of the GF in several

years. Th";;";;;Lf unrestriciJ';;,;i" "o*''''t"iaiuint<s 
available atJune 30' 2008 represent

approximately 1.9 moriths .of 
onerat]1q^expense: .or!rr" gr Tn: l::Tu"ting 

cash balances

amounting to $z:q, A6 attun" io, zobg aie restricted and are irot available to pay ordinary

operatirrgexpellsesoftliegeneral-fLrrrdsincearerestrictedforspecificpurposes.

o Accotttrts payable and accrued liabilities increased $545,395 due to tlre overall increase of

$3,s36,62i in total expe*diture; ;f ,,,," aF for the fiscal year e.ded June 30' 2008'

. Deferred revetrues decreased $ 1'43 1,204 principally due t?''l: d".fi.:e.of $350,750 in unearned

rnu.icipal ricense taxes una 
'trr"'-a"",."r." of 

'navailable 
mu,icipal ricense taxes and

intergovernmental grants unA to'i'iUuti*' or S r 'oSO'+i+' 
Duri,g tlie last quarter of the current
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fiscal year, the Municipality used approxirnately $2.4 nrillion of the next fiscal year's municipal

license taxes lDeferred municipal litenses) that were collected in advance through June 30, 2008'

These financial resources were used by the Municipality to pay operating expenses and

obligations of the current fiscal year, *i,i"t', will reduce the financial resources available to

finance the operations ofthe geneial fund for the fiscal year 2008-2009'

Debt service fund (DSF)- The DSF s total assets amounted to $9'270'962 at June 30' 2008' which

consists mai,ly of reilIed cash in fiscal agent ($8,298,16-8) and restricted properly taxes receivable

($906,767). The DSF's total liabilities arnou,ited to $4,289,192 atJune 30, 2008, which are composed of:

iii;ilil bo'ds due and payable ($2,920,000), (2) matured interest due arrd payable ($1,364,094) and

(3i ;;; to general funa ($S,OqS). At ttre ena of the current fiscal year, DSF's total arrd reserved fund

balance reached $4,981,77 0'

Total assets of the DSF decreased $3,068,485 and total liabilities decreased $i83,843 in comparison with

tle prior fiscal year. The most significant fluctuations in the balance sheet of the DSF is related to the

cash i, fiscal agent which decreased $3,065,192 due to a transfer of $3,434'000 to the general fund made

duri.g the current fiscar year, as permitted ty ta*, to pro_vide additionar worki,g capital and additio,al

financial resources to mitigate the gerreral fu,id's "t""r, 
of expenditures over revellues of $l 1'423'085 for

the fiscal year ended June 30' 2008'

The consistent reduction i' cash in fiscal agent during the last four fiscal years has reduced the

N4unicipality's boffowing capability- because the legal margin of the Municipaliry has continued

decreasing fto,, y"u, to year down to $672,840 at June 30' 2008'

the current fiscal year, CIBF's totalald'reserved fuld balance reached 55'060'617'

Total assets of trre crBF decreased $r 1,453,r67 andtotar riabirities increased $r,392,855 in comparison

witrr trre prior fiscar year. Trre most signifrcant fluctuations in the bara,ce sheet of tlie DSF is related to

the cash i, fiscal ug"nt *l,i"h clecreased $11,431,057 due the current year eapital outlays of $12,845,335

for various major capital projects' e""ou,',t, puyuUft increased $1'405'965 principally due to the overall

increase of $6,461 JZ8 i,., lupitut outlays i, coinpariso, witlr the prior year fiscal year'

Other soVernmental funds (OG.F) 
Th"- 

OGF's total assets amounted to $2'947)'86 at June 30' 2008'

wtricrr consisr mai,.,rfiFa;il;;sn ($z,r t0,534) and receivabres from intergovernmental grants and

contrib,rio,s ($g25,ggg). The oGF,s,o,uiiiuuiiities arnou,ted to $1 ,902,540 at June 30,2008, which are

courposecl of deferred ,.r",',r,", ($334,96ii,l"rornt, payabte and accrded liabilities ($659'603) and

arnolrrlts due to otrrer funds ($g07,g76). Aitn" e'd of tle current fiscal year, oGF',s totar and reserved

fnnd balarrce reached $1'A44,7 46'

I C Tl,e CIBF's total assets amounted to $7,334,024 at June 30,

ffiffiffi;mainly of restricted Jsh in fiscal age,t ($7,303,346) to be used in the acquisition,
,,.,.+arl +^ *1 17a Lfi'7

l#l;,[fiJ; ffiil#ili;;j". "rpior 
assets. tlie ctBrs total liabilities amountedto 52,273,407

1. /6^ i nn 
^ 

/r\   a +L^ ^-I ^{il#r;)*d,'#nln are mainly composed of accounts payabte to suppliers ($2,1A0,247). Atthe end of

This Space Has Been Intentionally Left Blank
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Condensed Statement of Revenues, Expenditures and Changes

in Fund Balances - Governmental Funds

Fiscal Years Ended June 30,2008 and 2007

2008 2847

Revenues:

Total revenues - major governmental funds

Total revenues - other governmental funds

Combined total revenues

Expenditures:
Total expenditures - major governmental funds

Total expenditures - otlier governmental funds

ConT bined total exPenditures

Excess of expenditures over revenues

Other.financing so urces, net:

Otlier financing sources, net - rnajor governmental ftrnds

Otlier financing uses' net - other goverrrmental furrds

Cornbined other financing sources (Lrses)' net

Deficiency of revenues and otherJinancing

sources untler expenclitures and otherfinancing uses

Funcl balance, at beginning of fiscal year

Pr io r-P erio d adi ustme nts

Fund balance, dt end offiscal Yetr

$ 46,004,455 s 47,879,145

3,304,2104.229,993

50,234,448 s 1. r 83.355

68,884,909 59,037,239

3,875,068

62,912,307

3,609,550

72,494,459

Q2.260.011\ (11,728,952)

454,046 262,655

(454,046) (262.65s)

$ (22,260,011)

31,640,033

$ (11,728,952)

43,398,665

(29,680)

$ 9.380.022 $ 31,640,033

Analysis of Operating Results of Governmentul Funds

Maior Governmental Funds
.+

General fund (GF) - The total fur,d balance of the GF decrease d $6,695,744 (excess of expenditures and

other financing uses over revenues and other financing sources) during "ull"tl! 
fiscal year' Total

revenLres. expenditures and other firiancing sources tl"ti^1':9u'rted to $38'967'614' $50'390'699 and

Sq.lZi,lqt, respectively, for the fiscal year ended June 30' 2008'

Approxirnat ely 91o/o ($35,643,308) of the cF's total revellues for the current fiscal year came from

propertytaxes,trlutricipallicensetaxes.constructiotrexcisetaxesandsalesand.usetaxes,wlrile5%
($1.762.891) resulted from intergovernmeutal grants alld contributions' Total revenues increased

is r z,:a | (2!/o ir'rcrease) in cornparison with prior fiscal year'
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Trre GF's rnost sig,ificant fluctuations among trre current fiscal year reverlues and those of the prior fiscal

year were as follows:

. propery taxes revenues decreased by $1,065,134 (6% decrease) because the current year property

assessments and collections were lower tllat in theprior year' During the last four fiscal years' the

property tax collections have decreased consistently from year to year due to a significant amount of

residential and commercial properties within the territorl of cataflo for whicli the assessed value for

tax purposes has not been reviewed in decades. Also tliere is a significant amount of properties

erroneousry 
",.,ioying 

tax exemptions when in fact shourd.be fuily taxabre for propefty tax purposes'

Furtlrermore,tlredecreaseinpropertytaxrevetruesisrnainlydueto-tlredecreasedcollectiorrefforts
made by the Mu,icipai Revenue Collection Center during ihe last four fiscal years and the lack of

effectiveness of trre municipar p.op.rtv tu* office, for which trie office of the comptrorler of Puerto

Rico reported various administiatiu" uudit findings itr the most recent audit reports'

In orderto mitigatethe reduction in property tax revenues,.as all initialstep' duringthe lastquarterof

the current nr""r y""r, irr" rtauni.iputity .o**"nced a project designed to maximize its property tax

rever-lues by reviewing the assessed valr-res and tax exemptious of taxable properties' This project has

been carried over under a cooperativ" ugr".',,"n, Yitl., 
tlie. M*nicipal Revenue collectio. center and

has been 
"u.ri"a 

ouiby u.onrulting finn on behalf of the Mr-rnicipality'

. Municipal license tax revellues increased $2,052'217 during the curent fiscal year because the

currentyearcollectionswerehighertlratintlreprioryearmairrlytovarioussettlementsmadewitlr
certain taxpayers during tlte current fi,"ut y"u'.. Althouglr tlris increase is related to lrotr-recurrettt

revenue strearns, the Mu,iciparity consistenily hu, irnp_lern-ented effective audit procedures to identif,

taxpayers with significant underpayments of municipal license taxes during the last four years'

. Sales and use taxes inereased $2,024'094 during the cLrrrent fiscal year because the sales tax revenue

was generated for only seven ,ror-,,1',, of thJ prior fiscal year since the sales tax system was

implemented on November 15, 2006'

o Interest income decreased $626,127 in comparison with the prior fiscal. year principally to the

decrease of $5,325,6 43 (40% d".r.ur"j i't "u't' 
and cash eq,ivale*ts' and the overall decrease in

interest rates in the firrancial markets'

rlntergovernmentalgrantsandcontr.ibutionsdecreasedby$S22,S34rnairrlyduetotlreaggregate
decrease in: (.1) the contributiors in ii* of taxes from the'Puerto Rico Electric Power Authority' (2)

tlrecontributionsreoeivedfromtlrePuertoRicoDepartn.rentofTreasury,asapartialreimbursement
of the Christmas bonuses paid bytr-l" rr,Il-rri.ifalityto its employees, and (3) other intergoverntnental

grants and contributions' +

Total expenditures increased $3,536,327 (804 irrcrease) irr comparisorr with prior fiscal year. The most

sig,ifica,t flr:ctuatio, between the current fiscal year expenditures and those of the prior fiscal year

occurred in trre pubric rrousi,g und *Ltiur.. wriicrr irrcieased by $1,636,07g, urban and economic

developmerrt, *ni"t',1,","r"ur.d 5ig7,Zt4,ura piblic safety expe*ditures' whiclt increased $706'698'

Dr,rring the last four fiscal years, the Mu'icipality's general fi-rnd has reported recurring excesses of

expenditures over ,."r"nu"r, which tr^r" i.uJ to corisistent sig,ifica,t reductions in unrestricted cash a'd

cash equivare,ts trrat were paftialty mitigatea *itr-, unnrur tra"nsfers of firanciar resources frorn the debt

t1



i ( COMMONWEALTH OF PUERTO RICO

MuNtctP.q.LITY oF Carn'No
Managemeut's Discussion and Analysis

FiJcal Year Ended June 30, 2008

service fu,d to the generar fund to ,ritigate budgetary and cash flows shortfalls- Accordingly, duri,g the

current fiscal year the Municipality transferr.i "*."r, casll amoutrti,g to $3'434'000 from the debt

service funcl to the general f,nd. as permittea by law, to prov-ide additional working capital and additional

financial resoLlrces to rnitigate the general fu,rd's """"r, 
of expe,ditures over revBllues of $11'423'085

for the fiscal year ended June 30, 2008'

Tliese conditio,s have resulted i, subsequent significant ca-sh shortfalls and liquidity problerns for the

genera[ f,nd duri,g trre first harf of trre fiicar yeal 200g-2009. whicrr may result i, significant difficurties

to pay its ohligations when due during the second half of fiscal year 2008-2009 and the possible

accumulationofurrpaidbillingsfromsuppliersofgoodsandseryices.

Managemerlt of the Municipality is currently evaluating different alternatives for the permanent financing

of trre GF's operations, pri,cipalry to inciease its revenue sollrces a,d impreme*ting continuous cost

reductiorrs poricies. il; initiar siep, duri,g the rast quafter of trre current fiscar year, the Municipality

commenced a project designed to maximize its property tax revenues by reviewing the assessed values

and tax exemptions 
-oi 

tuiuute properties. rtiis pro;lct has been carried over under a cooperative

ugr."r",rt with the Municipal Revenue Collection Center'

Trre success of management's prans and strategies to i,rprove the GF's caslr flow and liquidity a,d to

acrrieve positive "o "T*ng*, 
in unrestricted neiassets cannot be assured, as it is significa,try depe,dent

upon events and circums6,-,.., which outcome cannot prese,tly be determi,ed. However, rnanagement

is committeo to unJ.Jake whatever actions may be necessary to try to prevent operating and working

capital deficiencies in the future'

Debtservicefund(DSF)-TlretotalfirndbalanceoftlreDSFdecreasedby$2.884,642drrrirrgcurrent
fiscal year. totut ffies, expeuditurcs and other financing uses (nei) lnounted 

to S6'436'740'

$5,64g,1 gB and fiz,6il)gq,iespectively, for the fiscal year ended June 30, 2008.

ApproximatelySg%($5,740,439):?il'ttotalrevenuesforthecurrentfiscalyearcamefromrestricted
property taxes, whictr decreasecl $2,500,834 it-t comparison w-ith the prior fiscal year because the current

year propemy urr"rr,rl*, and collection, *"'" lower that in the prioiyear for the same feasolls explained

previously.TlredecreaseinpropertytaxrevetluesintlreDSFis2g%ir.rcomparisorrwithtlrepriorfiscal
year, which i, =i;;;i;;,r,rv rrign", than the 60/o decrease in properly taxes .of the general fu,d'

Managemerrt unde'rsta,ds that ,rr" ruruni"ifut n.r"nLre. collectio, ce,ter (.RIM, by its Spa,ish

acronyms) rras not credited all property_iax coilections to trre Mu.icipality's debt service fu*d due to the

curre'try u.finisrred impreme'tation or'i*," new information system of .RIM, wrricrr have delayed the

accounting of property tax collection, oi the Municipality for over three quarters' Management ts

currently evaluating different alternatives] l,r"iraing tl.,a posiibility of a lawsuit against cRlM' to resolve

this controversy that is affecting the Municipality's-borrowing capability significantly'

As discussed above, during trre current fiscal year trre lvr,nicipality transferred,excess casrr amounting to

$3,434,000 t o,, tt,. J"br-service rr,,ra io inJ g.n.rrt fund, as plrmitted !v 1.1w, to provide additional

worki.g capital u,rJuaaitioral fina,cial L.ou,i., to mitigate the ge,eral fund's excess of expenditures

over revenu", or S ir.+z:,ogs rot. the fiscal year ended June 30' 2008'

I imnrovements fona funO fCfgF) - The total fr-rncl O"*1r::.'1t :",".:]:i"::::?::i".:J
atlyt1uetotheitrvestmentof$12,B45,335(capitaloutlays)

in rvorks and permanent inrprovement pro3ec;;"*li"]l':,1":.:::1:":":"':i::"::3flt*::T:#:f#"iu rvorks and perlnallellL rrrrPtuvLrrrlrrl vrvr 
oor",rr"r.,ts projects is mai,ly composed

curr.nt fiscal year' The investnrent in rvorks and permaneut tmp
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of capital outlays related to the construction in progress of a new diagnostic and lrealth treatment center'

the construction of a stadium and other p"r,run"I',t improvement projects dgvSlgned rotal reverrues'

experrditures and other financing uses'(net) amounted to $600,101' $12'846'027 and $600'101'

respectively, for the fiscal year ended JLrne 30' 2008'

AIr revenues of trre crBF came ftom i,terests on casrr balances deposited i, fi.scar agent for future use in

perma,ent i*p.ou"*.ni projects. S.,Urtrniiutty all expenditures were capital outlays ($12'845'335) for

the fiscal year e,ded Jun" :0, 2008 which were paid from accumulated unspent proceeds of bonds'

Other eovernmental funds (OGF) - The total fund balance of the OGF increased $166'397 during

current fiscal year. Total revenu"r, 
"*p",,dirures 

and other financing uses (net) amountedto s4'229'993'

$3,609,550 u,',a $+s+,0+0, respectively, forthe fiscal year ended June 30' 2008' SLrbsta'tially all revenues

of OGF came frorn i'tergoverntnental grants and coniributions ($4'210'994) from tlre governments of tlre

conrmonwealth of pLrertl Rico and thgUnited States of Arnerica, while the rlost significant expenditures

were related to capital oLrtlays ($2.622'1 1 8)'

BUDGETARY HIGHLIGHTS OF GENERAL FUND

Tlre original br"rdget of the general f,'cl forthe fiscalyear encled June 30' 2008 a,rou.tedto $43'578'360'

wrricrr remained unchanged after the b*d;;;'ii',,; r".tussin"utions were approved duri.g the current fiscal

yea[.

The total actual revenlles (budgetary basis) of tlre general fund for tlre fiscal year errded June 30,2008

exceeded the total actual expenditure.6ilg;,y basis) by $10,277,814. This excess was partially

mitigated by rransfers of casli fron-, oth"r'ffi,r,r.ntut.f'nds of $4,712'452' which represent additio*al

budgetary ."rorr."r. Accordingly, the iet budgetary result of the general fu,d was an excess of

expenditures and other financing uses ou", ,"i"nuls and other financing sources of'$5'565'362

(budgetary basis) fr;ir; frscat yeai ended J,ne 30, 2008, which is a violatio, of the Act No' 81' known as

the Autononous Municiparities ect oy tne con.,nrrn rratih ol puerto Rico. Accordi,gly, the Mu,icipality

srralr a,rortize suclr budgetary deficiency J"ring the next iscal year through a budgetary reserve withi,

the next fiscal year's buiget of tl-,. g"r-,"ral fund, as required by law.

Tlie total actual revenues (budgetary basis) ofthe general fund for the fiscal year ended June 30' 2008

were $38,891,625, which is ($116.03;; t"" tnl., the- budgeted revenues' The most significant

fluctuations in actual revenues (bLrdgetary basis).occurred witti (t) sales and use'taxes revenues which

were $ l.l5l,7Z3 morc than their respeciive bLidgeted amounts' and (2) intergovernme,tal grants and

.o,-,tributio,-,r, *1,i"t-, *"re $ 1,1 10,308 iess tha, the br-rdgeted expe,ditures'

Tr-re totar actuar expenditures (budgetary basis) of trre generar firnd for the fiscal year e,ded June 30, 2008

were g49,1 69,$q:which is ($5,591,01q);;t" thanihe bud-eeted expe.ditures' The most sig,ificant

fluctuations i* actual disb'rsements (bgigetary basis) o".urrfd with general government expeuditures'

which were $2,g30,gg1 rnore tt-,un tn"i,l?"sp""tir" budgeted amounts. Atso the health and sanitation

expenditures, and ih. u.bu,l and economic development expenditures-t:!:I"d excesses of actual

expe,ditures over tt',"ir r"rp""tive bLrdge;J a*ounts ot$Z,t ll'gtl a,d $1'127'219' respectively' Such

fluctuations are mainly due to the lack oiua"lt,*" controls andprocedures in place overthe preparation

and monitoring oi th'e a,n,al b,dget "f tfr"'g"*ral fund- Alio, tlie fluctuations are related to non-

br_rdgetary frra, 
"iurrined 

as part "T*" 
g"".rILiunAfri. fi,ancial reporti,g purposes' Such funds were

not considered as part of trre b,crgeted ".:p"rrJiir*s 
of the MLrnicipality's ge,eral fund for the fiscal year

ended Jr-me 30,2008'
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a) Capital Assets

The M,nicipality has invested g159,208,278 in capital assets used in governrnental activities, which

have an accumuiated depreciation and arnortization of $40,329,869 at June 30, 2008' During the

current fiscal year, the Municipality rnad: capital additions ($16,653,590), which were partially

offset by the depreciatior., "*p"nr" 
($5,44A,634) for the same period' The following chart presents

the cornposition of capital assets at June 30,2008:

COTT UONWEALTH OF PUERTO RICO

MuNlctPnllrY oF CaraNo
Management's Discussion and Analysis

Fiscal Year Ended June 30, 2008

we encourage readers to consider the budgetary information presented 
-here .in conjunction with

additional inforrnation that is fuflrished in Note I of the Municipality's basic financial statements and the

u""o*pu,-tvi n g supplernentary infonnation, wh ich fol low th i s narrative.

CAPITAL ASSETS AND DEBT ADMINISTRATION

, 
, 

, 
:,, 

. :,,:i:i::i:- !. 
1.-,1:: :, i 

_,,r. .!:'i _..: 
,

'i ost tsa's !s " Ca p-ital Adbets", :'
,, !g Land

i a Construction in Progress

.i

,g Buildings, structures and
, i improrements
' 

. tr lnfrastructure

:l Land imProrements

;

', rg Licensed rehicles

' .iB Furniture, fixtures, machinery

: and equiPment

i,.,..: : ,. .':

tD Machinery and equiPment under
i nanifal leaspscapital leases

.,.,,.,,

Approximately 98% percent of the total capital additions made to capital assets during the fiscal year

encled June 30,2008 were related to coustructior, in progress ($16'250'980)-related to the new

medical diagrrostic and treatment center and other importan! projects. other capital additions for the

fiscal year *a"a June 30, 2008 were the following: 
-

Machinery, equipment, furniture and fixtures

Licensed vehicles
Licensed software

Other capital additiorrs for the fiscal

year ended Jr"rne 30, 2008

$ 158,028
173,509
71.073

$' 4A2,610

We encourage readers to cot-tsicler the capital assets.ittforrlation presented here in corljunction witli

more detailed capital assets infornlation furnished in the notes to the accompanying financial

statements.
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b) Debt Administration

The Municipality finances a signiticant portion of lts construction activities through bond and note

issuances, dnd through state and federlal'grants. The proceeds from bond issuances designated for

constructiorr activitiei are committea in-iiJer-,tireiy for sr-rcrr purposes and canrl.t be used for any other

purposes.

At Jurre 30, 2008, tlre Municipaliry,s total borrded debt amounted to s48,000,000, consisting of borids

payable.SuchdebtisbackedbythefLrllfaitlrarrdcreditoftheMunicipality.Tlrefol.lowingisa
summary of the rnost significant transactiorrs of the debt activity for the fiscal year ended June 30'

2008:

. Bonds payabte decreased by $2'920.000 due to the related debt service principal payments

made durir-rg the current fiscal year'

r Notes payable decreased by $135,540 due to the related debt service principal payments made

during the current fiscal Year"

. Accrued colnpensated absences increased by $679'322 since the current year payments to

ernployees($2,336,832)werebelowtlrecurrentyearacculTtulationofvacationsandsickleave
daYs ($3,016,154)'

Weencouragereaderstoconsidertlreinformationpresentedlrereirrconjurrctiorrwithmoredetailed
lo*g_term a"ut inior*ution furnished in the notes toilie acconlpanying financial statements'

ECONOMIC FACTORS

TheterritoryofCatafrocoversallareaofapproximately4,Ssquaremiles.Catafloisamunicipalitywitlra
populatio, 3z,g5g persons, with averag" [;; of uppioti*aiely 31 years' cu?lo is characterized by

being one of the 
"Jo,.,o*i, 

integratio,iL,-,tE., of trie*orth rnetroporitan area of.puerto Rico si,ce it is

eo,sidered one of the principal source;i j;r and services of warehousing and distributio'of Puerto

Rico.

The people of cataiio have an average family incotne of $16,968 pef year while the per capita income is

approximately $8,400 per year.. {.;":* *,i,4'6;Yo of theresidents of Cataflo live u,der the poverty

limits. TIte unemployment rate in Catafro is approximately 103%'

According to the Puerto *i.o Depart,rent of Labor and Human Resources' the labor force decreased frotn

.r.42 miilio' in 2007 to 1.41 minion i;-ioos for puer10 Rico as a vv[iole. I, addirion, the average

unemployrnent rate in"'"u'"d from 18'7Yoir-r2007 to21A% in 2008'

TlreprirrcipalcommercialirrdustryirrCataiiowastlrewarehousinganddistributionirrdustry.However,
trre pubric sector provid"cr the majority ;i";, d,ring trre current flcal year. otrrer commercial i,dustries

that provided signifi"a,-,t arnounts of;oUs in Catafro were. the retailing industries'

oftlretotalpopulatiorroftlreMunicipality,54percentareconsideredtoliveurrdertlrepovertylevel.
This rate is higher tha, the overall ,ut. ioi'pu"rto Rico (48 perce,t)- Approxirnately 40 percent of the

populatio* of the M.,,icipality ,"."ir"r-p'.,Utic irnancial u"i'tu'''"" as tlieir principal source of income'
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Tlie econoury of the Municipality is closely linked to the. ecoflomy of the commonyealthof Puerto Rico'

wrricrr urtirnatery is greatry affected by trre conditio, of trre united States of Arnerica. Direct investment,

exports, transfer payrneuts, interest rates, inflatiott, ancl tourist expenditures are exogenous variables that

arJ affected by the economy of the United States of America'

The preliminary reporls issued by the Puefto Rico Planning Board (a^ qov3ymental agency of the

commonwearth of puefto Rico) about trre ferformance of the 6conorny of trre Municipality indicate that

trre economy d""."urJ 1.gyo in te.ns otioiul ,.ut gross product duri'rg trre fiscal year e,ded June 30,

2008.

The Municiparity has established poricies and programs .directed 
at deveroping the warehousing,

distribution und ,"*i""s i*dustries.- Seiective tax elx.emptions and otrrer incentives have stimulated

dornesticarrdforeigrritrr,esttnent.Infrastructureexpansionandmodernizationlravebeen,toalarge
exte,t, fina,ced uy'uonJ, issued by the Municipality and certain grants from the U's' Departtnent of

Housing and Urban ;;;;l;*"nt and tlie Federal Emergency Managemetrt Agency' Economic progress

rras been aidecl by significa,t increases in trre revers of ed,catio'a,d occ,pationalskilts of the populatio,

of the MuniciPalitY'

Trre Mu,iciparity reries primariry on property and.municipar rice.se taxes, as well as, federal and state

srants to carry out its governmentar actiiitras. Historicalty, property and municipar license taxes rrave

;::" ff;,.Jri"r"ur" *itl., i,.,.."uses o' decreases ,ot ge'erally exieeding ten percent' Federal grant

revenues rllay vary if new grants are available br'rt the 
'"'L'''u" 

is also very predictable'

REQUEST FOR INFORMATION

Tliis fi'a,ciar report is desig,ecr to provide a generar overview of trre Municipality's finances for all of

the Mr-rnicipality,s citizens, taxpayers, cLrstomJrs. investors and creditors' Questions concerning any of

the info,natio, provided in triis report 
",. 

,"qr.r,r for additiorral info,natio, should be addressed to:

Municipatity "f 
C;;;:befartrnent'of Finance' P'O' Box 428,Cataf,o' Puerto Rico' 00963'

This Space Hos Been Intentionally Left Blonk
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Statement of Net Assets
June 30, 2008

Assets

Current assets:

Cash in commercial banks, including
cash equivalents of $7,700,000

Accounts ieceivable, net of allowance for doubtful

accounts of $12,935, I 1 5:

Taxes:
Property taxes t

MuniciPal Iicense taxes

Construction excise taxes

Sales arid use taxes

Accrued interests on dePosits

Intergovernmental grants and coritributions

Other
Total accounts receivable

Inventories and other currettt assets

Restricted assets:

Casli arrd cash equivalents:
Cash in commercial banks, including cash

equivalents of $400,000
Cash in fiscal agent

Accounts receivable:
Intergovernmental grants and contributions

ProPertY taxes, net ofreserve for

doubtful accounts of $3,972,902

Total restricted assets

Total current assets

Noncurrent assets:

Capital assets, at cost:

Depreciable caPital assets

NondePreciable caPital assets

Total caPital assets, at cost

Less : accumu l ated dep rec i ati ort and amorti zatiott

Total capital assets, tret of accumulated

dePreciation and amortizatiotr

Deferred"hu.g",.netofaccutnLrIatedamofiizatiotrof$240'169
Total noncurrent assets

Total assets

s 2,947,1.34
80,65 i
9.676

261,216
55,955

3 1 8,210

Governmental
activities

$ 7 ,991,944

3,684,542
146,363

19.683,960
31.502,809

I 18,878,409
207,828

119,086,237

$ 150,589,046

7.700

2,055,376
I 5,895,8 i 8

825,999

$ 135,028,569
24,179,709

159,208,278
(40,329,869)

.+

The accompanying notes to tlie basic financial statements are an integral parl of this statement'
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Statement 
T,Hff ;;t r(co 

nc I u ded)

Liabilities and net assets

Current liabilities (due within one year):

Accout'lts PaYable:
Excess ofchecks drawn over bank balance

Accounts PaYable to sr-rPPliers

I ntergovernmental PaYables
Accrued liabilities:

Accrued emPloYees' bonuses

Accrued interests on notes and obligatiorts under leases

Total accounts payable and accrued liabilities

Unearned rnunicipal license tax revenues

Liabilities related to restricted assets:

Accoutrts PaYable to suPPliers

Uneartted intergovernmental grants revel'lue

Accrued interests on bonds

Current portion of bonds PaYable
Total cuirent liabilities related to restricted assets:

Current portion of other long-tenn obligations:

Noies PaYable
Obligations under caPital Ieases

Cotnpensated absences

Clairns and judgrnents

Total curreut portion of long-term obligations

Total current liabilities

Noncurrent liabilities, excluding current portion
(due in more than one Year) :

Noncurrent portion of liabilities related to restricted

assets - bonds PaYable
Notes PaYable
Obligations under caPital leases

Compensated absences

Total noncurrerit liabilities
Total liabilities

Net assets (deficits):
Invested in capital assets, net ofrelated debt

Restricted for:
Debt service
Federal and state funded progralns

Total restricted net assets

Unrestricted deficit

Total net assets

The accompanying notes to the basic financial statements are al1

$ 44,639
3,538,958

515,335

1,210,000
33,472

2,759,850
334,961

1,364,094
2,920,000

'144.732

137,216
2,505,708

198,000

$ 4,981 ,770

Governmental
activities

$ 5,342,404
10,387,264

7,378,905

2,985,656
26,094,229

45,080,000
6,881,456

126,355
3,030,624

55.118,43s
81,212,664

78.126.012

026,137

(13,776,367)
fi 69,376,382

aA
L-

integral part of this statement.



COMNIONWEALTH OF PUERTO RICO

MUNICIPAIITY OF CNTANO

Statenrent of Activ ities

Fiscal Year Ended June 30,2008

Prosram reYenues

Program- Program*Expenses,
including
depreciation
expense of
$5,440,634

$ I9,603,565
I 1,193.533
6,957,172
6,217,369
7,442,553
4,209,960
2,823,651

$58,447,803

Charges
for

services

specific
operating

specific
capital

Net
(expenses)

and changes
in net assets

grants and grants and

contributions contributions
f,'unctions/Programs

Governmentul activities :

General government
Urban and economic develoPment

Health and sanitation
Public safetY

Public lior-rsing and welfare

Culture, recreation and education

Interest on long-tertn obligations

Total governmental activities

494,294

4,504

498,798

151,841

5,987
1,770,033

3,000
5 87,83 8

2,518,699

s7,$;
2,192,297_

$ (19,109,271)
(11,041,692)

(6,952,668)
(6,123,546)
(3,48A,223)
(4,206,960)
(2,235,813)

(53,150,173)2,280,133

General fevenues:
Taxes:

ProperlY taxes

Municipal license taxes

Construction excise taxes

Sales and use taxes

Total tax revenues

lntergoverrrmental grants and contributiotls'

not restricted to specific programs

Interest on dePosits

Miscellaneous
Total general revenues

Net decrease in net assets

Net assets at the beginning of fiscal year

Net assets at end of fiscal Year

Tl.re accompanying notes to the basic financial statements are all integral part of this statement'

$ 23,350,091
12,742,763

880,773
3,802,068

40,775,695

1,313,052
1,221)42

540,3 15

43,856,364
(9,293,809)
78,670,191

$ 69,376,382
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CopTTT,TONWEALTH OF PUERTO RICO
MuNtctpalITY oF C.lraNo

Balance Sheet - Governmental FLrnds

June 30. 2008

Assets Fund fund bond fund funds Funds

Cash and cash equivalents in commercial banks $ ?'991%4 - $ 7'991'944

Accounts receivable, net of reserve for doubtful

accounts of$12,935,1 I 5:

Taxes: 2.947.134 _ 2,9+7,134
Property taxes L)71 t )tJ-
Municipal license taxes 80,65 I - 80'65 1

Construction excise taxes 9,676 ' 9'676

Sales and use taxes 261,216 261 '216

Accrued interests on deposits 19,161 5'503 30'678 613 55'955

Intergovemmental granti and contributions 257'686 60'524 318'210

Due and advances from other funds 1,076'094 - I '076'094

Other 7'7OO - 7'700

lnventories and other assets 146'363 - 146'363

Restricted assets:

Cash and cash equivalents:
Cash and cash equivalents in

commercial banks - 2'055'376 2'055'376

Cash in fiscalagent 239,146 8,298,168 73A3346 55'158 15'895'818

Accounts receivable: o.. ^nn825.999 82s,999
lntergoverntnental grants and contributions -- ";;'-1;6 "ir'.;;,

,140
Due fronr other funds

Maior sovernmental funds
Other Total

General service improvements governmental governmental

Property taxes, llet of allowance for doubtful

s 13"036JX - 9,270,%2 7,334,024 2,947,286 $ 32,589,043

Liabilities
Accounts payable and accrued liabilities:

Excess ofchecks drawn over bank balance 44'639 - 44'639
2 <20 c)<QExuc>s ur vrree^J -.*"., ",.-. .r <.la o{e _ 3,539,959

Accounts payable to suppliers 3'538'958

Intergovernmental payables 5 15'335 - 515'335

Deferred revenues:".;d;i::::r:l,r-=rl:'",.-" "Jri/222. . : : ""r\'r',li|
Unavailable intergovernmental grants 257 '686 

zr / 
'ooo

Liabitities related to restricted assets:
--- ^Lr^ r^ ^"**ri't 2'1OO'247 659'603 2'759'850

Accounts payable to suppliers L' tvw)L1 t

Due and advances to other funds - 5-098 173'160 907'976 l'086'234

Unearned intergovernmental grants - 334'961 334'961

Matured bonds due and payable - 2'}20'OOO 2'920'000

14147 *,R? 4289.1W 2^273,407 1,902,540 23,209,021ured interest due ano payaole t)Jv "v' '

Total liabilities .. - AJ43W -- 4WJW 2^273'407 l'902'540 23'209'021

Fund tralances (defi cits)

Reserved for: . +
Etrcuntbrances 292'604 - 292'604'

A Oal 11n,r-rrulrrrrurdrtvE) - aq'., j7o 4,981,770
Debt service - 4'981 '770
Capital assets and projects 5'060'617 999'779 6'060'396

Advances frorn other funds 335'3 10 - 335'3 10

lnr 1ra 146.363
lnverrtories and other assets 146'363 - rau'JuJ

- 44,967 44,967
Federal and state funded programs (2,481,388)

Unreserved (2,481 ,388) , i ____==r:___: ________ .;;;_;= __--- .*ffi(rllltrStrl v9u

Total fund balances (deficits) ( I ,?0?J t I ) 49WF 1,q90,617 1,91!'216, 9'380'02 
-2

Totaniabiritiesandfundbarances @-@-----l;:tlzl---L247-289---$g{q2!4-
The accompanying notes to the basic financial statements are an integral part of this statement'
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I I COMN,IOT*NVEALTH OF PUERTO RICO

MuNtctP.lt ITY oF C,c,'raNo

RecorrciliationoftlreBalanceSheet_GovernmentalFunds.
to the Statement of Net Assets

June 30, 2008

The amou,ts of governrnental activities reported in the statement of net assets and the balance slieet

- governmental funds, are different for the following reasolls:

Total fund balances reported in the balance sheet - g( vernmental furrds

Add (Deduct):

capital assets used in governmental activities are not considered available financial resources at

fiscal year-eud, therefoie, afe not reporled in the governmental funds' This is the carrying amount

of capital assets. n"t of u".umulated depreciation a"nd arnortization of $40,329,869 at June 30' 2008'

certain deferred revellues for unavailable intergovernmental grants in the governmental funds are

recognized as revenues in the statement of activlties. This is tlie arnount of intefgovemmental grant

revenuesthataremeasurablebutnotavailableatJune30,2003.

Debt issued by the Municipaliry has associated costs (debt issuance costs) that are paid fiorn curre,nt

available financial resources in tlie governtnental fr-rnds' However, these costs are deferred in the

statemeut of net ussets and reporled net of accumulated amortization of $240' 169'

The following liabilities are not due (mature) in tlre current fiscal year, tlrerefor-e, are not reported in

tlre governmental funds at June 30, 200t pLrrsuant to GASB I,terpretation No' 6' Recognition and

Measttrenteut of certain Liabilities ancl Expenditures in Got;erntnental Funds Financial staternents:

Bonds PaYable
Notes PaYable
Obligations under caPital leases

CornPensated absences

Claims and judgments

Accrued interests on notes payable

Accrued emPloYees' bonuses

Net assets - goverlllrlental activities, as repofied in the statetnent of net assets

The accompanying notes to tlie basic financial statements are arl integral part of{ris statement'

$ 9,380,022

1 18,878,409

251,686

2A1,828

(45,080,000)
(7,026,1 88)

(263,571)
(5,536,332)

( 1e8,000)
(33.472)

( 1 ,210,000)

je;1638,
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Changes

Revenues:
Taxes:

Property taxes

MuniciPal Iicense taxes

Construction excise taxes

Sales and use taxes

Total tax revenues

Intergovernmental grants and contributions

Interests on dePosits

Charges for seryices

Miscellaneous
Total revenues

Expenditures:
Current:

General governnent
Urban and economic develoPment

Health and saniiation
Public safetY

Public housing and welfare

Culture, recreation and education

Debt service:
PrinciPal
lnterest

Capital outlaYs

Total exPenditures

Revenues over (under) expenditures

Other financing sources (uses):

Transfers from other govemmental funds

Transfers to other governmental funds

Total other financing sources (uses), net

Net increase (decrease) in fund balances

Fund balances at beginning of fiscal year

Fund balances (deficits) at end offiscal year

COITUOiTiWEALTH OF PUERTO RICO

MuNlclPallrY oF Cara,l{o
Statement of Revenues, Expenditures and

in Furnd Balances (Deficits) - Governmental Funds

FiscalYear Ended June 30, 2008

Major governmental fun4s 
-

Debt CaPital Other Total
governmental governmental

funds funds

s40.28?
38.967.6t4 6,436,740

General
fund

s 17,609.6s2
13,350,815

880,773
3,802,068

35,643,308
1,762,891

504,276
5 r 6.857

17,267,809
9,500,719
6,852,253
5,917,935
6,297,654
2,985,367

285,72',3

97,102
r,1 86,i 37

50,390,699
( I 1,423,085)

- 5J40,439
5 87.83 8

r 08,463

2,920,000
2.728,188

687-

12,845,335
12,846,022

(12,245,921)

5,981
981,445

_ 2,622,118
3,609,550

620,443

17,267,809
9,501,406
6,852,253
s q?? q??

7,279,099
2,985,367

3,20s,723
2,825,290

16,653,590

service imProvements
fund bond fund

5,740,439 $ 23,350,091
13,350,815

880,773
3,802,068

41,383,747

6,561,723
1,227,302

521,361
540,315

50,234,448

600,1 0 I

4,2t0,994
14,462
4,504

JJ

600.101 4,?29,993

4,817,591
( 90.25 0) (3,673 , I 94)

4,727.341 (3,673,1W
(600,ro r; ,ilf,'i#,
(600,10 I ) (454,046)

72.494,459
(22,260,011)

4,917,652
(4,917.6s2)

(6,695,744) 12,884,642) (12,846,022) 166,397 (22',260',011)

4.e88.633 7,866,412 t7,r^or9,ur)., q7,1,3_1? 

- 
3l '640'031

slrJozu r) - 4,sslJ:rc --:peo,Jy 1,014,746 $ 9'380'022

The accompanying notes to the basic financial statements are an integral part of this statement'
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CONAN ONWEALTH OF PUERTO RICO

MuNtclPuITY oF CaraNo
Reconciliatiou of Statement of Revenues, Exper1ditures and changes

in Fund Balances (Deficits) - Governmental Funds to the Statement of Activities

Fiscal Year Ended June 30,2008

The amounts of governmental activities reported in the statement of activities and the statement of revenues,

expenditures and'changes in fund balances - governmental funds, are dif[erent for the fotlowing reasons:

Total net decrease in fund balances reported in the statement of revenues, expenditures and changes in

fund balances - governmental funds $ (22,260,011)

Add (Deduct):

The following revenues recorded in the statement of activities do not necessarily provide culrent financial

resources, therefore, sometimes are deferred in the governmental funds. This is the net change in deferred

revenues of the following revenue items, wltich are measurable but not available at fiscal year end:

MuniciPal license taxes

Intergovernmental grants and contributions

Governmental funds report capital outlays as expenditures. However in the statement of aitivities the

cost of those assets is altocated or.r. ih"i, esiimated useful lives as depreciation and. amortization

expense. This is the amount by which capital outlay expenditures ($16'653.590) exceeded depreciation

.*p.nr. (S5,440,634) for the fiscal year ended June 30' 2008'

Repayment of principal of long-term obligations is reported as an expenditure in the governmental funds.

however, the repayment reduces long-term Iiabilities in the statement of net assets'

Amortization of deferred charges repofted in the statement of activities does not require the use of

current financial resources, therifore, are not reported ,.rs expenditures in the governmental funds'

Some expenses, net, reported in the statement of activities do not require the use of current financial

resources, therefore, arl not reported as expenditures in the. governmental funds' including the net

change in accrued compensated ubr"r"., otSilg,iZZ for the fisca[ year ended June 30, 2008'

Net decrease in net assets, as reported in statement of activities

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

(608,052)
(449,839)

U,212,956

3,205,723

(24,323)

(370,263)

_$__a?9i802
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COMMONWEALTH OF PUERTO RICO

MuNtctPalITY oF ClNovaNas
Notes to Basic Financial Statements

Fiscal Year Errded JLrne 30,2008

Background Information and summary of significant Accounting Policies

The Muriicipality of cataflo (the Municipaliry) is a local rnunicipal government c-onstituted in 1927 in

the commo,wealth of puerto Rico (the corninonwealth). The Municipality has full legislative, fiscal

and all other governmental powers and responsibilities expressly assigned by Public Act No' 81 of

August 30, 1991, as amepdld, known as Autonontous Municipalities Act of tlte Commonwealth of
puertoRico (ActNo. ail. The Municipality is one of seventy-eight murricipalities legally separated

[" ."--:-Jr' .",;::.:;:,,r", ror ttre separation orpowers-orthe executive, legisrative

unJ lrai"iul branches of the commonwealth and the municipalities. However, the Municipality's

gove-r.n,ne,tal system consists of executive and legislative branches only' A Mayor, elected every

iou.f"u* by the citizens, exercises the executiv" po*"t of the Municipality' The legislative power of

tlie Mr-rnicifality is exercised by the Muriicipal Legislature,_whose members are also elected every

four years. The jLrdiciary po*.. is exercised by the General Justice court System of the

Co,rn.,or*"alth. wjrictr has jurisdiction over the Mu,icipality'

-l-he Municipality asssrres either full or shared responsibility for providing services to its citizens

related to public t',orri,tg, rvelfare, public safety. liealth' sanitation' education' culture' recreation'

educatiol, urban development. ecotromic development, and many other fiscal' general and

admirr istrative services-

a) Financial RePorting Model

The accompanying basic financial statements present the financial position arrd the results of

operations of the f,4unicipality as a whole, and its various governmental funds as of and for the

fiscal year e,ded Ju*e 3d, 20b8, in confoimity.with accounting principles generally accepted in

the United states of America (GAAP), as prescribed by the covernmental Accounting Standards

Board (GASB).

According to the financial reporting model established by GASB Statement No' 34' 'Basic

Firtancial statentents - antl Mana{enrent's Discussion and Analysis - for state ctnd Local

Governntenls (GASB No. 34), the required basic financial statement presentation applicable to

the Municipufity lr "otrpor.d 
of ttre followi*g elements: (1) gover*ment-rvide financial

Statements(GWFS),(2)governrrretrtalfurrdfinancialstatenrents(GFFS).(3)notestobasic
financial statements, uni f+l required sr-rpplementary i,forrnatio, (RSI)'

RS1, consisting of a Management's Discussion and Analysis (MD&A)' is information presented

alongwitlr,bLltseparatefrorn,MLrrricipaliry'sbasicfinancialstatements.

MD&A is a narrative repofi that introduces the accompanying basic frnancial statements and

provides an analytical overview of the Municipality's financial activities for the fiscal year ended

.lune 30, 200g, based on the Municipality's kriowledge of the transactions, events a,d co*ditio,s

reflected in the basic financial statement-s. The MD&A also highlights certain key fiscal policies

that control the Municipality's operatio'ts'

other supplementary information presented in this report for purposes of additional analysis

consist of: (l ) "omUi,,ing 
and individual non-mqjor governlnental fund financial staternents' (2)



Comn,loNwEALTH or Punnro Rtco
MuNlctPaIITY oF CnraNo

Notes to Basic Financial Statements

Fiscal Year Ended June 30, 2008

budgetary comparison schedule - debt service fund, and (3) schedules ofcapital assets used in the

oper"atiolis of governmentalfunds, as listed in tlre accompanyingtable of contents'

on july l, 2005, tlre Municipality adopted the provisions of Staternent No' 44, Economic

Conc{ition Reporting: The Stutistical Sect:ion - an umendntent of NCGA Stateme-nt. / (GASB No'

44). This statement amended the porlions of NCGA Statement l,Governntental Accounting and

Financial Reporting Principles, which provides guidance for the preparatioti of the statistical

section of the Municifality's Cornprel.,"niir" Rnnual Fi,ancial Report (CAFR)' A.c-cordingly, the

statistical section of ini, 
-Co*pr"h"nsive 

Annual Financial Report has been modified to present

more detailecl information, typ'ically in ten-year trends, that assists users in utilizing: (1) the basic

fina,cial statements, 121 ilie notes to basic fina*cial statements, and (3) the required

srippte*entary infonnation, to assess the economic condition of a government'

Financial RePorting EntitY

Tlre Mr-rnicipality follows the provisions of GASB Statement No' 14, The Financial Reporting

Entity(GASB No. l4) and GASB Statement No. 39, Determining Whether Certain^Organizations

are Contponent (Jniti - art Amenclntent of GASB Statentettt No' l1 (GASB No' 39) to detennine

its financial reporting entity'

The accompauying basic financial statements include all departments, agencies and mr-rnicipal

operational urrits that are under the legal and administrative control of the Mayor' and whose

fi'ancial resources are under the legal custody and control of the Municipality's Director of

Finarrce and Budget, as prescribed by Act No' 81 '

The Municipality's managernent has considered all poterrtiaI compolent urtits (whether

governmental, not-for-f."ni 
"t-profrt-oriented) 

for which itrnay be fi.a,cially accoutttable' and

other legally separate organizatiorrs for which ihe Municipality is not financially accou,table but

the nature and significarrlce of their relationship witli the Municipality rnay be such that exclusio't

of their basic financiufrtutr""rrts from those of th.e Municipality would cause the accompanying

basic financial statements to be misleading or incornplete- Accordingly' a legally separate

organizatiop would be reporled as a comporlent unit olthe Municipality if all of the following

criteria are met:

. The Mayor appoints a voting majority of an organization's governing body and' either (l)

tlie Municipality has the ability to impose lts _will on that organization or (2) the

organizatior', t,u, ,t'," pote,tial-to provide 
:specific financial benefits to' or impose specific

. The econornic resoLrrces for which the Municipality is entified, either received or held by

the separate organizatiou, are entirely or alrnost-entirely for 'the direct benefit of the

Municipality or its constituents'

The Municipality's lnallagemellt has concluded tlrat, based on the aforementioned criteria' there

are ,o tegally separate enities or organizatiorrs that ihould be reported as component units of the

tvtunicipu'iit)'for'the fiscal year ended June 30' 2008'
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COITNNONWEALTH OF PUERTO RICO

MuNlctPuITY oF Carafro
Notes to Basic Financial Statements

Fiscal Year Ended June 30, 2008

c) Government-wicle Finoncial Statements

The accomparryilg GWFS are composed of: (1) the staternent of net assets and (2) the statement

of activities. Theie finalcial statements report information of all governmental activities of tlie

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

MLr.icipality,s filarrces by reporting its financialposition and results of operations using methods

tlrataresimilartotlroseusedbymostprivatebusinesses.

The focus of GWFS is on the operational accountability of the Municipality as a single economic

unit a,d not o, ctmpliance wiih Uuagr'ts, regulatory requirements or on the use of available or

currently expendable financial ,"ro,i."", (referred to as fiscal accountability)' Operational

accountability is the Municipality's responsibility to report to the extent to wliich it has met its

op".uting objectives efficienily aird effectively,.rising all resources available for that purpose' It

focuses on the Municipality's principal operating objective, which is to provide services to its

citizens.

Tlie accompanying statement of net assets provides shortterm and long-term information about

the Mu,icipality's financial positiorr by preienting all of the Municipality's assets and liabilities'

with the differe,ce between these two it.,rt ."poti"d as "net assets" (equity) and or net liabilities'

Tliis statement assists management in assessirig the level of services that can be provided by the

Municipality i, the future u,id it, ability to meet its obligations as they become due' In addition'

this state,rent repofts the extent to ,"irich the Municipality has invested iri capital assets and

discloses legal and contractual restrictions on resources'

Net assets are classifiecl in the accompanying statement of net assets within the following three

categories:

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

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

of bonds puvuur", notes payable ar-rd otlrer debts that are attributed to tlre acquisitiorr,

construction or improvernent of tlrose assets (capital-related debt). For the purposes of

determining,rr. "riri""aing 
debt attributed to capital assets, the total long-tenn debt related

totlreacquisition.cotrstructiotrorimprovenrentofcapitalassetslrasbeenreducedbyany
related unsfent debt proceeds and a*y related unamoftized debt issuance costs'

Inadditiorr'forthepurposesofdeternrinirrgtheoutstandirrgdebtattributedtocapitalassets,
the followi,rg i","t are excl,ded from tlie calcr'rlation: (1) interest payable' (2) accrued

interest o, a.!"p discount debt and non-capital accrued liabilities (e.g. compensated absettces,

claims a,d jr-rdg,rents, etc.), and (3) dett used to finance capital acquisitions by parties

outside the Municipality. Furtherinore, the computation ofnet assets invested in capital

assets, net of relatei debi, exclLrdes inter-firnd loans and other financial assets'

o Restricted net assets - Tlris net asset categoly consists of net resollrces restricted by external

parties(suchasdebtcovenants,creditors,grantors,contributors'lawsbrregulationsofother
governments, etc.), or net assets for which constraints are imposed by constitutional

proririo,r, o,: 
"nuuting 

legislation. Enabling legislation cor.rsists of legislation that authorizes

the Municipality to urr"fr, levy. charge oi ot[erwise mandate payment of resources (from

external ,"iJur"" providers). Enablirig tegislation establishes restrictions if it includes a

)L
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MUN ICIPALITY OF CATA'ITIO

Notes to Basic Financial Statements

Fiscal Year Ended June 30' 2008

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

stipulated in the legislation'

orrJulyl,2005,tlieMunicipalityadoptedtheprovis]gnlofStatementNo.46,NetAssets
Restricterl by Enabling Legislation(GAs; il;' +O' rr'i' Statement requires tl.rat limitatio,s

on the use of net asseis imposed by 
"nubling 

legislation be reported as restricted net assets'

This Statem.nt "turin"a 
that a tega[tv 

"rrior"E 
ulZ enablirrg legislation restriction is o'e that a

parfy exterr',ul to tn" fvf uni"ifaf i[' 1i,cfr'lt-titi'"nt, publlc iriterest groups' or the judiciary)

canconrpeltlreMLrnicipalityto.lrotror.-fhisStatementstatestlrattlrelegalerrforceabilityof
arr e,abli,g r"girruiion'sr*rta U" r""uuruui"Jif any of the resources raised by the enabli,g

legislation are used for a purpor. *-tp""inti by the enabling legislation or if the

Municipalitv rru, oin", .uuse'foi "on,ia"'uiil'''' 
ertnough the determination that a parlicular

restrictiorr is rrot legally enforceabt" *uv 
"u,,e 

tlre MLrnicipaliry to review tlre errforceability

of other restrictions, it should ,',ot ,,"."rr'u;y il ;; vtrnitipuiity to the same conclusion for

al I errabling legislation restrictions'

The classification of restricted net assets identifies resollrces that have been received or

ear,ed by the ML,ricipality with un 
",pti"1t 

understanding between the Mu,icipality and the

l.esource' providers tlrat the ,",o,,.", 
-*o.,ra 

u" ,,"d fo' specific purposes. Grants,

co,tribution, ura io',urion, ur" often giien *''i"' tt'ot" ki.ds of conditio,s' Bo,d i,dentures

uiro ot"n limit the use of bo,d proceeds to specific purposes'

Interrrally imposed designations.of resourges' including earmarking' are not reported as

restricted n"t usr]trl-ffi.r; designation' lo"'itt of minagement'Jplans'for the use of

resources, which are subject to change ii'tt.,t aittt"tion of the Municipal Legislature'

TlreMunicipalityl.,uqreportedtlrefollowingtypesofrestrictednetassetsintlre
accompanying statement of net assets as of June 30' 2008:

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

bonds PaYable'

('2)Federalandstatefundedprograms-Replesenttretresourcesavailablefronrcertain
federal 

""a 
,t"t" irr*i *fri"f.. hive been set aside to carry out several programs'

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

related liabilities that are neither "*ttt'''uity 
no' ilgutty restricted' neither invested in capital

assets. Hor.iever, at June 30, 200g,'ir',ir'"u,"go,y'rrur.a negative balance of $13'776'367

because liabilities exceeded ttre relateJl'=o'] Generally' tte assets recorded witliin this

category are designated to indicate t1.,ui*tug"rne,t does nof'consider them to be available

for geueral op"ruiio,",r. Assets rep'-rrted withi-n this category often have constraints that are

irnposed Uy nl"nug"nl"nt but can be removed or modified'

when both restricted a,d u'restricted resources are available for ttse' it is the Municipality's

policy to g"n"ruiiy use restrictea r.rour"., first, and then unrestricted resources as they are

needed-

aaaf
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Notes to Basic Financial Statements

Fiscal Year Ended June 30. 2008

The accompanying statement of activities presents the lvlun_icipality's reiults of_operations by

showi,g, how ihe Vtunicipality's net assets changed during the fiscal year ended June 30, 2008,

tusing a]et (expense) ,"r.nu"-fonnat. This statement presents the cost of each function/program

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

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

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

A fu,ction/program describes a groLrp of activities ihat are aimed at accomplishing a major

service or reguiatory responsibility. rie functions/programs reported in the accompanying basic

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

,uf"ty, (4) health und runitutlon, (5) culture, recreatiort and education and (6) public hoursing and

welfare. The governmental op"iuiionr of the Municipality's departments and operational units

are classified within the following functions/prograrns in the accompanying basic financial

statements:

Generol government:
MuniciPal legislature
MaYor's office
Departntent of finance
Deparlment of planning and budget

Department of hurnan resources

Department of Iegal services

Departurent of municipal secretary

Depaftment of interrral audit

Department of Public relations

Center for governmental operations

IJr b an o ntl eco no mic clev e lop me nt :

Depafiment of Public works

Departnlent of publ;c terminals and convention center

Market Square

Public safety:
Department of emergency management- civil defense

Deparlment of rnunicipal police

Department of Private Police

Heakh and sanitation:
Departrnent of recycling services

ELrlalia Kuilan diagrrostic and treatment center+

C ulture, recreatiott oncl ed ucation :

Department of sports and recreation

Juana Matos multi-service center

Cultural center
La Esperanza recreational facilities
Schooling director
Alberto DAvila librarY
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Notes to Bas:c Financial Statements

Fiscal Year Ended June 30, 2008

DeParttnent of Public housing

DeParlment of federal Programs
Wilson Ramos elderlY center

DePartment of citizen affairs

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

expenses of a given fgnction/program or ,"g*"itr. Direct expenses are those tliat are clearly

identifiable witii a specific function, segment or operational unit. This staternent reports revenues

in r*o broad categoiies: 1i) program reve*res a,d (2) general revenues.

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

the MLrnicipality's taxliayers or citizeni. In the staternerrt of activities, program revenues reduce

the costs (expenses) oitt"," fu.ctio,/program to arrive at: (l) the net cost of the fu,ction/program

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

that co,tributes to the Mu,icipality's g"n"rui ,"'[,',u"r. The accompa,ying statement of activities

reports tlie following categorie, oiprogrunl revenues for the t-rscal year ended Jule 30' 2008:

o charges for services - These revenues generally c-onsist of exchange or exchange-like

transactions involving charges to customers or applicants who purchase' use or directly

be,efit from the good"s, ,.rt]"", or privileges provided, or are otherwise directly affected by

the services. These revenlres include fees-chuig"d for specific services, charges for licenses

and pern-rits, and fines arrd forfeitures, among others'

. Program-speeific operating antl capital grants and contributions - These revelllles

cor-rsist of transactiom tl',ut are either rnandatJry or voluntary non-exchange transactions with

other governll]etlts, organizatiolls, or individuals that restrict the resources for use in a

parlicular program. OpJrating grants and contributions consist of resources that are required

to be used to finance the costs of operating a specific program or can be.used either for

operati,g or capital purposes of a specific piog.un,. Capital grants and contributions consist

of revenues or resolrrces tlrat are restricted for capital purposes - to purchase, construct or

renovate capital assets associated with a specific program. Restricted operating and capital

gralts and coltributions are program ,"u",',r", beiause they are specifically attributable to a

progranl and reduce the net expense of that program to the Municipality' They are reported

rret of estimated uncollectible amounts'

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

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

use taxes and cotrstruction eicise taxes are reported as general" revenues' All other non-tax

revenLtes (including unrestricted interer,t on deposits, grants and dontributions not restricted for

specific programs and rniscellaneous revenr-res) that do not meet tlie definition of program

revenues are classified as general revennes' R"'o"t""' that are dedicated intemally by the

Mupicipality u." l."pon"O a"s general revellues' rather than as program revenues' All general

reveuues are reported net of efimated uncollectible atnouttts, which are recorded as reduction of

revetlues rather than as expenses'

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

incfi-rdes expenses that are, iu essence, indirect or costs of otlier functions/programs of the
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Municipality. Even though some of these costs have been chargedto certain funds in the GFFS

as i*direct cost allocationl pennitted under some federal programs, the Municipality has reported

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

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

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

sources/uses among governm-ental funds) have been removed from the accompanying statements

of net assets and activities.

The Municipality classifies all of its activities as governmental activities' in tl,e accompanying

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

other non-exchange revenues Ihat ca,-,-be used to support the Municipality's programs or services'

These goo"r,',,r,"nial activities are also generally reported in the GFFS'

The Mu.icipality has po fiduciary activities, which are those in which the Municipality would be

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

with trust ug.".*",1i, or other custodial arrangements. In addition, the Municipality has no

operations oi activities that are t'inanc:d aud operated in a manner similar to private busirress

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

including aepr""iutio,r) is financed primarity through user.charges; or where the goveming body

has decided that periojic deterrni,aiiotr of revenues earned, expenses incurred, andlor net income

is appropriate for capital maintenance, public policy, managernent control, accountability' or

other PurPoses.

ct) Governmental Fund Financial Statements

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

record assets, liabilities and resiclual eqr-rities, deficits or balances, and changes therein, which are

segregated fo,. tf-," prirpose of carrying on specific activities or attaining certain objectives in

accorclance with GAAP and/or special regulations, restrictions or lirnitations'

The accompanying GFFS are composed ofi (l) the balance sheet- governmental funds' (2) the

statement of rev",r"res, expeuditurei and cltanges in fund balances (deficits) - govemmental funds

and (3) the statement of revenues and expenditures - bLrdget and actual - budgetary basis -
gerreral fund.

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

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

resources. Sorne of these financial staiements have a budgetary orientation-and focus primarily

or-r: (1) the Municipality's major governmental funds, as ddfined below, (2) the fiscal

accou,tability ;il i:i in" iniiviAuat parts of the Municipality's government' Fiscal

accountability ,ef,=ser',is the Municipality'i responsibility.to justify tirat its actions in the current

fiscal year truu"lo*ftied with pubiic decisions concerning t[Te raising and spendiug of pr'rblic

moneys in the shortterm (generally one fiscal year)'

The accompa.ying GFFS segregate governrnental fr-rnds according to their intended purpose and

are used i, demJnstrating Jomptiance with legal, financial and contractual provisions. The

minimum nr,rb", of govi*ne,itul f,nds is maintainecl consistent with legal and self-imposed

36



ConluorqwEALTH or PunRro Rtco
MuNtctPallrY oF Clra.No

Notes to Basic Financial Statements

Fiscal Year Ended JLrne 30, 2008

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

Municipality clussin"s ii, gor"n,n.,eltal funds within the followilg categories:

o Getterat funct - The general fund is the Municipality's main operating fund and a major

govemmental fund, u", d"fin"d below,.used to'acco1.-r] for all financial resources and

governrnentut u"tiviti"r, except for financial resources required to be accounted for in another

fund. It is presurned that the Municipality's governmental activities have been reported in the

general fund except for transactions.for whlch one of the following cornpelling reasons has

required the use oianother fund: (1) iegal reqLriremerlts, (2) GAAP requirements or (3) the

demands of sound fina,cial administr#on.requiring the use of a governmental fund other

than the general fund.

. Debt service ftmrl - The debt service fund is a major governmental fund' as defined below'

used by the Municipalily to account for the accumulation of resources for' and the payment

of, principal a,d iniereri for, (l) bonds fayable for.rvhich debt service payments are legally

mandated to be accounted for in u a"Ui tt*i". fu,d and/or (2) bonds PaYable or any general

long_term debt ior which the Municipuliay ir be]ns.lcumulating financial resources in

advance to pay principal and interest payments maturing in future years' Consistently witlt

the prior fiscai years' fittancial strt"*!,',i presentation, *.ttn* the fiscal year ended June 30'

2008, the fina,cial activity accounted ior'in ttre debt service fund was'specifically related to

bonds PaYable.

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

involve tl.,e uauu,iJ";;,,";i"r, oi,:"Iorrces (suclr as obligations under capital leases) are

only accounted ior in the accompuryinfrtut"*"'t of net u""i'' The debt seruice payments of

such debts 
"r" ;;";"iiy u."orni"a foias debt service - principal a'd debt service - interest

expenditures in the general fund'

special revenue funds - The special revenue funds are non-major governmental funds' as

definedbelow,usedbytlreMunicipalitytoaccountforrevenuesderivedfromgrants,
co.tributio,s or other revenue ,ou.""" that.are either self-restricted by the Municipality or

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

earmarked for expenditures in *^.iot 
""pitai 

projects wnith are accounted for in the capital

projects fund). t'he uses and limitations of each special revenue fund are specified by

rnunicipal ordinances or federal and state statutes' However' resollrces restricted to

expenditures for purposes normallf nnu,.,""a fr.grn.lhl general fund are repofted in the

Municipality,s general fLrnd provid"i ifr^lall applicable legal requirements are appropriately

satisfied. In this case, a special ."r"n* iund to account foi such kind of transactions will be

used onlY if legallY mandated' {

t Cnpitnl proiects funrh - Capital projects funds are non-major govemrnlntal fu,ds' as defi,ed

below, Lrsed to iccou,t for the nnu'*iuf resources used ftr the acquisitiott, construction or

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

from proceeds of general obligation' public i'nprovement or special obligatiorr bonds

accounted for also in the capital projects ftrnds'

Tlreuseoftlrecapitalprojectsfundslrasbeenreservedorrlyforrnajorcapitalacquisitiorrs,
construction "; 

i,;;r;r;nJnt activities that would distort financial resources trend data if not
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reported separately frorn the other-Municipality's operating.activities' The routine purchases

of minor capitaliz;ble assets (suclr as fumiture, office equipment, vehicles^and other minor

capital assets o. i*p.or"n1"nl1 huu" been reported in the governmental fund from which

financial resources were used for the payment'

The foc,s of the GFFS is on rnajor governmental funds, which generally represerrt the

Mr-rnicipality's most i*po,tunt funds. A-cordingly, the l4unicipality is re9ui19d. to segregate

gor"rr-,*",rrrl f,nds between .rajor and non-majoicategories within the GFFS' Major individual

governmental funds are reportej individLrally as separate columns in the GFFS' wliile data frorn

all non-rnajor governrneptal funds are aggregated into a single columtt, regardless of fund type'

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

financial reporling purpot"t. tn aalition, any other governmeltal fund would be classified as a

major governrnentrt i,ind i' the GFFS if itsiotal asiets' liabilities, revenues or expe,ditures of

that individual governmental fund are at least l0 percent of the corresponding element total

(assets, liabilities, revenues or experrditures) for ali governmental funds' For the purposes of

applying the aforemention"d majoi funr.i criteria, no eliminatio,s of interf,nd balances have been

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

operati,g revenues i"", "f 
allowances for u,collectible accounts), except for other fina,cing

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

non-operating expenditures, except for other financing uses'

Based on the aforementioned criteria, the Municipality's m_aj9r governmental funds reported iri

the accompanying GFFS are: (1) the general tna, (2ithe debt service fund, and (3) the capital

improvements bond fund.

The capital improvements bond funcl is a major capital projects fund used to account for the

financial resollrces arising from bond issl-,a,',.e-proceeds Lrsed in the acquisition or construction of

major capital facilities, other assets and penlranent -improvements' 
The most significant

transactions ofthis fund are related to capital outlays and proceeds from issuance ofbonds'

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

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

financial repofts. consequently. all superfluous funds and some internal fr-rnds currently used by

Municipality in the day-to-day accounting procedures have not been reported as individual

governmental funds in the u""o*punyl',g fr-rnd financ.ial statements' Accordingly' the

accompanying fund financial statements i;ctlae only the minimum nttmber of funds consistent

with legal arrd oirerating requirements-und, conseqLrently, the following types of sirnilar internal

f,.ds have b""n 
"o*Li,ied 

into single fr-rnds irr the accompanying fund financial statements:

r The various capital improvement bond issues outstarrdirrg have been repofied as a single

majorcapitalprojectsfurrd'tlrecapitalimprovemelrtsbondfirnd.

"NutnerouslesssigrrificarrtcapitalprojectandspecialrevenLlefrrndshavebeencornbined
into single non,ru]o, capital pto.j".t and special revenue funds, respectively' These funds

are reported as supplementary infonnatiou in the accompanying combining and

irrdividrralnott-majorgovernmentalfrrndfinarrcialstatements.
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. Program-specific capital grants awarded

Puerto Rico have been combined into

legislative joint resolutions tlnd'

by the Legislature of the Commonwealth of
a single nonrnajor capital projects fund, the

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

reconciliatiori of the balance sheet - go\'ernmental funds to the statement of net assets' and (2) the

reconciliation of the statement of revenues, expenditures and changes in fund balances (deficits) -
governmental funds to the statement of.activities'

e) Measurement Focus ancl Basis of Accounting

ent-wide fi statements - The accompanying GWFS are prepared using the

andtlreaccrualbasiiofaccounting.Subjecttothe

additio'al rures and limitations detaired L"ro*, revenues (i,cruding interest o, deposits and
.J^.t.,,l"orr a

ll;i:'ffi;;;;;:;"ralty recorded when earned and expenses are ge,erallv recorded when a

iiuUif iay is incurrecl, ,"gurdl"rt of the timing of related cash flows'

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

like transactions are g.,l"r"f fi' recorded when the exchange takes place' In tixchange transactions'

each party to the t.uiru"tion receives and gives up essentially equal values' An exchange-like

transaction is one in *tri"t-, there is an ideritifiable exchange and tl-re values exchanged, though

related, may not be quite equal. Neverlheless, the exchange characteristics of the exchar-rge-like

transaction ur" ,tro,1g- 
"nougt-1 

to jLrsti! treating it as an exchange for accounting purposes

(exarnples i,clude fJes foi licenses and p".#s, charges. for services' and miscellaneous

rsvenues, which are recorded as revenu"s *l''e''' collected because tliey are generally not

measurable until actually received)'

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

recorded using the ;ri,";, set forth by GASB Statement No' 33' Accounting and Financial

Reportirgfor Non-exchange Tran,sactionsiCesg No. 33.)' GASB No' 33 established accounting

and reporting staudards f6r ,]o,]-"xct",^ng" transactions involving cash and financial or capital

resources (for example, most taxes, grants and private donations)' lu a ttott-excliarige transaction'

tlreMLrrricipalirygives(orreceives)valuewit.houtdirectlyreceiving(orgiving)equalvalueirr
return. This is different from an exchange transaction, in which each parly receives and gives up

essentially equat vatues. Accordirrg to GASB No. 33, the Municipality groups its non-exchange

transactio,s i,to the followipg foLri classes iri the accompanying basic financial statements: (a)

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

"*.t, 
un g. tran sactiot'ts, u,i tal vo I untary non-exchange transactiorts'

I, the case of derived tax revenrre transactio.s, wrrich resurt front'assessments the Mu,icipality

places on exchange transactions. receivables and revenlles are recorded when the underlying

exchange has occurred'

In the case of i,.rposed ,o,-exclralge revenlle transactions (sr-rch as propefty taxes and municipal

license taxes), which result frorr urr"rrtn",,t, made by the Municipality on noll-governlnental

e,tities. i.cludi,g individuals, otrrer than assessrneuts o, excrrarrge transactio,s, receivables are

generally recorded in the period when un ,,1fol.""uble legal claim has arisen' Property taxes and

r,u,icipal Iicense are generally recordeC as revel-lues (ne1of amounts co.sidered,ot collectible)
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inthe fiscalyear when resources are required to be used orthe first fiscalyearthattfie use of the

resources is Permitted.

Government-mandated non-exchange trarrsactions (such as grants and contributions) result wlien

a government at one]";;i a;"h u"s the federal or state government) provides resources to the

Mr-rnicipatity and the provider goY:T.m..nl requires the Municipality to use those resources for a

specific purpose ", 
p;;;;;; eitablished irr the provider's enabling legislation' In these type of

transactions, receivablei arrd reveuues are generally recorded when all etigibility requirements

imposed by the provider have been rnet. Forlthe majtrity of grants' the Municipality must expend

resources on the specific pLlrpose or project before the provider reimburses any amounts'

Revenue is, therefore, generally recognized'as qualifuing reimbursable expenditures are incurred'

Voluntary non-exchange transactions (sr-rch as donations and certain grants and entitlemerits)

resurt from regisrative Ir co,tractual agreements, other trran exchanges, willi,gly e,tered into by

two or more partier. 
-in 

these typeiof tra*sactiotts, receivables a,d revel-llles are generally

accounted fbr in the Same manller aS gcvernment-mandated non-exchange transactions discussed

above. Events that are neither exchange nor lloll-exchange transactions are recorded when it is

probable that a loss nu, L""n incurred *a tn" auount of loss is reasonably estimable'

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

are recorded as unearned (deferred) revenues'

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

recorded only in the accompanyilg statemJlt of net assets' The measurement focus and the basis

of accounting used i; t1r" u."o,rplnying CWf S differ significantly from the measurement focus

a,d basis of accou'rti,g used in the preparation ql t]f accompanying GFFS' Therefore' the

acbompanying CnnS inc-tude reconciliaiioris, as detailed in the accompanying table of contents' to

il"; ia",ui{tn. relationship betr'veen the GWFS and the GFFS'

ernmental fund financiat stat - The,.accornpanying GFFS T :t"..T::-.'-tl:9 1l:

:1"-,:1,[?r:;;,,J *;;; in f,nd baL,ces - gor"-r,i,r"ntal runds, reports changes in the amount

of financial l."rou.""r-uvailable irr the near fiture as a result of transactions and events of the

fiscal year reported. Therefore, l'evenLles are generally recognized as soon as they are botli

measurable and available. Revenues are consid-ered to be u'uilubl" wherr they are collectible

withintlrecurrentfiscalyearorSoollenouglrtlrereaftertopayliabilitiesofthecurentfiscalyear.
For tliis pr-rrpose, the MLrnicipality ge,eraily considers most revenues (mu,icipal licenses taxes'

construction excise taxes, sales and ur" tu*Lr, interests on deposit, intergovemmerrtal grants and

co.tributions and ceftain charges fo, ,"rri"*,) 'to be availabie iftollected within 90 days after

June 30, 2008, except for property taxes for which the availability period is 60 days' Revenue

sources not meeting?ir-^iriflUility criterion or collected in advani" ar" recorded as deferred

"u,1flo*olcuiren1financialresources)andtIre
modified accrual Uuris of accounting' Accordingtv' tlie accotnp":I':l^t11"]:::i,::.'"":lj'iil;

revenues at June 30, 2008'

The principal revenue sources considered susceptible to accrual include property taxes' rnunicipal

license taxes, intergovernmental gra,ts and co'iribtttions, interest on deposits' and certain charges

for services. These principat revenue sources meet both measurability and availability criteria in

if'," u""o*panying Cif s, except for amounts recorded as deferred revenues'
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In a rranner simitar to tlie GwFS, but subject to and lirnited by- the availability criteria discussed

above, all revenues, expellses, gains, losi"s, assets and liabilities resulting from exchange and

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

a""oraTngrv, fees for licenses and permits, charges for services a,d miscellaneous revenues are

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

received.

All revenues, expellses, gains, losses and assets resultilg from non-exchange transactions are

recorded i, a similar -r,ir". to the GWFS, using the previor-rsly discussed eriteria set forth by

GASB No. 33 for non-exchange tra,sactioni, but iubject to attd limited by the availability criteria

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

g"n"ruf fV recorded i, the ni"ui V"ui *l',",', u,', enforceable legal claim has arisen while property

tax and municipal license tax revetrues (net of amounts considered not collectible) are also

g"r"*UV recorded in tlie fiscal year when ."rorr"", are required to be used or the first fiscal year

thatthe use of the."rorr".. is [emitted. Receivables and revenues fromfederaland state grants

and contributions, donations and entitlernents are also generally recorded -Yl"n all eligibility

requirements irpor.J u/ ur" provider have beetr rnet (ge.erally, as qualifoing reimbursable

expenclitures are incurred fbr expenditure-driven grants)'

Interests on deposits are recorded when earned since these revellues are considerecl both

measurable and available at June 30, 2008'

pursuant to tlre provisions of GASB Interpretation f9. 6,.Recogniti-on and Measurement of

Certain Liabitities oncl Erpendittres itt Gorerrrmentctl Futtcl Financial statements (GASBI No'

6), ip the absence of un 
"*pticit 

requirement (i.e., the absence of an applicable modification'

discussed below) the Municipality generally accrues a-.governmental fund liability and

expe,diture (incluaing sutari"s, prof"rJionul slrvices, supplies, utilities' etc') i, the period i,

which the governm.,,ii,',"u., ttre iiaUility, to the extent thai ihese liabilities are normally expected

to be liquidated in u iim"ly manner a,rd in full with curretrt available financial resources' GASBI

No. 6 rnodified tr," ,""ognition criteria for cerlajn expenditures and liabilities reported under the

modified accrual basis of accounting prior to GASB irlo. 34, a,d clarified a number of situatio,s

in which the trlunicipality should dlsiinguish between governmental fund liabilities and general

long-term liabilities.'Therefore. the accompanying balance sheet - govemtnental funds generally

reflects only assets that will be convefted into tash to satisfli current liabilities. Long-term assets

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

accounted for in the accompanying balance sheet - governmental funds' At the same time' long-

term liabilities (gerrerally, those unrnatured ttrat wiU not require the use of current financial

resources to pay'them) are not accottnted for in the accompanyittg balance sheet - governmental

ftrnds. . +;

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

. Principal and interest on bonds payable are recorded when they mature (when payment is

due), except for principal and interest of bonds due-on.July 1,2008, whicli are recorded as

gorlrn*",ital fund liabilities at June 30, 2008 whicli is the date when resources were

available in the debt service fund'
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o Notes payable, obligations under capital leases,.cotnpensated absences' and legal claims and

judgments are recoried only when tliey rnature (when payment is due).

. Certain accounts payable, intergovernmental payables and other accrued liabilities not due

and payable (unmatqred) or not normally "*p""t"d 
to be liquidated in full and in a tirnely

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

statement of net assets. such liabiiities are recorded in the governmeiltal funds when they

lnature.

oExecutorypurclraseordersandcontractsarerecordedasareservationofftrndbalarrceintlre
GFFS.

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

rather tt'ran expens"s. Most expenditures are lneasurable and are recorded when the related

governmental f,,,-,a 
- 
tiuUitity is incurred' Allocation of costs' such as depreciation and

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

accomPanYing GFFS'

l) Stewardship, Compliance ond Accountability

BudgetarY Control

Accordirrg to Act No. 81, the Mayor a,d its Admi,istrative cabinet prepare annual budgets each

fiscal year for tr.re Municipalityt, g.n"*r fund and debt service fu*d. Such legally adopted

bLrdgetsarebasedonexpectedexpenditrrresbyprogramar.rdestimatedresourcesbysource.Tlre
annual budgets are deveroped using erements orp".tor*unce-based program budgeting and zero-

based bLrdgeting, and iriclude estirnates of revenlles and other resources for the ensuing fiscal year

under larvs u,.,0 ,"guiuiions existi,g at the tirne the budgets are prepared'

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

resolutior-r project (the Project) to the comrnissioner of Municipal Affairs of tl-re commonwealtlr

(the Cornmirri;;J;t-;J'th" Municipal Legislature no later than May 10 and May 15'

respectively. The Conrmission", p,'J*i,u'57 "rifi"s 
that tlie Project complies with all the

applicable ru*, ,,.la ,"gut,tion, u,]d ,,uy p,o,id" cotnttretlts arrd suggestions to the Mayor on or

before JLme 13.

TheMunicipalLegislaturehasl0bus'nessdays,uptotheimrnediatelyprecedingJunel3'to
discnss arid appiove the Project with rnodifi"uiionr.'The Municipal Legislature may ame,d the

budgets submitted by the Mayol br-rt rnay not increase any items so'far to cause a deficit without

irnposing taxes or idlntifuingother sources of revenue to cover sLidl deficit' After the Mu,icipal

Legislatr"rre ,roa-in", ur.,d priir',i,,u.1iy upp19r"s the Project, the modified Project is sent back to

the Mayor f"r lrir';;p;i o, i..,""tir't *itt'tin 6 days' Tire Mayor may decrease or eliminate any

lineitembutrnaynotincreaseo.nr-.nu,',ynewlineiteminthebudgets'TheMayormayalso
veto the uuagets intheir e,tirety anJretr-rrn'it to the Mr-rnicipal Legislature with his objections' If

the Mayor rejects the Project, the Mu*icipal Legislature wiil have up to 8 days to adopt or reject

tlre recommenclations or objectior6 or tti" Mrlor. The approved Project is sent again to the

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

budgets foi the preceding fiscal year, as approved by the Legislature and the Mayor, are

automatically renewed for the ensuing fiscal year ur,til the Municipal Legislature and the Mayor

approve new budgets. This perrnits the Municipality to continue doing payments for its operations

and other pltrposes until the new budgets are approved'

The alnual bLrdgets may be updated for any estimate revisions as well as fiscal year-end

encumbrances, a-nd may include any additional information requested by the Municipal

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

subject to the approval of the Municipal Legislature'

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

bLrdgetaryp"niing cotrtrol is rnaintained. For day-to-day management control pllrposes,

expJuditures plrs encumbrances may not exceed budgeted amounts at the expenditure-type level

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

unencurnbered appropiiations within programs within funds. The Municipal Legislature may

transfer amounts among programs within and among firr-rds'

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

approp-riation) is at t-he firnctions/program level (general government, urban and economic

alu"top,-,r"nt, public safety, health andianitation, culture, recreation and education, attd public

liousing and welfare, 
"upitui 

outlays, principal expenditures, interest expenditures, etc.) within the

general and debt service funds, respectively.

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

year shall not exceed tli totat revenue, including available surplus, estimated for said fiscal year

unless the irnposition of taxes sufficient to cover said appropriations is provided-

Budqetary Accounting

Tl-re Mgnicipality's annual budgets are prepared using the budgetary (statutory) basis of

accounting, wliiclr is not in accordance with GAAP'

According to the budgetary basis of a"coLrnting, reveltue is generally recorded when cash is

received. Short-term 
..and 

iong-term borrowings may be used to finance budgetary excess of

expenditures over revenues.

The Municipality uses euclltlbrance accounting to record the full amount of purcliase orders,

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

prior to actual expenditure. In the governrnental funds, encumbraflce accounting is a significant

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

expenditure I incurred or encumbered. Available appropriations and encumbrauces are

esiablished to lapse one fiscal year after the end of the fiscal year. Amoirnts required to settle

claims and judgments against tire Municipality, and certain other liabilities, are not recognized

ultil they are encumb",=d or otherwise processed for payment. Unencumbered appropriations

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

appropriatious, are continuing accounts for which the MLrnicipal Legislature has authorized that n

unipent balance frorn the prior year be carried forward and made available for current spending.
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The accompanying statement of revenues and expenditures --budget arrd actual - budgetary basis

- ger1eral fund, piovides information about the gerreral fund'; origirral budget, its amendments,

and the actual results of operations of such govenlmental fund under the budgetary basis of

accounting for the fiscal year errded June 30, 2008. Further details of the Municipality's

budgetary control at the lelal level may be obtai,ed from the B*dgetary Liquidation Report for

the"fiscai year e,ded June"30,2008, which is prepared by the Municipality's Department of

Firun"". iopies of that report rnay be obtained by writing to the Municipality's Director of

Finance at P.O. Box 428, Cataiio' Puerto Rico 00963'

Because accounting principles applied for the purposes of the developing data on a budgetary

basis differ significantly from those used to present the governmental fr-rnd firrancial statements in

co,forrnity with GAAP, a reconciliation of ihe differences between the general fund's budgetary

basis and GAAP actual amotlllts is presented as follorvs:

Excess ofexpenditures and other financing uses over revenues

and other financing sources - budgeiary basis - general fund

Tirning dffirences:
. Net effect of current year encumbrances recoid"d as expe,ditures for

budgetary pltrposes verslls prior year encumbratrces recorded as cllrrellt

year expenditures for GAAP purposes

Non-bud get exp en d itur e s

Basis of accounting dffirences:
Neidecreas" in prop".ty taxes receivable, net of allowance for doubtful accounts

Net decrease in municipal license taxes receivable

Net clecrease in construction excise taxes receivable

Net increase in sales and use taxes receivable

Net decrease in intergovernmental receivables

Net decrease in othei receivables, ,et of allowance for dor-rbtful accounts

Net decrease in inventories and other current assets

Net increase in due and advances from other funds

Net decrease in excess ofchecks drawn over bank balance

Net decrease in deferred revenues

Net increase in accounts payable to suppliers

Net increase i, i'tergovernmental payables and accrued liabilities

Excess ofexpe,ditures and other financi,g usei over revenues 
+

and other financing sources -general fund- GAAP basis

$ (5,565,362)

(31 8,323)

(33 o, 1 89)

(117,258)
(549,692)
(203,876)

345
(449,839)

( 1 4,863)
(47,385)

r 4.889
946,802

1,431,204
(1,472,069)

(20,128)

L-,6e:Jlg_

Duririg tlie fiscal year ended June 30, 2008. the general fund's actual expenditures and other financing

uses exceeded the respective actual ."rrnr-,", and otlter firrancing uses (budgetary basis) by

$6,695,744 in violation of the Act No. 81. Accordingly, the Municipality shall amortize such

budgetary deficiency during the next fiscal year through a budgetary reserve within the next fiscal

year-'s bLidget of the general fund, as required by law'
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g) (Jnrestricted and Restricted Deposits

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

commercial banks and iZy de,nard deposits in the Government Development Bank for Puerto

Rico (GDB, fiscal agent. proceeds froln all bor"rds and the funds related to ceftain federal grant

awards are required by law to be lield with GDB'

The Municipality follows the practice of pooling ca1l1 f-tJune 
30,2008, the pool casli account in

commercial banks had a balarrc e of $322,363 oiwhich $288,398 and $78,604 have been recorded

in the non-major capital project funds and the non-major special revenue funds, respectively' In

additio', the general furid ieported an excess of checks over bank balance of $44,639, whiclr

,.pr"r"ni, the portion of the pool cash balance allocated to the general fund at June 30, 2008'

Any cteficiency in the pooled cash account is assumed by the general fund and covered through

future budgetary aPProPri ations.

under the laws and regulations of the comtnonwealth, public funds deposited by the

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

excess of the federal depository insurance generally provided by the Fedeial Deposits Insurance

Corporatio* (FDIC). All securities pledgJd u. .ollut"tul are held by agents desig,ated by the

Commonwealth's Secretary of the Treasr-rry, but not in the Municipality's name'

Cash in fiscal agent in the debt service fund consists principally of properly tax collections

amountiug to $g,2gg,l6g that are restricted for the payrnent of the Municipality's debt service of

bonds, u, ."qrii.d by law. Cash in fiscal agent'oi SZZg,t+6 in the general fund consists of

progru*-rp""1fi" 
"ont.ibutions 

awarded by t6i Puerto Rico Electric Power Authority that are

restricted forthe acquisition, constructinn and improvement of certain minor infrastructure assets'

Cash with fiscal aient recorded in the capital improvetnents bond fund consists of unspent

proceeds of bonds Jmounting to $7,303,346 ihat are restricted for the acquisition, construction or

improvements of rnajor capilal assets. Cash in.fiscal agent of $55,158 in the non-major capital

project funds consiits of unspent resources restricted for the acquisition, construction or

improvements of rnajor capital assets'

Restricted cash in commercial banks for other governmental funds, amounting to $2,A55,376'

represents the balance of interest and non-interesibearing accounts restricted for the operations of

various federal and state funded programs'

Cash equivalents consist of ceftificates of deposits held in commercial banks with original

maturities of thiee months or less. The certifrcates of deposit recorded-in-the general fund

amounting to $7,700,000 are unrestricted while the certificates of deposit of $400,000 recorded in

the legislative joint resolutions fund (noumajor capital projects fdnd) are restricted for specific

purposes approved by the Le-eislature of ihe Commonwealth. Certificates of deposits are

iecorded at cost, which approxirnate fair value'

t, IJnrestricted and Restricted Accounts Receivohle

Receivables consist of all revenues earued but not collected at June 30' 2008' These accollnts

receivables are stated net of estimated allowances for uncollectible accounts, which are
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determined based upon past collection experience, historical trends, eurreut economic conditions

and tlre periodic aging of accounts receivable'

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

outstandi,g at the end ofthe fiscal year are referred to as either "due to/from otlier funds" (i'e' the

current portion of inter-fund loarrs) or "advaltces tolfrom other funds" (i'e' the non-current portion

of inter-fu,d [oans), u, ufff i.uUt". Rtt other outsta'ding bala,ces betwee* fu,ds are reported as

"due to/from other funds"'

orr Jirly 1,2OO7.the Municipality adopted the provisions of GASB StatementNo' 48' Sales attd

Pledges of Receit,ctbles ancl Ffi-ure Reventres'ancl lntra-Entity Transfers of Assets and Future

Revenues(GASBNo.48).Accordirrgly,transzictionsinwlriclittreMunicipalityiswillingto
exchange arr i,terest in iis expect"d i,ir,re cash flows from collecti'g specific receivables or

specific f,ture reveuues for immediate cash payments, gene.rally, a single lump sum are either

regarded as a sale o, u, u collateralizea- fottl*ing relulting in a liability depending on its

continuin-q involvement with those rece.vables or future ,"'"'"'ui'' Accordingly' a transactio' will

be repoftecl as a collater alizedborrowing unless the criteria indicating that a sale has taken place

are met. If it is deterrnined that a transaction involving receivables slrould be reported as a sale'

tl.re difference between the carryirrg value of tlie 
-receivables 

ar-rd the proceeds should is

recog,ized in the period of the saie in the accompanying statement of activities and statement of

revenlles, expenditures and changes in fund balances - governffIental funds" If it is determined

that a transactiott involving future revenues should be reported as a sale' the revenue is deferred

and amortized, except when specific criteria are met'

GASB No. 48 also provides guidance to be used for recognizing other assels and tiabilities arising

from a sale of specif,rc recei"vables or future revenlles, includirrg residual interests and recourse

provisions. e..o.airg to tlre criteria set forth by GASB' No' 48, tlrere were no transactions

involving receivables that should be reported us u sale as ofand for the fiscal year ended June 30'

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

statements.

Inventorie.s and Other Current Assets

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

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

Generally, inr.ntori", are capitalizea ana stated at amortized cost using the first-in' first-out

method (FIFO). -tnu"ntori", 
and prepaitl "*p"nr., 

in.the GWFS and GFFS are generally recorded

as assets (consurirption rnetliod) when purcliased (paid) rather than charged to expenditure'

.+

Deferred Cltarges

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

of accumulated amortization. befirr.a 
"t,urg"r 

are amortized over the term of the related debt

usi,g the straight-line method. I, the GFFs, bond issuance costs are recorded i, the current

period as expenditures, wheth", o. noi *itt',t-t"ta from the actual debt proceeds received'

Amortization expense of deferrecl charges allocatecl. among all functions/activities in the

statement of activities amounted to $24321for the fiscalyear errded June 30' 2008'
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k) Capital Assets

CapitalassetsusedirrgovernmentalactivitiesincludelandandlandirnprovetItettts,buildings,
structuresandbuildingimprovenrents,-maclrineryarrdequipmerrt,furrritureandfixtures,licensed

. vehicles, construction in progress, and i:rfrastrr"i,",... Tl-rese assets are capitalized and reported in

tlreaccompanyirrgstatementofnetassets.Infrastructureassetsaregenerallystationaryinnature
and include ,ouai ffi;;;,;,;;"t, unJria"walks, drainage systems and other sirnilar assets'

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

individual cost oi iSOO "i 
more at the date of acquisition, construttion or improvement' and with

useful lives extending beyond on" y"ur. All aisets with individual costs under $500 or with

usefullivesnotexceedingo,,"y"u.,-u,.""t'u'gtadirectlytoexpenseinthegovernment-wide
statement of activities. In trre gor.rn**r funis, au capital assets are recorded as capitar outrays

(expenditures).

In tlre statenrent of ttet assets, all capital assets are recorded at cost or estimated lristorical cost if

actualcostwasunavailable,"*""ptfor-do,',ut.acapitalassets,whicliarerecordedattheir
esti'rated fairvarue attrre date of donation. Estimated rristorical costs based o, deflated current

costs were used to value a significa.t ila" of the infrastructure constructed or acquired prior to

Jurre 30, zooz and"".tuin la'nds, builiingr, riru"tures and building improvements' The rnethod

used to deflate trre current 
"osts 

*itir"u;";;;;ilate p.rice iudex was used onry in the case of

certain items for which the historicar cosi documentation was .ot avairable. Actuar historical

costswereusedtovaluetheinfrastru"tr,,"u"quitedorc.onstructedafterJune30'2002aswellas'
constructio, i' progress, machinery ;;;;;i;,"ent and lice,sed vehicles acquired prior or after

suclt date.

Majororrtlaysforcapitalassetsandinrproventerrtsarecapita|izedirrthestatementofnetassetsas
projects are collstructed. The costs oi norrnal maintenance and repairs that do not add value to

the asset o, *ut"'riuity-"*t"na capital asset lives gre not capitalized.

Depreciation and amoftization expense is recorded only in the government-wide statement of

activities. However, there is no d"p.""iution or amortizatior-, tttoid"d for land and construction

irr progress' Depreciable capital u,,"', are generally depreciated. .or arnortized over tlreir

estimated usef,l lives underthe stra[lit-li*,rrinoa, "i."ptfor 
machinety uld equipmerrt held

,rder capitar leases wrricrr is deprecia"ted over the srrorter oi its estimated usefuI rife or the lease

term. The 
"rti,rut"a 

useful lives of major capital asset categories are:

Land imProvemeuts

Bui ld i n gs, strttctttres and bu i ld ing i mprovements

Infrastructure
Motor vehicles
Furniture and fixtures

Machinery and equipment, excluding those held

under capital leases

Machinery and eqr-ripment undcr capital leases

Years

,.'* 20

30 to 50

20 to 50

8

5 b2A

5to20
3to5
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Depreciation and amoftization expense of capital assets is recorded as a direct expense of tlie

function/prograrn specifically ide,tifiei witi'' th" asset' Depreciation and arnortizatio, of

infrastructur" i, not'uttocateito various iuntiionVptograms but repofted as direct expenses of the

urbun unA economic development function'

Impaired capital assets that will no longer be used by the Municipality' if any' are repofted at the

lower of carrying *fu1 o,. fair value. I,rpairmart losses o' capiial assets rvith pliysical damages

that will continue a u. used by the Municipality are measured using the restoration cost

approaclr. t*puirm.rts of capital assets that aresubject to a change in the manner or duration of

use, or assets affected by enactmen, or'upproral tr laws .or 
rJgulations or other changes in

enviro,mental factors or assets that are r.,[iJ.ia t"chnological changes or obsolescence' ifany'

ur. *"utu."d using the service r'rnits approach'

Deferred Revenues

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

r Potential revenue does not meet both the "measurable" and "available" criteria for revenue

recog.ition i,r'iir" "urr"nt 
period lu,u"ifuUr'" revenue)' As previously discussed' available is

defi,ed as due (or past due) at :"* lb,"zoos una tollecied within 90 days (60 days for

properly taxes) il.'ereafter to pay g;t#il: dLr.e 
1t^J1ne 

30' In subsequent periods' when

both criteria are rnet, the Iiability for dlferred revellue is removed and revenue is recog,ized'

o Tlre Municipality receives ,",ou,.". before it has a legal claim to tlrem (uneanred revenue).

In subsequent periods, when the .";;;;;.ognition "rIterio, 
is met' the liability for deferred

revellue is rernoved and revenue is recognized'

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

."rorr"., before it has a legal clairn to tliem'

m) ComPensated Absences

compensated absences are accouttted for under the provisiorts of Statement No' 1 6' Accounting

Jbr Contpenrr,ri-)irurror. isr,.d U, Ceie tCade No. 16)' Compensated absences i,clude

paid time off made available to employees in comrectiori with vacation' sick leave and

compensato,y ,,rr".-16" tiuuitiry ro.'.oirp.nsated absences recorded in the accompanying

statement of net assets is timited to r"ur""iirlt, iL) i, attributable to services arready rendered on

or before June 30, 2008 and (2) is not contingent on u 
'p""ifi" 

event that is outside the control of

the Mr-rnicipality and the ernploye" 11r"r', 
us iiln"ss;. cbmpe,sated absences that relate to future

services or are contingent on a specifrc-"'r*i ortriae the control of the etnployer or the employee

are accounted for i. the period when those servifes are rendered oithose evettts take place'

Theliabiliryforcompensatedabsencesincludessalary-relatedcosts'whiclraredirectlyand
i,crementally related to the atnount "i 

t"f 
"ry' 

paid to the er,ployee (sucli as ernployer's share of

Social Security taxes and Medicare taxes)'

ThevacationpolicyoftlreMurricipalityprovidesfortheaccumulatiorrofregularvacationsata
rate of 2.5 days pei mo,th (30 crays p",rvl"ri per er,ployee. Employees accutnulate regular sick

leave at a rate oi i.5 days p"r,rortt.,ll'g ;;i p", y.urJ- Employees accumulate compensatory
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time at a rate of 1.5 tirnes trre overtime worked. Ail vacatio, and sick reave days accurnurated by

employees in "*""r, 
oi:-O auy, and 90 dulyr' '"'p""tively' 

are paid to employees^each year' if not

consumed, as required by law. In the case of coinpensatory time' the excess of 240 hours is paid

io 
","ptoyl", "utll 

year, if not consumed'

Upon termination of employrneltt, an employee r.eceives compensation for all accumulated unpaid

regular vacation leave at ihe current rate'- In the case of regular sick leave' if the e*rployee

tenninates riis or rrer employment before reaching 10 years of iervices, sucrr regurar sick leave is

rrot paid to tlre employee, if not consumed. Irr addition upon tennination of employment, an

employee does not receive compensation for compensatory time' if not consumed previously'

After I 0 years of **i""r, a,,y reg.,lar'rrcf l"uu" balance ii paid to tl-re employee- Accumulated

,u"*ion iirn" is f,lly vested to the ernployee at airy tirne'

TheliabilityforcompensatedabsencesisrepofiedintlrestatenrentofttetaSSetS'Aliabilityfor
cor-npensatea uur"i.J, ir l=po.t.a in ttie crFs only when matured (when payment is due)' for

example, as a result of employee resignations or retirements'

n) Long-term Debt

The long-terrn liabilities reported in the accompanyilg statements of net assets include the

Murricipality,s bonds payable, rror"r"-puyrur",'outig"utionu under capital leases' accrued

.o*p.mur.i ubs"n..s, u,li ac"rued legal claims and judgments'

Alllorig-termdebttoberepaidfromgovemmentalresourcesisreportedasliabilitiesirrtlre
accompanying statement of riet assets. Ftit*ip'f and interest payments on bonds due on July 1'

200g are recorded as governmental lund liabilities in tlie'cFns (debt service fund) when

resollrces are available in the a"ut ,.,ui"" iunJ ilun" 30' 2008)' I, the GFFS' the face amount of

debt issr-red (gross debt reported; is reporteJ as othe, financing sollrces when issued'

In the GWFS debt issuance costs are reported "t q*ryo,charges' wliich are amortized under tl,e

straig't-li,e method over the life of iri" J"ut, while in the Glps such costs are recognized as

"*piai,ut"s 
during the current period'

Non-interest bearing notes payable are accounted for under the provisions of opinioir No' 21'

Interest on Receivailes and payables',irru"a by the Accounting Principles Board (APB No' 21)'

Accordingto apg No.21, the rur.,,riffiityl.,u. r""ord.d such notes at present value with an

irnputed interest rate tlrat approxi*u,"t i.," 'ute 
that wor'rld have been used' using the same terms

and conditions,..if it lrad u""n n"goiioi"a uv an independent lender. In tlie accompauying

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

discount, which is the diiferen"" U"t*J",itt'," present value and thdface atnouttt of the notes' The

.discount is amortized overtrre rife of ih" notes Lrsingtrre effective irrterest method' Amortizatio,

of the notes discor-rnt is recorcled as part of interest expense in the statement of activities' ln the

GFFS, notes dis-c;,u i' .""ognized as other financing uses duririg the current period'

o) Leases

The MuniciPalitY classifies its

Statement No-13, Accounting

lease agr eements either as operating or capital leases according to
'i;- ;7^;t. issued bv rA'sB (FASB No' l3)' capital lease
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agreements are generally non-cancelable and involve, substance over fortn' the transfer of

substantially all beriefits and risks inherent in the ownership of the leased property' while

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

of an asset and a related lease obligation at the inception of the lease. According to FASB No'

l3,tlreMunicipalityclassifiesaleaseagreementasacapitalleaseifatitsirrceptiorrtlrelease
meets one or more of the follorving four criteria:

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

MuniciPalit-v.

r The lease agreement contains a bargain purchase option'

"Theleasetennissubstarrtiallyequal(T5perceritormore)totheestimatedusefullifeoftlre
leased ProPerry.

. Atthe inceptiou of the lease, the present value of the minimum lease payments' withcertain

adjustments, is 90 percent or more of the estimated fair valr-re of the leased property'

Artrroughtrre Municiparity is prevented regaily from enteri,g i,to obrigations extending beyond

one fiscal year, most capital l.ur" ugr""*""nts entered by the Municipality contain fiscal funding

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

appropriations.Leasesthatnreetatleastor.reoftheaforementiorredfourcriteriaandlraveafiscal
fLrnding o, u 

"un..liuaion 
clause fruu" U".n i"cordecl as capital leases in the accoinpanyi,g GWFS'

since trre likerihood of invoking the provision is considered remote. The M,nicipality's lease

agleementsdonotirrcludecontingentrentalpaynrentsnorescalationclauses.
In the GWFS, the obligation under ";i"i i"u'"t is.recorded at the lesser of the estimated fair

value of the leased properly or the preient valtre of the tninimum lease payments' excluding any

porlio, representing executory "ortr.unJf,ofrt 
thereon to be paid by the lesbor' A portion of each

rninimum t"ur" puf*.,rt is aliocated to interest sxpense a,dthe balance is applied to reducethe

lease obligation using the effective interest method'

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

lease is recorded simultaneously as: 1f y 
"xp"nailures_and'(2) 

other financing sources' Minimurn

lease paymellts are recorded as expenditures in the GFFS'

p) Accottnting for Pension Costs and Post-Employment BeneJits

onJulyl,2xo].,tlreMurricipalityadoptedtleqr91r1ons^ofGASBStatemeritNo.50,Pension
Disclosures (GASB No. 50), which uni"'-,a"a GASB No. 27 by requiring disclosure of how the

contractuarly required contribution rate is determi,ed by goveifirnents participati,g i, multi-

employer cost-sharing pension plans'

TlreMunicipalityaccountsforpengioncostsfromtlrestandpointofaparliciparrtirramr-rltiple-
employer "o*-rf1"ffi f f 

^n. 
Accordingly, pension costs recog'ized in the accompanying basic

fi,a,cial statements are equar to trre statiriorily required contrib,tions, with a liability recorded for

any r-rnpaid required contributions'
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Forthepurposeofapplying-therequiretnentsofGASBStaternentNo.2T,Accountingfor
pensions by state and'Loiat Grrrrrnruo,;,;;;:i;yrrt (GAsB No' 27), the state- government of the

Commonweatttr oi puerto Rico i, "on'id"'"d 
to be the sponsor of the Employees' Retirement

Systern of the G";;;;;;;,i of Puerto Rico a,d Its lnstrumentalities (ERS) a,d System 2000' a

multi-emproy", "orl-ri 
rri,,lg a"n*o u"nent pension p]u: u]ld a hybrid defined contribution plan'

respectively, in *r.,i.r, thJ employ""r';; i*, vr"'ii"ipality participate' The Municipality is

considered a participa't, and not u.'pon'J', oiti-'"t" retirernent'systems si,ce the majority of the

participa,ts in tf,"- ulior.meritioned pt''"io''' trust f,nds are er, pltyees of the Comrnonwealth of

puerto Rico and the basic fi*ancial statements of suchretirement systems are part of the financial

t"prni"g entity oithe Commonwealth of Puerto Rico'

q) Risk Managenxent

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

losses. Insurance p"ri"i", ur" negotiateJ by the c.olT.onwealth's Deparhnent of rreasury (the

Deparlment of TrJasury) on behalf ,i "rr"r*ricipalities 
of puerto itico' The Department of

Treasury pays the insurance pr.,ri"ton behalf of the Municipality and tlie, is reimbursed each

year trrrough monthly "quui 
payment;"d;a,.""a from the Municipa,ty's gross property tax

colrectio,s made by trre Municipd'R;;.;re corection c",',t"r (".RIM", by its spa*ish

acronyms),ugo,",,.,*"ntalentity,",p*,iut"forbillingarrdcollectingpropertytaxesonbehalf
of uttiruni"ipatities of Puerto Rico'

TlreMunicipalitycarriesinsurancecoveragefordeatlrandbodilyinjuriescausedbyautomobile
accidents. Thir'i;rr;;;c" is obtui;;-T;glr the Automobile Accidents Compensation

Admi,istration (ACAA), a compone,f trnit of the Commonwealth' This insurance is compulsory

for all lice,sed vehicles used on publit roads and highways i'r Puerto Rico' The aunual premium

is $35 per f i""n'J'*otor '"t'ia"' 
wliich is paid directly to ACAA'

The Muriicipality obtains workers' cotnpensation insurance coverage throughthe State lnsurance

Fu,d corporation (slFC), u 
"o*por""ni'""it "r 

the commonwealth' This insurallce covers

workers against injuries, disabitity ot J""i1, because of work or employrnent-related accidents' or

because of illnesi suffered u, u "o.,''l[;;" 
of their employment' Workers' compensation

insurance pr"*ir,rr-'",= ulro prid'^il;rgh mo'thly deduct-ions rnade by .RIM from the

Municipali!'s gross properly tax collections'

Tlre Municipality obtairrs unemployment compensation,.non.occupational disability, and drivers,

insurance ."r*i*"."i;r^il';;r;;i"r*;;ffi;t ,arions i,-,r'ru,.,""'programs adrninistered bv the

. commo,.,*"urtiljilffi;'5i;;;' a,rd lfuma, Resources tool]:-.'l,l'"le insurance prosrams

cover workers against ur.*ploy*lri .,ra provide supplementary . 
insurance coverage for

temporary disability, or death U""ur,r"'oin*'[ o' 
"'''ptoiittnt-rdtutld 

accidents or because of

illness suffered as a conseq,"n"" o"f-tt.I"i' "'''Rtov*ent' 
Unemployn'rent compensation' non-

occupationar air"uiriaylnd'drir"rr' insurauce premiums are paid directly to DOL on a cost

reimbursement basis'

The Municipality also obtains medical insurattce coverage from several health insurance

companies roi"iti, "*r,"r"*.'biii"r"'rt 
health insurance 

"-ou"'ugt 
and premium options are

negotiated each year by trre.Department of rreasuqr on berrarf of the Mu,iciparity. The current

i,surance policies have not u""'-' tun"-"i"J o' t"'*i'*ted at June 30' 2008' Premiums are paid on
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a monthly basis directly to tlie insurance company' In tlie past three years' the Municipality has

not settlei claims that exceeded insurance coverage'

r) Reservations of Fund Balances

Reservations of fund balances represent portions of .fund 
balances in tlre GFFS that are legally

segregated for specific future uses or; ;;;;;;opriated for expenditure' The Municipality has

recordecl the following types of reservations of i-rnd balances in the GFFS:

o Ettcumbrances - Represent reservations-of fund. balances for commitments related to

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

orders,contractsandothercommitmen-ts)'Thesecommittedamoulltsrepresentreservations
of unexpired appropriations and gl,r"."rrv will becorae liabilities in future fiscal years as the

goods or services are received'

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

(principal u,ra ini"r"rt) o' bo*ds p^v"ur", which are accounted for i* the debt service fund'

o capital assets ontl proiects- Represent the reservation of financial resources to be used for

the acquisitiott, construction or 
ti*p'o'"'"tnt 

of capital assets under contracts and other

commitments'

CAdvancesfrontotlterfunds_Representtlrereservatiorroffinancialresourcessetasidefor
long-term inir.-rrna receivables, which are not considered current available financial

resources at June 30, 2008'

olnyetttoriesattdotlterassits_Representthereservatiorroffinancialresourcessetasidefor
inventories and prepaid .ortr, *tliir are not considered current available financial resources

at June 30,2007 '

. Federol antl stote fundetl progranrs - Represent financial resources set aside for use in

federal and state grant Programs'

, Inter-fundActivities

TlreMrrnicipalityhastliefollowirrgtypesofreciprocal-andnon-reciprocalirrter-fundactivities
;;; #;;;or"ln*"nrulfundi in the accompanying GFFS:

n Inter-fund loans- Represent alnounts provided witha requirelnent for repayment' whichare

recorded as ..due froln" in the le,dei governmental fund Jnd "due to" in the borrower

gor"r,],r"rral iund. Inter-fund ,'e"eivabl"I, which are tlot considered to be currently available

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

withi, a reasonable period oiri*", inter-fund receivables/payables are reduced to the

estirnated realizable value and the a'nount that is not expected to be repaid is reported as an

operatingtransferfrorntlregovenrmentalftrrrdtlratmadetlieloarr.

o Inter-fr,trul tronsfers - Represent flows of assets (permanent reallocation of financial

resourcesamollggovernmentalftrrrds)witlrotrtequivalentflowsofassetsinreturnand
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without a requirement for repayment. operating transfers are reported as other financing

solrrces in the gor"rr*.n,al'fund ,rrki';;1;";F"t' und as other financing sources in the

gtu"rn*"ntal fund receiving transft;rs'

tlnter-funtlreimbursements-Representrepaymentsfromthegovernmentalfundresponsible
for particular expenditures or expenser;;6;;;ernmental fund that initially paid for them'

In the GFFS, inter-fund activity lras not been eliminated, as permitted by GAAP.

(Ise of Estimates

Tl,repreparationoftlreaccompanyilgbasicfinarrcialstatementsinconformitywithGAAP
requires managemeni"L *uf."'rignifit'"i estimates and assumptio,s that affect the reported

amou,ts of assets ^ri 
ii"Uif i,i"r, ti'," disclosure of corrti,gent assets and liabilities at the date of

the basic financial ,iui",rl.n,r, and the,=p";;i {;ornrl.of .revenue 
and expenses during the

;;"rti;; period. nti"l t"t'rts could differ from those estimates'

F td ur e A tlo p t io n of Ac c o uttt i n g P r o n o un c e ments

Irr December 2006, GASB issued its Statement No. 49, Accounting ancl Financial Reportfugfor

pollutio, Rentediation Obligations(GASB N;' 49)' This Statement identifies the circumstances

under which a governtnentil entity would be required to. ::port 
a liability related to pollution

remediation. According to the standu'a, u'gpu"'nment wourld have to estimate its expected outlays

for pollution remedi#on if it knows ":ilil';;liuted 
and any of the follorving recog,ition

triggers occur:
.Pollutionposesanimminentdangertothepublicorenvironmentandagovernmenthas

little or no discretion to avoid fixing the'problern

.Agovernmentlrasviolatedapollutionprevention-relatedpermitorlicense.

. A regulator has identified (or evidence indicates it will identify) a government as

responsible (or potentiatty ."rpo-nriii"i r"r cleaning up pollution' or for paying all or

some of the cost of the clean uP'

. A government is named (or eviderice indicates that it will be named) in a lawsuit to

corip"l it to address the pollution'

.Agovernmentbegirrsorlegallyobligatesit.selftobegincleanuporpost-cleanupactivities
(limited to amoun-ts the governmentls legally required to complete)'

Liabilities and expenses would be estirnated using an, "expected cash flows" measurement

technique, r.vtrich i! ,,r"a by e'vironm";;;i-;;;f;ttioiials but will be empioyed for the first time

by governm.nts. cnig-No. +q utro *iit."c1uire gove.rntnents to disclose information abouttheir

pollr-rtio. oUf igutirr, *sociated *itn 
"t"un 'f "f|'tt 

in the notes to the fiuancial statements'

The requirements of GASB No' 49 are effective for tl-re

on July 1,2008.
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In June 2007, GAS-B issued its Statemelt Io 51'l':::.:.'-':: 
rir:l ifi:t?':lri?'::t:r:f::t'':,:!,:;,*,rt*;,r,:ll;[, 

]:,i;];,,lllx ;:"Jiff"]lJ"l"*0";t;;'"t' R""oidingrv' existing

authoritativ" guidrnc. ielated to the """";;;;;rJr11r"1"r,reporting 
for capital assets should

be applied to these intangible assets, as applilable' This Statement also provides authoritative

guida,ce that specificallyiddresses the nu.;l;;;;;t" i"t"'giure assets' Such guidance shor"rld be

applied i, additio, ,"'iirJ #il,il;;6"*;;;;';"; i;;;apital assets' rhe guidance specific

to i,ta,gible assets ,=f#;; u-bor" incrudes luidance on recognitio,. This Statement requires

that an intangible ";;';; 
recog,.,i'ed i"lf.,"ltatement of net"assets only if it is co'sidered

identifiabte. Additionally, this Statement establishes a specified-co-nditions .approach 
to

recog*izing intangiuie assets ttrat u." int""'uitv g#t""a' Effectively' outlays'associated witli the

developme't of such assets shourd "* 
'u"gir%'be 

capitarized until certairr criteria are met'

outlays incurred prior to rneeting th."s" critrria should be expensed as incurred' This Staternent

also provides guida.ce on recognizi,",g int"r,rurtf g.n",.ut"a.computer software as an intangible

asset. This guioun."-l.iu"r-ur-u,.t "ppri""ii"'';f"t*," 
specified-corrditio's approach described

above to the development cycre of 
"".*n,,tl. 

,"ft*ur". This statement arso estabrishes guida,ce

specific to inta'gibi"-urri, related t"u*oni'*ion' This Statement provides guidance on

determining ttre uset]rt iir" or intangible a's"set;;h"' the-.lensth of their life is limited by

contractual or t"gut-p.ovisio.s. If theie "." "o-iuoors 
that lirnit the useful life of a'r inta.gible

asset, the Statement irouid"r.th3t .the 
i"o"giUl" asset be considered to have an indefinite useful

life. Intangiut* urr"tJ*ith indefinit" *r"iriiir"s should not be amortized unless their useful life

is subsequentfv 0","r*i*a i" ,o lo,ger be indefinite tlue to a change in circumstances"

The requirements of GASB No. 51 are effective for the Municipality's fiscal year commencing

o,r lLtlY't ,2009'

IrrNovember[aOT,GASBissued.itsStatementNo'52,LandandotherRealEstateHeldas
Investntents ny arrio*nrunt, GASB U''-izj ntis Statement establisl'res consistent sta,dards for

trre reporti*g or runJ u'd otrrer real estate rrercr as investments by esse.tia,y sirnilar e,tities' [t

requires .,.,do*,r"nir*io i"po,t tlr"i, i;;;-unJ-ott'"' real estate investments at fair value'

Governments also are required to ,epo,t*t6l .hu,rg", in fair. value as investment income and to

disclose the methods and signifi.unt ut""ipii*'""n-'proyed to determine fair value' a*d other

information that they currently present for otirer investments reported at fair value'

GASBNo'52moreappropriately.repottstlreresourcesavailableinendownrentsandmore
closely alig.s fir;;"i:-:poning.;i,r] in" "u:.itir"t 

of endowments' It results in properry held

for similar purpgses by comparaur" .,riiii"Ji"inf ,.po,t"d. in the same ffrarlner' Reportirrg la,d

and other real estate held as inr".t*",-,ir-ua"iuir"uuiu"'"nhunte' users' ability to rnea,ingfully

evaluate an entity's investtnent decisioris and performance' +;

The requirements of GASB No' 52 are effective for the

on JulY 1,2008.

Municipality's fiscal year commencing

In June 2008, GASB issued its Staternerrt No. 53, Accounting and Financial Reporting for

Derivalive Instmrnents' Ttiis Statement requires go'"'n*"'ti' to lneasure most derivative

instruments at fair ""ir" 
i,-, irr"i, fi,''u'-'"iui 'iut"'''"'it' 

that are prepared usi,g th'e economic

resources rrreasurement focus a^d the u"t'ult i*i' "f '*ounting' 
fhe guidance in this Statement

also addresses hedge accounting ,"quir",i.no" cnsg No' 5i p'o'id"t specific criteria that
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governmentswillusetodeterminewlretlreraderivativeinstrumentresultsirraneffectivehedge.
Changes i,, rui,. ,uiu" for effectiv" il;;; t1^i *i achieved with derivative instruments will be

togiir"a in ihe r"porting period to which they relate'

.TherequirementsofGASBNo.52areeffectiv.efortlreMunicipality'sfiscalyearcommencing
on JulY 1, 2008'

TheMunicipalityismanagementlrasconcludedtlratthefutureadoptionofGASBStatementsNo.
49, Sl, SZ uJi'S1 will-not lruu""u significant impact on the ivlunicipality's basic financial

statements'

2. DePosits

Tlie Municipality follows tlre provisions GASB Statemerrt No. 40 (GASB No. 40), Deposit and

Investment Risk'Disclosure, an errrnirrint to GASB Snrentent No' 3' Accordingly' the following is

esse*tial inror,r;ion-;L;ri credit ,i'[, ;;'t;;t rate risk' custodial credit risk' and foreign exchange

exposureofdepositsandinvestmerrtsofttreMunicipalityatJune30,2008:

rCreditrisk_Thisistherisktlratanissuerorotlrercounterpartyto.aninvestmentwillnot
fulfill its obligatio,s. rn.o,r,itiu,.,ce with the laws and regulations of the commonwealth of

puerto Rico, the Municipalit, iru, uaopted, as its 
"rr,oJiutltedit 

risk policy' the Statement of

(Jniforr, inruri*,rnt Cuidetiirt i"r-ril, Municipaliities of the Comntonwealth of Puerto Rico'

issued by the Governnnr, oZ"!riop;;;;;;!!;;t;t"' Pueiro Rico as promutgated bv Law No'

113 of August 3, 1gg5. a""o.ai"']'iiv, irr" rurr"i"iputity it only allowed to invest in obligations

of ttre Cornmonwealtli of P;;; Rico, gbligations of ihe Y'l:l 
States of America'

certificates of deposit, "o**.r"i^i 
pupu'.bankJrs' acceptances or in pools of obligations of

the Municipalities of puerto-ni"o,^which ur" *unuged by GDB' According to the

aforementioned investment 
';rii;li,i"r, 

^tfe \lunicipall:ty 
is not allowed to invest in

marketable securities or arly oiir"iryp" ori,',r"stm"nts laeut securities) forwhich credit risk

exposure may be significantl C"rr'"'qr*tly, at June :b, ZOOS and for the fiscal year then

ended, the Mu'iciputity inr"stJJ'""rv i" "L,tin"ut"' 
of deposit il:9T*tt"ial banks' which

are insured by the Federal Deposit lnsurance corporaiion (FDIC)' generally up to 
.a

maximum of $250,000 p", a"po'i'tor througli 2009 ($i00'000 thereafter)' No investments tn

debt of equity securities *"::H;; ffifi;;t"ui v"ui end.ef Jure 30' 2008' Therefore'

the Municipality,s *unug.n.,J',ltrur.on"t,,-o.a tnut tt.," 
"redit 

risk related to any possible loss

related to defar-rlts Uy "o**""iui 
t'nft' on the Municipality's deposits is corrsidered low at

June 30, 2008'

r lnterest rate risk - This is the risk that changes it1 interest -rates of debt investments will

adverselyaffectthefairvalueofaninvestment.TlreMLrniciflalitymanagesitsexposureto
declines in fair values uv, 

'iil l-i'i*rroing debt or equity investments in its investments

portfoiL'* Jrn" 30, 2008, i)i ii*fii"t1fr" 
"w"ignt"d average maturitv of its investtnents tt't

certificates of deposit. p")ilar'"Irrr?"" ,"ort;t;t less arld (3) keeping most of its banks

deposits and certificut", oi-J"posit _in interest bearing accouttts generating interest at

prevailing market rates as l."ql-,i."a by the-stateuynt o7 U"779rm Investntent Guidelines for the

Municipalities of the crrrrrlnurualti of Puerto Rico," issr'rea oy tne Governntent Development

Bankfir puertoRico (the;;;;"ii"yoitn* Municipality)' At June 30' 2008' the interest

rate risk associated witrr thJiliuni"iputity', cusl', and 
"u.h "quiuule*t 

is co,sidered low since
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the investment portfolio of the Municipality cot-tsists of,ceftificates of deposit and do not

i,clr,rde debt sec,rities or any type of i"'"lt"i"'* that cor-rld be affected. by changes in interest

rates.

custodial credit risk- ln the cas,e of deposits, this is the,risk that in the event of a bank

failure, the Municipality,s deposits *;;;"1 ;"^recovered' Pursuant to the statement of

Investment Guidetines for the Govern,,"n', of th.e 
.co.nunonwealth 

of Puerto Rico' the balances

deposited in "or*"rJiut 

-Uunt 
, by the lrfu,icipality are insured by the Federal Deposit

Insurance corporatioii (FDIC), gene.ally ;;;; ;;;;i'*u* orsz50'00-0 per depositor through

2009 (S100,ooo tr,el"ii..l rn laairion, pruri" fu*ds deposited i, commercial banks by the

Municipalit, *. il,I;'"iiri"Jirrd, i";1lr; amounts deposited in excess of the federal

depository inrurun"l.'ili securities p1"dg"i; "ottut"*t 
are held in the Municipality's name

by the agents .f ,t;; a;;;on*"uttt ;, S"-"r"tury of Treasury' Deposits of GDB' amounting to

$15,895,81a 't 
'lt'* :o' 2008 tirl'diA:27 -bank ^balance)' 

are uninsured and

u,collateralized. However, no losses '"i"Ji"i"f"ults 
by GDB on deposit transactions have

been incurred by the Municipalitv,rrrorg1,lr,r" :0, zoos. It is management's policy to only

maintai' aeposlts in tu,.,t , uintix"a toi"orc i" *irrt"rr" the custodial credit risk' except for

GDB.Tlrerefore,theMrrnicipatity,s-,nanagementhas.concludedthatatJune30,2008,the
custodial "r.ait 

,irt urro.iut"a *i,1,^;;M;nicipality's cash and cash equivale,ts is

considered low'

.Foreignexchangerisk_Thisistheriskthatcliarrgesinexclrangerateswilladverselyaffect
the value ot unffi;;',;";; u-a"*ri,. Accoiding to the aforementioned investment

guideti'res, uaoptJlv'r1," urri.iprif;,';i;'N;;;t;i;"1itv i' preve,ted from investi,g in

foreign s""r,riti.r'J, ;;y ;,1*. ,yp.t'of i'lu*it"""t forwhith foreign exchange risk exposure

may be significani- Aclordingly, *r,*g",r*t lru, 
"on"luded 

tliatfhe foreign exchange risk

related to the Munjcfp"i,ty', aZi,orit, ir".onridered low at June 30,2008'

cash and casri equivale'ts at June 30, 200g, are crassified i' the accompa*ying barance srreet -

governmental funds a follows:

Major governmental fun{s -. -

- 

Debt caPital

IJnrestricted:

Cash in conrmercial banks
-urt 

.qrirut"nts in commercial banks

Restricted:
Cash in commercial banks
-ash 

equivaletrts in cornmercial banks

Cash in fiscal agent
"l'otal carrying amount of deposits

Excess ofchecks clrarvn over bank balance

in commercial banks

General service imProvements
-il;; 

- fund bond fund

$ 291,944
7.700.000

Other
governmental

funds Total

- $ 291p44
- 7.700'000

1,6s5.376 r-655,376

400.000 400'000

s5.158 l5'895.818
----1110.s34 $zr.943J38"'ro 

, o^ 8.298.168
---ffi;r5to --slr&r66

q 44.639

.+
7.303.346

:

7.303-346

- $ 44'639
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3. ProPertY Taxes

The Municipality is authorized by Act No. g1 to impose and collect property taxes from any natural

or 1ega1 person that, at January t or.uJ cai"rdu, year: (1) is engaged in trade or business and is the

ovrner of personal or real property used in trade or tusi"t=' o' (Zi ow"s residential real property with

a value in excess of $15,0b0 @t 1957 market prices)'

Personai property taxes are self-assessed by taxpay:Is ev-err/ year.using the book value of personal

property assets owned by the turpuy., ui l-unourv i (lien;. tevy aat"1 andrepor-ting such taxable value

tlrough a personal property tu* r.to*il;;;-it{;y-r1,1ay-O"te and collection date) subsequent to

the assessment date. The totai personal property tax rate in force at June 30, z00g was 6.83 percent

(of which taxpayers pay 6.63 percent a'iJ tie rlmaining 020 percent is paid by the Department of

Treasury, as a subsidY)'

Real property taxes are assessed evety January 1 (iien; levy date) and is based on estimated current

values of the property, deflated to tgii market p'it"t' Real property taxes a due and collectible on

January 1 and July of every fiscal year. The total 
'ea1 

prope'ty tixratein force at June 30' 2008 was

8.83 percent (of which 8.63 percent is paid by taxpayert u"d ih" remaining 0'20 percent is also paid

by the Department of Treasury' as a subsidy)'

Residential real property occupied by its owner (not engaged in q1{1or business) is exempt from

property ,u*". oirv""oo io. ry, srs,6oo or the assessed,iu" @t 1957 market prices)' For exempt

amounts, the Department of Treasury assume.s t11 nuV'"*i of the basic tax (4'00 percent and 6'00

percent for personal and real prop.r*y, respectively), except for property assessed for less than $3'500

(at lg57 *rrt"tlri.".i,'r", which ro puy*."t is made by the Department of Treasury'

Includedwithinthetotalpersonalandrealproperlytaxratesof6.33percentand8.83percent,
respectively, there is a portion o.f the tax rateln ihe amou"t of 1'40 percent that is restricted for the

Municipality'.'A.ti."*l." r"qrir"rri",,t' oo Uot'a'' Such amounts are recorded in the Municipality's

debt service fund'

ThecompositionofpropertytaxesreceivableandtherelateddeferredrevenueisasfollowsatJune
3o' 2oo8: 

Maior governmental funds

Debt

General service

fupd fund Total

..

$ 15,859,689 
'+ 4,879,669 $ 20,739,358

fi2.912,555) (3,972,902) (16,885,457)

a 1 C,a1 174 906-767 $ 3,853,901

- - -

PropertY taxes receivable

Less: allowance for doubtful accounts

Net ProPertY taxes receivable

Property tax revenues amounted to $23,350,091 for the fiscal year ended June 30, 2008.
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4. MuniciPal License Taxes

TheMurricipalityisautliorizedbyActNo.Sltoimposeandcollectrntrrricipallicensetaxestoany
naturar or legar person rravi'g trade or Luri'","r, activiiies within trre territory of cataiio' This is a self-

assessed tax generally based on the Uuri'i"" volume of t'*pu,"L3"yt"a 
9y^gross 

revenues' The

M*,icipatiry "rr;tli;i; ihe applicable tax rates. At June 3d, 2008, the rnunicipal license tax rates

irnposed by the rr,,r"i.ip"ii,y *"r" i 50;;;;;;for'financial institutions a,d 0.50 percent for otrrer

rypes of tu*puy"rrl'A;;;p1y".s tt]ut"t"uu" been grantea *itt"l a partial.tax exemption under any of

trre tax incentive acts of trre commo,,*.utt', urtirn-atery pay municipal lice,se taxes at reduced tax

rates, generally between 60 percent and 90 percent under standard rates'

Eachtaxpayermustassestlrecorrespondingmurricipallicensetaxbydeclaringthevolumeof
business through a tax retum to be ;i;J;r;ry April'15, based on the actual volume of busi,ess

(revenues) g"n"*j i,', t1.,"'pr"c"ding "ul"nau' 
y"ui' Taxpayers with a sales volume of $1 millio, or

more must i,clude audited fi,ancial ,tut.,r"rt, *ith theiiiu* t"t"n filings' The tax can be paid by

tlie taxpayer in two equal i,sta,*"rtr'a"" "n 
lrty l5 and January 15' subiequent to the fili,g of the

decraratio, o* Aprir 15. Trre first instailme't of the tax covers the six-month period ended December

3 1 , subsequent to the filing date or tn" i""turation, wrrire the second i,stal'nent of trre tax covers the

six-month period ended June 30 of thJ.,,ur"q,** 
"1lend.ar 

year. [f a taxpayer elects to pay the tax in

full on the filing date of tf,e de"taration- (gt'1"'utty eprit 15)' a 5 percent discount is granted

automatically o, the total tax u,r,o*n"'i,,"."Torul municipal ii""*" tax receivable amounted to

$g0,651 at June 30,200g. Municipar lice.se tax revenues'ior trie fiscal yea'e,ded Ju,e 30,2008

' amounted to $12,742,763 and $13 350'815 in the accompanying statement GWFS and GFFS'

resPectivelY '

Anyrnurricipallicerrsetaxescollectedirradvance(tlratis,pertainingtoafuturefiscalyear)are
recorded as defer'J ..u"n.,", in tt 

" 
cwrs and trre GFFS. U,earned municipar ricense tax revenues

recorded in the accompanying G*FS a'd GFFS amounted to gr0,3g7,264 respectively at June 30,

200g. Trris amount represents the m,nicipal ricense taxes correspondi,g to fiscal year e,di,g June

30, 2009 tf',ut *"r, 
"ofiected 

in ua,un"" during the last quun"' of the cuirent fiscal year' as required

by law. Ho*"i"r,-ulso during ,1," ;a;r"i", of the current fiscal year, the Municipality used

approximat"ry i;.; *iif ion of tTre aforemeirtio,',"d u,',eurn"J mu*icipal license taxes to pay operating

expenses and.obligations of t'-e 
"urr"r, 

na"ui y"ur, wtricti witt reduce the financial resources available

to finance the next fiscal year's operations ofthe general fund'

5. Sales and Use Taxes

.TlreMunicipalityirrrposesasalesandusetaxpursuanttotlteprovisionsofthePuerloRicolnternal
Revenue code, as ainended. The tax consists of one percent'(1.0%)-on the sales price of taxable

items or on the purchase prices of a1l usage. storage'. o' 
"on'u*ptidr 

of taxable items' excluding

wholesares. Trre sares and use tax is u ,-"rf-urr"ried tax "ott""t"a 
by the Municipality through

rno,thly tu, ,"tr,i, Jue on th" t*.nti"tr, au/ oi the-immediate following month' The tax returns are

filed by ttre respeclir" br,ri,',"rres that are-reqLrirecl by law to withtrold the tax from consumers ol1

each taxable Product or service'

Sales and use tax revenlies amounted to $3,802'068 for.the fiscal year ended June 30' 2008' In

additio,, at June 30, 200g, the sales il ;r" ,* receivable in the gen"ial fund amounted to 5261'216'
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^;[:J'"f#;il:?',"J,*','3:'ffi t"

wlriclrrepresentstlretaxreportedonsubstantiallyallsa-lesandusetaxreturnsforthemontlrofJune
200g which *"r" riLa uv the respective withholders'in July 2008.

Tlre Comrnorrwealtlr of Prrerto Rico imposes a separate state sales and use tax of a,5o/0, wlrich is

imposed una "ott..i"jtv 
li,," 1r9rto 

Rico Treasury Department (PRTD) tirrough monthly tax retums

due on the twe,tieth day of tt" im,ntOlit" foiio*i"g ilgffi' ftris O'S'Z' tax is administered by the

Government Developrnent Barrk ro, pr".to ni.o ro, it," forowi,g purposes: (r) 0.2% is deposited in

the new ,.MunicipJ'Debt Servic" euniifriri"trv ro. granting l&ns io the municipalities of puerto

Rico, (2) o.zx ror trre creation of the ;rt,1rni"ip'r 
lei"lopmlnt Fund" % which will be distributed

among all municipalities pursuant to u 
-t#utlry 

formuia' and (3) 0'l% for the creation of tl're

,,pe,narrent tmprovements Fund,,, t";;;;;;.q-ir:r Legiilature of l'':,commonwealth 
of

puerto Rico to carry out public works and permanerrt.improvernlnt projects in the municipalities of

puerto Rico. Accordi.gly, duri.g trt";';; ,ear endecl June 30' ZbOS' tl't" MLrnicipality recorded

intergovern*"r,uigru,',7r'and co,irib'ti;;;";"i;;ues in the debt service fund amounti.g to $587'838'

wlricri represents lfr" ffiil;i",r, ""ir"",ed 
from 

'RTD 
arising from the 0-z'/o portion of trre stare

sares tax to be ursed to cover future d.b; ;;1"; puyr"nr, of the fuuniciparity's bonds. In additio,, at

June 30, zoog, ,hJ a.ui r.*i.. fu,d has an iniergovernmental receivable of $60'524 related to the

contributio,, fro* *L pnfO for the ,,ontn of JLrn*e 2008' which were collected in July 2008'

6. Construction Excise Taxes

Trre Municiparity imposes and collects rnur-ricipar construction excise taxes to most natural a*d legal

persons and any governmenta l.rt**"rirriry trix -carry 
out activjties related to construction'

expansion, *u1o'. ,'#uirr, relocatio*s]';il;;i;rt una otn.t 1,pes of permanent improvements to

residential, "o**"..iul 
a,d i,dustriur iluirairg, una ,trrr"iures within the territorial area of the

Municipality. ii;; ;;; is also applicable to infrastructure projects, the installation of machinery'

equipmentandfixtures,andothertypesofcorrstruction-relatedactivities.

Theconstructionexcisetaxgenerallyisaself-assedtaxirnposedat.l5,percent,,(5%)overtlrecostof
the project, ,"t of 

"".tui* 
exJrnptio,s such as the costs u"oiiu'"d with the acquisition of land' project

desigrr and other engi.eeririg f"*, 
"li;;,;s 

and pernits, legal and accounting fees' and most

rnarketi,g and advertisirig costs. 1"." i^, i, paid by irr" t*puyJ, prior to the commencement of the

Project.

All si.gre_family reside,tial co,struction projects not related to rrousi'g development projects,

co,dominiu,r,r, t, a,y similar pr".i""t'l t'i- Jxernpt fiotn construction excise taxes for the first

$75,000 of project constrr:ctio, "ou..-i,-, 
Jdirion, ail singte-fa*rily reside*tiar improvement projects

. are exempt from conbtructio, excise,u*", r* rr'," hrrt sri,ooo of ihe project improvement costs' All

projects relatei to'-"firr"fr-related 
'r.iigitr,. 

organizations in good 
- 
standing are exempt from

construction "*"ir" 
taxes. Furt'"r*or., iiif*3"i, "u.riJ 

oLrt ori"buifdings and structures classified

as historicartreasures by the puerto nrc" pri"rring Board r*r" u, exemptio, of 3.25 percent (3'25%)

in the tax rate applicabll to coristruction excise taxes'

Total corrstruction excise tax receivable anrounted to $9,676 at June 30, 2008. Construction excise

tax revenue. ur'ou*a to $880'773 ior the fiscal year ended June 30' 2008'
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7. Intergovernmental Receivables and Payables

I ntergovernmental
follows:

receivables a,d payables recorded in the accompanying GWFS and GFFS are as

Major Other

governmental governmental

funds funds

Total Statement

governmental ofnet
funds assets

60,524 s 60,s24

257,686 251,686

4,200 4,200

330,560 330,s60

85 85

34,376 34,316

I nt er gov er n nt e nt al r e c e iY ab les :

Grants and contributions :

Puefto Rico Treasury DePartment:

State sales tax contributions - debt service fund

Christmas bonus reimbursement - general fund

U'S. Departrnent of Homeland Security:

Homeland SecuritY Crant

FEMA - Public Assistance Grant

TANF Funds

Puerto Rico DePartment of Justice

U.S. Department of Health and Human Services:

Child Care Sendec Progratn

Due/advances to:

lvt-uP,' go * t n m e tt ta l fu. d s :

Debt service fund

Even Staft Program

U.S. Department-of Housing and Urban Development

Total intergoverntnental receivables

I nt er gov ern m ent al P aY abl es :

Association of emply"es of Commonwealth of Puerto Rico

Puerto Rico Treasury DePartment

Employees Retirement Systern of the Gsvernment of the

Commonwealth of Puerto Rico

U t il it i es (ge n er al fun d)

Puerto Rico Aqueduct and Sewer Authority

Total intergovernmental payables

$ 60,524'" 257,686

s .318,210

78,864
73,132

300,336

4,200
330,560

85

34,316

1,179

249,'778

1,179

249,7'78

205,821

$ 1,144,209

78,864
73,132

300,336

1,179

249,178

1,144,209

78,864
73,132

300,336

Other

5,098

173,160

$ 5,098

173,160
Capital imProvements bond

Other governmental funds

Total

907,976

$l

60

s sr5.33s 
-' 

!11;35 $ s1s'335

8. Inter-fund T'ransactions

Trre compositio, of inter-fu,d barances and transactio.s at June 30, 200g and for the fiscar year then

ended is as follows:
Due/advanceq frgm:

General governmental

fund funds

8e7.836 l qJlq
-j-urcp 

-----tetre-

Total
governmental

funds

fund

083,234
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Transfers in:
Other

General governmental

fund funds
Transfers out:
Major governmental funds:

Generalfund
Debt service fund

Capital improvements bond fund

Other governmental funds

Total

Total
governmental

funds

s
3,673,194

600,1 0 i
544,296

$ 4-817.59 i 100,061 $ 4,911,652

90,250 
_

$ 90,250

3,673,194
600,101

554.107

I'ter-fu.cl receivables and payables represent trre pendi,g settlements of the aforernentioned transfers,

whicrr are conside."d';r;;ug"n,.nt'to be fully'reariza-bre atJune 30,2008' The pri,cipal purposes

of iuter-fund receivables and payables are:

o Recognize in the general fund the routinary due from the debt service fund' amounting to

$5,098, relateJ tJ the accrued interests 
-for 

June 30, 2008' wl-rich were subsequently

transferred to the general fund on July 2008'

o Recognize in the general fund the routinary due from the capital improv-ements bond fund'

amounting to $113,760, related to the lc"r'ed interests for June 2008' which were

subsequeitly transfeired to the general fund on July 2008'

r Recogr.rize in the general fund the outstanding balance of the loans granted to nonmajor

capital project and special ,"r"ru" rr,ror tsr ,sz+,2-e61to temporarily cover the payroll and

otheroperating"o't'orseveralfederallyandstatefundedprograms.

The inter-fund receivables recorded in the general.furd as of June 30'2008 include advances (long-

term inter-funcl receivables) frorn non-nffi capital proj.ect funds and 
':1-l:ra]:: 

special revenue

fu,cls of $330,560 and $4,750, ,"rp#i*f,'' A"to'd"ingly' the accompairying GFFS i,clude

reservations in fund balarrces in the ugg.tgutJalglulof SjjS':10 for these long-term inter-fund

receivables, which are not considered 
"urra,it 

available financial resources at June 30' 2008'

The principal purposes of inter-fund transfers are to:

.Makearoutinarytransferofinterestincome,amourrtingto$23g,lg4,fromthedebtservice
"fundtothegeneralfund,asp"rti*auylaw'This'interestincomeisgeneratedbythedebt

service fund's deposits and is transierr"ion a monthly basis to-the general fund'

. Make a non-routit"tary transfer of $3,434'000 frorn the excess cash in fiscal agent of the debt

service frr;;;]il; g.r"rut fund to cover certain operating ,eeds of the Municipality'

.Makearoutinarytransferofinterestit-tcotne,amountingto$600'101'frontthecapital
i,p,o,",,",,t, u*a runa to tlre general fund, as permitted by law. This amourrt represents

interest income that is generated by the unspent proceeds ofbond issuances that is transferred

on a monthly basis to the general fund'
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Notes to Basic Financial Statements

Fiscal Year Ended June 30' 2008

. . Make non-routinary residual equity transfers from unrestricted non-major special revenue and

capital project funds amou,-,ti,lg io SS:0,t85 to the ge,eral fund pursuant to a comprehensive

evaluation made by ,ou,]ug.*J,.,t during the current fiscal year of the fund structure of the

Mu,icipality to elimi,ate dl t;;;,flt';;t funds and to ensurl it complies with all aspects that

. are of irnportance to users oi g"n".ul qy.p:t" external financial reports' Management

understands that after makinf ,ir"t" t"tlOual equity transfers. the Municipality has the

minimum number of gor..',-*",-,*r rrrar needed to maintain Iegal and self-imposed

managerial'"lui'"*"'tJestabl ished by the MLrn ici pal ity'

o Make routinary transfer from the general fuhd to non-major special revenue funds to finance

certain caPital outlaYs'

9. CaPital Assets

Capital assets activity for tlie fiscal year ended Jr-rne 30' 2008:

Reclassification

of comPleted

. works and

Permanent
imProvement

Additions Proiects

Balance at

beginning of
fiscal vear

G overnnuntal activiti es :

Cost basisl

Capital assets' not being depreciated/amofi ized :

Land

Construction in Progress

Total caPital assets' not being

deP reci ated/am o rli zed

Capital assets- being depreciated/arnortized:

Land imProvements

Buildings, structures' and improvements

Infrastructure

Machinerl' and equiPment' and

t'urniture and fixtures

Offlce and medical equiPment

under caPital leases

Licensed vehicles

- Licensed software

Total caPitat assets' being

deP reci ated/amo rtized

Total cost basis ofcaPital assets

s 10.886.735

1.4'70.633 r 6.250.980 ( l0'428'639)

I 8.357^368 16.250.980 ( 10.428.639) 24'179'709

44.450.709

+3.689.209

26.5A2.543

5.608.838

798.925

2.994.t78
152,918

124.197.320

I 42.554.688

r 59,825

9.477.318

791.496

158,028

r 73,509

40i,610 3,186.148 135'028'569

r6.653,5e0 to-428,6]2 --)i2?43J,t--==-+

Balance at

end of
fiscal vear

$ 10,886.735

13.292.974

44.610,534

53,166,527

27 -294,039

5.766.866

798.925

3.167.687
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Governmentul nctiviti es :

Accumutated depreciation and amortization:

Land imProvements

Buildings- structures' and improvements

Infiastructure

MachinerY and equiPment' and

t'urniture and fixtures

Office and medical equiPment

under caPital leases

Licensed vehicles

Licensed solhvare

Total accumulated depreciation and

amortization

Net capital assets

34,889.235

$ 107,665,453

Other

General governmental
' funds

.";

s 2s7.686
251.686

Balance at

beginning of
fiscal vear

9,534.820

12.160.i83

5.884.395

Depreciation

and

amortization

exDense

. 1.760.243

t.643,720

854,949

Reclassifications

and

adjustments

Balance at

end of
fiscal year

r 1,295.063

I 3,804, I 03

6.'139.344

s.032.228

6 r 2.058

7.687.106

4,560.258

437.891

2. I 58.570

I 52.91 8

47 t.970

t'|4.167

528.536
'7.049 159.96'7

5.440.634

11.212,956

40.329.869

$ I 18,878.409

Depreciation and alnortization expense of capital assets

gorl.rr*"nt -wide statement of activities as follows:
was charged to functions in the accompanying

s 2,273,479
231,170

1,629,850
42,642

101,177

1,162,316

$ 5,440,634

G ov ernmental activities :

General govemment

Public safety

Urbar, and economic develoPrnent

Health and sanitatiorl

Public housing and welfare

Cu lture, recreatiol'I, ar"rd education

Total depreciation and amortization expense

10. Deferred Revenues

Deferred reveuLres recorded in the accompanying GWFS and tlie GFFS are as follows:

Total
governmental

funds

Statement
of net
assets

Measuroble but unavailable revenues :

Intergovernmental grants and contributions

Total measurabte and unavailable revenues

unearnetl reveuues:

MuniciPal license taxes

Intergovernmental grants and contributions

Total unearned revenues

Total deferred revenues

10.38'7.264

-tanyt.zo+ 

334.961
--Tlo.o++sso 334.961

2s7.686
25'7.686

$-

10.387.264

334,961

10.722.225

1A387.264
334,96t

l0:122,225

$ 10.979,911
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Notes to Basic Financial Statements

Fiscal Year Ended June 30' 2008

11. Long-Term Obligations

Tlregenerallorrg-termdebtactivityfortlrefiscalyearendedJune30,2008isasfollows:

Balance at Borrowings Payments Balance at Balance

beginning of or or end of due within

fiscal year additions deductions fiscal year one year

(2.120.000) 40.300.000 $ 2,055'000

(800.000) 7.700'000 865'000s 42.420,000

8.500,000

Bonds PaYable:

General obligation serial bonds

Public imProvement serial bonds

Notes PaYable:

CRIM - Act No' 146 of October I l' 2001

CRIM - ActNo' 42 of JanuarY 26'2000

Obligations under caPital leases

Compensated absences

CIaims and judgments

Total

Sq+.1'Sl - (19'960) 524'397 2l'174

6-61'1.371 - (l15'580) 6'501'791 122"958

413.754 - (150'183) 263'5't1 137'216

4.857.010 3'016.154 (2'336'832) s's36'332 2'505'708

---$63Jglz --JJ]!,E1 Jlt4lll --9Jfi,4pe)'--i-}e0iqrq

Historically, the general fund lias been used to liquidate certain notes payabre, compensated absences'

obrigatio's under "upioii"rr"s 
. federal cost disarowances und u,',y otter ro,g-term liabilities other

than bonds.

a) Debt Limitation

TheMunicipalLegislatureislegallyautlrorizedtoapprovetlrecontractirrgofdebtsoftlre
Municipality. N"rlrtfr"fess, the fr*r'uJ."grlurion' oiif'" Commonwealttr of Puerto Rico also

Provide that:

o Direct obligations of the Municipality (evidenced principally by bonds and'bond anticipation

notes) are backed by the furl raitri]criait una taxing power of the Municipality; and

o Direct obligations are no-ttobe issued bythe Municipaliry if tlie amountof the principal of'

ar.rd the interest on, such bo,ds unJio',ai,",ticipatio, noi"' iuna o''t all bo,ds and notes issued

thereafter) which are payable lJ u* fiscai year, together with any amouttt paid by the

Municipality in the prlceding fiscal year on account"of bonds or bond anticipatio' notes

guaranteed ily ttr" Municipality, ""**i-iO ferc"nt of the total assessed val*e of the property

, located within rtre Municiprlity ;i;;" fuiun". "i+" 
ad valorem taxes in the debt service

fund, for bonds payable- and.bond anticipation ,";;;; be-repaid 'with the proceeds of

property taxes resiricted for debt service' {

I' additio., before any new lr9n9: are issued' the revenues of the debt service fu,d should be

sr-rfficient to cover the projectea a"ui.*ruice requirement- ir,e-trauriiciparity's available legal debt

margin u,r.,ount"l'a s.6lz,s+o u, rrnJjo,260i, as published by the Governntent Developrnent

Bank for Puerto Rico'

During the fiscalyears endecl June-30, 2008'2007 and 2006' the Municipality made transfers of

excess "^rn 
rro* ,t," a"u, service fr,rd ; itr" g"n",.ut ruJut''ot'nti*g to'$3'434'000' $7 '213'676

and$5,993,656,respectively'u'p"':*itt"dbylaw'',pt*iJ"addltionalr'vorkingcapitaland
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additional financial resources to mitigate the generalfund's excess of expenditures over revellues'

Accordingly, tte tegat ,nargin of tl'," fufuniJipality has decreased from $2'9 million in 2006 to

5672,840 at June 30, 2008'

Bonds PaYable

The Muuicipality issues general obligation. special obligation and public improvement bonds to

finance the acquisitiou, construction and iini,.ou""''"nt"of .capital 
assets' as well as' to finance

certainoperatirrgn""a,.includirrgtlrepayrrrenttosuppliersincertaincircumstances.

ThelawsandregulationsoftlreConrmorrwealtlrofPuertoRicoprovidetlrattheMurricipality,s
public debt will .onrrirrr" a first claim on the avhilable revenue oitl.'" Mu,icipality' Public debt

includes bonds a,d bond a,ticipatio, ,-tot"'' i*'" good faith' credit a,d taxing power of the

Mu,icipality ur" i.r.l,l"uUiy pfeagea for the prompt payment of the pri.cipal and interest of

bonds.

The Municipality levies an auuual additional specialtax of 1'80 percent of the assessed value of

personat and real pr;p""y. il-," p."""d1 "?,!r; faaitill?l^s^?ecial 
tax are deposited in a sinking

fund established at GDB *l-,"r"by sufficient funds are set aside to redeem the bonds payable of

the Municipaliry in miuimum ar.,,rral ;; ;;i;;,rual principal and interest payments' The

collections of tliis rp""iuttax are r""ord"d in the Municipality's debt service fund'

For financial reporting purposes, the outstanding balanees^of bonds represent the total principal to

;;'r;;;: B;,;;, p;yilr" ir"orposed as follows at June 30,2008: 
outstanding

amount

General Obligation Bonds:

2004 serial bonds (face amount of $1'720'000) for theacQuis.ition of

major capital assets: a*l'l unt-"ral principal installments ranging from

$260.000 to $3 1 S,OOO; pf ut interesis !:^"- 
i' semiaunually installments

at variable rates (4.2i;/o'ut irn" 30, 2008) through July, 1, 2010

2001 serial bonds (face amount of $7'240'!!O) t3r theacQuisition of

firajor capital assets;luel,., annuul principal ir.rstalhnents ranging from

$ 1 95,000 to $7 i S,OOO;'pf " interesis cue in semiannually installments

;; ;;1" ; i", fi.zi"tJ iJune 30, 2008) througli Julv' 1' 201e

2004 serial bonds (face amount $10'450'0.0.0) f?: tn1a111;ition of

major capital urr"tr,']il ; ;;;r"i principal installments ranging*from

$3 I 5,000 to SSOO,O6d; pf rrlr,"r"sis dre- in serniannually installments

at variable ,ut"" (+-iiilJiJ,*e 30' 2008) through Jyly' 1'2024

2000 serial bonds (face anrount $11'850'0.00) f::'h".-":O-t'i:ition of

major capital ur."trl'iu" in un"uuL principal installments ranging from

$3 1 5,000 to S f , iZ0,0O0; plus interlsts due in serniannually

installments ut uuriuUi" ,.ri", i:"zlo% at Jurne 30, 2008) through July 1,

201 8

$ 910,000

5,815,000

9,455,000
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1998 serial bonds (face amount of $1ij'825'000) f3r 
tn1 acAursition of

major capital assets; ;;" ;;;i;'al principal installments ranging from

$260,000 to 51,63100ff ; plus 
- 

interests due in semiannually

installrnents ut ruriuUi" ,ui", (S.SZrto at June :0, ZOOAi througl'r July 1,

2022

Total general obligation bonds

Public ImProvement Bonds:

1998 serial bonds (face amount of $ 14'52010.00) f:t O.r: *:llion of

major capitat assets; ;;" i;;;"ral principal instalhnents ranging frorn

$3 1 5,000 to g 1,376]OOO; plus 
- 

interlsts due in semiannually

installments at variaUie rat 
"t O '+tW at June 30' 2008) through Jr-rly 1'

2014

Outstanding
amount

l5;090,000

$ 40,300,000

7,700,000

s 48,000,000

variable interest rates ou serial bonds are reviewed'periodically by GDB and are based on the

fluctuation of GDB',s weighted average.rate for its commercial paper progfam' Under tl-ris

program, GDB issLres-"o*ni"."iut pup"i, (i;"ir;; ir.?!]" and tax-exempt markets of the United

States of Amerrca, i2) i, the Eurodollar market, a,d (3) to corporationi having tax exemptions

under the Commo,.,*"ulr1,', lndustrial f"tt"ii'L''Att' und' which qualify for benefits provided by

the former Section gi6 of tl-r" U'S' lnternal Revelue Code'

AnnualdebtservicerequirementsofmaturityforborrdspayableareaSfollows:

Total bonds PaYable

Fiscal Year
ending

June 30, Principal lnterest Total

2009
2010
2011
2012
201 3

2014-2018
2A19-2023
2024-7028

Totals

At June 30,2008, accrued interest payable on bonds anrounted to $1,364,094, which are recorded

in the debt service fund anct the statement of net assets' Interest expense on bonds amounted to

#iig,tgg for the fiscal year ended June 30' 2008'

$ 2,920,000

3,1 3 5.000

3,280,000
3,370,000
3,560,000

14.055,000

14,840.000

2,669,69'7
2,502,03'7

1,941,138
2,318,796
2,119,633
6,368,437
4,739,956

934,394

s 5,589,697

5,637,037
5,221,138
5,688,796

+ 5,679,633
20,423,43'7

79,5'19,956

3.774,394

$ 71,594,08823.594,088
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Accordingto sections 103 and 148 to 150 of the U'S. Interr,al Revenue code and sections 1'148

to 1 .1 50 of the U.S. ireasLrry Regulation. the Municipality's the tax-exempt bonds are subject to

the arbitrage rebate requirements. At J,ne 30, 2008, the Municipality had no federal arbitrage

Iiability on bonds since interest income earned from the investment of unspent bond proceeds

were made in bank deposits that generate yields lower than the rates applicable to the debt service

payments.

Notes Payuble to Municipal Revenue Collection Center (CRIM)

The Municipality had the followirrg notes payables to GRIM at June 30' 2008:

o Public Act No. 146 - On Septernber24,2002, cRlM, on behalf of the municipalities of

puerto Rico, enffi into a financing agreernent Yith-gDB 
pursuarlt to tle provisio's of

public Act No. 146 ofOctober t t, z6Oi as amended (Act No' 146)' The purpose of this

firrancingug,""*.n.wastoextinguislrinadvancecertainbondspayableissuedbyPublic
Finance corporuiion (pFC), a su-bsidiary of GDB., wlr.ch were originally issued to pay

certain properly tax receivables owned uy tne municipalities of Puerto Rico through 1996'

which were acquired by PFC with recourse'

The original face amount of tlie note allocated by cRlM to the Municipality was $73 1'57g'

for a term ,"t ";;;ing 30 years. The note bears interest at 6'50 percent duri,g its first five

years. srur"qr"nit; i;"," vears 6 through 3 0, the 
lg.a1 

shall bear variable interest at a rate

of 125 points ;;h" 5-year LIBOI ratJ, which will be adjusted evety five years' During

tlre first five years of the note, cot'nmenced on July 1,2003, the Municipality paid only

interests trrrougr-, irr" n*ut y"u.'"rrded Jirne 30, 2008. Effective July 1,2008, the repayment

terms and conditions of ttre note st,ait be renegotiated to allow the M.unicipality to pay the

outsta,di,g Uulun"" of the note in equal inslallne'ts of pri.cipal plus interest' through

,raturity. Interest payn'lents o1 this dlalci..g agreement are accounted for in the general

fund.

AtJurre30.200s,tlreoutstandirrgprincipalofthenolepayabletoCRIMamountedto
5524J97- The principal and interest maturities are as follows:

Fiscal year
Ending
June 30 Principal fnterest

2009
2010
201 I

2012
2A13

2Al4-2018
2019-2023
2024-2028
2029-2033

Totals

s 21,774
21,774
21,774
21,77 4

21,77 4

108,870
108,870
108,870

$ 55,2i I

.?; 53,196

49,550
46,01 1

43,385

190,756

176,983
141,600

Total

92,102

$ 849,394

33,437
32,022
27,776

24,237
21,611

91,886
68,1 13

32,730

88.9 l7
$ 524,397
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pu.blic Act No. 42 - The commonwealth's Pubic Act No' 42 0f Jawsary 26' 2000 (Act No'

42) was enacted to authorize cRlM to *i"r- into a financing agreement of Lrp to $200

millio,, for a term ,-,oi 
"r"""ding 

30 years. The fi'a,cing agrlement authorized CRIM to

finance a debt tlr^t th;;;;,ri"iprf"i,i", of p,"'to n'ico had wittr su"tr entity from year 2000' I.

additio,, o, Decembl; ;, rdg, tr.,"vrniliputif Lrt"r"a into a repaymentagreement with

GDBandCRIMtopayoffdebtsof$T,0g2,32S.TlrerePayleltagreementbearsinterestat
variableratesdeterminedbyGDB(6.30p"'"",'atJune:o,zoos;butrrotexceedingS.00
oercent. principal and interest puy*"n,rL-n *ir nnun"ing agreement are accounted for in

l;:;il"r;i';;,,"J'1*t," ou,ronding pri.eipui unq u"..u"d i,terest balances of this note

amounted to $6,501,7g1 a'cl $31,644,.*i""ir"ly, at June 30,2008. The principal and

interest maturities are as follows:

Fiscal Year
ending

June 30, Principal Interest Total

2009
201c
201 I

2012
2013

2014-2018
2019-2023
2024-2028
2029-2033
2034-2037

Totals

$ 122,958
130,807

139,157
1 68,1 86

176,77 4

840,930

1,145,857
1,384,579

2,127,515
265,028

$ 156,395

162,829
169,764

194,547

206,765

972,733
1,242,277
1,415,625

2,153,168
'265,913

33,437
32,022
30,607
26,361
29,991

131,803

96,420
31,046
25,653

885-- ng-zzs $ 6,940,016

Capital Lease Obligations

TheMurricipalityisobligatedundercapitalleaseswiththirdpartiestlratexpirethrough20llfor
tlie acquisition of *;;i;i;;;t una .quipr'.;-n June 30, i008' tl''t capitalized costs and the

related accumulated depreciation of the lt;;;l machinery and equiprnent amounted to $798'925

arrd$612,058,respectively,wlrich.ar,.:.accountedforascapitalassetsirrtheaccompanylng
statement of ,et *r;;;.'-imortiration "l'u'g; 

applicable to capital leases and included within

depreciation "*p'nr" 
u*o*,"a to $174,1 AnTo'tlie fiscalytut "'id"d 

June 30' 2008' The present

value of the future minimum capital r"ur"'pu],rr"rrr'r"p"ia"a in the accompanying statement of

net assets is as follows: "'c

$ 6.501,791_.-

This Space Has Been Intentionally Left Blank
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e) ComPensatecl Absences

At Juue 30,2008, the liability for compensated absences

Vacations
Sick leave

ComPensatory time

Total comPensated absences

12. EmPloYees' Retirement SYstems

a) Plan DescriPtion

TheMurricipaliry'semployees.participatein.lltErlP]oYees'.*:":t:lt"tsystemoftlie
Government? pue.to Rico and ir;'i;r-ril".ntalities iensl, a cost-srraring multi-emproyer (as

related to tlie Municipality', fi#;; "'iitvl 
a"il''J"p"ntion plan established bv the

Co*,r,o,.,*"rih. Substantially aliiull-tilne ernployees of the Commonwealtli and substa*tially

all rnu,icipaiiii., ur" covered by ERS u,der the te't" oip;ric Act No' 447' of May 1 5' 1951' as

amended (Act No. 441). Allregular and tempor", ";;i;;s 9r triilunicipalitv become plalt

members of inS at rl, e date 
"f "nrpi:;;;"i, 

t'Iftf f L i' i' optilllul for officers appointed'

ERS rnembers, other than those joining it after March 3r, r990, are erigible for trre ber.refits

described below: '{

o Retirenrcnt AnnuitY

ERSmernbersareeligibleforaretiretnentannuityuporrreaclrirrgtlrefollowirrgage:

COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF CATANO

Notes to Basic Financial Statements
' 
fit""f Year Ended June 30' 2008

Tolal future minimum lease payments

Less: amount' ttp'"="nti"g i'tu'* irrterests atatate of 8'00%

Present value of minimum"lease payments at June 30' 2008

Less: current portion of obligation u.nd.er capital t,t"t^::,^'-

Obligation under capital leases' excluding current potlton

Policemen and firemen:

io *iti't 25 years of credited servrce

;; ffi to i"u,' of credited service

Fiscal Year
ending

June 30'

2009
2010
201 1

Amount

$ 152,989
117,225

1s-445

285,659
(22,088)

263,571
(137,216)

$ 126,3 55

is comPosed as follows:

s 2,490,089
2,902,470

143.7'74

s 5.536,332-:-

Other emPloYees:

ii *i,rrz! ylars of credited service

;;;ih 1o Years of credited service
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ERS members are eligible for monthly benefit payments deterrnined by the application of the

stipLrlated benefit .uiio, ,o the mernber';;;;;g; compensation. Average compensation is

comp,ted based o.i'rr"iigfr"t,36 rnonths of 
"o'ip"n'ufion^t""ognized 

by ERS' The annuity'

for whictr u ,r"r',u.r'il "iigill", " 
lirnitel io u *ini'"m of $300 per rlonth and a maximum

of 75 percent of the average cotnpensatlon'

MeritAnnuitY

ERSmembersareeligibleformeritannuitywithamin.im.yrlrof30yearsormore^ofcredited
service. Th" annu"ityof", *ir1"1, the plun member is eligible is limited to a minimum of 65

percent and a rnaximum of 75 percent of the average compensation'

D efer r e cl Ret ir e me nt A nn u itY

A participating employee who ceases to be an employee of the Municipality after having

accumulated a urinimum of ten y"u6 of ctedited ."rri"" qualifies for retirement benefits

provided his/her 
"",rlriurr,i"r, 

ur" I"ft in ERS until reaching 58 years of age'

Coordinated Plan

on the coordinated plan, by the time- the employee reaches 65 years old and begins to receive

social security b.;f,;,'tnJ p"nrion benefitsare reduced by the following:

(a)$l65permontlr,ifretiredwitlr55yearsofagearrd30yearsofcreditedservice.

(b)$ll0permontlr,ifretiredwitlrlessthan55yearsofagearrd30yearsofcreditedservice.

(c) All other between $82 and $100 per month'

(d) Disability annuities under tlie coordinated plan are also adjusted at age 65 and in some

cases 
"un 

b" reduced over $165 per month'

. Non-Coordinsted Plan

orrthenon-coordinatedplarrtheparlicipatingemployeeanddoesnothaveanyclrangeontlre
pension benefits ufon *t"iuing social security benefits'

o Reversionary AnnuitY

An ERS member, upon retirement, co-uld elect to receive a redllced retirement annuity giving

olle or more benefit payments to nis/liei J"penJ"nts. The life annuity payments would start

after the death of the ietiree for an u*ouri not less than $240 per year or greater than the

annuity payments being received by the retiree'

This Space Has Been Intentionally Left Blarrk
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O c c up at io n al D is a b il itY Ann uitY

A participating employee, wlto as a direct result of the performance of his/her occupation is

totally and perman;i;l;;;rJJ, i, "*gi;i; 
i". a disabilitv a*nuitv of 5ct percent or the

**p'"r*,f"n received'at the time of tlie dishbiliry'

No no cc up atio nol D is ability Ann uity

Aparticipatirrgernployee,totallyarrdpermanentlydisabledforcausesnotrelatedtohis/her
occupation a'd with no less than 10 yJ;;;;;Jdit"J '"*i"t' 

is eligible for an annuity of

1 .50 percent of the average compensatlor of the first 20 years of t'"dit"d services' increased

by 2 percent fo, 
"very 

aaEitionuiy"ar ofcredited service in excess of20 years'

Death BeneJits

OccuPational:

(a)Survivingspouse_annuityequalto50percerrtoftlreparticipatirrgemployee,ssalaryat' . 
it'," date of the death'

(h) Chiklren - $10 per month for each child' rninor or student' up to a maximum benefit per

'-' E;F;f $i oo.

NonoccuPational:

Beneficiary_thecontributionsarrdinteresiaccumulatedasofthedateofthedeathplusan
amount equal to tl';;;;;;i;ompensation at the tirne of the death'

Post-retirement:

Beneficiarywitlrsurvivingspouseiq"g0oroverandachild,lSorunder,trpto30percent
(60 percent, if ,ot.or"r"fr*nder Title 1 oitr'" io"iut Security Act) (increased to 50 percent

effective January l, 2005) of retiree's^t.""; or othe.wise the excess' if any' of the

accumutated "ontr;uuiion;;,t,'" 
tim" of l""ii;;;;; r;";the total a.nuitv be,efits received

["i"." J""*. limited to a minimum of $750'

Refuntls

Aparticipatirrgernployeewlroceaseslris/lrerernploymentwiththeMunicipalitywithoirttlre
right ro a retiremen;"Jffi;il;;;;;ig];; ;; , 'lruna 

of thetontributio,s to ERs pl,s anv

interest earned thereon'

Cost of Living Attiustntent for Pension Benefils

public ActNo. l0 of May 2l,lgg:-(ActNo. 10) provided for increases of 3 percent every

three or n,or" ,"u* oi-;rir"*"nt. Aci N; i6 
'"qui'"', 

further legislation to grant this

increase every three years sr-rbject to the priJentation of actuarial studies regardi,g its costs

a'd the source of fi'a,ci,g' To protecttil;;;;;iui t'eurtr., of ERS' the increase granted
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during 2001 and the one granted on January 1,2005 are being financed by the Municipality

uncl tti" other participating ernployers'

ToavoidanyeconomicimpactorrERS,tlreemployersareresponsibleforcorrtributirrgto
ERS the amou'ts to cover tlie be'efit puy*tnt' unO ti.l" employeia,d employee contributions

with respect to the p"ni",prrttcovered u'iir tf''" participants reach the normal retirement age'

AmendmenttoActNo.44Teffectivelonuaryl,2000tocreateaDefinedContributionPlan

OrrSepternber24,|ggg,PublicAcJNo.305.arramendmenttoActNo.44T,wasenactedto
establisli a defined """iriu-,i", 

plan, krro"'i'.,** syrt"* 2000, to cover employees joi,i,g

ERS on or after January 1' 2000'

ErnployeestlratparticipatedintlreoriginalplanasofDecernber3l,lggg,hadtlreopporlunity
to elect to either rtuv i'n tfr" defirred b;'"fiI;i;ot i*ntf"t to- System 2000' Employees that

joined the MunicipJ,# H;;;;;J;ili"iooo' *"'e onlv allowed to become members

ofsYstem 2000'

System2000isahybriddefinedcontributionplan,also.knownasacashbalanceplarr.Under
this new plan, there is a pool of plan ";;; 

i"f i"f is invested by the System' together with

those of the cost-sliaring rnLrlti-e*pfoy*t-aJn'''"J6"'''"nt plan' itleitherthe Commonwealth

nor the Mr-,ricipality guarantee benefits ;;;;,;.rt age. The annuity is based on a formula

which asslrmes trrai each fiscal year rt,";;i;;.";r ""o*tiuLrtion 
(with a minimum of 8'28

percentoftheemployee,ssalaryuptoa,,.,u'i*un.'ofl0percerrt)isirrvestedasinstructedby
the employ"" ,n ul'l]*rri-ti,rri!., "i,rr"r'-iit.urn, 

a.fixed rate based on the two-year

constant Maturity Treasury Notes, tzl "urnr'u'rate 
equal to 75 percent of the return of the

ERS, i,vestment portfolio (net of n',u,il.*;";;"ti 3t 
(3) 

"ut''' 
u cornbination of both

alternatives. Participants recelve p".ocfc account stateme*ts sirnilar to those of defi*ed

contributio, plans showing t6eir-accrrJ';;;;";s' oisability benefits lre not granted under

Syste,r 2000, rathJr *. pr""rii"a.19.tfrose na,ticipa'ts that.voiu'tarily elect to participate i'r a

private insurance r"-giJ., aisability pr;;;;;. Th" 
"mploy"rs' 

contributions (9'28 percent

of the employee,s saiary) with resoect,""L,"pf"Vees. undei System 2000 will co'tinue and

will be used to trJtLr" lo.t-sharing multi-employer defined benefit plan'

System2000reducedtlreretirementage.|lop65yearsto60forthoseemployeeswlrojoined
t(. 

"u.r"nt 
plan on or after January 1' 2000'

Historically,'the state goveruureltt of the commonwealth has reported ERS and System 2000

iri its basic financial statements u' p"ntion iinst funds' Accordingly' the Commonwealth is

currentlyassumingatlyactuariald"fi"i"n"ythatmaye*ist-orariserelatedtothe
Municipatitv's parl-icipating emp.lov:";';;i;i;: i*: *,::.not 

allocate to the Municipalitv

anv actuarial deficie,cies pertaini'g to participating municipal employees' The Municipality

is Lnly required by law to make ,tut.,to,! io',riiUut[" at thl rates detailed below'

o Recent Amerrlments to Act No' 447

The se*ate a,d the iourc of Repres.entatives of tl-re co,,nonwealth of Puerto Rico have the

authority for establishi*g or u,''"nai"f tr'"-"oTtriutttio, requiremeuts of System 2000 by
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approvirrgtlrenecessaryamendmentsorlaws,subjecttothefinalapprovaloftlreGovernorof
the Cornmonwealth of Puerto Rico'

In June and July 2003, the Governor ot tt''" commonwealth signed three Public Acts that

p.*iA"a the foliowing certain benefits to retirees:

(a) Increase in minirnum monthly pension payments to $300' effective January l 
' 
2005'

(b)Triennial3percentincreaseirrallpensions,effectiveJanuaryl,2005.

(c) Increase in widow and/or beneficiaries to 50 percent'of the benefit received by the

deceased pensioner, effective January l ' 2005'

All the benefits granted will be funded through budgetary assignments in the Municipality's

g"n"rul furnd witii respect to its retired employees'

The Board of Trustees of ERS approved,-effective November 17'2003' an increase in the

amount granted on personal loans tl farticipating employees frorn $3,000 to $5'000'

b) Funding PolicY

TliecontributiorrrequirementstoERSisestablisliedbylawarrdisnotactuariallydeterrnirred'
These contributions are as follows:

MLrnicipality and other employers 9)8 p"'""nt of applicable payroll

5.78 percent of gross salary up to $6,600

p", ylur, plus 8.28 percent gross salary in

excess of$6,600.
8.28 percent of gross salary' This is the

only choice available to policemen'

firemen and maYors

Entployees:
Coordination Plan:

Supplernentatiori Plan:

Trre co*tribution requirement to System 2000 is also estabrished by raw'and is'ot actuarially

Jetermined. These contributiotls are as follows:

9.28 percent of appticable payroll

5.78 percent of gross salary up to $6'600

p", ylut, plLrs 8.28 percent gfdss salary in

excess of$6,600'

During tlre fiscal years ended June 30, 2006, 2007, and 2008' the Municipality and the

participati,g 
",',',pfoy"", 

.onrribu,..l exactly iOO i"'""nt of the required co,tributions to ERS a,d

Systern 2000. The ""*Ui""J 
actual cont,iiutions rnade by the Municipality a,d its participating

employees to ERS ";;';;;,;i 
zooo t*1,i"rr'u." "*u"tty 

ioox orthe required amounts) were as

foliows during the last three fiscal years:

MunicipalitY and

othdr emploYers
Ernployees:
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eit"uf Year Ended june 30' 2008

EmploYer ErnploYee
Fiscal Year

ended June 30'
---------- ?l,06

2007
2008

contributions contributions

13a5,423
1,378J92
1,554,446

1,159,463
1,224,562
1,380,965

TheaboveactualemployercorrtributionsfortlrefiscalyearserrdedJune30,2006,2oo1,and200S
ir,clude the employer contrib,tlonr"io Syri"* ZOOO umo'r'ting to 5543'572' $639'110 a,d

$TZO,i3g,respectively. In additio,, ,n" "Ut'" 
actual t*pl.yt* cJntributions for the fiscal years

ended June 30, 2006,2007, 1o zoit*ii:,^*" tr" t*privee contributions to System 2000

amounting * {igs|tl' $szr't 80 and 5646'387' respectively'

Tlre authority r.rrrder wliiclr the fr-rrrdirrg policy 
'u],,d ,11.," 

obligations to contribute to ERS arrd

system z00o are 
"stablistred 

o, u,r"ii"?,'i, t.,"ta b-y the ilar; of Trustees of ERS' which upon

their approv"f 
'*rrt""irrin 

a fi,al -"nn''*'i"t 
tl't" Hous" of Rtpresentatives' the Senate and the

Governor of the Comrnonwealth of Puerlo Rico'

Readerscanobtaincopieso|t.lreauditedb*:"I,il.l]alstatements(GAAPbasis)ofERSarrd
System 2000 by writing to Mi: l;;" 

cancel, Executive Director of the Retirement Systems

Admi,istration of trre commonweril';f p"";o Ri"o (rre entiry tliat admi'isters ERS a,d System

2000) 
"t 

po goi +l0ol, vtinlttu. si"ri"r, Santurce, Puerlo Rico 00940'

13. Commitments and Contingencies

The Mu'icipaliry is deferrda,t in various regal proceedings perlaining to lrltt:o i,cidental to tlie

performanc" or *u,il"';;;;ir'r]*,"r lo.ffi"l Urtder 
'p'rli" e" ilo' l0a of June 25' 1955' as

amended, persons are au-trroriz.o a *]',i" irn'r"i"rr"iit ."i; f;; "uur", 
o-f actions set fortrr i* said

Act to a muximu* arnourrt of $75,000""r'siio,ooti ir 
''i i*Jrr"s actions for dan.rages to more than

one person ", 
*'h;; ; ,ingt" i,',jur"j o^,i, rt'entitled to s"v"tul causes of actiou' U'der certatn

circumstances, as provided in pubric Afi';. g of Novem u"ili,'lgls, as. amended, the Mu,icipaliry

may provid" it, oifi""rs and employ""r-*irt', legal repres";;;i;" as well as assume the payment of

a,y judg.re-, ,*'*"v be-enterei "g.l,1rlirt"i"' 
Tliere i' no ri*itu'ion on the payment of such

judgments'

witrr respect to pe,ding and threatened litigation, the Mr-rnicipality rras r-egorted liabitities of $198'000

for awarded or a*ticipaleci unfavorabf " i'a?t'""t' u' of :t"*':O' iOOg' Mu'ug"*"nt believes that any

unfavorable ontcome in relation. o";il;;;;"'=";#i;i;i"" wor'rld not be sig,ificant' if anv'

Tr.re Municipaliry has reported, outsta,ding encumbrances amountin gtos2g2,6.04 in the ge,eral fund

at June 30,200d. The Municip"rirv iri.,rEr,o 
'',onor 

rl,"J;;;';;b'"u'fb"s' which will co,ti,ue to be

liquidated unor. ,n"'.r,-,-r, y"ur" il;; aurlng ' rinl; fttioa that extends into the subsequent

fiscal year. The Municipality tu, ortiundi,g co,stru"iiln proiect commitments amounting to

,ppt"><1*"'ety $i miltion'at June 30' 2008''

The M,,icipality receives financiar.assista'ce from trre federar Governments of the United states of

America ,rd J;'"';",;;;;""rrr.' i, 1ir" form of g'ontt- una e,titlem-e'ts' Receipt of grants rs

ue,erally conditioned upofl collpliance with terms "-,i ""'aiiio" 
of the gra,t agreements and

Ippricable f"d";;ir;;r;nJ."gutrtiJ"r. in"rrai,g trre exfe*dit,re of resources for erigibre purposes'
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Accordingly, expenditures financed by these programs are subject to financial and compliance audits

by the appropriate ;;;il oirurro*u,.,"1;J;;;;ii or tn"t! audits mav become liabilities of the

MuniciPalitY.

The"Reportsoncontplianceancllnternalcontt'olinAccordancewithGovernmentAuditing
Standards and rhe Requirentents of oun Ci"ulo' A-133" forthe fiscal yearended June 30' 2007'

disclosed various i,sta,ces of no',"o,rpll,r"" *i,*, applicable laws and regulations and with intemal

accounting ura ui*i,.,istrative controli. If expenditui", u'" disallowed due to noncompliance with

grant programs regulations,.the rvrrni"iiurity may be required to reimburse the graritor the disallowed

arrounts. Management berieves tr,rt il;"il,;ri"ipurity *i, be able to cornply with the terms of

corrective action pra's trrat rnay be d;";; ;y trre"federar grantors, if any. consequently, trre

accompanying Uasic fi,ancial ,tut.*"it' 
-ao 

not i,clude a,1i prolision or reserve for possible

disaror,ved costs arising from trre r"a".ui'i,,nas disb,rsed durinithe fiscar year ended Ju,e 30' 2008'

14. Liquidity, Cash Flows and Subsequent Events

Theaccompanyirrgstatementofactivitiesrepoftedanetdecreaseinnetassetsof$9,293,809fortlre
fiscal yea*nd"d-Ju,'," 30, 2008. r,.' uiai'io',' during the- last four fiscal years' the Mu,icipality's

general fund. n{ ,.pon.J recurring ;;;;;;;;'of exienditures over reverlues' which have lead to

consistent srgnrricant reductions in u'-""'t'i"ted cash and cash equivalents that were partially

mitigated *it', urnruitransfers of fina'cial resources from trre debt service fu,d to the ge,eralfu,d

to mitigate budgetary and cash fi";';;;;f;lis Aic^of i,gly' duri,g. the. current fiscal vear the

Municipality ,ru'n.i"r."a excess 
"urt., 

u*o"nting to $3'434'"0d6 from the debt service fund to the

general fund, as peflnitted by law, t"-pr""iJ" 
-laJitional 

working capital and additional financial

resources ,o *,rii#'ri ";#^, ft,i,,;;';;;" of expe'ditu'"t o'"-t revenues of $ I 1 
'423 '085 

for the

fiscal Year ended June 30, 2008'

Duetotlresituationsreferredtoabove,drrrirrgtlrecurrentfiscalyeartheMunicipalityfaced
significa,t f iqria]B;;"a *ort ing .^piiJ J.f*iencles that have worsened after the current fiscal year-

end. At Ju,e 30,200g, the M,nicip;;i,il;;;;r,rio"a a"pos;tt amountedlo $7'991'944' which is

significa,tly b"l";;;'"ormal levels needed to operate tur"ry and is the lowest unrestricted cash

leveloftheMunicipalityinseveraly"u"'The.amourntofunrestrictedcash'incommercialbanks
available at June 30, 200g represent ippro*i*ut"lt];1,::rths of operating- experses of the ge.eral

fund. The remainirrg cash balanc., "'ll"'ii'rg 
to $1 7'.g51'194 at June 30' 2008 are not available to

. pay ordi,ary ;;;;;;; ;;penses. "f 
;;;;,,;t.i fund since'are restricted for specific purposes stated

in various grant agreements and bond indentures'

During trre rast quafter of trre current fiscaryear, trre Mu'icipatity used approximately $2'4 millio* of

the next fiscal year,s municipal lice,se taxls that *"," "oLl""ted 
i, advance through June 30' 2008'

These fina,cial resources weie used Uf ,i*-Vyricip.ality to pay operatifrg exp-enses and obligations of

the current fiscal year, wr.rich witt red-uce the financial ,"rou'."Lr available to finance the operations of

the general fund ior the fiscal year 2008-2009'

These conditions have resurted i, significant cash 
^srrortfars 

a,d liquidity probrems for trre

Municipatity dr-rring the first frurr.or ifi" fiscal year 2008-2009' wl-rich may result in significant

difficulties to pay its obrigation, *n"n Jre during the second hali of fiscal year 2008-2009 and the

possible ,""r;;il;;n of inpaid uinirgs from supptiers of goods and services'

t)



COIT,I IVIONWEALTH OF PUERTO RICO

MuNtctPallrY oF Cn'raNo

*;i::"',"f#;il:T;i*'jilffi t"

Management of trre Municipality is currently evaruating different alternatives for the permanent

financing of the Municipality,s. op"rutionr, prin"iparrv. 19 increase its revenue sources and

impleme'ti,g "ontinu;us 
cost rea,ciionr'poii"i"r. As an'initial step, during the last quarter of the

current fiscal year, the Municipality comle1""a " -n-1o5il-o:tt*n"o 
to maximize its property tax

revenues by reviewi,g the assessed values and tax exemptions of Lxable properties' This project lias

bee, carried over under a cooperativ" ugr""*"nt witri the Municipar Revenue colrectiori center.

The success of managetnent's plans alld r;trategies to improve the Municipality's cash flow and

liquidiry and to ""hi;;;;;ritive 
net 

"r'"ng;'1;unrestricted 
net assets cannot be assured' as it is

sig,ifica*tly depe,de,t upon events^a,J circuntstances which outcome cannot presently be

dete,ni.ed. However, management is comrnitted to' undertake whatever actions rnay be necessary to

try to prevent op",uting-unJ iotfting capital deficiencies in the future'

Tlis Sptrce Has Been Left Blank Intentionally
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COMMONWEALTH OF PUERTO RTCO

Mul{tctpaLITY oF Ca'r:hNo

Blldgetary Comparison Schedule - General Fund

fiscai Year Ended June 30' 2008

i{evenues:
> Taxes:

ProPertY taxes

MuniciPai license taxes
F Construction excise taxes

Sales and use taxes

Charges for services

- Intergovernmental grants and contributions

Interest on deposits and investments

b Miscellaneous
Total revenues

..Jxpenditures:

* Current:
General government

Urban and economic develoPment

L' Public safety

Health and sanitation

Culture, recreation and education
L- Public housing and welfare

Debt service:

PrinciPal

Interest

r- Total exPenditures

ExPenditures over revenues

Jther financing sources (uses):

> Prior year's budgetary cash surplus readjustment

Operating transfers-in from other funds

Operating transfers-out to other funds
E Total other financing sources (uses)' net

lxpenditures and other financing uses

over revenues and other financing sources

388,738 524,309

451,749 540,282
-- lg,w-ol,esg 38,891,625

5,774,359 14,135,384 16,966'2'65 2',830',881

8,,874,522 8,452,755 9,579,974 l',l2'1',2!9

6t,126,337 5,541,809 5,957,123 415'314

7,520,756 4,720,35'.7 6,898'270 2',777 
',913

5,649,510 5,,377,654 3,026,038 (2',291'616)

5,,316,429 5',013,393 6'344'761 1'331'368

285,723 285,723 285,723

g7,lo2 g7,lo2 9l 
'102

14,183 14,L83 14,183 
---"--------- 

-
-1rJrrq" -4;"5* - qs)6e'azg 

,:::='9,1:
-'0T116 - @5.o1oD 

- owt,zt+) (s'707 'tt3)

- (3,859,439)

5,802,702 .5,091,440
(1,090,250) (1,090,250)

--- +Jtz,qsz l4l,75l

a - - (5,565,362) $(5'565'362)

Original

$ 18,386,341

12,900,000

800,000

2,65o,ooo

557,632

2,873,199
3 88,73I
457,749

39,007,659

Final

18,3 86,341

12,900,000

800,000

2,650,000

557,632

2,873,199

17,726,910

12,941,705

1,084,649

3,801,723

509,156

l,'162,891

Budgeted amounts

Actual
amounts -

budgetary

basis

(Note 1)

Variance

with final

budget -

over (under)

$ (659,431)

4r,705

284,649

1,151,723

(48,476)

(1,1 10,308)

135,571

88,533

- 3,859,439

711,262 711,262

711,262 4,570.,701
.1

-'he accompanying notes to the basic financial staternents are an integral parl of this statement'

77



Federal Grantor/Pro gram Title

U.S. Department of Housing and Urban

DeveloPment
Fass-thiough state - Cornmissioner Office

of MuniciPal Affairs
Conimunity Developrnent Block Grant-

SmallCities (SBGP)

Ernergency Shelter Grants Program

Total U.S. Department of Housing and

Urban DeveloPment

U.S. Department of Health and lluman
Services

putr"J tf",tough the Office of Administration for

Children and Families

Child Care and Development Block Grant

Total U.S. Department of Health and Human

Services

U.S. DePartment of Education
g,ven Start - State Educational Agencies

Total U.S. Depaftrnent of Edr'rcation

U.S. DePartment of Agriculture
Child and Adult Care Food Program

Total U.S. Departmerrt of Transportation

U.S. Department of Transportation
Federal transit - Fonnula Grant

Total U.S. Department of Transportatton

Total Federal Financial Assistance

*Major Programs

Pass-Through
Grantor's Number

N/A*

s-05-DC-72-001

Expenditures

s|,542,54-7

7,667

1.550,214

92.344

92.344

19,352

19J52

46,518

46,518

COMMONWEALTH OF PUERTO RICO

MuNtctPalITY oF Car'rrNo

Schedule of Expenditures of Federal Awards

June 30,2008

Federal
CFDA

Number

14.219

14.231

93.575 241-2007-000118

84.213 N/A

1 0.55 8 N/A

20.513
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Coun'IoNwEALTH or Pusnro Rtco
MulltctPa.llrY oF C'arraNo

Sctredule of Expenditures of Federal Awards

June 30,2008

NOTE 1 . GENERAL

.The accompanying Schedule of Expenditures of Federal Awards iricludes the federal grant

activity of the Murricipality olcaflo :** *':moLiwealth of Puerto Rico and is presented on the

accrual basis of accounting. The Mu'icipa,ty of caiaiio reporti*g e'tity is defined i, Note 1 to the

Municiparity,s basic financiar statements.'fh" info.ration in thisichedure is presented in accordance

with the requirements of oMB circurar R-L:3, Audits of states, Locar Governments, a,d Non-Profit

orga,izations. Trrerefore, some amounts p*r."i"a in trris schedule may differ from amounts prese,ted in

ouf used in the preparatiorr of the basic financial statements'

NOTE2-RELATIoNSHIPToTHEBASICFINANCIALSTATEMENTS

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

fina,cial statements within the Major a,d No,major Govemmental Funds. The reco,ciliation between

trie expe,ditures in the basic financiar ,*"*-r,, ",d 
expenditures i, the scrredule of Expenditures of

Federal Awards is as follows:

Expenditures in the basic financial statements:

Nonrnajor Governmental Funds

Less non-federal exPenditures

Expenditures in the Schedule of
Expenditures of Federal Awards

$ 3,609,550

0.708^272)

Ll-9ir278
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COMMONWEALTH OT PUBNTO RTCO

MUNICIPALITY OF CATA'NO

Report on compliance and 
"r, 

i"t*r"r control over Financial Reporting Based on an

audit of Financial Statements #ffii*Jlf,ffie with Government Auditing Standards

To the Honorable MaYor

and the MuniciPalitY of Catano

Catafio, Puerto Rico

We lrave audited tlre firrancial statements of tlie governmental activities, eaclt major fund, and the

aggregate ..*;;; ili irr""r"ri"; ;i;h; uuniJiputitv of cataflo of the commonwealth of Puerto

Rico (the Mu,icipality) as 9f "rd;;;;"^y"u. "na"d 
1.,1," io, zoot, wrricrr collectively comprise the

Municipality's basic irnancial statements utti hu'" i"""Jot" report thereon dated November 14' 2008'

we conducted our audit in u""ordurrr" with auditing ,turaura, genera,y accepted in the united States of

America and the standards uppr"ubi" to i.nro"iut *ait, contaiied in dovernntentar Auditing standards'

ir*"a by the Comptroller General of the United States'

In olanning and performing our audit,.'we considered Municipality,'}1T:].^".ontrol over financial

,"porti,g as a basis #i"rt&trg or, *ii'i""g ;;;;"dt"* for the-f,urpose- of expressing our opinion on the

financial statements, U,rt n'ot ior the p,;;J"; ".*n*'^'i"s 
o:" opi"ion -on 

the effectiveness of the

Municipatity,, int"rnui conirol or", fi*r"lJ'"pot'i"i Accordingly' we do not express an opmlon on

the effectiven"r, of tli" il;i;tp;irb,'s internal control over financial reporting'

our consideration of internal control over financial reporting.wjs for the rimited purpose described in the

preceding paragraph and wourd no, n"""r.urirv-ia"*ity utr-a"r,"i.n"ies in internal control over financial

reporting that might be significant a.n"i"nlilI#;;;1iui*.-utn"tses' However, as discussed below' we

idintified cerrain deficienlies in internar ";,-,*i;r;; 
financiar ,"poning that we consider to be significant

deficiencies

A control deficiency exists when the design or operation of a control does not allow managemert or

employees, in the 
'oor*ut 

"orr.r" "f ;;;T*_ ln"o u^rsign"d functions, to prevent or detect

misstatements on a timely basis. A significant deficiency is-a'control deficiency, or combination of

control deficiencies, that..aiversrty uff""t, if,. ftfnri.fp"firy's.ability to initiate' authorize' record' process'

or.reporr financiar data reriably in u".oroun";;i;i, !"noutty-u"clpted accounting principles, such that

there is more than "';;;;1; 
titltinooa tr,uiu ,oirrtutJment or trr" Municipflity's financial statements that

is more than inconsequential will not b" ;;;;t;J or detected il, in" yrL"ipality's internal control' we

consider the deficiencies described in the Jc""*p."virg ,.rr1g.ir" or n"oingi and questioned costs to be

significant O"n"i"n"i", irlri.*ut control ""t^ni#fal 
reporting as items 08-01 thru 08-06'

A material weakness is a'significant deficiency, or c-ombination of significant deficiencies' that results

more than a remote likelitood that a rr"i"ri"r misstatement of the financial statements will not

;;;;;;r detected uv tt't" Municipality's internal control'

ln
be
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:#Ji,"5 # :llR *' "
Report on Compliance and on^fntlrnuf Co'trol over Financial Reporting Based on an

audit of Financial Statements p"rtor-"J in accordance with Government Auditing Standards

June 30,2008

our consideration of the internal control 0ver financiar reporting was for the rimited purpose described in

the first paragraph ortrri, .""tion and *orra ,oir"."rruri'1y iaerit*y alr deficiencies in the internal control

that might be significant deficiencies *+ 
-""*raingry, 

would not necessar,y disclose all significant

deficiencies that are uiro 
"onrio.red 

to be material *.ukn"r."r. However, of the significant deficiencies

described above, we consid", items 08-01, OS-02,08-03 and 08-06 to be materialweaknesses

Compliance and Other Matters

As part of obtaining reasonable assurance about whether Municiparity of cataflo of the commonwealth of

puerto Rico financiar statements are free of materiar misstatement, we performed tests of its compliance

withcertainp.oririorroflu*r,regulations,contracts,and.grantagreements'noncompliancewithwhich
could have a direct ura *u,"riul effect on trr" determination of financial statement amounts' However'

providi,g an opinion on complian". *i,h those provisions was not an objective of our audit' and

accordingly, we do not express ,u"1t un opinion The results of our tesis disclosed instances of

noncompliance or other matters that are requiied to. be reported under Government Auditing standards

and which are described in the u."ornpu1filg'*r-,.our" of,furdings aird questioned costs as items 08-07

thru 08-16.

WenotedcertainmattersthatwereportedtomanagementoftheMunicipalityofCataflo,inaseparate
letter dated November 14,2008'

The Municiparity of cataflo of the commonwealth of puerto Rico response to the findings identified in

our audit is described in the accompr,ry;;;;;"a'il "rn'{i1ss 
and questioned costs' We did not audit

Municipality'* ,"rpon," und, utto'iiltgiy' *" express no opit-tion on it'

ThisreportisintendedsolelyfortheinforrratiorranduseoftheMunicipality,smanagement,municipal
legislature, arra f"Ooai u*urairg ug"rr.i"J;;a pu"+t"ough entities and is not intended to be and should

not be used by anyone other than these specified parties'

Toa Alta, Puerto Rico

November 14,2008

Siamp No. 2313624
was affixed to the

original rePort. we P'c
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or pupnro Rrco

MuNrcrralITY oF C,ar'uNo

Reportonconipliance*i'r''*q*,"*entsapplicabletoeachmajorprogramandon
Internal control ""';;;;Ii';;IrT:fitilce 

with oMB lircular A-133

To the Honorable MaYor

and the MuniciPalitY of Cataflo

Cataflo, Puerto Rico

ffi',oitedthecomplianceoftheMunicipalityof.CatafrooftheCommonwealtlrofPtrertoRico(tIre
Municiparity) with the types of cornpliance requirements"described in the us. office of Management and

Budget (oMB) cio"rtoi'A-133 cr*piion"n irppknnnt;h;i;;" applicable to each of its major federal

programs for ttre year ended J,lrr 15;;i.s rtauniripull;t *uiot i"dttul ptograms are ide,tified in tl-re

Summary "ra*oii"r;, 
Resurts Section of the accompanying SJhedule of Findings and Questioned costs'

compliance with the requirement, or ru*r, iegulat^ions, clntracts, and gra,ts applicable to eaeh of its

major federat.;;;;;;-, i, +" ,l:rflir;ility o?vir,i"ipalitv's 'nu'ug"*"nl 
our responsibilitv is to

express ur, op,'ion"* Municipatity;s compliance based on our audit'

we conducted our audit of compliance in accordance rrith auditing standards generally accepted i, the

United States of America; tf," ,turau.a, upffi"uU^fi to,financial audtits contained in Government Auditing

starudards,issued by the comptrollJr;";"; of the unitJ itutes; and oMB Circular 4-133' Audits of

States, Local Goveinments, and Non-irofit Organizatio"t'- inot" standards a,d OI\4B Circular A-133

require that we plan and perform the audlt to obtain reasonabre assurance about whether noncornpriance

with the types of compliance ."qrir.*"ris refened to above that courd hirve a direct and material effect

on a major federat program *u.rJ 
--L 

audit includes examining, on a test basis, evidence about

Municipality,scompliancewiththoserequirementsandperformingsuchotherproceduresas.we
considered necessary in the circurrrrun "r. 

'we 
berieve tt*t our audit piovides a reasonable basis for our

opinio,. our audii does not pr";id;-;-iegal determinuiio, of Municipality's compliance with those

requirements'

As described in items 08-07,08-08, 08-12,09.13:.08-14 and 08-15 in the accompanying Schedule of

Findings and eue.stioned Costs, th; il;J;rpatity iid not comply with the 
. 
equipment and real property

management, cash management, r"ponirg',"qui'"*"nt* tp""fif -tests^and.provisions' 
and eatmarking

requirements that are applicabt"to iir-corr,'rounity Developrient Block Grant - Srnall cities' compliance

with such requirements is necessary;;r; opinion, for thi Municiparity to cornply with the requirements

applicable to that program' 
r. :--^-,L^r ,lity of

Inouropinion,exceptforthenoncompliance.describe$rnthe.precedingparagraph,tlreMunicipa
cataflo, commonwealth of puert" il;;:-;plied, in all rnaterial respects;with tG requirements referred

to above that are applicable to 
"u"f, 

oi it' *ujo' federal programs for ihe year ended June 30' 2008'

Theresultsofourauditingproceduresalsodisclosedotlrerinstanceofnoncompliancewiththose
requirements, which are required to u" ,"po.ted_.in acc;ra*nc" witr, oMB Circular 4-133 and which is

described in the accompanymg schedule orfinding, aJ questioned costs as items 08-09' 08-10' 08-11

and 08-16.
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CovruouwEALTH on Punnto Rrco

MuNIcTPA.I-rrY or Ca'ra.Fto

Reportoncompliancewitlrrequiremen',upai"uur"toeachmajorproglamatldon
Internal Control over compli""" in-uti5'dunt" with OMB Circular A-133

June 30,2008

Internal Control Over Compliancg ^ ^oronn commonwealth of Puerto Rico is responsible for

{il:,lfi".:"^r,:"t:*t,#*;,x*[*:;t,",_;;:li,ii 
jffi 

,

".iuUf 
itfring and maintaining effective. tnternat colltrur ""'' "";.t,i, 

pfurnirg and performing our- audit'

T3t31;fiiff1[:*rils-"1il1"fl1^ffi1':Ji,*lll:i,rl3f,lii;;". 
*itr' '"q,,i,"*",,i,-ir,,' "",ra lave a

direct and material "f,il;t-;;mujo, 
r"aouiirogru* in oraeito-iJl*i""o,r auditing procedures for the

purpose of expressing our opinion or, "o*priu;i"' 
il" ,,* r"t t1'" p"fose of expressing an opinion on the

effectiveness or tne riluniciparity,r-int"*ul'il,itioi;;;";-pliance'^ 
Accordingly' we do not express an

opinion on the .ff""*;;;;oiiir" rurr,i";""y';;cataflo i,ternal contrpl over compliance'

our consideration of internal control over compriance,was for the rimited p'rpose described in the

oreceding paragraph and wourd not ,-,"""rr1;,,-,-,jJ;rs u, a"r,ii"r"i"r in,r.," entity's internar control that

mieht be significant deficiencies o, mater'i;i';;;"#: *^1T'"0 below' However' as discussed below'

we-identified certain deficiencies in internal control or", 
"o*pliance 

that we consider to be significant

ffiffi#;;;J;*;;i;;" consider to be material weaknesses.

AcontroldeJiciencyinanentity'sinternalcontrolovercomplianceexistswhenthe-designoroperationof
a control does not arlow management J';;;l"r;t,:l tl::ffii il::.:lnforming their assigned

functions, to pr"r"nl'o-.';"i;;;-.omplia,ce with a type of compliance requirement of a federal program

orr a timely basis. A ,ig:nifi,on, a,7,i,nJy,i,a corrtroi i"n"i",.vl o, io,,uinution of control deficiencies,

thar adversety aff"cis ih" entiry,s uuiriry/to ul*iriti.r-" r"o"rul'prog.am such that there is more than a

remote likelihood that noncompliance *,,i, " 
rro" of comnllln;; ;ilttt*ent 1f 

afederal program that is

more than inconsequential wid not be #;;il;' att""i"-a o' 
"fittW" 

t1Y1:l control' We consider

the deficiencies in ff"*r;il;i;;;-;;;;it"*e describedin the accompanving schedule of findings

and questior"O "o't' 
u' items 08-Of thru 08-03 signif,rcant deficiencies'

A material weakless is a significant deficiency, or combination of significant deficie,cies' that results in

more than u ."_orl-tit erihood trrat mut".iui ,or"o*pti*"" Jir*, , ivp. ,r compliance requirement of a

federar prosram *iri'""i'u" pr"r"nt"a ol'a"i"","a bv th9 t,,iivt'i""11.::::'"1' of the significant

deficier.rcies in intemal control or". 
"o*ii,u].,-"" 

i"r"rrLed i'the accompanying.schedule of fi,dings'and

questioned 
"o.rr,. 

*"'lo;;id", it"m, OS-0 f, ffi:;;&-'i and 08-06 to be rnaterial weaknesses'

The Municipality of cataflo, commonwealth of puerto Rico response to the findinss identif,red in our

audit is described in the accompanyidff.d"i. "in"119t;i'*;tt"ned 
costs'"we did not audit

Municipatitv'""'r:;$"1fi';;;:;;-ilgiv' 
*" express no opinion on it'

This report is intended solery for the information and use of trre Murnicipality's management' Municipal

legislature, and federal "y*llii 11":i:t -^Lt;'#,;; "'iiti"' ^'a 
ionot intended to be and sl.rould

i,""? iiJ',li J, iv""'":I* " "th 
er th an thi s e sp e c i fi e d p a rti e s'

Toa Alta, Puerto Rico

November 14,2008

StamP No. 2313625

was affixed to the

original rePotl.
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COWTIUONWEALTH OF PU ERTO RTCO

MuNtclPnt lrY oF Car'q'No

Schedule of Finding and Questioned Costs

June 30,2008

Section I - Summary of Auditors' Results

Financial Statements

Type of auditors' rePort issued:

Internal control over financial reporting:

Material weakness (es) identified? X yes nc

Control defi ciencies identified

not consider"O to U" t',',uterial weakness? X yes =.-- none reported

Noncompliance materialto firlancial statements X yes ---- llo

noted?

X Yes .-- l1o

Unqualified

none rePorted

Qualified

Name of Fecleral Prosram or ClLrster

" Community Development Block Grant- Srnall cities Program

.",

s300.000

ves X lto

84

Federal Awards

Internal Control over major programs:

Material weakness (es) ideritifi ed?

CFDA Numbers

14.219

Dollar threshold used to distinguish

Between TYPe A and TYPe B Programs:

Auditee qualified as low-risk auditee?

Control deficiencies
not considered to be material weaknesses? X 'yes

Type of auclitor's report issued on compliance

For major Programs:

Any audit findings disclosed that are required
- - 

to Ue reported in accordalrce with

Ci."rf"i' A-133, Section '510(a)? ' 
X yes -- Ilo

tdentification oi mujo' Programs:



COMMONWEALTH OF PUENTO RTCO

MuNlclPll-ITY oF C'Lrnfro

Schedule of Finding and Questioned Costs

June 30,2008

Section II - Financial Statement Findings

The curreut year findings 
. 
and questioned costs were

discussed with the Municipality's management which

generally 
""ontu""a witir our comments and

recommend;;;;'' The Municipality. 1f latano 
will

respond to"til" iolto*ing findings tl^irough the issuance of a

separate letter addressed to the Cognizant Agency'

08-01 DEFICIENCIES IN TIIE UNIFORM ACCOUNTING SYSTEM AND OTHER ACCOUNTING

RECORDS

Trre Uniform Accounting sys!911 (uAS) and the accou,ting records currentry used by the Municipality do

not rrave tlre necessary capabiliti"il p,L"aures. i'ternai .&trors and recoris to e,s,re accurate fi,ancial

reporti'g and to prepare.ther\4r,;i"i;;lit)'\ busi"^fi,ancial statements and federal programs'reports in

corrformiry with eccbunting erinci;d.-_c;"*lly Accf i,r'irrl u"ited States of Arnerica for State a.d

Locar Governments (GAA'). Trre. UAS is a system;"r;;"ig";"a !v t!1 office of the cornmissioner of

Mu,icipar Affairs of puerto Ri.oibaA*,qr.itr,.spunfun acrJny,rs), a.governmentar e,tity created by law

to provide technical assistance a';r" municipatiti", ;; pr;";o ni"" in several admi.istrative and fiscal

matters'

TlreMurricipality'sUASrriostlyprovidesforlherel.oldineofrevenue.collections,disbursemerrtsarrdotlrer
limited,runlo"rilnr. In additio,-,,'tr.," u."o,,.,ting ,."orJs'u?-no, fully integrated, aird a double entry system

is not generalry followed. Accou'ting records are ,-riroir"J "n 
the cash basis a,d budgetary accounting

bases (two accounting bases thatiiii"i$g,rit,""ntrv-r'o'' cAAP) and do not comply with staternentNo' 34

of the Governmental Accor-r'ting i;;'r;";;r Board (cnse 34), as amended'

The forowi,g specific additio,ar co'ditions were noted i* relatio, to trre UAS of the Mu,icipality:

rAccoutitingtransactiol"tsarecurreritlyaccountedforsinrultaneouslytlrroughmanualand
computerized accountin; ,;;;*; i., 

^11ri"r, 
,- reco'ciliation procedures are made among them'

i'cludi,g the accor;nt,ng'ritrd, currerrtly.used by federal programs whicli are not reco,ciled witli

the UAS..The bala,ce Jrr""*"""*i, i,.irr";;i;;;; rl"oirciled and adjusted to conform them

to tto-n4"icipality's audited basic financial staternents'

o The UAS does not have the capabilities of: (l) distingLrish between expe,ditLrres{expe'ses) incurred

and encumbered. (2) recording and processi";;ll";;;;-"i;;nq u"Lt t'u''"uctions' pri*cipallv the

" accounti,g of d"preciatiJn un? u*ortirution z*p",rs", 131."to'ding and processing all transactio,s

related to revenues ,*rr"priui" to accrual tu""J"'* receivaute; ''ia' 1+1 recording and processing

transactions relatecl to loffir* 
-deb,t, 

incl'di,g bonds and notes fiuyutt"' obligations under capital

reases, reserves for feaerai cost disailo*",r";;,i;i;l;;t a.d judgme,ts' compensated absences'

estimated liability f"r;;i";;;i ;;lid *"r* r",riiirf.ror'-,r" u,',d ptst-closure t,aintenance costs' etc'

. No adequate year-end ciosing procedures are made to account for all transactions affecti,g all fu,ds'

oNoadequatesegregationismadebetweenitemsrepresentingactualaccoul.ltspayableandtlrose
representing outstancring encu,rbrarrc"r. a..orJingi;,rut"'iai-amounts of unrecorded liabilities are

geleralll' re-corded at fiscal year-end'

85



COMMONWEALTH OF PUERTO RICO

MuNIcIPALITY oF CaraNo

Schedule of Finding and Questioned Costs

.rune 30,2008

r The management of the federar programs administered by the Municipalitv maintains separate

accounting records for each f"d;i;;;;ram. which ur""noi reconciled with itie UAS (the official

accounting system of the MLrnicipality)'

oNoadequateandcompleteaccountingrecordsarekeptforinter.ftrndbalancesandtransactions.

r The audit adjustments resulting frorn single Audits are not completely posted in the UAS'

The basic fi*a*ciar statements of the Municiparity must be prepared usi,g the financial information obtai.ed

from various municipar departrne,ts a,d'?counti,g ,*oro, outrial or the official UAS' a*d fro*t

i'formatio, obtai,ed iron., ,.g,,rators and,r"a"p",ra.rt itiira purti"r-.-- i,, additio,, the Deparlrnent of Finance

does 'ot 
maintain accountinf records.and. woiking papers s*pporling trre bara*ces and discrosures repofted

i, the basic fi,a,cial .i*"*.irir, p.ir.iputry]tt or" i.i*a to governrnl,t-wide fi.ancial reporting'

The DePartment of Finance does

i",tor*.0 as part of the preparation

not rnaintai, accounti'g records supporling tire following procedures

';;;;;;;i" 
financial stiernents of the Municipalitv:

rTlreconversiot.Iofaccountingrecordsfromtlrecaslrbasisofaccor'rntingto- 
irri, 

"f 
accounting used by govemmental funds;

the modified accrual

o Trre co'rversio.r of governmentar.funds from the rirodified accruar basis to the accruar basis ot

accounting "e;;; 
g-;#;""t-wide financial slatements; and

oWorkingpapersandanalysesofsignificantbalance'sreportedirithebasicfinancialstatements,suclr
as capital urr.*, u""ou,,i, ,"."iruii"'1,,u,icipal f i"'""" g'untt una co,tributions' etc')' deferred

revellues, accounts payabre. ""d.r"rg-,)r," "uiGio*, 
(ror-ritrictr the generar practice is to rery upon

the ,otifications received frorn ,lr"E;;il;;;;;;;;Gt"'t eunL f& Puerto Rico' the Puerto Rico

Treasury Departme,t, the Federarc-"r#r,,""' and the M;;,,;;[;i Reverlue Collection center for the

balance of its outstanding debt uno ttr" *ithnotaing for its debt service)'

CRITERIA:

Article g.010(b) of Law No. gr of A*gust 30, r99r, know, as.the Autottontous Municipalities Act of Puer.to

Rico (LawNo- 8ri,"'i"i" ir'^itr.," ft";;;^lit il'l f:l'ii'i;' f*J accounting in accordance with

Accounting erinciptes ce,eralry Rccepted iri it,. unit"a stut".'oi a*"rr"u (GAAP)' as promulgated by the

Governmentar Accountirlg Standaras eouoa^[iesgl, trre Nation"ai c",.*io"" on Governme,tal Accounti*g

(NCGA) a*d ttre cou"ri.,Ir"ntat Accountil)ffi;ii;;';;t;;;cial Reporti'g book (commonlv known as

illue Book). '+

r. additio,, Article g.0r0(c) of LawN? 
"sr 

states trrat uniform accounting system used by the Municipality

must: (t) produce ;;;i;';;"n, i,]o financial statements' (;; p';# ctmplete information about the

results of operatio,, "r,rr" 
Miiniciparitv, ,nJ oiln"ludq the ,r;;t:",y internal controls to account all funds'

*pl;;1 irri, una other assets of the Mr-rnicipality'

Fuftrrermore, Section 5 0f the Revised fe.gutali?r:-on la1ic 
stLntrardsfor the Mtutic,i,arities of puerto Rico'

which were created pursuant,to ArticlS 19'011 of Law N;' 8i"'una upp'o''"d bv the office of the

commissio,er of Mu,icipal Affairs, ,ru,*rrut the accounting 'ylit'-' 
of the Municipality should include:
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. Fi,al e*try books that allow for the preparation of mo,th-end summaries of transactions for posti,g

i* the origi'al entry records and for [f.,"?"rfr"rirg of inforn.'uiion n"td"cl for the preparatio* of basic

financial statements and other reports;

t ,' | ' - i,.iornal nnrrtrols and tlle
. Fiscal procedures for the system,s operatior-rs, establishing proper i,ternal controls and th

prevention "i',["*]iuriri;r. 
" Th; {.;01';"3 should p'ouia" for the timelv and accurate

perfonnance 
'oi"ofi"ru,loor. rt ,r-,,ia i,clude ttr" n""Lssary records' files' reconciliations'

adjustments,closingentries,r.po't"-unoallothern"""'*o'ydo'cumentationtosupportthebasic
financial statenrents'

Due to the conditions referred to above, the preparation oTthe Municipality's basic financial statements as of

a,d for trre fiscar y.";;;;J june 30,-200i;;; ;."re difficulilnJ i"* ifficient tha, wo,ld have been i,

ordinary circumstances. A sig,ificant a,nount of adjusti*g "ntri", 
nud to be made to the financial data arrd

reports processed througrr thtuAs in ordlr to properry-account for unrecorded transactions a,d to correct

transactions recorded i. the wrong u..ounii',irl"i""J.'si."",ir"'u""ornts and other accounting records of

the UAS are not designed to provide u1i trrz inforrnatio. n"."rru,y to- qrepale the Mu,icipality's basic

fi,a,cial srate*erts, tt.,? rurrni.ipaliry had to 
"Uoi' 

u'ld p'YJit*i'"i"r dutu fto* several sources outside

the uAS. Trrese conditio,s represent ,r,ul"riut weak,esses i, ,tr" Municipality's internal controls over

financial rePorting'

Trre co'ti*ued fairure to rrave an adeqr:ate accounting system'does ,ot allow trre Municipality to have tirnely

and accurate financial informarion for 
!11 

decision ,ruling pr;;.-l;-, uddi,ion, fi,anciar reports prepared

mav trave erfors or omissions that *ilt ;ff:';;'il1Ti.,,,]1n"iui"i""i'iont' Another effect is the use of

i,alcr_rrate fi,a,ciar inforrration as a base for trre preparation "il,rrr^iurdgets, 
which, therefore' may result

in budgetary compliance problems' 
.

RECOMMENDATION:

we recomrne.d trre Mu,icipality to expl0re different arter,atives for the implernentatiorr of a new

accounting system i* cornpliance vrith ;ti'jtri'#;^ft1:;l;''tJ to"ut laws and regr-rlatio,s' Tliis process

srrourd incrude only accounting systemr'rrrll'*irr enaple trie Municipality to p'*ur" its basic financial

statements in a timely manrer and in ""',rmirv 
with GAAp- ii;;;t#ms io be evaluated mLrst provide the

necessary finun"iui,i,rformation ,rru, *iir"'rJ*. u, the basis for the effective contror of revenues'

disbursements, assets and liabiliti"', u'a' tr,," 
'oponi'g 

"jttt"r., 

-items i, the Municipality's financial

statetneuts, including:

. . The irnplemer-rtaiio. of a double entry accounting^systern, the integration of all subsidiary ledgers

arrdtlrereconciliatiorrwiththerecordsmaintainedforfederalfun{.1;.

c The'preparation of periodic financial reports to be submitted

the Mr-rnicipal Legisiature and the federal grantors; and

o Adequate trainirtg to all accoLtnting personnel to improve the understanding of the system and to

proniote oPerational effi ciencY

to the Director of finance, the Mayor'
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The Department of Finance must establish and document new accoul'lting policies and procedures addressed

to correct tt.,e non_conifliance situations #;*d ; uuou". A";;;iG'poricies. and ororedures srra* be

promulgated by an ;;J,rffiJ.ili:,i,-anagement to ernpl,-asire tnlii irnporlance and authoritv' The

documenratio* or ,,r"li u""o*rting policie;;ffi procedures rh;il;; updated'periodically accordi,g to a

predeterm ined schedule'

08-02 INACTIVE AND UNNECESSARY FUNDS

Tlie Municipality is mai'tai,ing an excessive number of fl-,-ds trrat have been inactive for a lo,g period'

The accounting recorJs i,cludi o"",. qfiiir.r",ri-ru"a, t,,o"*ii'lr;'l::pecial Revenue 'and 
71

oerlainingto the a"oiil pr":."rr arrorl'*ili"i., ","trr,"a,o 
sz,igo,+g2,-many of which have been rnactrve

or had insignificant L;t;;;; o,. op"'utions durirrg the year under audit'

This situation results from the need_to anaryzeand close,inactive funds whe'thefund's objective has been

achieved or are ,"" I;;;;, of significa";;.' i; internal 
"on'rrJ 

;;;;;"* should- provide for the accurate

*aintena,ce "f 
,rr" bili;, ;;rf;; fr,,*s u,-,d ur"ou'ts necessurv ," "^"v 

out the M,*icipality's operattot'ts'

GRITERIA: 
'^n I r.'- ous Municipalities Act of

i,:;i):if:i,iH\jll*iIJ,:;i#i,*::Ti;3;J33J;,1:"il:J',9: 
!ll{i,i{';;"r""I "'i"' '1rre 

ru,d's

;;i;;;""t have been comPleted'

NCGA Statement No. r. paragraph 4, states trrat "governmentar u.its should establish a,d mai,tain those

fu'rds required by iu* una ,ori',d fi,-,"r;;;i-;d,rinist-ration. oniy tr," minimum number of fu.ds cousistent

with legal a'd operating requireme"o ,i"rii'u"'.-r"uro1"JJiti""';;;;;*ury 
r*ot result in i,flexibility'

undue complexiry] il'f';fi;tent fi nancial administration"'

In additio., trre recomme*ded practice.on 
,,rntprovin^g.the Effectiveness of Fund Accounting" (2004)' issued

bv ttie Gnr"r,.,*.,iipi,',un". Oin."r,,e'-';J;;i;; otit'" U;i"iii"i"' "'a 
Ca,ada (GFo[)' states that it is

inruorta.t i, trris r.gura to distinguislr;;;;;;;g ton-r nnu".lir"p"ni"g. whereas ar accountiug systenl

rnust co*ect "* "fi'" 
data needed ;;;;r" 

-and 
d",,',onrir"i. ig"r Jomplia,ce' fi,ancial reporttng ts

concerned wittr only those aspecr, ", 
#*ii"r;";; ur" oii*portanie to users of g"n"rul purpose external

financial rePorts'

This situation occurred because the. Mu'icipality has not analyzed a*d closed inactive funds a'd bank

accounts *rr"n rr-," r,rrd.s objectives have been met or are ;ffiil;"r"""'t' The conti,ued maintenance of

trrese fu'ds uno u""ornt. ex-poses rlr" M;;;i;uiir, *,n" rlr^-'r,i*i.J-r" of.fLrnds from inactive accottnts

for activitie, notlnt.,,decr to be nnrr."iii;i;rh*; fund; ffi;;;;entioned conditions represent rnaterial

weaknesses in the Municipality's i*"r*i""l r,lot, o'"t financial reportingi

RECOMMENDATION:

The Mu,icipality srro,ld close .all ,,r-Inecessary 
and inactive fu'ds or accounts' B*dgetary balances or

deficits r"*uini,igl,.,-rt,or" rr,-,ar rrrouiil;;;-,r*,tg,t"d';;; ot#tt' closed or establGhed bv law' The

Municipalitv ,n"iri'a"i"rrnin" *nori#irr"rri"na.iou.iJi;".";;"ri;ie 
funds were met' For atl funds that

have compried witlr trre requirem"rrr,^ri-," Municiparity ir"r,a ","r"-th",r- 
Remaini,g barances in those

fu'ds should be disposed of in ,".ori"un"" *iir., i".ir ani federar laws a*d regulations'
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08-03LACKoFMONIToRINGANDFRAUDPREVENTIoNACTIVITIES

As part of our evaruation of i,ter'ar contrors of the Municipaliry we ,oted that the Municipality have not

designed, documented *or praced t" "]r::i;;s-specific 
in*rnui'"'o,rrrols and procedures desig^ed to prevent

fraud a,cl certain types of misappropri",i", "i 
[r",r, inclLrding"c"en"i' titt*iions that may lead to material

iriadequate nnun.iuru"r.il;;;. 
.-i;-laai,i-on,-aoes 

not r.""p-u"?ii,uui"'r*"iar of the results of mo,itoring

activities p".for,r".i ;ffi;;i;,"b"rrr.*Jnl ,,i1r" identific;;i;;-and "uut'ution 
of the different tvpes of

fraud risk factors ;;;";i;*d with trre 
'Municipaliry,s core;;r;;t. Trre aforeme'tioned coriditions

represent marerial *;;il;r;", in the Muni"N"f d;; i"ternal controls over fi,ancial reporti,g'

Article 6.004 of LawNo. gl of August 30, i991, k-now1 as the Autonotttous Municipalities Act of Pz'rerto

Rico (LawN". gi), ;;ti"," iurunia-ip"ritv .rr^liplrfo,m i*"rr"",i""s, audits and monitori*g activities over

all municip"r "p.r.i"",,r"#;;;;J;,.r., 
,'ruji"'i,l',ar, i""rrairs"i,;'ii;];1'^']:'-9"' u" u'''d dispositiorr or

capital assers, tzi trunr*rions and ",.*l;il;i "ii"t**"trat]ve 
units (municipal departments)' and (3) all

accounts, records' ffi;;'t'rt'*o' tuagi;; il any otlier financial activities'

These conditions arose by the lack of effective controls and procedures for the evaluation of significant risk

factors i, arl rnunicipar ai.eas, the rack Ji;;;i;:rFg-:f:"*rr"a t"*i'oring activities' and the lack of

frop", allocation of irurna, resources ;; [i,;:;t["d't"'1o p;"; the activities required by law'

RECOMMENDATION:

We also recommend the Municipality. to prepare u.,:u:.,uu] :f policies and Procedures specifically desigrred

to preverrt and aetecl ;;;. ih"'r,,arri"ipiriiy shourd utro t ."p?nnal documentation of alr fraud preventton

and mor"ritoring u"tiriti"s performed d'ffi;i*";il;"];ff.,!"il'fi;;;iil"tig1*a 
evaluation of all fraud

risk factors. Fr";';i;k assessme*ts ,h;;il;; ,"viewed rJ':ili;i"'""rria", crranges in the operating

p"f t"* "itft" rt'ru]li"ipufity and the control environment'

08-04 CASII AND BANK ACCOUNTS

Trre Mu*iciparity. rras 
'rot 

established sufficient contrors.i, the rrandling of bank accounts to prevent errors

and irreguraritier irlm being timery ;;;il. ir.,. foro*il;'**;;iieficiencies were noted during our

examination:

a)Recorrcilirigitemsordifferenceshave.beenoutstandingfor.moretlranoneyearwitlrout
adequatd explanation il;;;k-reconciIiations are the folIowing:

BANK ACCOUNT NAME

o Cuenta con iente

. Emprdstito$10,450,000

RECONGILING ITEMS
AMOUNT

s 2,682

123^687

s 126.369
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RECOMMENDATION:

Monthly bank reconciliations are a strong inte,ral contror feature over cash and could indicate a,y potential

rnisappfication, ot"urir. 
'w" 

r""o**"na ttr" lrruniciparity identiff and resolve.reconciling items each month

in order to provide a more accurate accounting of cash u""ountr,'"nirance the inte.ral co,trols over the caslt

function, and improve cash management'

b)Checkstotalingsl,6l3,asof.June30,200s,havebeenoutstandingformorethanone
v""' if,rJUunk reconciliations are the following:

AccountName

Payroll Account

Health examinations
EmPloYee evaluations

Job DescriPtion OCAP-1 6

Good Behavior certifi cate

Regular or sick leave records

Drug detection tests

Child SuPPort Form ASM-5

PR Retirernent SYstem Documents

Birth Certificate
Change RePort GMB-OP-1 5

CoPY of Social SecuritY

RECOMMENDATION:

Amount

$ 1 ,613

RECOMMENDATION:

The Mu,icipality srrould improve its co,tror procedures over bank reconciriations to record the necessary

adjustrnents *r.,"n trr",]"1r" Irirtunairg "t.,""t 
! for more trran one year- Stop plyments should be issued to

cancel checks outstanding over twerve ,";;;i;. s*ch crrecks Jro*ra be substiiuted with new checks and

deposited i. the appropriale account, in o'i"' io 
''uft" 

the funds available to the Mu,icipality'

08-05 PERSONNEL FILES AND RELATED PAYROLL PROCEDURES

During our audit, we tested a sample of 40 emproyee fires and noted that several files racked documentation

supporti.g trre emproyee,s salary, ,tutu, or'"iiiiuiritv. The following exceptions were noted duri,g our

examination:

2 files 5%

33 files 83%

11 files 28%

5 files 13%

4 files 10o/o

3 files 8%

4 files l0o/o

13 files 33Yo

2 files 5%

3 files \Yo

2 files 5%

The personnel Departrne,t srrourd review each ernployee fire and ascertain their complete*ess. Management

courd desig, u .tunourJ checkrist where irr" ni" i.ri"*", "ourd 
Jetermine if documents are missing from

each file. Signed exemptions certificates uiri'*irroriratior.rs for non-statutory withholdi,gs should always

,uppo.t tl're amounts withheld from ernployees'
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08-06UNAUTHoRIZEDUSEoFNEXTFISCALYEAR,SMUNICIPALLICENSEREVENUE

Mu,icipal rice'se tax revenues of the fiscal year 200g1009, which were corlected i. advance from

uxpayers berween lanuary 1 an{ June 
]^0, 

ffi ([i;*, in spui'n u' "Patente en Suspenso")' were used by

trre Murricipality to cover certain op.ruti,ii ."Jr, *a "*ri n"*t sronug", of the general fund incuned

during the fiscar y";;l"d June 3b, 2dr.]"il;;"#d m*nicipal ltense^tax reverues amounted to

$10,644,es0 una *"r"-r"l^r"oi" tt," vot,i,ie ;#;;;;; ;;"#;; Return of the fiscal vear 2008-200e

which were filed by t;'p;;' bt'*""n January and June.2008'

Those uneamed reve.ues co,ected i, advance pertai, to.the-general fund's 9g11atinu 
budget of the fiscal

vear 2008_200e, courd not be used to or, "iiLIrj",r, "r 
rh" fi;;;i;;r')boz-zbos uni *"'J not authorized

ilvl *uni"ipal ordinance or resolution'

Tlie foregoing condition is primarily due to the following reasons:

. During prior fiscal years' the general fund's expenditures have exceeded

which have lead the M,nicipatiry'il ut.o 
"onri.,ently 

consume in each

nir-rnicipallice-rrse,."u"',u",collectedinadvancefortlierrextfiscalyear.

o The Uniform Accounting Systern.(uAs) does lrot provide for the gathering and

accurate nnun"iui"lni"r,i"ti", ^na 
pr"purution of accurate financial reports on a

Therefore, ,i""" "urr.iu 
nnun"iut i,ri;;;ii;; is not readily available' managernent

make effectiu" u,rl""in"lent decisions conceming the use of resources'

r Trre Mu,iciparity does not prepare cash flows forecasts a,d projections to anticipate any cash flows

shortage.

o Management does not rrave timery _and 
accurate iriformation regardi.g its operations and cannot

mor1itor th" adi1erln."',"ifr" "stubtirt].JUuag", 
appropriations and cash flows'

r The Municiparity is appropriati,g expe'ditures assuming tliat budgeted revellues rrave been actually

collected.

its revenues consistentlY,

fiscal Year, the unearned

recordirrg of
timely basis.

is not able to

cannot Prevent the obligation of
r The budgeting system does not reflect actual reverlues' therefore

expenditures for which current resources will not be available'

The conti,ued occurrence of this situation wilr result in possible sig'ificant ge.eral fu,d

eventual reducriorr or elimination of municio;';;;"; since^fr-rture .Jut''"t will ,eed to be

accumurated liabilities. Trre aforernentronecl co,ditio,s represent a materi;rr weakr:ess in the

internal controls over financial reporttng'

CRITERTA:

Articleg.004(b)of LawNo.gl of Aug,st30, 199l,k,ow.astlg AntonomousMunicioaritiesActof Puerto

Rico (LawNo. g1) ;; irruirr.," vrur-i"ipurity'.u,rro,,se or obrigate any amount in,a given {iscal year that

exceeds the approp.ations and ttre ,"r"rrJ:l'Jfi;;;J;; ";di;';;;" 
oi resolutiou for such fiscal vear' I,

addition. the Mu'icipality can,ot u. "o**i,r.a, 
in any foyr, to any contract or ,egotiation for the future

payment of amour1ts il.,utl*"."d the current fiscal year's budgeted resoLlrces'

limitations and

used to PaY for
MunicipalitY's
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MulllctPnllrY oF CaraNo

Schedule of Finding and Questioned Costs

Jr-rne 30,2008

RECOMMENDATION:

we recommerrd the Mu.icipality to prepare cash flows forecasts a'd projections to. a'ticipate a,y cash flows

shortages and to """i;';,r';; 
it,rancial'"*"t"' of future nttufy"uttio to'"' the operating,eeds of the

current fiscal Year'

we also reco,rurend that annuar b*dgets must be developed using elements of performance-based program

burdgeti,g una ,"ro-uur"a ilrJg"ri,rg,-and ;,*l;; "rii,rut"' 
of 

'"'""nut' 
a,d other resources for the ensuing

fiscal year ,nder raws ,ira ,."[urxio", ;;;;;;-rt rr* time trre budgets are p.repared' This process must

erlsure that the operatio*al budget 
"f 

tl,," g;;;;;;if;;J i; acljusted for uncollected budgeted revenues'
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COTTTTONWEALTH OF PUERTO RICO

MuNtctPat lrY oF C'lrnNo
Schedule of Finding and Questioned Costs

June 30, 2008

Section III

Prog.ram

GENERAL MATTEF^S APPLICABLE TO MORE

TIIAN ONE PROGRAM

All Federal Programs 08-07 FBDERAL FINANCIAL'REPORTS

The accountitlg records maintained . .by. 
th" i:9::::

P;;;r;t office are not reconciled with the accountrng

records *uin,ui,[i 
'"Ly 

the "Municipality's 
.central

accounting a"pu,t''"nt records' The Municipality has not

established p'o""d"'"' for the reconciliation of the

transactions r"ror-dlJ in rr.r" pro gram' s acco untin g records

rvith those *;;J i' the" Municipality's central

accotttiting departnrent records' As a result' this condition 
'

may lead to inu"""-*t" ttpotti'g of programs supported

activities.

Federal Award Findings and Questiotled Costs

Criteria:

OMB Circular A-l 02,20 (b) (2) requires recipient of federal

funds to have a financial '''*'ug"t"nt 
system that provides

for the maintenance of accurate' curreut and complete

records of the nnuntLtIL'uLo of f"dttally assisted activities

in accordance with the financial reporting re-quire'ments of

the Federal n'og'unl' The Municipaliw should prepare

federal fina,cial ,"pon, bus"d o,', tne erograms u,derlyi,g

accounting records'

08-08 EQUIPMENT AND REAL PROPERTY MANAGEMENT

Statement of Cond ition :

The Municipaliry has not cornplied with the property

management requiremel ts' Tilere - 
were no physical

'inveutories p"'fo''"lJ'a"ing tf.r" fiscal year ended June 30''

2008. r

The Federal Programs lias subsidiary ledger of'equipment

acquired rvith federal funds' however' such sr-rbsidiary ledger

does not comply ;lih;";J'"1 requirements because it does

not: (1) hu" inf*'ution '""d"d 
to calculate the federal

share of the cost oi tlie equipment' -(2) 
have informatiotr

about the iatntin"iiio"-nu'rrUlt of the'asset' such as the

manufacture"' '"iili 
ru*u"'=' (3) identify the grant under

which the p,og'u'f 
'utq'it"i 'tf't" 

equiptnent'' ' 
(4) liy'

information about the location' u'" und condition of the

Ouestioned Cost

NONE

All Federal Programs
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COMMONWEALTH OF PUERTO RICO

MuntclPlt-trY br C'luNo
Schedule of Finding and Questioned Costs

June 30, 2008

equipmer-rt and the date the information was obtained' and

iiiir^* "f 
f peftinent infonnation on the ultimate transfer'

replacement, or disposal of . the -equiprnent 
(6) have

information about acqirisition date and unit acqr-risition cost'

Fufthermore, there is no evidence tliat the total amount of

"rpi"f 
expeirditures and the cornposition of capital assets

incurred by Federal f'og'u*t have been reconciled with

the general ledger or othZr control accollnt to enhance the

controls to prevent unauthorized disposition ofassets'

Criteria:

29 CFR 97.32 (d) (2) established that the Municipality

should take the pf'y'il]uf invent6ry and reconcile the results

with the propefty ;;;'Jt' In addition' section (d). (3)

estabiisl'res that a control system must be developed to

ensllre adequate t,ft;;' tJ prevent loss' damage' or theft

of the ProPertY.

Federal regulations also require thaf, ,eveV 
two years''at a

rninimum, u ptly'itui'i"'".rioty shall be conducted and the

results shall be reconciled wiih property records to 
^verify

the existencr. "urr"*'r,itization, 
and continued need for the

equipment. e'ly- 
-lit"tepancies 

between quantities

determined by the if.ryti"'f inspection with those shown in

the accountirg ,"tl'i' shall be investigated to- deterrnine

tlre causes of the diff.,",.,..,. Propertv records shall be

.accurate. erop"nylttoJt tf-ruff include the following for

each item:

o A description of the equipment including

manufactut er's serial trumbers'

o ldentification number, as the manufacturer's
' serial uutnbers'

. iJentification of tlie grant under which the

;;;i;i"-t acquired the JquiPrnent' :
. Tlie information neededto calculate the federal

share of the cost of the equipment'

. Acquisition date and unit acquisition cost'

r Location, Llse and condition of the equipment

una *," date the infonnation was obtained'

. eif pertinent information on the ultirnate

irunri"r. replacement or disposal of the

equiPment.

Ouestioned Cost

Progratn
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Program

Child and Care

Food Program

CFDA No. 10.558

Recommendation:

A physical inventory of the Federal Programs capital assets

should be taken as soon as possible. Physical inventory

amounts should be reconciled with the property recorded on

iir"" trutiii"ty ledglrs' This information should be

reconciled with the monthly didbursementt t^d" 
'1q1::'

the budgetary accoLlnts used for property acqulsltlons'

Disoositions must also be rnade only upon approval of the

M;;;"1 Property Administrator and the Finance

08-09 FEDERAL CASH MANAGEMENT SYSTEM

Statement of Condition:

The Murricipaliry has not established effective cash

nrunog"nl"ni prot"dut"s' The program has au average

.url1 fruf 
"n.e 

of $1 li.,lgg,during the fiscal year' There

;;;; ,rortn, whicli reported balances as high as

$131,929, atthe end of the mouth'

Criteria:

Federal regulations require that Grantee shall conform to

ir* .t"ra"frs appticabll to advances frorn Federal agencies'

;;;il ."qu"it"d should be limited to tlie Programs

immediate cash needs'

Recommendation:

In accordance with Federal regulations' the

rlr"ria estimate drawdowrts of Federal funds

|ossible to the actual disbursernents'

COMMONWEALTH OF PUERTO RICO

MulltctPlI-ITY oF Cn'raNo

Schedule of Finding and Questioned Costs

June 30,2008

MunicipalitY
as closelY as

,+

08-10 FEDERAL CASH MANAGEMENT SYSTEM

Statement of Cond ition :

The Municipality has not established effective cash

;;il;;; p.""au'"t' The program has an average cash

il;;;" of $l2,t62, during the fiscal.year' There were

montlrs whiclr r"po'teJ balfnc"s as higir as $67'257' atthe

end of the month-

Ouestioned Cost

NONE

EmergencY Shelter

CFDA No. 14.231
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Program

Child Care

CFDANo.93.575

CommoNwEALTH or Pus'nro RICO

MuNIctPnt ITY oF C'lrn'fro

Scliedule of Finding and Questioned Costs

June 30,2008

Criteria:

Federal Regulation required that grantees shall conform to

if* ,i"ra".it applicable to advances frorn.Federal

Aeencies. e*ountJ''"q""'tea should be limited to the

P,:og.u,r', imrnediate cash needs' 
.

Recommendation:

In accordance witli Federal Regulations' the Municipality

sliould estimate Ot*Jo*tl of Federal funds as closely as

possible to the actual disbursements'

08-11 FEDERAL CASH MANAGEMENT SYSTEM

Statement of Cond ition:

The Municipality has not established effective cash

lnarlagelrlerr, p'o"ta"l'' iil" ptogtam has an average cash

balance of $8,252, during the fiscal ,year' 
There were

motrths whicir 
"oort;i';;i"nces 

as lrigh as $44'385' at the

end of the month'

Criteria:

Federal Regurlation required .that 
grarrtees shall conform to

the standards applicable to advances from Federal

Asencies. A*";;;t"';;u"""a should be limited to the

Pr"ogru*', immediate cash needs'

Recommendation:

In accordance witlr Federal Regulations, tlre Mutticip'ality

should estimate d;;;;;;; of Federal funds as closelv as

possible to the actual disbLrrsements'

08-12 FEDERAL CASH MANAGEMENT SYSTEM

Statement of Conditiott

The Municipaliry has uot 
-established 

effective cash

mallagemellt p'J""Ju'"'' During our review of the

request of f,"a' pJ'f*med during the year' we noted

Questioned Cost

NONE

SBGP Program

CFDA NO. 14.2i9
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SBGP
CFDA NO. 14.219

COUVTONWEALTH OF PUERTO RICO

MuNtctPll'ITY oF ClTeno
Schedule of Finding and Questioned Costs

June 30, 2008

tlie following defi ciencies:

a. From 83 request of funds performed.during the year

)i 6oyrl disbursements has a delay of 10 days or more

between the funds receipt date and tlie disbursement

date.

Criteria:

Federal regulations require that Grantee

it," stunauils applicable to advances from

,^.*"",ut ,"qu"it.d should be lirnited

irnmediate cash needs'

Recommendatiot-l:

In accordance with Federal regulations' the Municipality

should estimate drawdr;wns of 
-Federal funds as closely as

possible to the actual disbursements'

shall conform to

Federal agencies.

to the Programs

Recommendation:

In accordauce with Federal regulations' the Municipality

should estimate arawdo*ns of Federal funds as closely as

possible to the actual disbursements'

08-13 FEDERAL CASH MANAGEMENT SYSTEM

Statement of Cond ition:

The Murricipality has not established effective cash

management procedures' During our review of the

P;;;" disbursements, the fbllowing exception was

noted:

a. The bank accouut maintained a book overdraft

amounting to $5-10, since the Program issue checks in

excess of ba'lk Uutun"" for sucli amount during the

montll of SePternb er 2007 '

Criteria:

Federal regulations require that Grantee shall conform to

the standards uppti"aUt" to advances from Federal agencies'

Amounts ,.qu.""a 'ilo'ta 
U" timitecl to the Progratn's

i**.aiut" cash needs'

NONE

NONE
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COMMONWEALTH OF PUERTO RICO

MUITICIPNIITY OF CIUNO
Schedule of Findirig and Questioned Costs

June 30, 2008

SBGP
CFDA No. 14'219

08-14 INADEQUATE DOCUMENTATToN OF

PARTICIPANT FILES

Statement of Condition:

As part of our test to detennine whether the grantee

assure that the rehabilitation rvork is properly completed;

*" ,"f""t.d a sample of 31 participants' The follow'ing

documents were not available for examination:

l. Inspection of the rehabilitation work upon completion 21

2. Evidence of construction material retllrn

Criteria:

According to 24 CFR, 570'506 the grantee must assure that

the work i, p,opt'ty-completed'- For each residential

,"f ,uUiiitution u"ti,itvil.re foliowing records are needed:

a) Rehabilitation contract describing the deficiencies

in each structttre to be corrected'

b) An inspection of the rehabilitation work upon

completion 
''o 

"'u'" 
that it was carried out in

accordance with contract specifications'

Recommendation:

The Municipality must inspectthe rehabilitation work upon

completion to u"'i" ttrai it is carried out it-t accordance

wittr the contract specif ications'

o8-1 s EARMARKING REQUTREMENT

Statement of Condition: .{

As of June 30, 2008, tlre Municipality expended less tirarr

;; ;;;, of the f,nds over a period of up to three years'

fJr' activities that benefit iow-and. moderate-income

poton. as required by tlie federal regulatiort'

SBGP
Program Year 2000

Program Year 2002

CFDANo. 14.219

NONE

Files 68%
I File 3%
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Program

Even Staft
CFDANo.84.2i3

COiTANAONWEALTH OF PUERTO RICO

MuNtctPa'IITY oF CarnNo

Schedule of Finding and Questioned Costs

JLrne 30,2008

Criteria:

Accordirrg to 24 CFR, 510'420-(e) and 570'430 the grantee

;;;; ;tt;t" hat not less than 7d percent of the funds must

be used over a p"'ioJ of up to three years' as specified by

the grantee in lts certification' for activities that benefit

low-and moderate-income persons'

Recommendation:

The Municipality sliould establish procedures to ascertain

tfrr, .","pfV'with the earrnarking requirement in accordance

;il t; ifR section s 570'420 and 570'430'

08-16 FEDERAL CASH MANAGBMENT SYSTEM

Statement of Cond ition:

The Municipality has l'rot established effective cash

management p,o""O""t' The program. has an average cash

il;;;" of $13,584, daring tlie fiscal.year' There we.re

months which ,"ponta Uulf'''ces as high as $89'889' at the

end of the month'

Criteria:

Federal Regulation required that grantees shall conform to

ir* ,i"rar.it applicable to advances from Federal

Agencies. e*o''.rit't"quested should be limited to the

Pigram's immediate cash needs'

Recommendation:

In accordance with Federal Regulations' the Mut-ticip'ality

should estimate Otuwdo*'l of Federal funds as closely as

possible to the actual disbursements'

Questioned Cost

NONE

Total Questioned Costs
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COMMONWEALTIIOFPUERTORICO

MuxtcrPar'rrY oF Ca'ra'ilto

Summary schedule of prioryears audit findings

Fiscal Year2006-2007
June 30, 2008

The fo,owi'g scrredure contains the fi'di,g number and titre of each of the findings i,cluded in the

Report on compria,ce and Internar contrll Based on the A,dit of the Generar purpose Financial

statements for performed in Accordance with Government Auditing Standards-forthe Fiscal year ended

June 30, 2007. Under the heading corrective Action Taken there will be the following:

FR - Fully resolved (indicating the corrective action flan was fully implemented)'

PR - Partially resolved (indicating the corrective action plan was partially implemented and the frnding

repeated in fiscal year 2007-2008)'

NR - Not resolved yet' Finding repeatecl in fiscal year'2007-2008'
Corrective

Action
Finding -n:+r^ Taken
Number ' r rlrv

07-01 Deficiencies in the Uniform Accounting System

and other Accounting Records NR

07-02 Inactive and Unnecessary Funds NR

07-03 Lack of monitoring and fraud prevention activities NR

07-04 Cash and bank account' t*

FR
07-05 MuniciPal license tax

07-06 Disbursement test NR

07-07 Personnel files and related payroll procedures FR

FR
07-08 Cash receiPt test
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COMMONWEALTII OF PUERTO IUCO

MuNrcralrrY oF Cnra'No

Summary schedule of prior years audit findings

Fiscal Year 2006-2047
June 30,2008

The folrowing schedure contains the finding number and titre of each of the findings included in the

Report on compliance with Requirementr^l-pp-li*b1. to r,u"t vtajor Program and Internal control over

compliance ln u"cordarce with b^ag cir.rlu:r?r:g for the Fiscai Year ended June 30' 2007' Under the

ffiid corrective Action Taken there will be the following:

FR-Fullyresolved(indicatingthecorrectiveactionplarrwasflillyimplemented).

PR - Partially resolved (indicating the corrective action plan was partially implemented and the finding

repeated in fiscal year 2007-2008)'

NR-Notresolvedyet.Findingrepeatedinfiscalyear"Z\a1-2008.

Finding
Number Title

07-09 Federal financial reports

07-10 Procurement, suspension a:rd debarment

07-11 Equipment and Real Properly Management

07-12 Federal cash management system

07-13 Federal cash management system

07-14 Federal cash management system

A7-15 Federal cash management system

07-16 Financial rePorting

07-17 Inadequate documentation of participant files

07-18 Earmarking Requirement

07-19 Matehing. levelof effort and earmarking

Corrective
Action
Taken

NR

FR

NR

FR

NR

NR

PR

FR

NR

NR

FR
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COryTryTONWEALTII OF PUERTO RICO

Murvtcrrar,ITY oF C.q.rA'No

Summary schedule of prior years audit findings

Fiscal Yeat2005-2006
June 30,2008

Partially resolved (indicating the corrective action plan was partially irnplemented and the finding

The following schedule contains the finding number and titre of each of the findings included in the

Report on Compliance and Internal Contrll Based on the Audit of the General Purpose Financial

Statements for performed in Accordance with Government Auditing standar^d1-forthe Fiscal Year ended

June 30, 2006. Under itr" rr"uairg Corrective Action Taken there will be the following:

FR - Fully resolved (indicating the corrective action piu, *ut fully implemented)'

PR-
repeated in frscal year 2007-2008)'

NR - Not resolved yet. Finding repeated in fiscal yeat2001-2008'

Finding
Number Title

06-01 Deficiencies in the Uniform Accounting System

and other Accounting Records

A6-02 Inactive and Unnecessary Funds

06-03 Lack of monitoring and fraud prevention activities

06-04 MuniciPal license tax

06-05 Disbursement test

06-06 Personnel fiIes and related payroll procedures

06-07 Cash receiPts test

06-08 Bidding Procedures

Corrective
Action
Taken

NR

NR

NR

FR

FR

NR

FR

FR
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COMMONWEALTH OF PUERTO RICO

MUNICTPNIITY OF CATANO

Su.rnu.y r.ttedule of priot y,"llt^1"dit findings

Fiscal Year 2005-2006

June 30,2008

The following schedule contains the finding number and title of each of the findings included in the

Report on comptiance with Requiremenrr'i';u;;;i;! F* Mu.io, Progtat. and Inter,al control over

compliance i, u""o.iin"" *ir', bMg cir.uruii-r:: for the Fi;";iy.u. Jna"a June 30, 2006' under the

heading Corrective i;ti"' Taken there will be the follow'ing:

FR-Fullyresolved(indicatingthecorreotiveactionplanwasfullyimplemented).

PR-Partiallyresolved(indicating.thecorrectiveactionplanwaspartiallyimplementedandthefinding
t"p"ut"a in fiscal year 2007-2008)'

NR - Not resolved yet' Finding repeated in fiscal year 2007-2008'
Corrective

Action
' Taken

NR

FR

FR

NR

NR

PR

FR

NR

FR

--NR(. :
L--

f"NR' '

-'.

Finding
Number

06-09

06-10

06-1 1

06-12

06-13

06-i4

06-1 5

06-16

06-17

06-1 8

06,19

Accounting sYstem

Federal cash management system

Federal cash management sYstem

Federal cash management system

Federal cash management sYStem

Federal cash management system

Financial RePorting

Inadequate documentation of participant files

Davis-Bacon Act

Earmarking Requirement

Equipment and Real Property Management

..t'
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