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Rodriguez, Rivera & Toro LLP 

Independent Auditor's Report 

Mayor and Municipal Legislature 
Municipality of Guanica 
Guanica, Puerto Rico 

Las Nereidas Condominium 
Mendez Vigo St. - Second Floor 

P.O. Box 1080 
Mayaguez, Puerto Rico 00681-1080 

Phone: (787) 834-3100 I Fax: (787) 831-2909 
support@rrtllp.com 

http://www.rrtllp.com 

We have audited the accompanying financial statements of the governmental activities, each major 
fund, and the aggregate remaining fund information of the Municipality of Guanica, Puerto Rico, as of 
and for the year ended June 30, 2005, which collectively comprise the Municipality's basic financial 
statements as listed in the table of contents. These financial statements are the responsibility of the 
Municipality's management. Our responsibility is to express opinions on these financial statements 
based on our audit. 

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

We were unable to obtain sufficient and competent evidence to support the allocation of pool cash 
transactions recorded in the General Fund because of the inadequacy of accounting records and 
reports, which do not permit the application of adequate alternative procedures. 

In our opinion, except for the effects of such adjustments, if any, as might have been determined to be 
necessary had we been able to obtain sufficient and competent evidence to support the allocation of 
pool cash transactions recorded in the General Fund, the financial statements referred to in the first 
paragraph present fairly, in all material respects, the respective financial position of the General Fund 
of the Municipality of Guanica, Puerto Rico as of June 30, 2005, and the respective changes in 
financial position, thereof for the year then ended in conformity with accounting principles generally 
accepted in the United States of America. 

In additton, in our opinion, the financial statements referred to in the first paragraph present fairly, in 
all material respects, the respective financial position of the governmental activities, the State 
Legislative Joint Resolutions Fund, the Debt Service Fund, the FEMA-Hazard Mitigation Grant 
Program Fund and the aggregate remaining fund infonnation of the Municipality of Guanica, Puerto 
Rico as of June 30, 2005, and the respective changes in financial position, thereof for the year then 
ended in conformity with accounting principles generally accepted in the United States of America . 
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In accordance with Government Auditing Standards, we have also issued a report dated December 22, 
2005 on our consideration of the Municipality' s internal control over financial reporting and our tests 
of its compliance with certain provisions of laws, regulations, contracts and grant agreements and 
other matters. The purpose of that report is to describe the scope of our testing of internal control over 
financial reporting and compliance and the results of that testing, and not to provide an opinion on the 
internal control over financial reporting or on compliance. That report is an integral part of an audit 
performed in accordance with Government Auditing Standards and should be considered in assessing 
the results of our audit. 

The Management's Discussion and Analysis on pages 3 through 15 and the Budgetary Comparison 
Schedule - General Fund on page 59 are not a required part of the basic financial statements, but are 
supplementary information required by accounting principles generally accepted in the United States 
of America. We have applied certain limited procedures, which consisted principally of inquiries of 
management regarding the methods of measurement and presentation of the required supplementary 
information. However, we did not audit the information and express no opinion on it 

Our audit was made for the purpose of fanning opinions on the financial statements that collectively 
comprise the Municipality's basic fmancial statements. The accompanying schedule of expenditures 
of federal awards is presented for purposes of additional analysis as required by U.S. Office of 
Management and Budget Circular A-1 33, Audits of State, Local Governments, and Non-Profit 
Organizations, and is not a required part of the basic financial statements. Such information has been 
subjected to the auditing procedures applied by us in the audit of the basic financial statements and, in 
our opinion, based on our audit, is fairly stated, in all material respects, in relation to the basic 
financial statements taken as a whole. 
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COMMONWEALTH OF PUERTO Rico 
MUNICIPALITY OF GUANICA 

Management Discussion and Analysis 
June 30. 2005 

Our discussion and analysis of the Municipality of Guanica financial perfonnance provides an overview of 
the Municipality's financial activities for the fiscal year ended June 30, 2005. Because this MD&A is 
designed to focus on the current year activities, resulting changes and currently known facts, we encourage 
reader to consider the infonnation presented in this MD&A in conjunction with the additional infonnation 
furnished in the accompanying basic financial statements. 

FINANCIAL HIGHLIGHTS 

• The Municipality has reported assets amounting to $18.31 millions in the accompanying 
statement of net assets, of which most significant are Capital assets, cash and cash in fiscal agent 
amounting to$ 14.27million, $1.93 million and $1.23 million respectively. 

• The Municipality's capital assets increase as a result of this year' s operations. Capital assets as of 
June 30, 2005 are $14.27 million, as compared to $ 13.24 million for the year ended June 30, 
2004, for a 7 .2% of increase. 

• The assets of the Municipality exceeded its liabilities by $6.85 millions at June 30, 2005, 
represented as "net assets" in the accompanying statements of net assets. Restricted and 
unrestricted (deficit) net assets amounted to $2.35 million and $(6.92) millions, respectively. Net 
assets invested in capital assets amounted $11.42 millions. 

• During the year, the Municipality reported revenues of$ 7 .57 million in the General Fund of total 
revenues restricted and unrestricted of $12.68 million. 

• Loans principal payments were $.20 million. During the year ended June 30, 2005, the 
Municipality issued $.145 millions on bonds payable. 

• The Municipality has reported total expenses amounting to $13.50 millions in the accompanying 
statement of activities. 

USING THIS ANNUAL REPORT 

This annual report consists of a series of financial statements. The Statement of Net Assets and the 
Statement of Activ1t1es provide information about the activities of the Municipality as a whole and present 
a long-tenn view of the Municipality' s finances. For governmental activities, these statements tell how 
these services were financed in the short term as well as what remains for future spending. Fund financial 
statements also report the Municipalities' operations in more detail than the government-wide statements 
by providing information about the Municipality's most significant funds. Both perspectives allow the 
user to address relevant questions, broaden a basis for comparison (year to year or government to 
government) and enhance the Municipality's accountability. 

3 



• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

COMMONWEALTH Of PUERTO RICO 

MUNICIPALITY OF GU.ANICA 

Management Discussion and Analysis 
June 3u, .WOS 

Overview of the Basic Financial Statements 

The Municipahty' s financial statements include three components: 
I . the government-wide financial statements 
2. the fund financial statements 
3. notes of the financial statements 

These components are described below: 

Government-wide financial statement: Arc designed to provide reader with a broad of the 
Municipality's operations and finance as whole in a manner similar to Private-sector business. These 
statements provide short-tenn and long-term infonnation about the Municipality' s financial position, 
which assist the Municipality's management to determine the economic condition at the end of the fiscal 
year. These financial statements are prepared using the flow of economic resources measurement focus 
and the accrual basis of accounting. The governmental-wide financial statements include; the statement of 
net assets and the statement of activities . 

The Statement of Net Assets and the Statement of Activities 

The Statement of Net Assets and the Statement of Activities report infonnation about the Municipality as a 
whole and about its activities. These statements include all assets and liabilities using the accrual basis of 
accounting, which is similar to the accounting used by most private-sector companies. All of the current 
year's revenues and expenses are taken 
mto account regardless of when cash is received or paid. 

These two statements report the Municipality's net assets and changes in them. You can think of the 
Municipality's net assets, the difference between assets and liabilities, as one way to measure the 
Municipality' s financial health, or financial position. Over time, increases or decreases m the 
Municipality' s net assets are one indicator of whether its financial health is improving or deteriorating . 
You will need to consider other non-financial factors, however, such as changes in the Municipality's 
property tax base and the condition of the roads, to asses the overall health of the Municipality of Guanica. 

In the Statement of Net Assets and the Statement of Activities, we divide the Municipality into: 

• Governmental activities - Most of the Municipality's basic services are reported here, including 
the municipal police, public works, garbage disposal, public energy and health services, and 
general administration. Property taxes, municipal license tax, state and federal grants finance 
most of these activities. 

Reporting the Municipality' s Most Significant Funds 

Fund Financial Statement: Report the financial position and results of operations of the Municipality' s 
governmental funds. The Fund Financial statement components are the Balance Sheet-government 
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COMMONWEALTH OF PUERTO Rico 
MUNICIPALITY OF GUANICA 

Management Discussion and Analysis 
June 30, 2005 

funds and the statements of revenues, expenditures and changes in fund balance. The Fund fi nancial 
statements provide detailed information about the most significant funds, not the Municipality as a whole. 
Some funds are required to be established by bond covenants . 

The Municipality's basic services are reported in the governmental funds, that uses an accounting 
approach which focus on how money flows into and out of those funds and the balances left at year-end 
that are available for spending. These funds are reported using an accounting method called modified 
accrual accounting, which measures cash and all other fiuanctal assets that can readily be converted to 
cash. The governmental fund statements provide a detailed short-term view of the Municipality's general 
goverrunent operations and the basic services it provides. Governmental fund information helps you 
detennine whether there are more or fewer financial resources that can be spent in the near future to 
finance the Mumcipahty's programs. We describe the relationship (or differences) between governmental 
activities (reported in the Statement of Net Assets and the Statement of Activities) and govemmentalfunds 
in a reconciliation on this report. 

Notes to the Basic Financial Statement: The notes provide additional infonnation that is essential to a 
full understanding of the data provided in government-wide and the fund financial statements. 

THE MUNICIPALITY AS A WHOLE 

The Municipality's combined net assets decreases from a year ago, from $6.91 million to $6.85 million. 
Our analysis below focuses on the net assets (Table 1) and changes in net assets (Table 3) of the 
Municipality's governmental activities. 

Current and other assets 
Capital assets 

Total assets 
Long-term debt outstanding 
other liabilities 

Total liabilities 
Net assets: 

Invested in capital assets, 
net of related debt 

Restricted for: 
Debt services 
Capital project 
Other specified purpose 

Uzuestncted 
Net Assets 

Table 1 

NET ASSETS 

(in Millions) 

5 

Governmental Activities 

2005 2004 
$4.04 $5.78 
14.27 13.27 
18.31 19.05 
(9.30) (7.18) 
(2.16} (4.96) 

( 11.46.' (12.14) 

11.42 11.33 

.45 .47 
1.65 I. I I 
.24 .53 

(6.92) (6.38) 
$ 6.85 $ 6.91 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF GUANICA 

Management Discussion and Analysis 
June 30, 2005 

Components of Net Assests (in millions) 

Current & Other Capital Assests Long Tenn Debt Other Liabilities 
Assest Outstanding 

Net assets of the Municipality's governmental activities decreased by $.06 million (($6.91 million 
Compared to $6.85 million). Unrestricted net assets, the part of net assets that can be used to finance day­
to-day operations without constraints established by debt covenants, enabling legislation or other legal 
requirements, changed from approximately $(6.38) million at June 30, 2004 to a $(6.92) million at June 
30, 2005. The following is a condensed presentation of the Municipality's results of operations, as 
reported in the government-wide financial statements: 

Comparative Condensed Statement of Activities: 

Revenues: 
Program revenues: 

Operating grants and contributions 
Capital grants and contributions 

Charges for services 
General revenues: 

Property taices 
Municipal license taxes 
Construction excise taxes 
Unrestricted intergovernmental contributions and reimbursements 
Unrestricted interest on deposit 
Other 

Special itcms-
Gain on Sale of capital assets 

Total revenues 

Expenses: 
General government 
Urban and economic development 
Public Safety 
Public work and sanitation 
Culture and recreation 
Health and welfare 
Interest and bonds, notes and capital lease obligations 

Total expenses 

Net increase in net assets 

Net assets-at the beginning of the year. as restated 
Net assets- at end of the year 

6 

2005 2004 

s 2,797,555 s 1,854,710 
2,218,357 2,855,218 
1,046,815 108,505 

1,430,068 l,650,331 
281,401 289,796 

667,446 
4,774,038 4,566,060 

20,685 58,561 
404,522 369,642 

483,140 118,456 
13,456,581 12,538,725 

6,020,246 2,914,565 
1,309,850 

1,173,292 957,240 
2,028,433 1,983,559 

646,020 40,356 
3,451,785 2,188,705 

183,983 361,717 
13,503,759 9155 992 

(47,178) 2,782,731 

6,894,655 4,111.922 
6,847.477 6.894.655 
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COMMONWEAL TH or PUERTO Rico 
MUNICIPALITY OF GUANICA 

Management Discussion and Analysis 
Jun.: : 0, :oos 

Financial analysis of the Municipality's Governmental Funds 

The Municipality uses fund accounting to ensure and c.lemonstrate compliance with finance-related legal 
requirements. The focus of the Municipality's governmental fund is to provide infonnation on near-term 
inflow, outflow, and balance of spend able resources. Such information is useful in assessing the 
Municipality's financial requirements. In particular. unreserved fund balance may serve as a useful 
measure of a government's net resources available tor spending at the end of fiscal year. The following is 
a condensed presentation of the Municipality's balance sheet and results of operations of government 
fund: 

Comparative Condensed Balance Sheet-Governmental funds: 

Total assets·maJor funds 

Total assets-nonmajor funds 

Total assets 

Total liabilities-major funds 

Total habilities-nonmajor funds 

Total liabil ities 

Fund Balances: 

Reserved-major funds 

Reserved-nonmaJor funds 

Unreserved-major funds 

Total fund balances 

Comparative Condensed Statement of Operations-Governmental funds: 

Total revenues-mayor funds 

Total revenues-nonmayor funds 

Total revenues 

Total expenditures·major funds 

Total expenditures-nonmajor funds 

Total expenditures 

Other Financial Sources-major funds( exclud ing operating tra.:sfers among funds) 

Special items, net 

Net changes in fund balances 

7 

2005 2()04 

3,760,778 4,859,990 
1,948,092 1.992.327 

5,708,870 6,852,317 

2,380,777 3,243,940 
1,998,387 1,739,475 

4,379,164 4,983,415 

2,439,881 1,870,878 

(50,295) 252,852 

(I ,059,970) (254,828} 

1,329,616 1,868,902 

9,552,230 9,153,939 

3,128,703 3,154,522 

12,680,933 12,308,461 

10,054.675 10.824,736 
3,910,544 4,086,401 

13,965,219 14,911, 137 

145,000 1,943,188 

600,000 (1,176,757) 

(539,286) (1,836,245) 
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COMMONWEALTH OF PUERTO Rico 
MUNICIPALITY OF GUANICA 

Management Discussion and Analysis 
June 30, 2005 

Revenues of Municipality's governmental activities increased by 8.0% {$.91 million) while total expenses 
increased by 39.0% {3.75 millions). The Municipality of Guanica took the following major actions this 
year to improve the financial position: 

• 
• The Mayor of the Municipality of Guanica hire a Finance Auxiliar Director to improve the 

collections of Municipal licensed tax and property tax revenues, supervise the operations of the 
official and auxiliary collector of the Municipality . 

• In the budget respect the administration of the Municipality received the estimated of expenses by 
each department, and the Budget Director and the Mayor performed the evaluation to those 
expenses and determine the needed of each one, looking for the reduction of those unnecessary 
expenses without affecting the daily operations. 

Expenses during the fiscal year ended June 30, 2005 was substantially related to the following: 

Table 2 
Governmental Activities 

(in Millions) 

Total expenses 

General Goverrunent 
Public Safety 
Public Work 
Culture, recreation and education 
Health and welfare 
Urban Development 
Legal Service 
Public Housing 
Interest on long term debt 
Depreciation 

Totals 

8 

2005 2004 

$6.02 
1.17 
2.03 

.65 
3.45 

.18 

$13.50 

$2.91 
.96 

.04 
1.98 
1.31 

2.19 
.36 

$9.75 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF GuANICA 

Management Discussion and Analysis 
June 30, 2005 

Total Expense 2004 

$2.91 ,31% 

0 Oeneral Government 

D Public Safety 

O Culture ad recntation 

O Health and welfare 

• Urban development 

0 Public Housing 

• Interest on long-tenn debt 

Total Expense 2005 

0.18, 1% $6.02 ,44% C Oeneral Oovemment 

£1 Public Safety 

0 Public Wortc 

0 Culture ad recreation 

1.17, 9% 
• Health and welfare 

O Interest on long-tenn debt 

The cost of all governmental activities this year was $13.50 million compared to $9. 75 miJlion last year. 
Table 2 presents the cost of each of the Municipality ofGuanica's largest programs. 

The major governmental revenue sources are property taxes, other, grant and contributions not restricted, 
which in total represent $6.62 (90"/o) and $7.38 (96%) of all revenues in 2005 and 2004, respectively . 
Changes within these sources of revenues were a decrease $.76 million . 

9 
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COMMONWEALTH OF PUERTO Rlco 
MUNICIPALITY OF GUA.NICA 

Management Discussion and Analysis 
June 30, 2005 

Table3 
Governmental Activities 

(in Millions) 
General Revenues 
by major sources 
2005 2004 

Property taxes 
Other 
Grants and contributions 

Totals 

Table 4 
Governmental Activities 

(in Millions) 

$1.43 
.42 

4.77 

$6.62 

$1.65 
1.16 
4.57 

$7.38 

Program Revenues 
by major sources 

Charges for service 
Operatmg Grants 
and Contribution 
Capital Grants and Contributions 

Totals 

10 

2005 2004 

$1.05 $.11 

2.79 1.85 
2.22 2.86 

$6.06 $4.82 
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COMMONWEALTH OF PUERTO Rico 
MUNICIPALITY OF GUANICA 

Management Discussion and Analysis 
June 30, 2005 

$3.00 

$2.50 

$2.00 

$1.50 

$1.00 

$0.50 

Program Revenues 
in millions 

-----;g 
$0.00 ~-'-----1~;.;;s;..~.-.....-..-.i:i ~--""--""'"' =--~;__-...;....o. _ __., 

Charges for service Operating Grants Capital Grants & 
and COntrlbutJon Contributions 

THE MUNICIPALITY'S FUND 

As the Municipality completed the year, its governmental funds reported a combined fund balance of 
$1.33 million, which is lower than last year total of $2.45 million. 

In addition, these other changes in fund balance should be noted. 

• The Mllllicipality experienced an increase in the collection of Licenses and Permits due to the 
developments of construction project which began during the year. The taxes paid to the 
Municipality related to those constructions permits increases as result of the developments of the 
city organization plan. 

• This year the Municipality decreases the property tax. 

General Fund Budgetary Highlights 

Over the course of the year, the M\lllicipal Assembly revised the Municipality of Guanica budget several 
times. These budget amendments fall into various categories. The first category includes amendments and 
supplemental appropriations that were approved shortly after the beginning of the year and reflect the 
actual beginning balances (versus the amounts we estimated in May 2004 ) . 

11 
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COMMONWEALTH OF P UERTO Rico 
MUNICIPALITY OF GUANICA 

Management Discussion and Analysis 
June 30, 2005 

CAPITAL ASSET AND DEBT ADMINISTRATION 

Capital Assets 

As of June 30, 2005, the Municipality of Guanica had$ 21.44 million invested in a broad range of capital 
assets, including buildings, parks, roads, bridges, and equipment. (See Table 5). This amount represents a 
net increase (including additions and deductions) of just over under $20.28 million, or 5.7 percent, over 
last year. In this table you see few changes in amount compared to last year due to reclassifications of real 
property to proper division . 

Table 5 
Capital Assets at Year-end 

(At cost, in Thousands) 

Governmental 

Land 
Land improvement 
Buildings and Improvements 
Construction in progress 
Licensed vehicles 
Equipment 
Equipment under capital leases 
Infrastructure 

Totals 

12 

$ 

Activides 
2005 

$.67 
2.88 
6.69 
5.04 
l.29 
1.21 
.04 

3.62 
21.44 

2004 
$ .57 

2.88 
7.25 
4.92 
l.29 
.99 
.04 

2.34 
$ 20.28 
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Infrastructure 
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COMMONWEALTH OF PUERTO Rico 
MUNICIPALITV OF GUANICA 

Management Discussion and Analysis 
June 30, 2005 

Capital Assets at Year-end 2005 

Equiptment under 
capital leased 

Oo/o Lisenced vehicles 
6% 

Capital Assets at Year-end 2004 

Equipment under 
Usenced capital leased 

0% 

Land 

Construction in 
progress 

24% 

Buildings and 
Improvements 

3Wo 

Land 
improvement 

14% 

Buildings and 
Improvements 

36% 

Infrastructure 
12% 

Equipment 
5% 

Construction in 
progress 

24% 

More detailed information about the Municipality' s capital assets is presented in Note 5 to the financial 
statements 

13 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF GUANICA 

Management Discussion and Analysis 
June 30, 2005 

At year-end, the Municipality had$ 9.3 J million in bonds and notes outstanding versus $ 8.56 million last 
year, an increase of 8 .6 percent, as shown in Table 6 . 

Table6 
Outstanding Deb4 at Year-End 

(in Thousands) 
Governmental 

Activities 
2005 

Bonds payable $3.51 
Notes Payable 2.25 
Advances from CRIM 1.33 
Other obligations 2.22 

Totals $9.31 

Outstanding Debt, at Year-end 2004 

Advences from 
CRIM 

Notes Payable 
28% 

Advences from 
CRIM 
14% 

Notes Payable 
2-4% 

16% 

Other obligations 
15% 

Bonds payable 
41% 

Outstanding Debt, at Year-end 2005 

14 

Other obligations 
24% 

Bonds payable 
38% 

2004 

$3 .59 
2.36 
1.35 
1.36 

$8.56 



• 

• 

• 

• 

• 

• 

• 

• 

• 

COMMONWF.AL TH OF PUERTO Rico 
MUNICIPALITY OF GUANICA 

Management Discussion and Analysis 
June 30, 2005 

New bonds in the amount of $.145 million were issued. The Municipality is required to limit the amount 
of general obligation debt to l 0% of the total assessment of property located within the Municipality, for 
bonds to be repaid with the proceeds of property taxes restricted for debt services. Other obligations 
include accrued vacation and sick leave, claims and judgments, and landfill obligation. More detailed 
infonnation about the Municipality's long-term liabilities is presented in Note 7 to the financial 
statements. 

ECONOMIC FACTORS AND NEXT YEAR'S BUDGET 

The Municipality's elected and appointed officials considered many factors when setting the fiscal-year 
2005 budget. Unemployment in the Municipality now stands at 25.6 percent. 

Amounts available for appropriations in the General Fund for the fiscal year 2006 are $.82 million, a 
decrease of 66 percent under the final 2005 budget of $7.65 million. 

Budgeted expenditures are expected to rise accordingly to the increase in budgeted revenues . 

If these estimates are realized, the Municipality's budgetary General Fund balance is expected to increase 
modestly by the close of 2006. 

CONTACTING THE MUNICIPALITY'S FINANCIAL MANAGEMENT 

This financial report is designed to provide our citizens, taxpayers, and creditors with a general overview 
of the Municipality' s finances and to show the accountability for the money it receives. If you have 
questions about this report or need additional financial infonnation, contact us at Municipality of Guanica, 
PO Box 785, Guanica, Puerto Rico 00653 . 
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COMMONWEALTH OF PUERTO RICO 
MUNICIP ALlTY OF GU ANICA 

• STATEMENT OF NET ASSETS 
JUNE 30, 2005 

Governmental 
Activities 

ASSETS • Cash and cash equivalents $ 1,930,939 
Receivables, net of allowance for 
uncollectible accounts: 

Due from govermental agencies 848,376 

• Restricted Assets: 
Cash in fiscal agents 1,231,002 

Deferred bond issuance costs 26,105 
Capital assets (note 5): 

Nondepreciable assets: 

• Land and construction in progress 5,606,557 
Depreciable assets: 

Other capital assets, net 8,666,670 
14,273,227 

Total assets $ 18,309,649 

• 
LIABILITIES 

Accounts payable and accrued liabilities $ 736,014 

• Due to governmental agencies 445,456 
Deferred revenues 836,369 
Interest payable 141,379 
Long term liabilities (note 7) : 

Due within one year 605,260 
Due in more than one year 8,697,694 

• Total liabilities 11,462,172 

NET ASSETS 

Invested in capital assets, net of related debt 11,423,741 
Restricted for: 

Debt service 452,162 
Capital Projects 1,650,488 
Other specified purposes 242,915 

Unrestricted (deficit) ( 6,921,829) 

• Total net assets $ 6,847,477 

The accompanying notes are an integral part of this statement. 
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Functions 
Governmental Activities: 

General government 
Public safety 
Public works and sanitation 
Culture and recreation 
Health and welfare 
Interest on long term debt 

Total 

• • • • 

COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF GUANICA 
STATEMENT OF ACTMTIES 
YEAR ENDED JUNE 30, 2005 

Expenses 

$ 6,020,246 
1,173,292 
2,028,433 

646,020 
3,451,785 

183,983 

$ 1315032759 

Program Revenues 

Fees, Fines and Operating Capital Grants 
Charges for Grants and and 

Services Contributions Contributions 

$ 1,046,815 $ 

$ 110461815 $ 

General revenues : 
Taxes 

Property taxes 
Municipal licenses taxes 

549,292 $ 95,91 ] 
212,341 

53,395 1,348,921 
8,750 

1,982,527 764,775 

217971555 $ 212181357 

Grants contributions not restricted to specific programs 
Interest 
Other 

Spec.ial item: 
Gain on sale of capital asset 

Total general revenues and special item: 

Change in net assets 
Net assets-beginning, as restated (note 11) 
Net assets-ending 

The accompanying notes are an integral part of this statement. 
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Net (expense) 
revenue and 

changes in net 

$ 

$ 

assets 

(4,328,228) 
(960,951) 
(626,117; 
(637,270) 
(704,483) 
~183,983) 

!714411032} 

1,430,068 
281,401 

4.774,038 
20,685 

404,522 

483,140 
7,393,854 

(47,178) 
6,894,655 
6,847,477 



CO,,~;wi!-'Wf' ,\l.TR OF P UERTO RICO 

Ml !Nl<:!PALITY OF GUANICA 

• BALANCE SHEET 
JUNE 30. 2005 

FEMA-
State H uard 

Legislative Mitigation Other Total 
Joint Debt Grant Govermenta l G ovemmtntal 

• C c:icr:il Resolutions Service Pr ogram Funds Funds 

ASSETS AND OTHER DEBITS 

Cash •nd Cl.Sh equivalents s 1,072.Sl l s 858,408 $ 1,930,939 

Rcce1vabtcs. nc1 of allowance for 
uncollectable accounts: 

Due from govermmtal agencies 95,SS9 47,876 81.632 623.279 848,376 

Due froni othet funds 7Zl,24S 874,214 103,004 1.698.463 

• Restricted Assct.s: 
Cask m fisc::al a8mts 499.781 367.820 363,401 1.231,002 

TOTAL ASSETS $ 816,834 $ J ,946.745 s 547.657 $ 449,452 1,948,092 s 5,708,7811 

LlABILIDES 

• Acco•nts pay.able and accrued liabilities 349,007 s s )87,007 736,01 4 
Due to governmental agencu:s 445,Zll 205 445,456 

Due to other funds S27.767 76.811 449.452 644,433 1.698,463 

Dcfcm d revenues 258,Sl9 966,742 1.22S.261 

Matured bonds due and payable 179,000 179,000 

Matured Interest due and payable 94,970 94,970 

TOTAL LIABILITI ES l ,510,544 76,811 273,970 449,452 1,998,387 4,379,164 

• FUND BAL ANC ES 
Re•crvcd lbr: 

Encumbrances 296.260 296.260 

Capital projects 1,869,934 (111,226) l ,758,708 

Debt service 27l.687 273.6117 

Othor specified purposes 00,907 60,?07 

Unre,erved (1.059.970) 24 ( l .OS9.946) • TOTAL FUND BALANCES (763.710) 1,869,934 27l,687 (S0,295) 1.329,616 

TOTAL LIABILITIES AND FUND BALANCES s 816,834 s 1,946,745 s 547,651 s 449,452 1,94111092 5,708,780 

The ;1c;company1ng notCl ore Ml •n1e:gr=ll port o( this suncmcnt • 

• 

• 
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COMM<!-S\\'l<:r\LTH OF PUERTO RICO 
MUNICIPALITY OF GUANICA 

RECONCILIATION OF TOTAL GOVERNMENTAL FUND BALANCE 
TO NET ASSETS OF GOVERNMENTAL ACTIVITIES 

JUNE 30, 2005 

Total fund balances- governmental funds 

Amounts reported for governmental activities in the Statement of Net 

Assets are different because: 

Capital assets used m governmental activities are not current financial 

resources and therefore are not reported in the governmental funds 

balance sheet: 

O ther assets used in governmental activities are not current financial 

resources and therefore are not reported in the funds : 

Deferred Charges 

Other assets are not available to pay current-period expenditures and 

therefore are deferred in the funds: 

Receivable - christmas bonus reimbursement 

Receivable - EDA 

Receivable - Public Order Code 

Interest liabilities are not due and payable in the current period 

and therefore, are not reported in the funds: 

Long term liabilities, including bonds pi:yable, are not due and payable 

in the current period and therefore are not renorted in the funds: 

Net assets of governmental activities: 

The accompanying notes are an integral part of tlus statement. 
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$ 95,590 

I I 1,294 

182,008 

s 

s 

J,329,616 

14,273,227 

26,105 

388,892 

(46,409) 

(9,123,954) 

6,847,477 



C'OMAllONWEALTH OF PUERTO RICO 

MUNICIPALITY OF GUAN ICA 

• SiATEMENT OF REVENUES, EXPENDlnJRES AND CHANGES IN FUND BAl.ANCE (DEFICIT) 

YEAR ENDED JUNE 30, 2005 

FFMA· 
St.ate Huard 

Le&blolive Millgali1n Othor ·rotol 

• Joint Debt Gronl Goverment1I Govtrnmental 
Gener.al Resolurlons Service Program funds F•nds 

REVENUES 

Prop1:11ywcs 1.llS,S79 2!14.489 s s 1,430,061 

Muntop:lf license taic 281,401 281,401 

Licenses, pmnns and oehcr IOC.Jt t4Aes 904,313 904,3 13 

O.arges ror services 14,0<116 14.046 • Fines and forfeitures 16.620 16.620 

Interest 6,836 4,552 9 ,2"fl 20,68l 

lnlergovcnmcntaS 

Fedm>l oP<111•na gronts 449,452 401.610 851.062 

Fcderol capital gt1111ts 1.892,;00 1,898.200 

St:>lc opcnllinJ grants 1,222,878 60:.,687 l.82S.56l 
St:ite apit::tl gron1.s 6.000 lt.•~363 208,863 

Other operating gnnts :ind c<1n1nbu11ons • .738,752 4. 738.752 

• Rcn1 111 ,836 111.836 

Oihcr l79,S22 l79.Sl2 

Tot::t.l revenues 7,574,859 l ,22J,878 299,041 449,452 3.128,703 12,680,933 

EXPENDITURES: 

Cn:trcm 
Gcnual g;ovcrnmcn1 4,2J6.801 817,584 l,Ol4,38l 

Pubhc s3(ety 792.468 l00.82S l.09U9J 

• Public works :ind sm1t:1t1on 1,741.393 164,818 1.906.211 

Cul11.1rc nnd retrc:nion 414,361 56,368 22.548 493.277 

Hc.o.lth ond w.dfo.·c 987,451 915,172 ;49.4Sl 1,1171,912 l ,423,987 

C•p11al Ou1lays 6.100 70,601 1,530,014 1.606.715 

Debt scrv1ce 
Pnnetp;a,I 200,000 200.000 

lnlcrcst 184,508 18.l,$08 

Bond 1ss1,1;tncc cosu 2,843 ?,84J 

• Tous1 cxpcnd:nutcS 1,178,$74 l,042,141 334,S08 <49,.,2 l,910,544 tl,96S.219 

E1ers:s (deRclcncy) or revenues ovtr (under) txpendltures (603.71S) 186,737 (85,467) (781 .841 ) (l.~81,286) 

OTHER FINANCINC SOURCES (USES)• 

Proceeds froin a.su~c oflong.tcnn debt 145,000 145,000 

Tmnsfc:rs n'I ll,849 176,025 342.991 S32,865 
Tmnsf~ts uvl 519,016 4,SS~ ?.291 532,86, 

• Tolal utho· financ:ingsl:'u1ccs (505,167) 171.473 4711,694 145,000 

S~l&CIAL ITEM: 

Proceeds from nlc of ~p1l31 :issct 600.000 l\00,000 

EKCESS (DEFICIENCY) OF REVE."'IUES OVER (UNDER) 
EXPENDITIJRES ANO 0 :. ER SOURCES (USES! (508.882) 186.737 86.00b (JOl. 147) (539 286' 

FUND BALANCE (DEFICIENCY) AS RESTATED, JULY 1,1004 (254.821 1,683,IPl 187.6ll 2S2.I S? l,861,902 • FUND BALANCE (DEFICIENCY). JUNE JO, 2005 (763,710) 1,869,934 273,617 s (S0,29S) s 1,329,616 

lllc 11c<ontpanym5 notes iarc 1.n intcgr.11 p:in of dus 1t111cmcu1 

• 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF CUANICA 

RECONCILIATION OF STATEMENT OP REVENUES, EXPENDITURES ANO CHANCES 
IN FUND BALANCES OF GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES 

YEAR ENDED JUNE30, ?005 

Net change In fund balances - total governmental runJs: 

Amount.< reported for i:ovenunenul ac11vities in the Statement of Activities are different because: 

Govemmental funds reports capital assets oudays as expenditures. However, in the Stati:ment of 

Activities the cost of those as.sets is allocated over their estimated u~ful lives and report-.d as 

depreciation expense: 

Expenditures for capital assets 

Less current year depreciation 

Governmental runds report lhc errect or bond issuance COSIS as expenditure wllen debt is llrst issued, 
wJ~erc:is these ;imounts are deferTCd and amortized in the Statement of Activities. TI1is is the net 

effect o f these differences: 

Bond issuance costs 
Amortizahon of deferred charges 

Govenmiental funds only report the proceeds received in the disposal of assets. In the Statement of 

Activities, a gain or loss is reported for each disposal. Thus, the change in net as.sets differs from 
U10 change in rund b.ilance by the cost or the disposed asset: 

Revenues in the Statement o f Activities du:at do not provide current financial resources arc not 

Teponed as revenues in the funds: 

Christmas bonus reimbursement 

EDA 
Public Order Code 

Capital asset received in a non monetary exchange 

Donated Capital Assets 

Revenues reported in funds which are not reported as revenues in the Statement of Activities: 
Chnstmas bonus reimbursement·prior year 

Proceeds from tcncral obligation bonds are od1cr financing sources in funds bul as liabilities 

in the Statcn1cnt of Net Assets: 

Expenditures reported in funds winch are not reported as expenses in the Sutement of Activities: 

Matured bonds pnncipal payments (net change) 

Pnor year accounts payable (net change) 

Repayment of long tem1 debt is an expenditure in the govemmcntal funds, but reduces long-term 

liabilities m the Sta1cment of Net Assets: 

Oe110ral obligation bonds and notes 

Other long term liabilities 

Some expenses reported in the Smtemcnt or Activities do not require the use of current financual 

resources and therefore are not reported ai.s expenditures in the goven1mental funds: 

Compensated absences 

Current Year Property Taxes 

Judgment and Claims 

Disallowed costs-FEMA 

Accrued interest (net change) 

Oinsm1as bonus 

ChanK• in net assets of governmental acti\·ities: 

The accompa11yiug 1101cs are nu integral pan ofd1is sta1cme11t . 
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$ 1,606,715 

(485,007) 

2,843 

(2,879) 

95,590 

111.294 

120.928 

425,000 

25,000 

(25,000) 

(64,322) 

225.000 

483,281 

(197.477) 

(56,J 38) 

( 123,543) 

(750,467) 

17.468 

(169.014) 

$ (53?,?86) 

1,121,708 

(36) 

(541,860) 

1n,812 

(60,304) 

(145.000) 

(89,322) 

708,281 

(1.279,171) 

(47,178) 
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COMMONWEAA. TH OF PUERTO Rico 
MUNICIPALITY OF GUANICA 

Notes to Basic Financial Statements 
June 30, 2005 

I. Summary of Significant Accounting Policies 

The Municipality of Guanica of the Commonwealth of Puerto Rico (the "Municipality") is a local 
government with full legislative, fiscal and administrative powers to operate as a government under 
Law No. 81 of August 30, 1991, as amended, known as the Autonomous Municipalities Act of the 
Commonwealth of Puerto Rico (Law No. 81) . 

The Municipality's governmental system consists of executive and legislative branches. The 
Constitution of the Commonwealth of Puerto Rico (the "Commonwealth") provides for the separation 
of powers of the executive, legislative and judicial branches. A Mayor, elected every four years by 
the citizens, exercises the executive power of the Municipality. The legislative power is exercised by 
the Municipal Legislature, which is also elected every four years. The General Justice Court System 
of the Commonwealth, which has jurisdiction over the Municipality, exercises the judiciary power . 

The Municipality assumes responsibility for providing services to its citizens related to public 
housing, welfare, public safety, health, sanitation, education, culture, recreation, urban and economic 
development, and many other general and administrative duties. 

a) Financial Reporting Entity 

The accompanying basic financial statements include all departments, agencies and municipal entities 
that: (1) are under the legal and administrative control of the Mayor and (2) whose funds are under the 
legal custody and control of the Municipality's Director of Finance and Budget, as prescribed by Law 
No. 81. 

The Municipality's management has considered all potential component units for which it may be 
financially accountable and other legally separate organizations for which the nature and significance 
of their relationship with the Municipality may be such that exclusion of their basic financial 
statements from those of the Municipality would cause the Municipality's basic financial statements 
to be misleading or incomplete . 

GASB Statement No. 14 - The Financial Reporting Entity (GASB No. 14), as amended by GASB 
Statement No. 39 - Determining Whether Certain Organizations are Component Units (GASB No. 
39) set forth criteria to be considered in determining financial accountability. These criteria include 
appointing a voting maj•_•rity of an organization's governing body and (1) the ability of the 
Municipality to impose its will on that organization or (2) the potential for the organization to provide 
specific financial benefits to, or impose specific financial burdens on the Municipality. GASB 
Statement No. 39 provides additional guidance in determining whether certain organizations for 
which the primary government is not financially accountable should be reported as component units 
based on the nature and significance of their relationship with the primary govemment. Generally, 
GASB No. 39 requires reporting a component unit if an organization raise and holds economic 
resources for the direct benefit of a governmental unit. 

The Municipality's management has concluded that, based on the aforementioned criteria, there are 
no legally separate entities or organizations that should be reported as component units of the 
Municipality as of June 30, 2005 nor for the year then ended. 
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COMMONWi';r\LTi.I OF PUERTO Rico 
MUNICIPALITY OF GUANICA 

Notes to Basic Financial Statements 
June 30. 2005 

b) Governme11t·wide Financial Stateme11ts 

The accompanying GWFS are composed of: (l) the statement of net assets and (2) the statement of 
activities. These financial statements do not repo11 fund infonnation but rather report infonnation of 
all of the Municipality's governmental activities. These statements are aimed at presenting a broad 
overview of the Municipality's finances through reporting its financial position and results of 
operations as a whole, using methods that are similar to those used by most private businesses . 

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

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

Net assets are classified in the accompanying statement of net assets within the following three 
categories: 

• Invested in capital assets, net of related debt - These consist of capital assets, net of 
accumulated depreciation and amortization, reduced by the outstanding balances of bonds, notes 
and other debt that are attributed to the acquisition, construction or improvement of those assets. 
For the purposes of determining the outstanding debt attributed to capital assets, the total long­
term debt related to the acquisition, construction or improvement of capital assets have been 
reduced by any related unspent debt proceeds and any related unamortized debt issuance costs. 

• Restricted net assets - These consist of net assets restricted hy external parties (such as 
creditors, grantors, contributors, laws or regulations of other governments, etc.), or net assets for 
which constraints are imposed by constitutional provisions or enabling legislation. Enabling 
legislation is defined as legislation that authorizes the Municipality to assess, levy, charge or 
otherwise mandate payment of resources (from external resource providers). Enabling legislation 
establishes restrictions if it includes a legally enforceable requtrement that those resources be 
used only for the specific purposes stipulated in the legislation. The classification of restricted net 
assets identifies resources that have been received or earned by the Municipality with an explicit 
understanding between the Municipality and the resource providers that the resources would be 
used for specific purposes. Grants, contributions and donations are often given under those kinds 
of conditions. Bond indentures also often limit the use of bond proceeds to specific purposes. 
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COMMONWf'ALfH OF PUERTO Rico 
MUNICIPALITY OF GUANICA 

Notes to Basic Financial Statements 
June 30, 2005 

Internally imposed designations of resources, including eannarking, are not reported as restricted 
net assets. These designations consist of management's plans for the use of resources, which are 
subject to change at the discretion of the Municipal Legislature. 

• Unrestricted net assets - These consist of net assets that are neither externally or legally 
restricted, nor invested in capital assets. However, unrestricted net assets often are designated to 
indicate that management does not consider them to be available for general operations. 
Unrestricted net assets often have constraints that are imposed by management, but can be 
removed or modified. When both restricted and unrestricted resources are available for use, it is 
the Municipality's policy to generally use res tricted resources first, and then unrestricted 
resources as they are needed. 

The accompanying statement of activities presents the results of the Municipality's operations by 
showing how the Municipality's net assets changed during the year ended June 30, 2005, using a net 
(expense) revenue format. 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 revenues (such as property truces, municipal license taxes, 
construction excise taxes, etc.). A function/program describes a group of activities that are aimed at 
accomplishing a major service or regulatory responsibility. The functions/programs reported in the 
accompanying basic financial statements are: (1) general government, (2) public safety, (3) public 
works and sanitation, (4) culture and recreation, (5) health and welfare (6) capital outlays. The 
governmental operations of the Municipality's departments and operational units are classified within 
the following functions/programs in the accompanying basic financial statements: 

General government: 

Municipal legislature 

Mayor's office 

Department of finance and budget 

Department of human resources 

Department of municipal secretary 

D epartment of federal programs 

Department of internal audit 

Public safety: 

Department of municipal police 

Department of emergency management 

Public works and sanitation: 

Department of public works 

Department of sanitation 
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COMMONWf:.\I T:J Of PUERTO Rico 
MUNICIPALITY OF GUANICA 

Notes to Basic Financial Statements 
June 30, 2005 

Culture and recreation: 

Department of recreation and sports 

Department of tourism 

Health and welfare 

Department of health 

Department of elderly affairs 

The statement of activities demonstrates the degree to which program revenues offset direct expenses 
of a given function/program or segments. Direct expenses are those that are clearly identifiable with a 
specific function, segment or operational unit. This statement reports revenues in two broad 
categories: (1) program revenues and (2) general revenues . 

Program revenues are generated directly from a program itself or may come from parties outside the 
Municipality's taxpayers or citizens. In the statement of activities, program revenues reduce the costs 
(expenses) of the function/program to arrive at the net cost of the function/program that must be 
financed from the Municipality's general revenues. The accompanying statement of activities 
separately reports the following categories of program revenues: 

• Charges for services - These generally consist of exchange or exchange-like transactions 
involving charges to customers or applicants who purchase, use or directly benefit from the 
goods, services or privileges provided, or are othetwise directly affected by the services. These 
include fees charged for specific services, charges for licenses and permits, and fines and 
forfeitures, among others . 

• Prognun-specific capital and operating grants and contributions - These consist of 
transactions that are either mandatory or voluntary nonexchange transactions with other 
governments, organizations, or individuals that restrict the resources for use in a particular 
program. Capital grants and contributions consist of capital asset~ or resources that are restricted 
for capital purposes - to purchase, construct or renovate capital assets associated with a specific 
program. Operating 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 operating or capital 
purposes of a specific program. Restricted capital and operating grants and contributions are 
program revenues because they are specifically attributable to a program and reduce the net 
expense of that program to the Municipality. They are reported net of estimated uncollectible 
amounts . 

General revenues are the default category for revenues. It includes all revenues and gains that do not 
meet the definition of program revenues. Property taxes, municipal license taxes and construction 
excise taxes are reported as general revenues. All other nontax revenues (including unrestricted 
investment earnings, grants and contributions not restricted for specific programs and miscellaneous 
revenues) that do not meet the definition of program revenues are classified as general revenues . 
Resources that are dedicated internally by the Municipality are reported as general revenues rather 
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COMMONWEALTH OF PUERTO Rico 
MUNICIPALITY OF GUANICA 

Notes to Basic Financial Statements 
June 30, 2005 

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

The general government function/program reported in the accompanying statement of activities, 
includes expenses that are, in essence, indirect or overhead expenses of the Municipality's other 
functions/programs. Even though some of these costs have been charged to other funds in the 
governmental fund financial statements as indirect cost allocations permitted under some federal 
programs, the Municipality has reported these indirect expenses as direct expenses of the general 
government function. Accordingly, the Municipality does not allocate general government (indirect) 
expenses to other functions. The effects of all interfund govenunental activities (revenues, 
expenditures and other financing sources/uses among governmental funds) have been removed from 
the accompanying statements of net assets and activities. 

The Municipality classifies all of its activities as governmental activities in the accompanying GWFS . 
These are activities generally financed through taxes, intergovernmental revenues and other 
nonexchange revenues that can be used to support the Municipality 's programs or services. These 
governmental activities are also generally reported in the governmental fund financial statements. 

The Municipality has no fiduciary activities, which are those in which the Municipality would be 
holding or managing net assets for specific individuals or other external parties in accordance with 
trust agreements or other custodial arrangements. In addition, the Municipality has no operations or 
activities that are primarily financed and operated in a manner similar to private business enterprises, 
where the costs of providing goods or services to the general public is financed primarily through user 
charges. 

d) Govemme11tal FU11d Fi11ancial Statements 

The accompanying GPFS are composed of: (1) the balance sheet - governmental funds and (2) the 
statement of revenues, expenditures and changes in fund balances - governmental funds. TI1ese 
financial statements report the financial position and results operations of the Municipality's 
govemmental funds by presenting sources, uses and balances of current financial resources. Some of 
these financial statements have a budgetary orientation and focus primarily on: (1) the Municipality's 
major funds, as defined below, (2) the fiscal accountability and (3) the individual parts of the 
Municipaltty's government. Fiscal accountability represents the Municipality's responsibility to 
justify that its actions in the current year have complied with public decisions concerning the raising 
and spending of public moneys in the short term (one fiscal year). 

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

26 



• 

• 

• 

• 

• 

• 

• 

• 

• 

COMMONWE.<\ L TH OF PUERTO Rico 
MUNICIPALITY OF GUANICA 

Notes to Basic Financial Statements 
June 30, 2005 

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

• Special revenue funds - The special revenue funds are nonmajor funds, as defined below, used 
by the Municipality to account for revenues derived from grants or other revenue sources (other 
than major capital projects) that are either self-restricted by the Municipality or legally restricted 
by outside parties for use in specific purposes. The uses and limitations of each special revenue 
fund are specified by municipal ordinances or federal and state statutes. However, resources 
restricted to expenditure for purposes normally financed from the general fund are reported in the 
Municipality's general fund provided that all applicable legal requirements are appropriately 
satisfied. In this case, a special revenue fund to account for such kind of transactions will be used 
only if legally mandated. 

• Debt service fund - The debt service fund is a major fund, as defined below, used by the 
Municipality to account for the accumulation of resources for, and the payment of, principal and 
interest for: (1) bonds and notes for which debt service payments are legally mandated to be 
accounted for in a debt service fund and/or (2) general long-term debt for which the Municipality 
is being accumulating financial resources in advance, to pay principal and interest payments 
maturing in future years. Principal and accrued interest due on July 1 of the following fiscal year 
related to long-term debt for which debt service payments are accounted for in the debt service 
fund, are recorded as debt service fund's liabilities at June 30, if resources are available at June 
30 for its payment. 

General long-term debts for which debt service payments do not involve the advance 
accumulation of resources (such as obligations under capital leases, compensated absences, 
claims and judgments, and notes payable, among others) are accounted for in the accompanying 
statement of net assets. The debt service payments of such debts are generally accounted for in 
the general fund. 

• Capital projects f1111ds - Capital project, funds are major and nonmajor funds, as defined below, 
used to account for the financial resources used in the acquisition or construction of major capital 
facilities, other assets and permanent improvements. Significant capital outlays financed from 
general obligation bond proceeds are accounted for also in the capital projects funds. 

The use of the capital projects funds has been reserved for major capital acquisitions or 
construction activities that would distort financial resources trend data if not reported separately 
from the other Municipality's operatmg activities. The routine purchases of minor capitalizable 
assets (such as certain vehicles and other minor capital assets) have been reported in the fund 
from which financial resources were used for the purchase. 
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Under current standards the focus of the governmental fund financial statements is on major funds, 
which generally represent the Municipality's most important funds. Accordingly, the Municipality is 
required to segregate governmental funds among major and nonmajor within the governmental fund 
financial statements. Major individual govenunental funds are reported individually as separate 
colulTlllS in the governmental fund financial statements, while data from all nonmajor governmental 
funds are aggregated into a single column, regardless of fund type . 

By definition, the Municipality's general fund is always considered a major governmental fund for 
financial reporting purposes. In addition, any other fund is considered a major fund for financial 
reporting purposes if its total assets, liabilities. revenues or expenditures of that individual 
governmental fund are at least 10 percent of the corresponding element total (assets, liabilities, 
revenues or expenditures) for all governmental funds or based on the Municipality's official's criteria, 
if the fund is particularly important to financial statement users. For the purposes of applying the 
aforementioned major fund criteria, no eliminations of interfund balances have been made. Total 
revenues for these purposes means all revenues, including operating and nonoperating revenues (net 
of allowances), except for other financing sources. Total expenditures for these purposes mean all 
expenditures, including operating and nonoperating expenditures, except for other financing uses. 

Based on the aforementioned criteria, the Municipality's major governmental funds reported in the 
accompanying governmental fund financial statements are: 

General Fund: The General Fund is the general operations fund of the Municipality. It is used to 
account for all financial resources except those required to be accounted in another fund. 

State Legislative Joint Resolutions Fund: State Legislative Joint Resolutions fund is used to 
account for revenue sources to be used for the construction and improvement of capital facilities 
and for welfare purposes. 

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

Hazard Mitigation Grant Program Fund (HMGP): HMGP fund is used to account for revenues 
sources for the acquisition of property ("buyouts") severly damaged or destroyed in a natural 
disaster . 
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e) Measureme11t Focus a11d Basis of Accou11ti11g 

Government-wide financial statements - The accompanymg GWFS are prepared using the 
economic resources measurement focus and the accrual basis of accounting. Subject to the additional 
rules and limitations detailed below, revenues (including interest income) are generally recorded 
when earned and expenses are generally recorded when a liability is incurred, regardless of the timing 
of related cash flows . 

All revenues, expenses, gains, losses, assets and liabilities resulting from exchange and exchange-like 
transactions are generally recorded when the exchange takes place. In exchange transactions, each 
party to the transaction receives and gives up essentially equal values. An exchange-like transaction 
is one in which there is an identifiable exchange and the values exchanged, though related, may not 
be quite equal. Nevertheless, the exchange characteristics of the exchange-like transaction are strong 
enough to justify treating it as an exchange for accounting purposes (examples include fees for 
licenses and permits, charges for services, and miscellaneous revenues, which are recorded as 
revenues when collected because they are generally not measurable until actually received). 

In a nonexchange transaction, the Municipality gives (or receives) value without directly receiving (or 
giving) equal value in return. This is different from an exchange transaction, in which each party 
receives and gives up essentially equal values. According current standards, the Municipality groups 
its nonexchange transactions into the following four classes in the accompanying basic financial 
statements: (a) derived tax revenues, (b) imposed nonexchange revenues, (c) government mandated 
nonexchange transactions, and (d) voluntary nonexchange transactions. 

In the case of derived tax revenue transactions (such as municipal license taxes), which result from 
assessments the Municipality places on exchange transactions, receivables and revenues are recorded 
when the underlying exchange has occurred (that generally is, when the taxpayers' net sales or 
revenues subject to tax take place). In the case of imposed nonexchange revenue transactions (such as 
property taxes), which result from assessments made by the Municipality on nongovernmental 
entities, including individuals, other than assessments on exchange transactions, receivables are 
generally recorded in the period when an enforceable legal claim has arisen. Property taxes are 
generally recorded as revenues (net of amounts considered not collectible) in the period when 
resources are required to be used or the first period that the use of the resources is permitted. 

Govemment-mandated nonexchange transactions (such as grants and :-ontributions) result when a 
government at one level (such as the federal or state government) provides resources to another 
government (such as the Municipality), and the provider government requires the recipient 
government to use those resources for a specific purpose or purposes established in the provider's 
enabling legislation. In these types of transactions, receivables and revenues are generally recorded 
as follows: 

• For reimbursement-type (commonly known as "expenditure-driven awards"), receivables and 
revenues are recorded when all eligibility requirements imposed by the provider have been 
met. The Municipality must expend resources on the specific purpose or project before the 
provider reimburses any amounts. Revenue is, therefore, generally recognized as qualifying 
reimbursable expenditures are incurred. 
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• For other types of grants (mainly grants and contributions with purpose restrictions but with 
no time requirements), receivables and revenues are recorded when all applicable eligibility 
requirements are met. When the provider is a govenunent (including the government of the 
United States of America) the applicable recognition period for both, the provider and the 
recipient, is the provider's fiscal year and begins on the first day of that year . 

Voluntary nonexchange transactions (such as donations and certain grants and entitlements) result 
from legislative or contractual agreements, other than exchanges, entered into willingly by two or 
more parties. In these types of transactions, receivables and revenues are generally accounted for in 
the same manner as government-mandated nonexchange transactions discussed above. 

Receipts of any type of revenue sources collected in advance for use in the following period are 
recorded as def erred revenues. 

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

The measurement focus and the basis of accounting used in the accompanying GWFS differ 
significantly from the measurement focus and basis of accounting used in the preparation of the 
accompanying GFFS. Therefore, the accompanying GFFS include reconciliations to better identify 
the relationship between the GWFS and the GFFS. 

Governmental fund financial statements - The accompanying GFFS are reported using the current 
financial resources measurement focus and the modified accrual basis of accounting. Revenues are 
generally recognized as soon as they are both measurable and available. Revenues are generally 
considered to be available when they are collectible within the current year or soon enough thereafter 
to pay liabilities of the current year. For this purpose, the Municipality considers most revenues to be 
available if collected within 90 days after June 30, 2005, except for property taxes for which the 
availability period is 60 days. Revenue sources not meeting this availability criterion or collected in 
advance are recorded as deferred revenues at June 30, 2005. The principal revenue sources 
considered susceptible to accrual include property taxes, municipal license taxes, intergovenunental 
grants and contributions and interest income. These principal revenue sources meet both 
measurability and availability criteria in the accompanying GFFS, except for amounts recorded as 
deferred revenues. 

In a manner similar to the GWFS, but subject to and limited by the availability criteria discussed 
above. all revenues, expenses, gains, losses, assets and liabilities resulting from exchange and 
exchange-like transactions are also generally recorded when the exchange takes place. Accordingly, 
fees for licenses and permits. charges for services and miscellaneous revenues are recorded as 
revenues when collected because they are generally not measurable until actually received . 
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All revenues, expenses, gains, losses and assets resulting from nonexchange transactions are recorded 
in a similar manner to the GWFS, using the! previously discussed criteria set forth by GASB No. 33 
for nonexchange transactions, but subject tu anJ limited by the availability criteria discussed above. 
Accordingly, municipal license tax receivables and revenues are generally recorded when the 
underlying exchange has occurred. Property tax receivables are also generally recorded in the period 
when an enforceable legal claim has arisen while property tax revenues (net of amounts considered 
not collectible) are also generally recorded in the period when resources are required to be used or the 
first period that the use of the resources is permitted. Receivables and revenues from reimbursement­
type grants, contributions, donations and entitlements are also generally recorded as qualifying 
reimbursable expenditures are incurred , while receivables and revenues from other types of grants 
are recorded when all eligibility requirements imposed by the provider have been met. 

Interest income is recorded when earned only if collected within 90 days after year-end since these 
would be considered both measurable and available. 

Expenditures and related liabilities are generally recorded in the accompanying governmental fund 
financial statements in the accounting period in which the liability is incurred, as under the accrual 
basis of accounting, but only to the extent that they are normally expected to be liquidated with 
expendable financial resources . 

Modifications to the accrual basis of accounting include: 

• Employees' accumulated vacation, sick leave and compensatory time (compensated absences) is 
recorded as expenditure when consumed. The amount of the unpaid compensated absences has 
been reported only in the accompanying statements of net assets . 

• Principal and interest on bonds and notes payable are recorded when they mature (when payment 
is due), except for principal and interest due in July 1 of the following fiscal year, which are 
recorded when resources are available in the debt service fund (generdlly June 30). 

• Obligations under capital leases, amounts subject to claims and judgments under litigation and 
other long-term obligations are recorded only when they mature (when payment is due). 

Liabilities outside the bounds of these exceptions or modifications are reported as governmental fund 
liabilities when i11curred (including salaries, professional services, supplies, utilities, etc.) ;;ince these 
liabilities normally are paid in a timely manner and in full from current financial resources . 

The measurement focus of the GFFS is on decreases in net financial resources (expenditures) rather 
than expenses. Most expenditures are measurable and are recorded when the related governmental 
fund liability is incurred. Allocation of costs, such as depreciation and amortization, are recorded in 
the accompanying statement of activities, but are not recorded in the accompanymg GFFS. 

Under current standards all general capital assets and the unmatured long-tem1 liabilities (detennined 
using the modified accrual basis of accounting) are incorporated into the accompanying statement of 
net assets. 
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J) Unrestricted and Restricted Deposits 

The Municipality's deposits are composed c1f cash on hand, demand deposits and cash equivalents in: 
(1) commercial banks, (2) the Government Development Bank for Puerto Rico (GOB). a 
governmental bank and a major component unit of the Commonwealth, who is statutorily designated 
as fiscal agent of the Municipality, and (3) the Municipal Revenue Collection Center (CRIM, by its 
Spanish acronyms), a governmental entity responsible for the imposition and collection of property 
taxes on behalf of all municipalities of Puerto Rico. 

The Municipality follows the practice of pooling cash. The balance in the pooled cash account is 
available to meet current operating requirements. Under the laws and regulations of the 
Commonwealth, 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 Federal Deposits Insurance Corporation (FDIC). All securities pledged as collateral 
are held by the Secretary of the Treasury of the Conunonwealth, in the Municipality's name. 

Restricted assets mclude cash and cash equivalents in GDB and CRJM. These cash balances are 
classified as restricted assets since its use is limited for the specified purposes discussed below, which 
are established by applicable agreements or required by law . 

Restricted cash with fiscal agent in the general and debt service funds represent property tax 
collections which are retained and restricted for the payment of the Municipality's debt service, as 
established by law. Restricted cash in fiscal agent in other governmental funds consists of unspent 
proceeds of bonds and notes, and the balance of interest and noninterest bearing accounts which are 
restricted for: (1) the acquisition, construction or improvement of major capital assets and the 
operations of federal and state funded programs. 

g) Unrestricted and Restricted Accou11ts Receivable 

In the accompanying GWFS, receivables consist of all revenues earned but not collected at June 30, 
2005. Major receivable balances for the governmental activities include property taxes and 
intergovernmental receivables. 

Restricted tax receivables in the debt service fund consist of uncollected property taxes, which are 
restricted for the payment of the Municipality's debt service, a<: established by law. 

Intergovernmental receivables are composed of amounts owed to the Municipality for reimbursement 
of expenditures incurred pursuant to federal and state funded programs (recorded in the general fund, 
special revenue funds and capital project funds). 

These accounts receivables are stated net of estimated allowances for uncollectible accounts. which 
are determined, based upon past collection experience. historical trends, current economic conditions 
and the periodic aging of accounts receivable . 
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Activities among funds that are representative of lending/borrowing arrangements outstanding at the 
end of the fiscal year are referred to as either "due to/from other funds" (i.e. the current portion of 
interfund loans) or "advances to/from other funds" (i.e., the non-current portion of interfund loans). 
All other outstanding balances between funds are reported as "due to/from other funds." Advances 
between funds, as reported in the GFFS, are offset by a fund balance reserve account in applicable 
governmental funds to indicate that they are not available for appropriation and are not expendable 
available financial resources . 

h) Inventories 

The Municipality purchases gasoline, oil and other expendable supplies held for consumption. The 
cost of those purchases is recorded as expenditure when incurred in the appropriate fund but the year­
end inventory is not recorded in the Statement of Net Assets, as management believes is not 

e significant. 

i) Deferred Charges 

Deferred charges capitalized in the accompanying statement of net assets consist of bond issuance 
costs, net of accumulated amortization. Deferred charges are amortized over the term of the related 

e debt using the straight-line method. In the GFFS, bond issuance costs are recognized in the current 
period as expenditures, whether or not withheld from the actual debt proceeds received. 

j) Capital Assets 

Capital assets used in governmental activities include land and land improvements, buildings, 
e structures and building improvements, machinery and equipment, furniture and fixtures, licensed 

vehicles, construction in progress, and infrastructure. These assets are capitalized and reported in the 
accompanying statement of net assets. Infrastructure assets are generally stationary in nature and 
include roads, bridges, streets and sidewalks, drainage systems and other similar assets. 

The Municipality defines capital assets as assets with an individual cost of $500 or more at the date of 
e acquisition or construction, and with useful lives extending beyond one year. All assets with 

individual costs under $500 or with useful lives not exceeding one year, are charged directly to 
expense in the accompanying statement of activities. In the governmental funds, all capital assets are 
recorded as expenditures. 

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

fair value at the date of donation. Estimated historical costs based on deflated current costs were used 
to value a significant portion of the infrastructure and certain land, buildings, structures and building 
improvements constructed or acquired prior to June 30, 2002. The method to deflate the current costs 
using an approximate price index was used only in the case of certain items for which their historical 
cost documentation was not available. Actual historical costs were used to value the infrastructure, 

e land, building, structures, building improvements, construction in progress, machinery and equipment 
and licensed vehicles constructed or acquired during or after the year ended June 30, 2003. 
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Major outlays for capital assets and improvements are capitalized in the statement of net assets as 
projects are constructed. The costs of normal maintenance and repairs that do not add value to the 
asset or materially extend capital asset lives are not capitalized. 

Depreciation and amortization expense is recorded only in the government-wide statement of 
activities. However, there is no depreciation or amortization recorded for land and construction-in­
progress. Depreciable capital assets are generally depreciated or amortized over their estimated useful 
lives under the straight - line method, except for machinery and equipment held under capital leases 
which is depreciated over the shorter of its estimated useful life or the lease term. The estimated 
useful lives of major capital asset categories are: 

Land improvements 

Buildings, structures and building improvements 

Infrastructure 

Licensed vehicles 

Furniture and fixtures 

Machinery and equipment, excluding those 

held under capital leases 

20 

30 to 50 

20 to 50 

8 

5 to 20 

5 to 20 

Depreciation and amortization expense on capital assets are recorded as direct expenses of the 
function/program specifically identified with the asset. Depreciation and amortization of 
infrastructure is not allocated to various functions/programs but reported as dirc::ct expenses of the 
urban and economic development function. 

k) Deferred Reve1111es 

The Municipality reports deferred revenue on its GFFS and GWFS. In the GFFS, deferred revenue 
arises when: 

• Potential revenue dvcs not meet both the "measurable" and "available" criteria for revenue 
recognition in the current period. As previously discussed, available is defined as due (or past 
due) at June 30, and collected within 90 days (60 days for property taxes) thereafter to pay 
obligations due at June 30, or; 

• The Municipality receives resources before It has a legal claim to them. In subsequent periods, 
when the revenue recognition criterion is met, the liability for deferred revenue is removed and 
revenue is recognized. 

Deferred revenues at the government-wide level arise only when the Municipality receives resources 
before it has a legal claim to them. 
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The Municipality's employees accumulate vacation, sick leave and compensatory time based on 
continuous service. Compensated absences are recorded as a liability if ( 1 )are earned on the bac;is of 
services already performed by employees, (2) it is probable that will be paid (in the form of paid time 
off, cash payments at tennination or retirement, or some other means) and (3) are not contingent on a 
specific event (such as illness) . 

The compensated absences are accumulated on the basis of 2Yi days per month of vacation and 1 Vi 
days per month of sick pay and compensatory time up to a maximum of 60 days of vacations and 90 
days of sick leave. Upon separation from employment the accumulated vacations are liquidated up to 
the maximum number of days. Accumulated sick leave, which is accrued based on all vesting 
amounts for which payment is probable, is liquidated to employees with 10 years or more service up 
to the maximum number of days. 

The accrual of compensated absences includes estimated payments that are related to payroll. The 
entire compensated absence liability is reported on the government-wide financial statements. For 
governmental fund financial statements, the current portion of unpaid compensated absences is the 
amount that is normally expected to be paid using expendable available financial resources. The non­
current portion of the liability is not reported . 

m) Lo11g-term Debt 

The long-term liabilities reported in the accompanying statements of net assets include the 
Municipality's bonds, notes, obligation under capital leases, compensated absences and legal claims 
and judgments . 

All long-tenn debt to be repaid from governmental resources is reported as liabilities in the 
accompanying statement of net assets. Principal and interest payments on bonds due in July 1 of the 
following fiscal year are recorded as fund liabilities in the GFFS when resources are available in the 
debt service fund (generally at June 30). In the GFFS, the face amount of debt issued is reported as 
other financing sources when issued . 

In the GWFS debt issuance costs are reported as deferred charges and are amortized under the 
straight-line method over the life of the debt while in the GFFS such costs are recognized as 
expenditures during the current period . 

11) Leases 

The Mumcipality classifies its lease agreements either as operating or capital leases. Capital lease 
agreements are non-cancelable and involve substance over form, the transfer of substantially all 
benefits 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 liability at the inception of the lease. According to GAAP, the Municipality classifies a lease 
agreement as a capital lease if at its inception the lease meets one or more of the following four 
criteria: 
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• By the end of the lease tern1, ownership of the leased property is transferred to the Municipality . 

• The lease agreement contains a bargain purchase option. 

• The lease term is substantially equal (75% or more) to the estimated useful life of the leased 
property . 

• At the inception of the lease, the present value of the minimum lease payments, with certain 
adjustments, is 90% or more of the fair value of the leased property. 

Although the Municipality is prevented legally from entering into obligations extending beyond the 
current year budget, most capital lease agreements entered by the Municipality contain fiscal funding 
clauses or a cancellation clause that makes the continuation of the agreements subject to future 
appropriations. Leases that meet at least one of the aforementioned four criteria and have fiscal 
funding or cancellation clauses have been recorded as capital leases in the accompanying GWFS, 
since the likelihood of invoking the provision is considered to be remote. The Municipality's lease 
agreements do not include contingent rental payments nor escalation clauses. 

In the GWFS, the obligation under capital leases is recorded at the lesser of the estimated fair value of 
the leased property or the present value of the m inimum lease payments, excluding any portion 
representing executory costs and profit thereon to be paid by the lessor. A portion of each minimum 
lease payment is allocated to interest expense and the balance is applied to reduce the lease liability 
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 (1) expenditure and (2) other financing source. Minimum lease 
payments are recorded as expenditures in the GFFS. 

o) Accounting for Pensio11 Costs 

The Commonwealth of Puerto Rico is considered to be the sponsor of the Employees' Retirement 
System of the Govenunent of Puerto Rico and Its Instrumentalities (ERS) and System 2000, the two 
retirement systems in which the employees of the Municipality participate. Accordingly, the 
Municipality is considered a participant and not a sponsor of these retirement systems since the 
majority of the participants in the aforementioned pension ln·'-t funds are part of the financial 
reporting entity of the Commonwealth. Accordingly, no portion of the net pension obligation (NPO) 
related to ERS has been allocated to the Municipality in the accompanymg basic financial statements . 
The basic financial statements of the Conunonwealth account for the total amount of the net pension 
obligation ofERS, including any amount that may be allocated to the Municipality. 

The Municipality accounts for pension costs from the standpoint of a participant in a multiple­
employer cost-sharing plan. Accordingly, pension costs recognized in the accompanying basic 
financial statements are equal to the statutorily required contributions, with a liability recorded for 
any unpaid required contributions. 
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The Municipality carries commercial insurance covering casualty, theft, tort claims and other losses. 
Insurance policies are negotiated by the Puerto Rico Treasury Department (the Treasury Department) 
on behalf of all municipalities of Puerto Rico. The Treasury Department pays the insurance premiums 
on behalf of the Municipality and then is reimbursed each year through monthly equal payments 
deducted from the Municipality's gross property tax collections made by CRrM . 

The Municipality carries insurance coverage for death and bodily injuries caused by automobile 
accidents. This insurance is obtained through the Automobile Accidents Compensation 
Administration ("ACAA", by its Spanish acronym), a discretely component umt of the 
Commonwealth. This insurance is compulsory for all licensed vehicles used on public roads and 
highways in Puerto Rico. The annual premium is $35 per licensed motor vehicle, which is paid 
directly to ACAA. 

The Municipality obtains workers' compensation insurance coverage through the State Insurance 
Fund Corporation ("FSE" by its Spanish acronym), a component unit of the Commonwealth. This 
insurance covers workers against injuries, disability or death because of work or employment-related 
accidents, or because of illness suffered as a consequence of their employment. Workers' 
compensation insurance premiums are also paid through monthly deductions made by CRIM from the 
Municipality's gross property tax collections. 

The Municipality obtains unemployment compensation, non-occupational disability, and drivers' 
insurance coverage for its employees through various insurance programs administered by the 
Commonwealth's Department of Labor and Human Resources (DOL). These insurance programs 
cover workers against unemployment and provide supplementary insurance coverage for temporary 
disability, or death because of work or employment-related accidents or because of illnes~ suffered as 
a consequence of their employment. Unemployment compensation, non-occupational disability and 
drivers' insurance premiums are paid directly to DOL on a quarterly basis. 

The Municipality also obtams medical insurance coverage for its employees. The current insurance 
policies have not been canceled or terminated at June 30, 2005. In the past three years, the 
Municipality has not settled claims that exceeded insurance coverage. 

q) Reservatio11s of Fund Ba/a11ces 

Reservations of fund balances represent portions of fund balances that are legally segregated for 
specific future uses or are not appropriated for expenditure. The Municipality has the following types 
of reservations of fund balances: 
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• Enc11mbra11ces - Represent future expenditures under purchase orders, contracts and other 
commitments. These committed amounts represent reservations of unexpired appropriations and 
generally will become liabilities in future periods as the goods or services are received. 

• Capital Projects - Represent the reservation of amounts to be used for future expenditures for 
capital projects under contracts and other conunitrnents. These committed amounts generally 
will become liabilities in future periods as the projects are completed . 

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

• Other Specified Purposes - Represent resources set aside for use in federal and state grant 
programs accounted for in the special revenue funds . 

r) J11terfu11d Activities 

Permanent reallocations of resources among the Municipality's funds are classified as interfuncl 
transfers. The Municipality has the following types of activities recorded among funds in the 
accompanying GFFS: 

• Operating Transfers - Represent legally required transfers that are reported when incurred as 
"operating transfers-in" by the recipient fund and as "operating transfer-out" by the disbursing 
fund. 

• l11tra-entity Activities - Represent transfers among funds that are reported as interfund transfers 
with receivables and payables presented as amounts due to and due from other funds . 

• Advances - Represent amounts advanced among funds, which are not considered to be currently 
available financial resources. 

In the GFFS, interfund activity has not been eliminated, as permitted by GAAP . 

s) Use of Estimates 

The preparation of the accompanying basic financial statements in conformity with GAAP requires 
management to make .;ignificant estimates and assumptions that affect the reported amounts of assets 
and liabilities and the disclosure of contingent assets and liabilities at the date of the basic financial 
statements, and the reported amounts of revenue and expenses during the reporting period. Actual 
results could differ from those estimates . 
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Future Adoption of Accou11ting Pro11ou11ce1nents 

The GASB has issued the following statements, which the Municipality has not yet adopted: 

42 

43 

44 

45 

46 

47 

Statement 

Accounting and Financial Reporting for Impairment 
of Capital Assets and for Insurance Recoveries 

Financial Reporting for Post employment Benefits 
Plans Other Than Pension Plans 

Economic Condition Reporting: The Statistical 
Section - an amendment of NCGA Statement No. 
1 

Accounting and Financial Reporting by Employers 
for Post employment Benefits Other Than 
Pensions 

Net Assets Restricted by Enabling Legislation, an 
amendment of GASB Statement No. 34 

Accounting for Termination Benefits 

To be Adopted in 
Fiscal year ended, 

June 30, 2006 

June 30, 2008 

June 30, 2006 

June 30, 2009 

June 30, 2006 

June 30, 2006; for 
termination benefits 
provided through an 
existing defined 
benefit OPEB plan, 
the provisions of 
this Statement 
should be 
implemented 
simultaneously with 
the requirements of 
Statement 45 . 

The impact of these statements in the Municipality's basic financial statements has not yet been 
determined . 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF GUANICA 

Notes to Basic Financial Statements 
June 30, 2005 

2. CUSTODIAL CREDIT RISK - DEPOSITS 

Custodial c redit nsk is the risk that in the event of a bank failure, the government's deposits may not be 
returned to it. The Municipality maintains cash deposits in commercial and governmental banks located in 
Puerto Rico. 

Under Commonwealth of Puerto Rico statutes. public funds deposited in commercial banks must be fully 
collateralized for the amount deposited in excess of federal deposit insurance. All securities pledged as 
collateral by the Municipality are held by the Secretary of Treasury of Puerto Rico in the Municipality's 
name. At year end the Municipality's bank balance in commercial banks amounts to $2,211,860. 

Deposits in governmental banks are uninsured and uncollateralized. At year end the Municipality's bank 
balance in governmental banks amounts to $1.231,002 . 

3. DUE FROM (fO) GOVERNMENT AL ENTITIES 

a. Amounts due from govenunental entities as of June 30, 2005 follows: 

Municipal Revenue Collection Center (CRIM)-
property taxes (debt service fund) 

Puerto Rico Department of Family - Child Care 
US Department of Justice-COPS 
US Federal Emergency Management Agency -

HMGP 
Office of Commissioner of Municipal Affairs -

CDBG 
US Department of Housing and Urban 

Development - Section 8 
US Department of Commerce - EDA 
Puerto Rico Department of Labor - Law 52 
Puerto Rico Police Department - Public Order 

Code 
Puerto Rico Rural Development Corporation -

Other governmental funds 
Puerto Rico Department of Treasury -

Chnstmas bonus reimbursement 

s 

$ 

Commonwealth 
Government 

47,876 

206,764 

182,008 

6,916 

95,589 

539,153 

$ 

s 

Federal 
Government 

7 1,231 
999 

81,632 

43,968 

99 
111,294 

309,223 

The amounts due from Puerto Rico Department of Treasury - Christmas bonus ($95,589), US Department 
of Commerce - EDA (1 11 ,294) and Puerto Rico Police Department - Public Order Code (182,008) are 
recorded as deferred revenue in the governmental funds statements since are not available as required by 
current standards. 
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C OMMONWE.\L.TII OF PUERTO RICO 

MUNICIPALITY OF GUANICA 

Notes to Basic Financial Statements 
June 30, 2005 

b. Amounts due to governmental entities as of June 30, 2005 follows: 

Commonwealth 
Entities 

Puerto Rico Aqueduct and Sewer Authority 
(PRASA) 

Puerto Rico General Services Administration 
Puerto Rico Employee Retirement System 
Administration 
Puerto Rico Industrial Development Corporation 
(PRIDCO) 
Puerto Rico Department of Labor - unemployment 
Other entities 

4. INTERFUND TRANSACTIONS 

a. Due from/to other funds: 

$ 

$ 

15,517 
30,236 

42,292 

16.366 
340,840 

205 
445,456 

Amounts due from/to other funds represent temporary advances to other funds for payroll and payroll 
taxes expenditures and to record the overdrawn of pool cash by the general fund to other special funds as 
follows: 

Receivable Fund Pa:i::able Fund Amount 

General Fund Major fund - State Legislative Joint Resolutions $ 76,811 
General Fund Other governmental funds -Public Order Code 192,040 
General Fund Other governmental funds-Law 52 208,672 
General Fund Other governmental funds -CDBG 94,151 
General Fund Other governmental funds-Child Care 110,000 
General Fund Other governmental funds-others 39,571 

Major Fund - State 
Legislative Joint 

Resolutions General Fund 424,763 
Major Fund -· 3tate 

Legislative Joint 
Resolutions Major fund - FEMA HMGP 449,451 

Other governmental 
funds -Citizens 

Participation General Fund 99,713 
Other governmental 

funds -others General Fund 3,291 

Total: $ 1,698,463 
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b. Operating transfers: 

COMMONWEALTH OF PUERTO Rico 
MuNiCIPALITY OF GuANICA 

Notes to Basic Financial Statements 
June 30, 2005 

Transfers between individual funds were made for operational purposes. Transfers includes: interest 
earned on restricted cash with fiscal agents in the debt service fund and operating and capital 
improvement loans in other governmental funds which is transferred to the general fund; principal and 
interest payments of general long term debt transferred from the general fund to the debt service fund; 
and transfers of funds from general fund to other special funds for matching purposes or to finance 
unreimbursable funds from governmental agencies. 

5. CAPITAL ASSETS 

Capital asset activity for the year ended June 30, 2005, was as follows: 

Governmental activ111es: 

Capital assets, not being depreciated: 
Land 
Construction m progress 

Total capital assets not bemg 
depreciated: 

Capital assets, being depreciated: 
Buildings, strucrures and building 
improvements 
Infrastructure 
Land improvements 
Licensed vehicles 
Machinery and equipment 
Equipment under capital leases 

Total capital assets being 
depreciated 

Less accumulated depreciation for: 
Buildings, strucrures and building 
improvements 
Infrastructure 
Land improvements 
L1crnsed vehicles 
Machinery and equipment 
Equipment under capital leases 

Total accumulated depreciation 

Total capital assets being 
depreciated. net 

Governmental acuv1t1es capital 
assets, net 

$ 

$ 

Balance 
July l, 2004 

565,795 
4,923,631 

5,489,426 

7,252,712 
2,342,946 
2,884,899 
1,286,328 

991 ,731 
43,572 

14,802,188 

2,768,368 
996,574 

1,823,769 
773,871 
666,755 

18,898 

7,048,235 

7,753,953 

13,243,379 $ 

42 

Increases 

99,213 
1,392,175 

1,491,388 

350,987 
1,275,044 

214,340 

1,840,371 

145,054 
117,147 
85,323 
88,410 
49,073 

485,007 

1,355,364 

2,846,752 

Decreases 

___ __;.1..:;;,2.;..;75,044 

1,275,044 

912,606 

912,606 

370,746 

370,746 

541,860 

$ l,816,904 

$ 

Balance 
June 30, 2005 

665,008 
5,040,762 

5,705,770 

6,69 1,093 
3,617,990 
2,884,899 
1,286,328 
1,206,071 

43,572 

15,729,953 

2,542,676 
1,113,721 
l,909,092 

862,281 
715,828 

18,898 

7,162,496 

8,567,457 

$ 14,273,227 
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COMMONWF.,\L TH OF PUERTO RICO 

MUNICJPAUTY OF GUANICA 

Notes to Basic Financial Statements 
June 30, 2005 

Depreciation and amortization of capital assets was charged to functions/activities in the accompanying 
government-wide statement of activities as follows: 

Governmental activities: 

General government 
Public safety 
Health and welfare 
Culture and recreation 
Public works and sanitation 

Total depreciation expense, governmental activities 

$ 

$ 

102,24.'.> 
80,000 
27,797 

152,743 
122,222 

485,007 

The Municipality was awarded $900,000 by the Economic Development Administration (EDA) on 
September 25, 2001. The project consists of the construction of a building known as the Coastal 
Enterprise Center for small tourism related businesses and the construction of an outdoor produce 
market. The Municipality signed a deed of unilateral mortgage for the amount of $900,000 on October 8, 
2004. This mortgage was signed in be half of EDA over an immovable property in which the project will 
be located. The agreement and mortgage shall terminate and be of no further force twenty (20) years 
from the date here of, m which period of years has been established as the useful life of the 
improvements of the property. The aforesaid grant from EDA provides the purposes for which the award 
amount may be used and provides, interalia, where the Municipality will not sell, lease, mortgage or 
other wise use the project, unless prior approval of the Assistance Secretary of Conunerce for Economic 
Development or their designees, successors or assignees. 

6. DEFERRED REVENUES 

The Municipality reports deferred revenue on its GFFS and GWFS as follows: 

Resources not Resources received 
available before le~al claim 

EDA Fund $ 111,294 $ 
Unearned volume of municipal license taxes 162,930 
Christmas bonus 95,589 
Citizens Participation Fund 366,234 
Federal Emergency Management Agency 65,002 
Public Order Code Fund 182,008 
Section 8 Fund 132,045 
Solid Waste Authority Fund 96,603 
Others 13,555 

$ 388,892 $ 836,369 

43 



• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

7. LONG-TERMDEBT 

COMMONWF.A I ,TH OF PUERTO Rico 
MUNICIPALITY OF GU.ANICA 

Notes to Basic Financial Statements 
June 30, 2005 

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

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

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

In addition, before any new bonds or notes are issued, the revenues of the debt service fund should be 
sufficient to cover the projected debt service requirement. At June 30, 2005, the Municipality is in 
compliance with the debt limitation requirements . 

The general long-term debt activity for the year ended June 30, 2005 was as follows: 
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COMMONWtAL TH OF PUERTO Rico 

• MUNICIPALITY OF GUANICA 
Notes to Basic Financial Statements 

June 30, 2005 

Balance at 

• July I. 2004, as Balance at Due within one 
restated Increases Decreases June 3C, 2005 year 

Bondf payable $ 3,594,000 $ 145,000 s 22.5,000 s 3,514,000 $ 200,000 
Notes payable to: 

PR lreasury 
Department· 

Loa11 for payment of 

• legal settlement 1,634,702 972 l ,033,730 1,002 
Financing agreement 

fo1 the excess of 
property tax over 
a<I vances thorough 
fiscal year 2003 499.196 11,216 487,980 12,037 

PR Department of 
Labor and Human • Resources 79,457 79,457 

PR Land Autl1ority 125.020 4,205 120.815 2,751 
PR Aqueduct and 

Sewe1 Authority 19,358 19,358 
CRJM. 

Act No. 42 -
Financing • agreement fot the 
excess o f propeny 
tax advances over 
tax collections 
through fiscal year 
:woo 1.041,998 13,994 1.028,004 14,868 

LIMS 107,732 12,539 95,193 12,391 

• Financing of 
delinquent 
property tax 
accounts sold 204,510 65,668 138,842 12,242 

Pny:ible to CRIM -
Excess of property tax 
advances over actual 

• collect1ons 56,138 56,138 
Payable to FEMA 750,467 750,467 
Compensated absences 924,437 197,477 l,121 ,914 50,087 
Claims and Judgments 175.448 129,700 140,488 164.660 124,146 
Obhgation under 
capital leases 27,746 5,549 22,197 6,722 
Christmas bonus 129,835 169,014 129,B35 169,014 169,014 

• $ 8,563,439 $ t ,447,796 $ 708.281 $ 9,302,954 s 605,260 

a) Bo11ds Payable and operati011al loa11s 

The Municipality issues general and special (public improvements) obligations bonds and operational 
loans to provide for the acquisition and construction of major capital facilities and equipment. as well as, 
to cover certain operating needs. Bonds and notes payable at June 30, 2005 is composed of the following 
debts: 
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General Obligation Bonds: 

COMMONWEALHI OF PUERTO Rico 
MUNICIPALITY OF GUANICA 

Notes to Basic Financial Statements 
June 30, 2005 

1992 serial bonds, original amount of $375,000, due in annual principal installments 
ranging from $25,000 to $5Q,OOO; plus interest due in semiannual installments at 
variable rates from 5.00% to 7 .81 % (5.00% at June 30, 2005) through July I, 2009 

2002 serial bonds, original amount of $530,000, due in annual principal installments 
ranging from $10,000 to $40,000; plus interest due in semiannual installments at 
variable rates from 2.70% to 5 .60% (2.89% at June 30, 2005) through July 1. 2026 

Public Improvement Bonds: 
1981 serial bonds, original amount of $217 ,000, due in annual principal installments 

ranging from $5,000 to 13,000; plus interest due in annual installments at rates of 
5.00% through January, I, 2006 

1983 serial bonds, original amount of $127 ,000, due in annual principal installments 
ranging from $3,000 to $8,000; plus interest due in annual installments at rates 
of 5.00% through January I, 2006 

1995 serial bonds, original amount of $1, 125,000, due in annual principal 
installments ranging from $20,000 to $110,000; plus interest due in semiannual 
installments at variable rates from 4.70% to 6.63% (5.925% at June 30, 2005) 
through July I, 2016 

Operational loans: 
1986 original issue amount of $280,000, due in annual principal installments of 

$14,000, plus interest due in semiannual installments at variable rates from 5.00% 
to 8.50% (5.00% at June 30, 2005) through July 1, 2006 

2000 onginal issue amount of $135,000. due in annual principal installments ranging 
from $10,000 to $20,000; plus mterest due in semiannual installments at variable 
rates from 5.00% to 7 .81 % (5.00% at June 30, 2005) through July 1, 2009 

2002 onginal amount of$ I, 740,000, due in annual installments ranging from $10,000 
to $130,000; plus interest due in semiannual installments at variable rates from 
5.00% to 6.00% (5.00% at June 30, 2005) through July I, 2026 

2005 original amount of $145,000, due tn annual principal instnllr.ients ranging fTom 
$I 0,000 to $20,000; plus interest due in annual installments at rates of 5.00% 
through July I, 2014 
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Outstanding 
Amount 

220,000 

500,000 

13,000 

8,000 

860,000 

28,000 

80,000 

1,660,000 

145,000 

$ 3,514,000 
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COMMONWEAL H t OF P UERTO Rico 
MUNIC IPALITY OF GUANICA 

Notes to Basic Financial Statements 
June 30, 2005 

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

June 30 PrinciEal Interest 

2006 $ 200,000 $ 181 ,985 

2007 189,000 190,448 

2008 185,000 179,759 

2009 195,000 168,832 

2010 210,000 157,057 

20 11-2015 845,000 638,002 

2016-2020 705,000 382,089 

2021-2025 660,000 202,508 

2026-2029 325,000 21,740 

Totals $ 3,514,000 $ 2,122,420 

h) Notes Payable to Puerto Rico Treas11ry Departme11t 

Loan for payment of legal settlement - On December 1, 2003 the Municipality obtained a loan from the 
Puerto Rico Treasury Department to pay a legal settlement related to the Federal Civil Case No. 01 -2692 
(JP). The face amount of the loan was $2,000,000 at no interest. This note has an imputed interest rate of 
3.00% and was originally recorded at its present value of $1,635, 177, net of an unamortized discount of 
$364,823, at inception. At June 30, 2005, the balance of this note, net of the unamortized discount of 
$287,186, amounted to $1,633,730, with an accrued interest of $4,084. This amount will be repaid with 
unrestricted funds. The principal and discount amortization (recorded as interest expense) maturities are 
as follows: 

June 30 

2006 $ 

2007 

2008 

2009 

2010 

2011-2014 

Totals $ 

PrinciEal 
1,002 

102,419 

105,534 

159,437 

164,287 

1,101,051 

1,633,730 

47 

Interest 

$ 48,996 

47,325 

44,202 

40, 164 

35,303 

71,196 

$ 287,186 



• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

COMMONWE•\LTH OF PUERTO Rico 
M UNICIPALITY OF G UANICA 

Notes to Basic Financial Statements 
June 30, 2005 

Financing of the excess of property tax advances over collections - On November 4, 1999 the 
Municipality entered into a financing agreement with the Puerto Rico Treasury Department to pay a debt 
related to the excess of property tax advances over collections made by the Puerto Rico Treasury 
Department pnor to the creation of CRIM in 1993. The outstanding principal and accrued interest 
balances of the note payable to CRIM amounted to $487,980 and $2,879, respectively, at June 30, 2005. 
This amount will be repaid with unrestricted funds. The principal and interest maturities are as follows: 

June 30 

2006 

2007 

2008 

2009 

2010 

2011-2015 

2016-2020 

2021-2025 

Totals 

Principal 
$ 12,037 

s 

12,917 

13,862 

14,876 

15,964 

99,137 

141 ,101 

178,086 

487,980 

c) Notes Payable to Puerto Rico Land Autliority 

$ 

s 

Interest 
34,092 

33,207 

32,256 

31,236 

30,1 42 

131,277 

89,067 

29417 

410,694 

On October 22, 2003, the Municipality acquired a parcel of land from the Puerto Rico Land Authority in 
the amount of $250,000 for which the Municipality issue a note payable. The note bears no interest and 
has an imputed interest rate of 6.00%. The note was originally recorded at its present value of $135,020, 
net of an unamortized discount of $114,980, at inception. At June 30, 2005, the balance of this note, net 
of the unamortized discount of $102,540, amounted to $ 120,815, with an accrued interest of $6,645. This 
amount will be repaid with unrestricted funds. The principal and discount amortization (recorded as 
interest expense) maturities are as follows: 

June 30 

2006 

2007 

2008 

2009 

2010 

2011 -2015 

2016-2020 

2021-2025 

2026-2029 

Totals 

Principal 
$ 2,751 

$ 

2,916 

3,091 

3,277 

3,473 

20,753 

16,537 

33,366 

34,651 

120,815 

$ 

s 
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Interest 
7,098 

6,924 

6,739 

6,543 

6,335 

28,106 

22,554 

14,798 

3,443 

102,540 
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d) Notes Payable to CRIM 

COMMONWE . .\ L TH OF PUERTO RICO 

MUNICIPALITY OF GUANICA 
Notes to Basic Financial Statements 

June 30, 2005 

Act No. 42 - Act No. 42 of January 26, 2000 was enacted to authorize CRIM to enter into a financing 
agreement of up to $200 million, for a tenn not exceeding 30 years. The financing agreement allows for 
the financing of a debt that the municipalities of Puerto Rico have with CRIM, arising from the final 
settlements of property tax advances versus actual collections through fiscal year 2000. The amounts that 
the municipalities will collect from the additional property taxes resulting from the increases in the 
subsidy from the Commonwealth to the municipalities are assigned through this law to repay such loan . 
The increases in this subsidy were the result of the Public Law No. 238 of August 15, 1999. 

In addition, on December 16, 2002 the Municipality entered into a repayment agreement with GOB and 
CRIM to pay off the remaining $1,061,453 of excess of property tax advances from fiscal year 2000 and 
2001. CRIM retains the principal and interest from the property tax advances of the Municipality. The 
amounts retained by CRJM are remitted to COB on July 1 of each year through July 1, 2032. The 
repayment agreement bears interest at a rate of 6.2%. The outstruidmg principal and accrued interest 
balances of the note payable to CRIM amounted $1,028,004 and $31,804 respectively, at June 30, 2005. 
This amount will be repaid with unrestricted funds. The principal and interest maturities are as follows: 

June 30 

2006 

2007 

2008 

2009 
2010 

20 11 -2015 

20 16-2020 

2021-2025 

2026-2030 

2031 -2033 

Totals 

Principal 
s 14,873 

$ 

15,807 

16,801 

17,876 

19,028 

114,354 

155,496 

210,317 

284,641 

178,811 

1,028,004 $ 

Interes t 

63,021 

(> 1,958 

60,994 

59,845 

58,689 

273,585 

23 1,312 

174,436 

91,153 

10,995 

1,085,988 

LIMS On June 28, 2001, the Municipality entered into a financing agreement with CRIM for the 
payment of the Municipality's share of the cost of an infonnation management system, acquired by CRIM 
on behalf of all municipalities, for the managemenc of a digital database of taxpayers properties located in 
Puerto Rico. The face amount of the loan was $178,730 and bears no interest. The note is payable in 
monthly installments of $1,490 through December l , 2011. This note has an imputed interest rate of 
6.00% and was originally recorded at its present value of $130,789, net of an unamortized discount of 
$47,942, at inception. At June 30, 2005, the balance of this note, net of the unamortized discount of 
$20,5 11 , amounted to $95, l 93. This amount will be repaid with unrestricted funds. The principal and 
discount amortization (recorded as interest expense) maturities are as follows: 
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MUNICIPALITY OF GUANICA 
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June 30, 2005 

June 30 PrinciI!al Interest 

2006 $ 12,391 $ 5,421 

2007 13,139 4.669 

2008 13,932 3,871 

2009 14,774 3,026 

2010 15,666 2,129 

2011-2012 25,291 1,395 

Totals $ 95,193 $ 20,511 

Financing of delinquent property tax accounts sold - On April 22, 2002, the Municipality entered into 
a financing agreement with CRIM in the amount of $251,724 for the payment of delinquent property tax 
account sold to private investors. The financing agreement is in the form of a line of credit bearing 
interests at 6.50% during the first 5 years, and variable interests 125 points over LIBOR rate during the 
next 25 years. During this fiscal year CRIM has record credits for the amount of $65,668 to the principal 
on this agreement. At June 30, 2005, the outstanding principal amounted to $138,842. The principal and 
interest maturities are as follows: 

June 30 PrinciEal Interest 

2006 $ 12,242 $ 9.025 

2007 7,566 

2008 8,229 

2009 2, 177 8,165 

2010 2,323 8,019 

201 1-2015 14, 165 37,543 

2016-2020 19,588 32,121 

2021-2025 27,086 24,622 

2026-2030 37,456 14,253 

203 1-2033 23,805 2,049 

Totals $ 138,842 $ 151,592 

e) Other payable to CRIM· Excess of property tax advances over actual collections - The $56,138 
represents the balance owed as of June 30, 2005 to CRIM for excess of advances of property tax and other 
subsidies over final amount of property tax collections for the fiscal year euded June 30, 2005 (see note 
8). This amount will be repaid with unrestricted funds . 

/) Note Pavable to FEMA - This amount represents final disallowed costs as determined by an audit 
performed by the Governor's Authorized Representative (GAR) of FEMA funds related to Hurricane 
Georges. As of June 30, 2005, the outstanding balance amounts to $750,467. The Municipality intends to 
pay the amount through a payment plan with FEMA which will be financed with unrestricted funds . 
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COMM ONWF..A! .TH OF' P UERTO Rico 
MUNICIPALITY OF GUANICA 

Notes to Basic Financial Statements 
June 30, 1005 

g) Compensated absences - Includes accrued vac::itions, sick leave benefits and other benefits with similar 
charactenstics such as compensatory time, repr•!St::nts the Municipality's commitment to fund such costs 
from future operations. As of June 30, 2005 the outstanding balance amounts to $1,121.914. This amount 
will be repaid with unrestricted funds. 

Ii) Otlzer claims and judgments - Represent the final costs of legal cac;es paid subsequent to June 30, 2005 
and other claims outstanding as of that date. The awarded amounts will be paid with unrestricted funds. 
As of June 30, 2005 the outstanding balance amounts to $164,660 . 

i) Lease obligatio11s 

The Municipality is obligated under capital leases with third partir.s that expire through 2009 for the 
acquisition of office equipment. At June 30, 2005, the capitalized costs and the related accumulated 
amortization of the leased equipment amounted to $43,572 and $18,898, respectively, which are 
accounted for as capital assets in the accompanying government-wide statement of net assets. The present 
value of the future minimum capital lease payment.c; at June 30, 2005 reported in the accompanying 
government-wide statement of net assets is as follows: 

Year ending 
June 30, 

2006 

2007 

2008 

2009 

Total future minimum lease payments 

Less: amount representing future interest cost 

at8.00% 

Present value of minimum lease payments 
Less: 
Current portion of obligation under capital leases 

Obligation under capital leases, excluding current portion 

Amount 
$ 8,542 

7,152 

6,756 

3,184 

25,634 

(3,437) 

22.197 

6,722 

$ 15,475 

j) Cliristmas bonus - Represent the accrued portion corresponding to fiscal year 2004-2005 of the Christmas 
bonus to be paid in December 2005 . 
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8. PROPERTY TAXES 

COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF GUA.NICA 

Notes to Basic Financial Statements 
June 30, 2005 

The Municipal Revenue Collection Center (CRIM) of the Commonwealth of Puerto Rico is responsible 
for the assessment, collection and distribution of real and personal property taxes. The tax on personal 
property is self-assessed by the taxpayer. The assessment is made on a return, which must be filed with 
the CRIM by May 15 of each year and is based on the current value at the date of the assessment. Real 
property is assessed by the CRIM. The tax is general assessed on January 1 on all taxable property 
located within the Municipality and is based on the current value existing in the year 1957. For personal 
property the tax is due with the return filed on or before May 15. Taxes on real property may be paid on 
two equal installments, July lst and January 1st. 

The tax rates m force as of June 30, 2005 are 8.78% for real property (of which 8.58% is paid by the 
taxpayer and .20% is reimbursed by tht< Puerto Rico Treasury Department) and 6.58% for personal 
property (of which 6.38% is paid by the taxpayer and .20% is reimbursed by the Puerto Rico Treasury 
Department). For both tax rates 1.03% belongs to the Commonwealth and 7. 75% and 5. 75%, respectively, 
belongs to the Municipality. Of the portion belonging to the Municipality, 6% on real property and 4% on 
personal property represents the Municipality's portion which is appropriated for general purposes and 
accounted in the general fund. The remaining portion of 1.75% on both tax rates belonging to the 
Municipality is restricted for debt service and accounted in the debt service fund . 

Residential real property occupied by its owner is exempt by law from property taxes on the first $15,000 
of the assessed value. For such exempted amounts, the Puerto Rico Department of Treasury assumes 
payment of the basic tax to the Municipality, except for residential units assessed at less than $3,500 on 
which a complete exemption is granted. Revenue related to exempt property is recorded in the General 
Fund. The Municipality grants a complete exemption from personal property taxes up to an assessment 
value of $50,000 to retailers with annual net sales ofless than $150,000 . 

The CRIM advances funds to the Municipality based on an estimate of special governmental subsidies 
and tl1e property taxes to be levied and which are collected in subsequent periods. This distribution 
includes advances of property tax and amounts of municipal equalization fund from the Commonwealth 
government. The CRIM is required by law to prepare a settlement statement on a fiscal year basis, 
whereby a comparison is made between the amounts advanced to the Municipality and amounts actually 
collected from taxpayers. The CRIM prepares a preliminary settlement not later than three months after 
fiscal year-end and a final settlement not later than six months after fiscal year-end. If actual collections 
exceed the advances a receivable from CRIM is recorded. However, if advances exceed actual collections, 
a payable to CRIM is recorded. The Municipality has a net payable to the CRIM of$ 56,138 resulting 
from the final settlement for fiscal year 2004-2005. The total amount is recorded as a long term debt in the 
government-wide statement since will not be paid with expendable available resources . 
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9. MUNICIPAL LICENSE TAXES 

The Municipality is authorized by Law No. 81 to impose and collect municipal license taxes on all trade 
or business activities operated by any natural or legal person within the territorial area of Guanica. This is 
a self-assessed tax generally based on the business volume measured by gross sales. The Municipality 
establishes the applicable tax rates. At June 30, 2005, the municipal tax rates imposed by the 
Municipality were 1.50% for financing institutions and 0.50% for other types of taxpayers. Any 
taxpayers that have been granted with partial tax exemptions under any of the incentive tax laws of the 
Commonwealth ultimately pay municipal license taxes at reduced tax rates, generally between 60% and 
90% under standard rates. 

Each taxpayer must asses his/her corresponding municipal license tax by declaring his/her volume of 
business through a tax return to be filed every April 15 based on the actual volume of business generated 
in the preceding calendar year. Taxpayers with a sales volume of $1 million or more must include audited 
financ ial statements with their tax returns. The tax can be paid by the taxpayer in two equal installments 
due on July 15 and January 15, subsequent to the filing of the declaration. The first installment of the tax 
covers the six-month period ended December 31, subsequent to the filing date of the declaration, while 
the second installment of the tax covers the six-month period ended June 30 of the subsequent calendar 
year. If a taxpayer elects to pay the tax in full on the filing date of the declaration (generally April 15), a 
5% discount is granted automatically on the total tax amount due . 

Any municipal license taxes collected in advance {that is, pertaining to a future period) are recorded as 
deferred revenues. Deferred municipal license tWI revenues recorded in the accompanying GWFS and 
OFFS amounted to $162,930 at June 30, 2005, which represents municipal licenses collected in advance 
for the taxable year 2005-2006 . 

IO. INTERGOVERNMENTAL REVENUES 

Intergovernmental revenues in the General Fund are comprised of the following: 

Amount of municipal equalization fund and subsidy send by CRlM 
Compensation in lieu of tax from the Puerto Rico Electric Power Authority 

(PREP A) 
Reimbursement from Commonwealth Government - Christmas Bonus 

expenditures 
Other intergovernmental revenues 
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3,684,757 

917,793 

131,920 
4,282 

4,738,752 
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Notes to Basic Financial Statements 
June 30, 2005 

11. FUND BALANCE RESTATEMENTS 

a. Fund balances 

The beginning fund balances of the General Fund and Public Order Code fund included in other 
governmental funds have been restated to recognize corrections of accounting errors. In the general 
fund corrections include: overstatement of assets for $91,324 and understatement of liabilities for 
$424,633. The following schedule reconciles the fund balance at July 1, 2004 as previously reported 
to the beginning fund balance, as restated: 

Fund 
General fund 

Other governmental 
funds 

Balance at beginning 
of year, as previously 

reported 
$ 261,129 

313,931 

Prior period adjustments 

C01Tcction of errors 
$ (51 S,957) 

(61 ,079) 

Balance at beginning of 
year, as 
Restated 

$ (254,828) 

252,852 

b. Net assets 

Net assets at beginning of year have been adjusted to reflect the following restatements: 

Amount 
Net assets at beginning of year as previously reported: $ 7,052,053 

Restatements: 
Overstatement of assets (91,324) 
Understatement of other long-term debt (39,154) 
Understament of accrued interest payable (26,920) 

Net assets at beginning of year as restated: $ 6,894,655 
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12. EMPLOYEES RETIREMENT SYSTEM 

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

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

111e System provides for retirement, death and disability benefits. Death and disability retirement benefits 
are available to members for occupational and non-occupational death and disabilities. Retirement 
benefits depend upon age at retirement and number of years of credited service. Benefits vest after 10 
years of plan participation . 

Retirement benefits are detennmed by the application of stipulated benefit ratios to the member's average 
compensation. Average compensation is computed based on the highest 36 months of compensation 
recognized by ERS. The annuity, for which a plan member is eligible, is limited to a minimum of S200 
per month and a maximum of 75 percent of the average compensation . 

On September 24, 1999, an amendment to Act No. 447 of May 15, 1951, which created the System, was 
enacted with the purpose of establishing a new pension system ("System 2000"). System 2000 becan1e 
effective on January 1, 2000. Employees participating in the current system as of December 31, 1999, 
had the option to either stay in the defined benefit plan or transfer to the new program. Persons joining 
the govenunent on or after January 1, 2000, are the only required to become members of System 2000 . 

System 2000 is a hybrid defined contribution plan, also known as cash balance plan. Under this new plan, 
there is a pool of pension assets, which will are invested by the System, together with those of the current 
defined benefit plan. The Commonwealth nor the Municipality will guarantee benefits at retirement age. 
The armuity will be based on a formula which ctssumes that each year the employees' contribution (with a 
minimum of 8.275 percent of the employees' salary up to a maximum of 10.00 percent) will be invested 
in an account which will either: (1) earn a fixed rate based on the two-year Constant Maturity U.S . 
Treasury Note; (2) earn a rate equal to 75 percent of the return of the System 2000's investment portfolio 
(net of management fees); or (3) earn a combination of both alternatives. Participants receive periodic 
accow1t statements s imilar to those of defined contribution plans showing their accrued balances. 
Disability pensions are not being granted under System 2000. The employer's contributions (9.275 
percent of the employees' salary which is applicable to the Municipality) will be used to fund the current 
plan. System 2000 reduced the retirement age from 65 years to 60 for those employees who joined the 
current plan on or later January l, 2000. 
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Contribution requirements are established by law and are as follows: 

Municipality 
Employees: 

Hired on or before March 31 , 1990 

Hired on or after April l, 1990 

9 .275% of gross salary 

5. 775% of gross salary up to $6,600 
8.275 of gross salary over $6,600 
8.275% of gross salary 

On August 12, 2000, Act No. 174 was approved to allow certain participants of the ERS to be eligible for 
early retirement upon attaining at least age 55 with 25 years of service, provided they made their election 
on or before April I, 2001. Those who elected early retirement under this law will receive monthly 
benefits of 75 percent (if 25 or more year of service and 55, or 30 or more years or services and age 50) or 
benefits of 65 percent (if 25 years of service by less than age 55) of their average compensation which is 
computed based on the highest 36 months of compensation recognized by the System. In these cases, the 
employer (including the Municipality) is responsible for contributing to the System the amount needed to 
cover the benefit payments and employer contribution with respect to the participants covered until the 
participants reaches the normal retirement age . 

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

The Municipality's actual contributions for the current and the previous two fiscal years, which are equal 
to the statutory required contributions, were as follows: 

Fiscal year 
ended June 30 

2005 
2004 
2003 

Act No. 447 S stem 2000 
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June 30, 2005 

13. COMMITMENTS AND CONTINGENCIES 

a. Encumbrances and cosntruction conunitments 

The Municipality has reported, outstanding encumbrances amounting to $296,260 in the general fund 
at June 30, 2005. The Municipality intends to honor these encumbrances, which will continue to be 
liquidated under the current year's budget during a lapse period that extends into the subsequent fiscal 
year . 

The Municipality has commitments at June 30, 2005 of approximately $572,224 for design, 
construction, improvements or renovation of certain municipal facilities. 

b. Operating leases 

The Municipality leases office equipment under operating lease agreements, which generally have 
terms of one year or less and are automatically renewed for the same terms. Rental expenses amounted 
approximately $ 8,641. Management believes that the summary of the future minimum rental 
conunitments under noncancelable operating leases with tenns exceeding one year is not significant 

c. Federal and State Grants 

Projects financed by the Federal and State Grants are subject to audits by grantors and other 
govenunental agencies in order to determine its expenditures to comply with the conditions of such 
grants. During fiscal period and as disclosed in Note 7(f) the Municipality accrued in the GWFS 
$750,467 representing disallowed costs as determined by an audit performed by the Governor's 
Authorized Representative (GAR) of FEMA funds related to Hurricane Georges. As of June 30, 2005 
the GAR informed the Municipality that additional funds in the amount of296,635 may be disallowed 
since certain projects have not been completed. The final outcome of this matter is undeterminable. 

It is the Municipality's opinion that no additional material unrecorded liabilities will arise from audits 
previously performed or to perform . 

d. Litigations 

The Municipality is defendant in various legal proceedings pertaining to matters incidental to the 
performance of routine governmental operations. Under Act No. 104 of June 25, 1955, as amended, 
persons are authorized to sue the Municipality only for causes of actions set forth in said Act to a 
maximum amount of$75,000 or $150,000 if it involves actions for damages to more than one person 
or where a single injured party is entitled to several causes of action. Under certain circumstances, as 
provided in Act No. 9 of November 26, 1975, as amended, the Municipality may provide its officers 
and employees with legal representation, as well as assume the payment of any judgment that may be 
entered against U1em. There is no limitation on the payment of such judgment. 
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With respects to pending or threatened litigation, the Municipality has reported liabilities of $164,660 
for awarded or anticipated unfavorable judgments as of June 30, 2005. Management believes that any 
unfavorable outcome in relation to pending or threatened litigation would not be significantly in 
excess of recorded amounts. 

14. FUND BALANCE DEFICITS 

Certain special funds included as other govenunental funds in the fund statements disclosed fund balance 
deficits as follows: 

Amount 
Economic Development Administration-EDA s 111,226 

Public Order Code s 181 .999 

The deficits results from the accrual of expenditures without accruing intergovernmental revenues for 
reimbursement of expenditures. As required by current standards, the Municipality recorded 
intergovernmental revenues for reimbursement-based (expenditure-driven) grants on fund statements 
when all applicable eligibility requirements have been met and the resources are available. 

15. SPECIAL ITEM 

During fiscal year the Municipality sold a building and corresponding land with a book value of $541,860 
for $600,000 in cash and a building and corresponding land valued at $425,000. The transaction falls 
under the definition of special item set forth by GASB 34, as it is a transaction of unusual or infrequent 
nature within the control of Municipality's management . 

16. SUBSEQUENT EVENTS 

a. On July 26, 2005 the Municipality agreed to sell a parcel of land for a total amount of $612,265. The 
Municipality received $50,000 as an advance on June 20, 2005 and $562,265 on August 1, 2005. The 
amount received as an advance was recorded as deposit payable in the financial statements. 

b . On September 9, 2005, the Governmental Development Banlc of Puerto Rico (GOB) approved the 
issuance of a $1,310,000 public improvement bond to the Municipality to finance various capital 
projects, including roads improvements and construction of ceilings for various basketball courts. 
Payments are due m annual installment~ through year 2025, bearing interest at a variable rate (LIBOR 
+ 1.25%). Principal and interest payments will be financed through the Municipality's debt service 
fund . 
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Budgeted Amounts 
Actual Amounts 

Original Final (Budgetary Basis) 

REVENUES: 
Property tIDces $1,034,707 $1,034,707 $ 1,135,579 
Municipal license tax 285,000 285,000 281,401 
Licenses, permits and other local taxes 861,500 861,500 904,313 

Fines and forfeitures 1,000 1,000 16,620 

Interest 50,000 50,000 20,685 
[ntergovemmental: 

Other operating grants and contributions 5,441,864 5,441,864 4,668,802 

Rent 95,000 95,000 111,836 
Other 65,000 65,000 768,260 

Total revenues 7,834,071 7,834,071 7,907,496 

EXPENDITURES: 
Current: 

General government 3,839,109 3,986,278 4,084,830 
Public safety 960,366 825,796 799,375 
Public works and sanitation 1,764,817 1,764,177 1,743,638 

Culture and recreation 415,686 436,701 427,624 
Health and welfare 674,013 641,039 603,369 

Total expenditures 7,653,991 7,653,991 7,658,836 

Excess (deficiency) of revenues over (under) 
expenditures 180,080 180,080 248,660 

Other financing sources (uses) 
Transfers out 180,080 180,080 176,025 

Total other financing sources (uses) (180,080) (180,080) (176,025) 

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

uses $ $ $ 72,635 

The accompanying notes are an intell1'1ll part of this required supplementary infonnation . 
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Variance with 
Final Budget 

Positive (Negative) 

$ 100,872 
(3,599) 
42,813 
15,620 

(29,315) 

(773,062: 
16,836 

703,260 

73,425 

(98,552 
26,421 
20,539 

9,077 
37,670 

(4,845 

68,58( 

4,05~ 

4,05~ 

$ 72,63: 
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1. Budgetary Control 

According to the Autonomous Municipalities Act of the Commonwealth of Puerto Rico, the Mayor 
and its Administrative Cabinet prepare annual budgets each fiscal year for the Municipality's 
general fund and debt service fund. Such legally adopted budgets are based on expected 
expenditures by program and estimated resources by source for both funds. The annual budgets are 
developed using elements of performance-based program budgeting and zero-based budgeting, and 
include estimates of revenues and other resources for the ensuing fiscal year under laws and 
regulations existing at the time the budget is prepared. The Mayor must submit an annual budgetary 
resolution project (the Project) to the Commissioner of Municipal Affairs of Puerto Rico (the 
Commissioner) and the Municipal Legislature no later than each May 10 and May 15, respectively. 
The Commissioner preliminary verifies that the Project complies with all the applicable laws and 
regulations and may provide comments and suggestions to the Mayor on or before each June 13. 

The Municipal Legislature has 10 business days, up to June 13, to discuss and approve the Project 
with modifications. The Municipal Legislature may amend the budgets submitted by the Mayor but 
may not increase any items so far to cause a deficit without imposing taxes or identifying other 
sources of revenue to cover such deficit. After the Municipal Legislature modifies and preliminarily 
approves the Project, the modified Project is sent back to the Mayor for his approval or rejection 
within 6 days. The Mayor may decrease or eliminate any line item but may not increase or insert 
any new line item in the budgets. The Mayor may also veto the budgets in their entirety and return 
it to the Municipal Legislature with his objections. If the Mayor rejects the Project, the Municipal 
Legislature will have up to 8 days to adopt or reject the recommendations or objections of the 
Mayor. The approved Project is sent again to the Mayor, which then would have 3 days to sign and 
approve it. If the budgets are not adopted prior to the end of the deadlines referred to above, the 
annual budgets for the preceding fiscal year, as approved by the Legislature and the Mayor, are 
automatically renewed for the ensuing fiscal year until the Municipal Legislature and the Mayor 
approve new budgets. This permits the Municipality to continue making payments for its 
operations and other purposes until the new budgets are approved. 

The annual budgets may be updated for any estimate revisions as well as year-end encumbrances 
and may include any additional information requested by the Municipal Legislature. The Mayor 
may request subsequent amendments to the approved budgets, which are subject to the approval of 
the Municipal Legislature. The Municipality's Department of Finance and Budget has the 
responsibility to ensure that budgetary spending control is maintained. For day-to-day management 
control, expenditures plus encumbrances may not exceed budgeted amounts at the expenditure-type 
level of each cost center (activity within a program within a fund). The Mayor may transfer 
unencumbered appropriations within programs within funds. The Municipal Legislature may 
transfer amounts among programs within and among funds . 

The legal level of budgetary control (i.e., the level at which expenditures may not legally exceed 
appropriation) is at the functions/program level ( general government, public safety, public works 
and sanitation, culture and recreation and health and welfare) within a fund. Under the laws and 
regulations of the Commonwealth, the appropnations made for any fiscal year shall not exceed the 
total revenue, including available surplus, estimated for said fiscal year unless the imposition of 
taxes sufficient to cover said appropriations is provided . 
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2. Budgetary Accounting 

The Municipality's annual budgets are prepared under the budgetary (statutory) basis of accounting, 
which is not in accordance with GAAP. Under the budgetary basis of accounting, revenue is 
generally recognized when cash is received. Short-term and long-term borrowings may be used to 
finance budgetary excess of expenditures over revenues. 

The Municipality uses encumbrance accounting to record the full amount of purchase orders, 
contracts and other commitments of appropriated resources as deductions from the appropriation 
prior to actual expenditure. In the govenunental funds, encumbrance accounting is a significant 
aspect of budgetary control. Accordingly, expenditures are generally recorded when the related 
expenditure is incurred or encumbered. Available appropriations and encumbrances are established 
to lapse one year after the end of the fiscal year. Amounts required to settle claims and judgments 
against the Municipality, and certain other liabilities, are not recognized until they are encumbered 
or otherwise processed for payment. Unencumbered appropriations and encumbrances lapse at 
year-end. Other appropriations, mainly capital projects appropriations, are continuing accounts for 
which the Municipal Legislature has authorized that an unspent balance from the prior year be 
camed forward and made available for current spending. 

The accompanying budgetary comparison schedule provides information about the general fund's 
original budget, the amendments made to such budget, and the actual general fund's results of 
operations under the budgetary basis of accounting for the fisca l year ended June 30, 2005. Further 
details of the Municipality's budgetary control at the legal level may be obtained from the 
Budgetary Liquidation Report for the fiscal year ended June 30, 2005, which is prepared by the 
Municipality's Department of Finance and Budget Copies of that report may be obtained by 
writing to the Municipality's Director of Finance and Budget. 

Accounting principles applied for purposes of developing data on a budgetary basis differ 
significantly from those used to present the governmental fund financial statements in conformity 
with GAAP. Accordingly, the accompanying budgetary comparison schedule is accompanied by a 
reconciliation of the differences between the budgetary basis and GAAP actual amounts. 

The Municipality does not legally adopt budgets for the state legislative joint resolutions capital 
fund. The financial resources received by these funds are not subject to budgeting by the 
Municipality since the resources received each year from the respective grantors vary from year to 
year, and the respective amounts are granted at their discretion. 

3. Budget to GAAP Rect•nciliation 

The accompanying budgetary companson schedule presents comparisons of the original and final 
legally adopted budget with actual data on a budgetary basis. Since accounting principles applied for 
the purposes of developing data on a budgetary basis differ significantly from those used to present 
accounting principles generally accepted in the United States, the following budget to GAAP 
reconciliation is presented: 
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Excess of revenues and other financing sources over expenditures and other financing 
uses (budgetary basis): 

Budget to GAAP differences: 

Entity differences: 

Non budgeted funds recorded as revenues for financial reporting purposes: 

Non budgeted funds recorded as expenditures for financial reporting: 

Non budgeted transfers out: 

Basis of accounting differences: 

Revenues recorded in budgetary basis purposes but not in financial reporting: 

Expenditures recorded for financial reporting purposes but not in budgetary basis: 

Timing differences: 

Current year encumbrances recorded as expenditures for budgetary reporting 

purposes: 

Net change in fund balance (GAAP basis): 
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s 72,635 

265,545 

(438,374) 

(342,991) 

(50,000) 

(249,032) 

233,336 

$ (508,882) 
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SCHEDULE OF EXPENDITURES OF FEDERAL A WARDS 
YEAR ENDED JUNE 30, 2005 

Federal Pass-Through 

CFDA Ent.ity Identifying 
Federal GrantorlPass-Through Nu mber Nu mber 

GrantorlProgram Title {note B) {note C) 

U.S. Department of Agriculture 
Passed through the P.R. Department of Education: 
Child and Adult Care Food Program 10.558 NIAV 

U.S. Department of Commerce 
Direct program: 

Grant for Public Works and Economic Development 11.300 NIA 

U.S. Deeartment of Housing and Urban Dcvclol!ment 
Passed through the Office of Commissioner of Municipal Affairs: 
Community Development Block Grant - Slate's Program 14.228 AF - 25 

AB - 25 
FD-25 

Direct program: 

Section 8 Housing Choice Vouchers Program 14.871 NIA 

U.S. Deoar tment of Justice 
Passed through the PR. Department of Justice: 

Local Law Enforcement Block Grant 16.592 2003-LB-BX-1619 
Public Safety Partnership and Community Policy Grants (COPS) 16.710 2000SHWXOS27 

U.S. Del!ar tment of Health and Human Services 
Passed through the P.R. Department of Family - families and Children 

Administration: 
Child Care and Development Block Grant 93.575 2003-030 

Federal Emergency Management Agency 
Passed through the Puerto Rico Governor Office - (Governor's 
Authonzed Representative-GAR): 

Hazard Mitigation Grant Program 97.039 DR-I 50 l-PR-000 I 

Total Expenditures of Federal Awards 

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

Expenditures 
(note A) 

s 9,835 

856,842 

1,238,559 

187,510 

1,426,069 

50.000 
41 ,411 
91 ,41 1 

142,806 

449,452 

$ 2.9761415 
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NOTE A - BASIS OF PRESENTATION 

The accompanying schedule of expenditures of federal awards includes the federal grant activity of 
the Municipality and is presented on the modified accrual basis of accounting. Expenditures are 
recognized when the related liability is incurred. The information in this schedule is presented in 
accordance with the requirements ofOMB Circular A-133, "Audits of States, Local Governments and 
Nonprofit Organizations". Therefore, some amounts presented in this schedule may differ from the 
amounts presented in, or used in the preparation of, the basic financial statements. 

NOTE B -FEDERAL CFDA NUMBER 

The Catalog of Federal Domestic Assistance (CFDA) Number is a program identification number. 
The first two digits identify the federal department or agency that administers the program and the 
last three numbers are assigned by numerical sequence. 

NOTE C - PASS-THROUGH ENTITY IDENTIFYING NUMBER 

State or local government redistributions of federal awards to the Municipality, known as "pass­
through awards'', should be treated by the Municipality as though they were received directly from 
the federal government. OMB Circular A-133 requires the schedule to include the name of the pass­
through entity and the identifying number assigned by the pass-through entity for the federal awards 
received as a subrecip1ent. Numbers identified as N/ A are not applicable and numbers identified as 
N/AV are not available. 

NOTED - RECONCILIATION OF EXPENDITURES PRESENTED IN THE SCHEDULE 
OF EXPENDITURES OF FEDERAL AW ARDS TO THE EXPENDITURES PRESENTED IN 
THE BASIC FINANCIAL STATEMENTS 

Description 

10.558 
11.300 
14.228 
14.871 
16.592 
16.710 
93.575 
97.039 

Total federal awards expenditures: 
Total non-federal awards expenditures: 

Total expenditures, fund statements: 
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FEMA-Hazard 
Mitigation Grant 

Program 

$ 

449,452 
449,452 

$ 449,452 

Other 
Goverrunental 

Funds 

$ 9,835 
856,842 

1,238,559 
187,510 
50,000 
41,411 

142,806 

2,526,963 
1,383,581 

$ 3,910,544 
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Report on Internal Control Over Financial Reporting and on Compliance and Other 
Matters Based on an Audit of Financial Statements Performed in Accordance With 

Governmem Auditi11g Standards 

Mayor and Municipal Legislature 
Municipality of Guanica 
Guanica, Puerto Rico 

We have audited the financial statements of the governmental activities, each major fund, and the 
aggregate remaining fund information of the Municipality of Guanica, Puerto Rico (the 
Municipality) as of and for the year ended June 30, 2005, and have issued our report thereon 
dated December 22, 2005 which is qualified since we were unable to obtain sufficient and 
competent evidence to support the allocation of pool cash transactions recorded in the General 
Fund because of the inadequacy of accounting records and reports. Except as discussed in the 
first sentence, 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 . 

Internal Control over Financial Reporting 

In planning and performing our audit, we considered the Municipality's internal control over 
financial reporting in order to determine our auditing procedures for the purpose of expressing 
our opinion on the financial statements and not to provide an opinion on the internal control over 
financial reporting. However, we noted certain matters involving internal control over financial 
reporting and its operation that we consider to be reportable conditions. Reportable conditions 
involve matters coming to our attention relating to significant deficiencies in the design or 
operation of the internal control over financial reporting that, in our judgment, could adversely 
affect the Municipality's ability to record, process, summarize and report financial data 
consistent with the assertions of management in the financial statements. Reportable conditions 
are described in the accompanying schedule of findings and questioned costs as items 2005 11-1 
and 2005 11-3. 

A material wealmess is a reportable condition in which the design or operation of one or more of 
the internal control components does not reduce to a relatively low level the risk that 
misstatements caused by error or fraud in amounts that would be material in relation to the 
financial statements being audited may occur and not be detected within a timely period by 
employees in the normal course of performing their assigned functions. Our consideration of the 
internal control over financial reporting would not necessarily disclose all matters in the internal 
control that might be reportable conditions and accordingly, would not necessarily disclose all 
reportable conditions that are also considered to be material wealmesses. However, of the 
reportable conditions described above, we consider items 2005 II-1 and 2005 11-3 in the 
accompanying schedule of findings and questioned costs to be material wealmesses . 
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=r=rc 
Compliance and Other Matters 

As part of obtaining reasonable assurance about whether the Municipality's financial statements 
are free of material misstatement, we performed tests of its compliance with certain provisions of 
Jaws, regulations, contracts and grants agreements, noncompliance with which could have a 
direct and material effect on the determination of financial statement amounts. However, 
providing an opinion on compliance with those provisions was not an objective of our audit, and 
accordingly, we do not express such an opinion. The results of our tests disclosed instances of 
noncompliance or other matters that are required to be reported under Government Auditing 
Standards and which are described in the accompanying schedule of findings and questioned 
costs as items 2005 II-2 and 2005 11-4 . 

We also noted certain additional matters that we reported to management of the MW1icipality in a 
separate letter dated December 22, 2005. 

This report is intended for the information of the management and the Municipal Legislature of 
the Municipality, Conunonwealth and Federal awarding agencies, and pass-through entities and 
is not intended to be and should not be used by anyone other than the specified parties . 
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Report on Compliance With Requirements Applicable to Each Major Program and on 
Internal Control Over Compliance in Accordance With OMB Circular A-133 

Mayor and Municipal Legislature 
Municipality of Guanica 
Guanica, Puerto Rico 

Compliance 

We have audited the compliance of Municipality of Guanica, Puerto Rico (the Municipality) 
with the types of compliance requirements described in the U. S. Office of Management and 
Budget (OMB) Circular A-133 Compliance Supplement that are applicable to each of its major 
federal programs for the year ended June 30, 2005. The Municipality's major federal programs 
are identified in the summary of auditor's results section of the accompanying schedule of 
findings and questioned costs. Compliance with the requirements of laws, regulations, contracts 
and grants applicable to its major federal programs is the responsibility of the Municipality's 
management. Our responsibility is to express an opinion on the Municipality's compliance based 
on our audit. 

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

As described in items 2005 ID-4, 2005 ID-5, and 2005 ID-7 in the accompanying schedule of 
findings and questioned costs, the Municipality did not comply with requirements regarding 
Cash Management, and Davis Bacon that are applicable to its Community Development Block 
Grant - State's Program and with requirements regarding Reporting that are applicable to its 
Hazard Mitigation Grant Program. Compliance with such requirements is necessary, in our 
opinion, for the Municipality to comply with the requirements applicable to these programs. 

Jn our opinion, except for the non-compliance described in the preceding paragraph, the 
Municipality of Guanica complied, in all material respects, with the requirements referred to 
above that are applicable to each of its major federal programs for the year ended June 30, 2005 . 
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Internal Control over Compliance 

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

We noted certain matters involving the internal control over compliance and its operation that we 
consider to be reportable conditions. Reportable conditions involve matters corning to our 
attention relating to significant deficiencies in the design or operation of the internal control over 
compliance that, in our judgment, could adversely affect the Municipality's ability to administer 
a major federal program in accordance with the applicable requirements of laws, regulations, 
contracts, and grants. Reportable conditions are described in the accompanying schedule of 
findings and questioned costs as items 2005 ID-I to 2005 III-7. 

A material weakness is a reportable condition in which the design or operation of one or more of 
the internal control components does not reduce to a relatively low level the risk that 
noncompliance with applicable requirements of laws, regulations, contracts and grants caused by 
error or fraud that would be material in relation to a major federal program being audited may 
occur and not be detected within a timely period by employees in the normal course of 
performing their assigned functions. Our consideration of the internal control over compliance 
would not necessarily disclose all matters in the internal control that might be reportable 
conditions and, accordingly, would not necessarily disclose all reportable conditions that are also 
considered to be material wealmesses. However, of the reportable conditions described above, 
we consider items 2005 ill-4, 2005 lli-5, and 2005 ID-7 to be material weaknesses. 

This report is intended for the information of the management and the Municipal Legislature of 
the Municipality, Commonwealth and Federal awarding agencies, and pass-through entities and 
is not intended to be and should not be used by anyone other than the specified parties . 
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COMMONWF.AT .TH OF PUERTO RICO 
MUNICIPALITY OF GUANICA 

SCHEDULE OF FJNDINGS AND QUESTIONED COSTS 

For the year ended June 30, 2005 

Section I - Summary of Auditor's Results: 

Part I - Financial Statements 

Type of auditor's report issued: 

Internal control over financial reporting: 
Material weaknesses identified? 

Reportable conditions identified that 
are not considered to be material 
weaknesses? 

Noncompliance material to financial 
statements noted? 

Part Ji - Federal Awards 

Internal control over major programs: 
Material weaknesses identified? 

Reportable conditions identified that 
are not considered to be material 
weaknesses? 

Type of auditor's report on compliance for 
major programs: 

Audit findings disclosed that are required to 
be reported under Section 51 O{a) of 
OMB Circular A-133: 

Identification of nu'ljor programs: 

Dollar threshold used to d1stingu1sh between 
type A and type B programs: 

Aud1tee qualified as low-risk aud1tee: 

0 Unqualified opinion 
0 Adverse opinion 

[8'J Yes 

[8'J Yes 

[8'J Yes 

[81 Yes 

[81 Yes 

0 Unqualified opinion 
0 Adverse opinion 

181 Yes 

CFDA Number 
11.300 

14.228 

97.039 

[81 $300,000 

0 Yes 
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[8'J Qualified opinion 
0 Disclaimer ofopinion 

0 No 

0 None reported 

0 No 

0 No 

0 None reported 

~ Qualified opinion 
0 Disclaimer of opinion 

0 No 

Name of Federal Program or 
Cluster 

Grants for Public works and 
Economic Development 

Community Development 
Block Grant - State's Program 

Hazard Mitigation Grant 
Program 

[8'J No 
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COMMONWEALTH OF PUERTO RICO 
MUNICTPALITY OF GUANICA 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS- Continued 

For the year ended June 30, 2005 

Section II - Financial Statement Findings Reported in Accordance with Governme11t Auditing Stanilards: 

Reference Number: 
Area: 
Type: 

Criteria: 

Condition: 

Cause: 

200511-1 
Accounting records and reports 
Material weakness 

The Municipality should establish internal control policies and 
procedures to maintain adequate, complete and reconciled 
accounting records and reports. Accounting principles generally 
accepted in the United States of America require financial 
transactions to be recorded in accoWlting records properly 
reconciled with subsidiaries or supporting records and reporls. 

Our tests to the Municipality's accounting records disclosed the 
following: 

(1) There are no adequate controls over transactions 
recording and balances analysis related to Form 4(a) 
Monthly Cash Report. The pooled cash account balance 
in the General Fund at June 30, 2005, as disclosed in the 
bank reconciliation of the general bank account, did not 
agreed by a significant amount with the pooled cash 
balance disclosed in the Form 4(a) Monthly Cash Report 
maintained by the Finance Department. 

(2) The Municipality has not established a complete set of 
accounting records properly balanced and has no proper 
procedures for reconciliation with the computerized 
accounting system. Certain records, such as the 
disbursement register, are not being properly maintained 
since not all the disbursement transactions of the year 
were posted. The financial statements have been 
prepared from other alternative sources, including 
manual subsidiary records and reports . 

The Municipality has no proper procedures to maintain a 
complete and reconciled set of accounting records and reports. 
Personnel in the Finance Department lacks of adequate 
supervision and monitoring of financial reporting process. 
Deficiencies related to Form 4(a) Monthly Cash Report are 
caused by accounting errors and interfund loans or advance 
payments not adjusted or reimbursed. 
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COMMONWEAi .. TIT OF PUERTO RICO 
MUNICIPALITY OF GUANICA 

SCHEDULE OF FINDINGS AND QUESTIONED COSfS- Continued 

For the year ended June 30, 2005 

Section II - Financial Statement Findings Reported in Accordance with Governme11t A11ditil1g Standards: 

Area: Accounting records and reports (continued): 

Refere11ce n1tmber 2005 ll-1 - continued 

Effect: 

Recommendation: 

Views of responsible 
officials and planned 
corrective actions: 

As a result of the inadequacy of accounting records the financial 
statements have been prepared from other alternative sources, 
including manual subsidiary records and reports. In addition, we 
could not conclude about the allocation of pooled cash 
transactions recorded in the General Fund . 

The Municipality should start an implementation process of a 
complete set of accounting records and reports properly 
reconciled. This process should include applicable training to 
accounting personnel on accounting principles related to 
governmental financial reporting and properly supervise them to 
assure achievement of financial reporting objectives. A review of 
Fonn 4(a) Cash Report pooled cash balance related to the 
General Fund is recommended to correct and report appropriate 
revenues, expenditures and cash cumulative balances . 

See accompanying corrective action plan submitted by 
management and included as part of this audit report. 
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COMMONWEAI,TH OF PUERTO RICO 
MUNICIPAI,ITY OF GUANICA 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS- Continued 

For the year ended June 30, 2005 

Section II - Financial Statement Findings Reported in Accordimce with Govemme11t Auditing Standard-;: 

Reference Nllmber: 200511-2 
Area: 
Type: 

Accounting records and reports 
Material instance of noncompliance 

Criteria: 

Condition: 

Cause: 

Effect: 

Recommendation: 

Views of responsible 
officials and planned 
corrective actions: 

As required by the Autonomous Municipal Law of 1981, as 
amended, the Municipality should provide adequate resources to 
amortize the general fund deficit. 

The June 30, 2005 financial statements disclosed that the General 
Fund ended with a cumulative fund balance deficit of $763, 71 O. 

This matter was caused primarily to inadequate revenue 
projections, inadequate controls over appropriations and 
interfund advances not collected in current and previous years . 

The Municipality must include in subsequent years budgets 
amounts sufficient to amortize such deficit. 

Procedures should be established to assure compliance with 
requirements of the Municipal Law. The Municipality should 
establish a deficit reduction plan assigning the necessary 
budgetary credits in the annual budget as required by law and 
controlling and collecting interfund advances. In addition, 
appropriate steps should be implemented in order to avoid future 
deficits . 

See accompanying corrective action plan submitted by 
management and included as part of this audit report. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF GUANICA 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS- Continued 

For the year ended June 30, 2005 

Section II - Financial Statement Findings Reported In Accordance with Government Auditing Standards: 

Refere11ce Number: 200511-3 
Area: 
Type: 

Interfund transactions - due from\to other funds 
Material weakness 

Criteria: 

Condition: 

Cause: 

Effect: 

Recommendation: 

Views of responsible 
officials and planned 
corrective actions: 

Funds are temporarily advanced from general current bank 
account to other funds for salaries, fiinge benefits and other costs 
incurred by several special accounts. Those advances should be 
subsequently reimbursed by the applicable Commonwealth and 
Federal agencies based on billings prepared by the Municipality. 

The Municipality has no adequate billing and collection 
procedures established to assure proper and timely repayment of 
advances . 

The Municipality has not established controls and procedures for 
billing and collection of advances. 

Several amounts are not being reimbursed or not timely 
reimbursed by the applicable agencies. The Municipality has 
suffered significant losses for uncollectible amounts which 
severely affected its cash flow and general fund's operational 
results. 

TI1e Municipality should establish the referred controls and 
procedures including responsible personnel of processes. A 
complete review of uncollected balances since previous years 
should be performed to identify, bill and collect unclaimed funds 
from Commonwealth and Federal agencies. 

See accompanying corrective action plan submitted by 
management and included as part of this audit report. 
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COMMONWEAIJTH OF PUERTO RICO 
MUNICIPALITY OF GU ANICA 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS- Continued 

For the year ended June 30, 2005 

Section Il - Financial Statement Findings Reported in Accordance with Government Auditing Standards: 

Reference Number: 
Area: 
Type: 

Criteria: 

Condition: 

Cause: 

Effect: 

200511-4 
Interfund transactions - use of restricted funds 
Material instance of noncompliance 

Article 8.004 (c) of the Municipal Law No. 81, as revised, 
establish that grant funds and similar funds received specifically 
for predetennined use can be used only for the purpose for which 
they were received. Circular letter No. 93-34 issued by the Office 
of Commissioner of Municipal Affairs (OCAM) on November 
17, 1993 establish that the use of the special funds granted by the 
Legislative Body of the Corrunonwealth of Puerto Rico are 
restricted only for the specific purposes established through 
resolutions and can not be used for any other purpose unless 
subsequently disposed by this body. Law No. 72 of August 11, 
1997, an amendment of the Municipal Law No. 81 of August 30, 
1991, establish that special funds granted by the Legislative Body 
must be deposited in a separate bank account to avoid their use as 
part of the cash reserve maintained by the Municipalities. 

During our audit we became aware that a significant amount of 
Commonwealth's Legislature Resolution funds deposited in a 
separate bank account were used to finance, through temporary 
interfund loans, the operations of a federal program. We also 
noted that this practice continued through the next fiscal year. 

This practice arises because of deficiencies of General Fund's 
cash flow. 

This situatio· · could cause a limitation over the special funds 
resources available for projects and caused non compliance with 
the applicable laws and regulations . 

Recommendation: The Finance Department must immediately discontinue this 
practice in order to be in compliance with the established local 
law and regulation . 
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COMMONWEAJ_,TH OF PUERTO RICO 
MUNICIPALITY OF GUANICA 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS- Continued 

For the year ended June 30, 2005 

Section II - Financial Statement Findings Reported in Accordance with Government Auditing Sta11dards: 

Area: Interfund Transactions - use of restricted funds (continued): 

Reference number 2005 11-4 - continued 

Views of responsible 
officials and planned 
corrective actions: 

See accompanying corrective action plan submitted by 
management and included as part of this audit report. 
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COI\1MONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF GUANICA 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS- Continued 

For the year ended June 30, 2005 

III. Federal Award Findings and Questioned Costs Reported in Accordance with OMB Circular A-133: 

Reference Number: 
Agency: 
Program: 
CFDA Number: 
Project: 

Regulation/Requirement: 
Type: 
Questioned Costs: 

Criteria: 

Condition: 

Context: 

Cause: 

Effect: 

Recommendation: 

2005111-1 
U.S. Department of Commerce 
Grants for Public Works and Economic Development 
11.300 
Construction of Coastal Enterprise Center - Award number 01-
01-07597 
Cash management, 24 CFR 85.20(b) 
Reportable condition 
$-0-

Program funds are requested to grantor agency based on 
incurred costs. The Municipality should mmimize the time 
elapsing between the transfer of funds from the U.S. Treasury 
and the corresponding disbursements . 

In 2 instances during the year the Murucipality has excess 
cash in bank for unreasonable periods of time after transfer of 
funds by the granter agency. 

We verified the activity of all the 4 requisitions made to the 
granter during the year and the disbursements issued to use 
deposited funds and found one case on which a balance of 
$20,720 was outstanding for a period of 52 consecutive days. 
We also found that in another case on which a balance of 
$66,656 was outstanding for a period of 75 consecutive days 
which ended after June 30, 2005 . 

Program did not made adequate calculations of fund needs in 
the process of requesting funds to grantor agency when they 
still have some cash availar!c in the bank account. 

The program has excess cash in bank account which not 
perrmt compliance with this requirement to reduce time 
elapsing between the transfer of funds from the U.S. Treasury 
and the corresponding disbursements. 

The program should establish specific cash flow planning 
procedures to assure that disbursements are issued soon after 
the related depos its are made and to avoid the request of 
excess funds when matching funds are also received. 
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COMMONWE .\.LTH OF PUERTO RICO 
MUNICIPALITY OF GUANICA 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS- Continued 

For the year ended June 30, 2005 

III. Federal Award Findings and Questioned Costs Reported in Accordance with OMB Circular A-133: 

Reference Number: 2005 Ill-1 - continued 

Views of responsible officials 
and planned corrective 
actions: 

See accompanying corrective action plan submitted by 
management and included as part of this audit report. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF GU ANICA 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS- Continued 

For the year ended June 30, 2005 

III. Federal Award Findings and Questioned Costs Reported in Accordance with OMB Circular A-133: 

Refere11ce Number: 
Agency: 
Program: 
CFDA Number: 
Project: 

RegulatiolllR.equirement: 
Type: 
Questioned Costs: 

Criteria: 

Condition: 

Cause: 

2005111-2 
U. S. Department of Commerce 
Grants for Public Works and Economic Development 
11.300 
Construction of Coastal Enterprise Center - Award number 01-
01 -07597 
Davis-Bacon Act 
Reportable condition 
$-0-

The Davis Bacon Act requires that all laborers and mechanics 
employed on the site of a project financed with federal funds 
be paid not less tl1an the wages and fringe benefits determined 
by the Department of Labor to be prevailing in the area. As 
part of the requirements of tlle Davis-Bacon Act, the 
Municipality should conduct regular compliance checks, such 
as payroll review and site visits, as often as necessary to 
ensure compliance witll contract labor standards. The 
contractor and subcontractors must provide certified payrolls 
weekly for the life of the project in accordance with the 
Copeland Anti-Kickback Act. The Municipality should ensure 
that the payrolls are submitted on time, no later than a week 
after the wages have been paid. On-site inspections should be 
made regularly after reviewing the payrolls to crosscheck the 
infonnation . 

Our tests over procedures related to the construction activity 
financed with EDA funds disclosed that: 

1 ) There is no evidence supporting the da! ; the payrolls 
were submitted by the contractor. The Federal 
Programs Director stated that generally the payrolls 
are received monthly. 

2) There is no evidence supporting that the Municipality 
1s perfonning on-site visits and employee's 
interviews. 

The Municipality has not followed established procedures for 
compliance with applicable requirements on this EDA grant. 
No specific explanation was provided for this noncompliance. 
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COMMONWE 1\LTH OF PUERTO RICO 
MUNICIPALITY OF GU ANICA 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS- Continued 

For the year ended June 30, 2005 

III. Federal Award Findings and Questioned Costs Reported in Accordance with OMB Circular A-133: 

Reference Number: 2005 111-2 - continued 

Effect: 

Recommendation: 

Views of responsible officials 
and planned corrective 
actions: 

As compliance with the Davis-Bacon requirements were not 
adequately monitored, it is unclear whether the minimum 
wage requirements of Davis-Bacon were met. 

The Municipality should enforce the weekly submission of the 
payrolls and assign to a specific department or employee 
duties related to site visits and employees interviews to 
detennine contractor's compliance with Davis-Bacon Act 
requirements for EDA grant. 

See accompanying corrective action plan submitted by 
management and included as part of this audit report. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF GUANICA 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS- Continued 

For the year ended June 30, 2005 

III. Federal Award Findings and Questioned Costs Reported in Accordance with OMB Circular A-133: 

Reft!rence Number: 
Agency: 
Program: 
CFDA Number: 
Project: 

Regulation/Requireme11t: 

Type: 
Questio11ed Costs: 

Criteria: 

Condition: 

Cause: 

Effect: 

Recommendation: 

2005111-3 
U.S. Department of Commerce 
Grants for Public Works and Economic Development 
11.300 
Construction of Coastal Enterprise Center - Award number 01-
01-07597 
Special tests and provisions - tests to accounting records for 
compliance with 13 CFR 143.20 (b) 
Reportable condition 
s -0-

Accounting records - Grantees and sub-grantees must 
maintain records which adequately identify the source and 
application of funds provided for financially-assisted 
activities. These records must contain infonnat1on pertaining 
to grant or sub-grant awards and authorizations, obligations. 
un-obligated balances, assets, liabilities, outlays or 
expenditures, and income. 

A complete general ledger has not been maintained by the 
Municipality. Grant receivables and payables are not 
recognized. 

General ledger is maintained on cash basis and not on 
modified accrual basis. 

General ledger is not balanced and complete; do not include 
significant transactions at year end. 
Program amounts included in the basic financial statements 
and the accompanying schedule of expenditures of federal 
awards were obtained from other alternative sources, 
including manual subsidiary records and reports . 

A complete general ledger should be maintained and program 
transactions should be recorded on a modified accrual basis of 
accounting. Responsible personnel should be properly trained 
in accounting matters . 

Views of responsible officials 
and planned corrective 
actions: 

See accompanying corrective action plan submitted by 
management and included as part of this audit report. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF GUANICA 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS- Continued 

For the year ended June 30, 2005 

III. Federal Award Findings and Questioned Costs Reported in Accordance with OMB Circular A-133: 

Reference Number: 
Agency: 
Pass-tlirougfi Entity: 
Program: 
CFDA Number: 
Regulation/Requirement: 
Type: 
Questitmed Costs: 

Criteria: 

Condition: 

Context: 

Cause: 

2005111-4 
U. S. Department of Housing and Urban Development 
Office of Commissioner of Municipal Affairs (OCAM) 
Community Development Block Grant - State's Program 
14.228 
Cash management, 24 CFR 85.20(b) 
Material weakness\material instance of noncompliance 
$ -0-

Program funds are requested to the pass-through entity based 
on incurred costs. The Municipality should minimize the time 
elapsing between the transfer of funds from the U.S. Treasury 
and the corresponding disbursements. 

The Municipality has excess cash in bank for an uru-easonable 
period on time after transfer of funds by the pass-through 
entity. In several cases checks were issued before the 
corresponding requisitions were made an<l send to the pass­
through agency. 

Our tests to a sample of 7 bank deposits related to grant funds 
requested to the pass-through agency (from a t9tal population 
of20 deposits) disclosed the following: 
a. In 3 cases the corresponding fund disbursements were 

issued on a period between 19 days to 10 months after 
funds were deposited. 

b. In 5 cases the corresponding fund disbursements were 
issued before the applicable requisitions were made and 
send to the pass-through agency. These disbursements 
were financed with excess funds from previous 
requisitions. 

Program accounting controls were not adequate and there 
were no proper procedures established to determine excess 
cash available. In addition, several disbursements were paid 
before funds were requested since disbursements were 
financed with excess funds from previous requisitions . 
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COMMONWEAI,TH OF PUERTO RICO 
MUNICIPALITY OF GU ANICA 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS- Continued 

For the year ended June 30, 2005 

Ill. Federal Award Findings and Questioned Costs Reported in Accordance with OMB Circular A-133: 

Refere11ce Number: 2005 111-4 - continued 

Cause-continued: 

Effect: 

Recommendation: 

Views of responsible officials 
and planned corrective 
actions: 

In previous years the Municipality had significant deficiencies 
related to controls over requests and requested funds in 
excess. As a consequence the Municipality has currently 
excess funds in bank. 

111e Municipality has excess cash in bank account which not 
permit compliance with requirement to reduce times elapsing 
between the transfer of funds from the U.S. Treasury and the 
corresponding disbursements. 

111e Municipality should establish specific procedures to 
assure that disbursements are issued soon after the related 
deposits are made. Also, the Federal Programs Office should 
obtain from the pass-through entity specific instructions for 
the final outcome on excess cash in bank as a result of 
deficiencies on controls over requests in previous years. 

See accompanying corrective action plan submitted by 
management and included as part of this audit report. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF GUANICA 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS- Continued 

For the year ended June 30, 2005 

Ill. Federal Award Findings and Questioned Costs Reported in Accordance with OMB Circular A-133: 

Reference Number: 
Agency: 
Pass-through Entity: 
Program: 
CFDA Number: 
Regulatio1i/Requirement: 
Type: 
Questioned Costs: 

Criteria: 

Condition: 

2005111-5 
U.S. Department of Housing and Urban Development 
Office of Commissioner of Municipal Affairs (OCAM) 
Community Development Block Grant - State's Program 
14.228 
Davis-Bacon Act 
Material weakness\material instance of noncompliance 
S-0-

The Davis Bacon Act requires that all laborers and mechanics 
employed on the site of a project financed with federal funds 
be paid not less than the wages and fringe benefits determined 
by the Department of Labor to be prevailing in the area. As 
part of the requirements of the Davis-Bacon Act, the 
Municipality should conduct regular compliance checks, such 
as payroll review and site visits, as often as necessary to 
ensure compliance with contract labor standards. The 
contractor and subcontractors must provide certified payrolls 
weekly for the life of the project in accordance with the 
Copeland Anti-Kickback Act. The Municipality should ensure 
that the payrolls are submitted on time, no later than a week 
after the wages have been paid. On-site inspections should be 
made regularly after reviewing the payrolls to crosscheck the 
information. 

Our tests over monitoring made by the Municipality over two 
construction activities financed with CDBG funds disclosed 
the following: 

( l) In one of the activities we did not found evidence of 
payrolls reviews. ln addition, from a total of 11 
payrolls submitted by contractor in 5 cases we did not 
found evidence documenting submission date. Only 
one case has evidence indicating that it was received 
within a week after the wages have been paid. 

(2) In the other construction activity, we did not found 
evidence of payrolls reviews. Only 2 payrolls were 
found and none of them had evidence of the date they 
were received . 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF GU ANICA 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS- Continued 

For the year ended June 30, 2005 

m. Federal Award Findings and Questioned Costs Reported in Accordance with. OMB Circ11lar A-133: 

Reference N11mber: 2005 111-5 - continued 

Cause: 

Effect: 

Recommendation: 

Views of responsible officials 
and planned corrective 
actions: 

The Municipality has not followed adequate procedures to 
assure compliance with Davis Bacon requirements applicable 
to CDBG grant. Program employees are not aware of some 
specific requirements regarding Davis Bacon. 

As compliance with the Davis-Bacon requirements were not 
adequately monitored, it is unclear whether the minimum 
wage requirements of Davis-Bacon were met. 

The Program should enforce the weekly submission of the 
payrolls and establish a procedure to document the reviews 
made to payrolls submitted by contractors paid with this 
federal fund to fully document its monitoring procedures 
made to determine contractor's compliance with Davis-Bacon 
Act requirements. 

See accompanying corrective acbon plan submitted by 
management and included as part of this audit report. 
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COM1\10NWEALTH OF PUERTO RICO 
MUNICIPALITY OF GUANICA 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS- Continued 

For the year ended June 30, 2005 

ID. Federal Award Findings and Questioned Costs Repol'ted in Acrordance with OMB Circttlar A-133: 

Refere11ce Number: 
Age11cy: 
Pass-tlirough E11tity: 
Program: 
CFDA Number: 
Regulation/Requireme11t: 

Type: 
Questioned Costs: 

Criteria: 

Condition: 

Context: 

Cause: 

Effect: 

2005111-6 
U. S. Department of Housing and Urban Development 
Office of Commissioner of Municipal Affairs (OCAM) 
Community Development Block Grant - State's Program 
14.228 
Special tests and provisions - tests to accounting records for 
compliance with 24 CFR 8S.20(b) 
Reportable condition 
$-0-

Accounting records - Grantees and sub-grantees must 
maintain records which adequately identify the source and 
application of funds provided for financially-assisted 
activities. These records must contain information pertaining 
to grant or sub-grant awards and authorizations, obligations, 
un-obligated balances, assets, liabilities, outlays or 
expenditures, and income. 

A complete general ledger has not been maintained by the 
Municipality. Grant receivables and payables are not 
recognized . 

We examined the general ledger of all open Program Years. 
Record does not include significant receivables and payables 
accounts. 

General ledger is maintained on cash basis and not on 
modified accrual basis. 

General ·~dger is not complete and do not include sigmficant 
transactions at year end. 
Program amounts included in the basic financial statements 
and the accompanying schedule of expenditures of federal 
awards were obtained from other alternative sources, 
including manual subsidiary records and reports . 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF GUANICA 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS- Continued 

For the year ended June 30, 2005 

Ill. Federal Award Findings and Questioned Costs Reported in Accordance with OMB Circular A-133: 

Reference Number: 2005 Ill-6 - continued 

Recommendation: 

Views of responsible officials 
and planned corrective 
actions: 

Complete pro gram general ledgers should be maintained and 
program transactions should be recorded on a modified 
accrual basis of accounting. Responsible personnel should be 
properly trained in accounting matters. 

See accompanying corrective action plan submitted by 
management and included as part of this audit report. 
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COMMONWE.Um OF PUERTO RICO 
MUNICIPALITY OF GUANICA 

SCHEDULE OF FINDINGS AND QUESTIONED COSIS- Continued 

For the year ended June 30, 2005 

III. Federal Award Findings and Questioned Costs Reported in Accordance with OMB Circular A-133: 

Reference Number: 
Age11cy: 

Program: 
CFDA Number: 
Project: 

Regulatio11/Require111e11t: 
Type: 
Questioned Costs: 

Criteria: 

Condition: 

Context: 

Cause: 

2005111-7 
U. S. Department of Homeland Security: Federal Emergency 
Management Agency 
Hazard Mitigation Grant (HMGP) 
97.039 
Acquisition and Demolition of 19 Housing Units - Award 
Number FEMA-1501 DR-PR 
Reporting 
Material weakness\materiai instance of noncompliance 
$-0-

As specified in the Grant Agreement conditions, the program 
must submit to the Governor's Authorized Representative 
(GAR) a quarterly progress report by the lOd' day of the next 
month after the end of the quarter. They also state that the 
program must submit to the GAR a monthly progress report 
by the 10th day of the next month after end of the month to be 
reported. In addition the Grant Agreement conditions states 
that the program must submit to the GAR a quarterly financial 
report (Standard form 269) with the submission of the 
quarterly progress report . 

The Municipality did not comply with requirements applicable 
to progress and financial reports. 

( 1) The quarterly progress reports were submitted after the 
prescribed period of time - 3 of 4 reports . 

(2) The monthly progress reports were submitted after the 
prescribed period of time - 11 of 12 reports. 

(3) There is document~tion supporting the preparation of only 
1 of the quarterly financial reports but no evidence of its 
submission. There is no evidence supporting the 
preparation and submission of the other 3 quarterly 
financial reports - 4 of 4 reports. 

The program has not established adequate procedures to 
produce and document submission of the various reports 
required by grantor agency . 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF GUANICA 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS- Continued 

For the year ended June 30, 2005 

III. Federal Award Findings and Questioned Costs Reported in Accordance with OMB Circular A-133: 

Reference Number: 2005 III-7 - ~ontinued 

Effect: 

Recommendation: 

Views of responsible officials 
and planned corrective 
actions: 

The program is not in compliance with the reporting 
requirements established in the grant agreement. 

The program must establish and follow adequate procedures 
to assure full compliance with the reporting requirements of 
the grant agreement . 

See accompanying corrective action plan submitted by 
management and included as part of this audit report. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF GUANICA 

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS 

For the year ended June 30, 2005 

Financial Statement Findings Reported in Accordance with Gover11me11t Auditing Sta11dards: 

Fiscal year 
ended 

June 30, 

2004 

2003 

Finding 
No. 

2004 II-1 

2003 11-1 

Condition 

Funds are temporarily advanced from general 
current bank account to other funds for salaries, 
fringe benefits and other costs incurred by 
several special accounts. Those advances 
should be subsequently reimbursed by the 
applicable Conunonwealth and Federal 
agencies based on billings prepared by the 
Municipality. The Municipality has no adequate 
billing and collection procedures established to 
assure proper and timely repayment of 
advances. 

As required by the Autonomous Municipal Law 
of 1981, as amended, the Municipality should 
provide adequate resources to amortize the 
general fund deficit. The June 30, 2003 
financial statements disclosed that the general 
fund ended with a cumulative fund balance 
deficit of$445,683. 
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Status 

Audit report and related findings have not been 
cleared by the pass-through entity, the Office of 
Commissioner of Municipal Affairs (OCAM). 
See related finding No. 2005 11-3 in the 
accompanying schedule of futdings and 
questioned costs. 

Audit report and related findings were cleared by 
the pass-through entity, the Office of 
Commissioner of Municipal Affairs (OCAM) on 
letter dated December 14, 2004. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF GUANICA 

• 

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS - Continued 

For the year ended June 30, 2005 

• • 

Financial Statement Findings Reported in Accordance with Government Auditing Sta11dards: 

Fiscal year 
ended 

June 30, 

2003 

2003 

2003 

Finding 
No. 

2003 11-2 

2003 II-3 

2003 11-4 

Condition 

a. The general ledger is not reconciled with 
other accounting records or supporting 
reports on a monthly basis, including 
federal programs records. 

b. The Municipality does not prepare the 
Fonn 4(a) Cash report properly reconciled 
on a monthly basis with the general ledger 
and corresponding bank conciliations. 

Our tests disclosed that the Municipality has 
not adequate controls and procedures over 
recording of advances and reimbursements. 
Also, there are no adequate follow up over 
amounts to be reimbursed to assure proper and 
timely repayment of advances. 

The Municipality performed a review of capital 
assets inventory records in order to comply 
with requirements of GASB Statement Number 
34. Our tests disclosed several deficiencies in 
this area. 
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Status 

Audit report and related findings were cleared by 
the pass-through entity, the Office of 
Conunissioner of Municipal Affairs (OCAM) on 
a letter dated December 14, 2004. See related 
finding No. 2005 11-1 in the accompanying 
schedule of findings and questioned costs. 

Audit report and related findings were cleared by 
the pass-through entity, the Office of 
Commissioner of Municipal Affairs (OCAM) on 
a letter dated December 14, 2004. See related 
finding No. 2005 11-3 irt the accompanying 
schedule of findings and questioned costs. 

Audit report and related findings were cleared by 
the pass-through entity, the Office of 
Commissioner of Municipal Affairs (OCAM) on 
letter dated December 14, 2004. 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF GUANICA 

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS - Continued 

For the year ended June 30, 2005 

Financial Statement Findings Reported in Accordance with Government Auditi11g Sta11dards: 

Fiscal year 
ended 

June 30, 

2002 

2002 

2002 

Finding 
No. 

2002 11-1 

2002 11-2 

2002 II-3 

Condition 

The Municipality has not properly implemented 
and established internal controls and procedures 
to maintain adequate, complete and reconciled 
set of accounting records and reports. 

Our tests disclosed that the Municipality has not 
established adequate controls and procedures 
over the recording of advances and 
reimbursements. Also, there is no adequate 
follow up over amounts to be reimbursed to 
assure proper and timely repayment of advances. 

Our tests over the budget and costs control 
procedures disclosed that the general fund ended 
with an operational deficit of $295,214 an<l a 
cumulative fund balaP..ce deficit of $1,830,433. 
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Status 

Audit report and related findings were cleared by 
the pass-through entity, the Office of 
Commissioner of Municipal Affairs (OCAM) on 
a letter dated December 14, 2004. See related 
finding No. 2005 11-1 in the accompanying 
schedule of findings and questioned costs. 

Audit report and related findings were cleared by 
the pass-through entity, the Office of 
Commissioner of Municipal Affairs (OCAM) on 
a letter dated December 14, 2004. See related 
finding No. 2005 11-3 in the accompanying 
schedule of findings and questioned costs. 

Audit report and related findings were cleared by 
the pass-through entity, the Office of 
Conunissioner of Municipal Affairs (OCAM) on 
letter dated December 14, 2004. 
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COM"MONWEALTH OF PUERTO RICO 
MUNICIPALITY OF GUANICA 

• 

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS - Continued 

For the year ended June 30, 2005 

• 

Financial Statement Findings Reported in Accordance with Governme11t Auditi11g Sta11dards: 

Fiscal year 
ended 

June 30, 

2002 

2002 

2002 

Finding 
No. 

200211-4 

2002 11-5 

2002 II-6 

Condition 

The Municipality has not established adequate 
controls and procedures to assure the 
completeness, existence and valuation of fixed 
assets inventories. 

Our examination of internal controls and 
procedures over a sample of 23 cash 
disbursements revealed several internal controls 
and/or compliance deficiencies. 

Our examination of internal controls and 
procedures over a sample of 12 employee's files 
revealed several deficiencies. 

92 

Status 

Audit report and related findings were cleared by 
the pass-through entity, the Office of 
Conunissioner of Municipal Affairs (OCAM) on 
letter dated December 14, 2004. 

Audit report and related findings were cleared by 
the pass-through entity, the Office of 
Commissioner of Municipal Affairs (OCAM) on 
letter dated December 14, 2004. 

Audit report and related findings were cleared by 
the pass-through entity, the Office of 
Conunissioner of Municipal Affairs (OCAM) on 
letter dated December 14, 2004. 



COMMOI\WEALTH OF PUERTO RICO 
MUNICIPALITY OF GUANICA 

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS - Continued 

For the year ended June 30, 2005 

Federal Award Findings and Questioned Costs Reported in Accordance with OMB Circular A-133: 

Fiscal year 
ended 

June 30, 

2004 

2004 

2004 

Program 

US Department of 
Commerce: 
Grants for Public 
Works and 
Economic 
Development -
CFDA No. 11.300 

US Department of 
Commerce: 
Grants for Public 
Works and 
Economic 
Development -
CFDA No. 11.300 

US Department of 
HUD: Community 
Development 
Block Grant 
State's Program -
CFDA No. 14.228 

No. 

2004 lll-1 

2004 lll-2 

2004 JII-3 

Condition 

Our tests disclosed that there is no evidence that the 
Municipality is performing on-site visits and 
employee's interviews. The Municipality has not 
assigned to a specific department or responsible 
employee duties related to contractor's payrolls review 
for compliance with Davis-Bacon Act requirements of 
this EDA grant. 

A complete general ledger has not been mamtained 
by the Municipality. Grant receivables and payables 
are not recognized. General ledger is maintained on 
cash basis and not on modified accrual basis . 

The Municipality has excess cash in bank for an 
unreasonable period of tnne after transfer of funds by 
the pass-through entity. In several cases checks were 
issued before corresponding requisitions were made 
and send to the pass-through agency. 
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Status 

Finding remams not cleared by grantor 
agency. See related finding No. 2005 m-2 
in the accompanying schedule of findings 
and questioned costs. 

Finding remains not cleared by grantor 
agency. See related finding No. 2005 111-3 
in the accompanying schedule of findings 
and questioned costs. 

Audit repott and related findings have not 
been cleared by the pass-through entity, the 
Office of Commissioner of Municipal 
Affairs (OCAM). See related finding No. 
2005 III-4 in the accompanying schedule of 
findings and questioned costs. 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF GU ANICA 

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS - Continued 

For the year ended June 30, 2005 

Federal Award Findings and Questioned Costs Reported in Accordance with OMB Circular A-133: 

Fiscal year 
ended 

June 30, 

2004 

2004 

Program 

US Department of 
HUD: Community 
Development 
Block Grant 
State's Program -
CFDA No. 14.228 

US Department of 
HUD: Community 
Development 
Block Grant 
State's Program -
CFDA No. 14.228 

No. 

2004 III-4 

2004 lll-5 

Condition 

A complete general ledger has not been maintained 
by the Municipality. Grant receivables and payables 
are not recognized. General ledger is maintained on 
cash basis and not on modified accrual basis. 

Certain participant files lacks of adequate eligibility 
documentation or evidence of follow up visits to 
monitor use of donated construction materials. In 1 
case the application was not signed by the 
participant. In 3 cases there is no evidence of receipt 
of materials and in 1 case evidence is incomplete. In 
2 cases there was no follow up visit and in 1 case the 
final visit was made 4 months after the work was 
ended. 
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Status 

Audit report and related findings have not 
been cleared by the pass-through entity, the 
Office of Conunissioner of Municipal 
Affairs (OCAM). See related finding No. 
2005 ffi-6 in the accompanying schedule of 
findings and questioned costs. 

Audit report and related findings have not 
been cleared by the pass-through entity, the 
Office of Commissioner of Municipal 
Affairs (OCAM). 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF GU ANICA 

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS - Continued 

For the year ended June 30, 2005 

Federal Award Findings and Questioned Costs Reported in Accordance with OMB Circular A-133: 

Fiscal year 
ended 

June 30, 

2003 

2003 

Program 

US Department of 
HUD: Community 
Development 
Block Grant 
State's Program· 
CFDA No. 14.228 

US Department of 
HUD: Community 
Development 
Block Grant 
State's Program· 
CFDA No. 14.228 

No. 

2003 III-1 

2003 III-2 

Condition 

Our tests to a sample of 8 bank deposits related to 
grant funds requested to the pass-through agency 
(from a total population size of 17 deposits) 
disclosed certain deficiencies related to cash 
management requirements. 

Our evaluation of a sample of 8 quarterly reports, 
(from a population of 15 reports corresponding to 
program years reporting disbursements) submitted 
to the pass-through entity during the fiscal period 
disclosed certain deficiencies related to reporting 
requirements. 
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Status 

Audit report and related finclings were 
cleared by the pass-through entity, the 
Office of Commissioner of Municipal 
Affairs {OCAM) on a letter dated December 
14, 2004. See related finding No. 2005 111-4 
in the accompanying schedule of findings 
and questioned costs. 

Audit report and related findings were 
cleared by the pass-through entity, the Office 
of Commissioner of Municipal Affairs 
(OCAM) on letter dated December 14, 2004. 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF GUANICA 

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS - Continued 

For the year ended June 30, 2005 

Federal Award Findings and Questioned Costs Reported in Accordance with OMB Circular A-133: 

Fiscal year 
ended 

June 30, 

2003 

2003 

Program 

US Department of 
HUD: Community 
Development 
Block Grant 
State's Program -
CFDA No. 14.228 

US Department of 
HUD: Community 
Development 
Block Grant 
State's Program -
CFDA No. 14.228 

No. 

2003 III-3 

2003 IIl-4 

Condition 

Program accounting records maintained by the 
Federal Programs Office of the Municipality are not 
balanced and complete. Several transactions, related 
to assets, liabilities, revenues and expenditures, has 
not been recorded in the general ledger, the cash 
receipts and cash disbursement journals. In addition, 
amounts do no reconcile with centralized accounting 
records. Program accounting records reported 
$404,344 in expenditures versus $544,923 as 
reported by the centralized accounting records in the 
financial statements. 

Our tests to a sample of 6 participant' s files (from a 
population of 26 files) of the materials donation 
program disclosed that certain documents were 
missing from files. 
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Status 

Audit report and related findings were 
cleared by the pass-through entity, the 
Office of Conunissioner of Municipal 
Affairs (OCAM) on a letter dated December 
14, 2004. See related finding No. 2005111-6 
in the accompanying schedule of findings 
and questioned costs. 

Audit report and related findings were 
cleared by the pass-through entity, the Office 
of Conunissioner of Municipal Affairs 
(OCAM) on letter dated December 14, 2004. 



• • • • • • • 

COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF GUANICA 

• 

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS - Continued 

For the year ended June 30, 2005 

Federal Award Findings and Questioned Costs Reported in Accordance with OMB Circular A-133: 

Fiscal year 
ended 

June 30, 

2002 

2002 

2002 

Program 

US Department of 
HUD: Community 
Development 
Block Grant 
State's Program 
CFDA No. 14.228 

US Department of 
HUD: Community 
Development 
Block Grant 
State's Program 
CFDA No. 14.228 

US Department of 
HUD: Conununity 
Development Block 
Grant State's 
Program CFDA 
No. 14.228 

No. 

2002 111-1 

2002 Ill-2 

2002 III-3 

Condition 

Municipalities are required to request from contractors a 
certification stating that Entity's Principals are not 
suspended or debarred from doing business with State or 
Federal Government or this requirement may be 
included as a contract clause. Our examination of the 
only construction contract financed with federal funds 
disclosed that such clause was not included in contract 
nor a certification was obtained from contractor. 

Our tests to a sample of 6 participant's files of housing 
rehabilitation program financed with SBGP funds 
disclosed documents missing from the files. 

Condition and criteria: In our examination of controls and 
procedures used in the administration of federal funds, we 
noted that for a sample of six ( 6) receipts and deposits 
tested, in five ( 5) cases disbursements were made between 
seven (7) and twenty-seven (27) days after related funds 
were deposited by OCAM. 
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Status 

Audit report and related findings were 
cleared by the pass-through entity, the Office 
of Commissioner of Municipal Affairs 
(OCAM) on letter dated December 14, 2004. 

Audit report and related findings were 
cleared by the pass-through entity, the Office 
of Commissioner of Municipal Affairs 
(OCAM) on letter dated December 14, 2004. 

Audit report and related findings were cleared 
by the pass-through entity, the Office of 
Commissioner of Municipal Affairs (OCAM) 
on a letter dated December 14, 2004. See 
related finding No. 2005 IB-4 in the 
accompanying schedule of findings and 
questioned costs. 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF· GU ANICA 

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS - Continued 

For the year ended June 30, 2005 

Federal Award Findings and Questioned Costs Reported in Accordance with OMB Circular A-133: 

Fiscal year 
ended 

June 30, 

2002 

2002 

Program 

US Department of 
HUD: Community 
Development Block 
Grant State's 
Program CFDA 
No. 14.228 

US Department of 
HUD: Community 
Development Block 
Grant State's 
Program CFDA 
No. 14.228 

No. 

2002 III-4 

2002 III-5 

Condition 

Our examination disclosed that the Municipality has not 
perfonned adequate procedures to close Program Years 
1994 and 1997. 

SBGP program general ledgers are not balanced and 
complete. Salaries and fringe benefits expenditures 
amounts are recorded as reimbursed to the general fund 
instead as when incurred. Also, transactions related to 
assets and liabilities arising from interfund transactions 
are not recorded. 
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Status 

Audit report and related findings were 
cleared by the pass-through entity, the Office 
of Commissioner of Municipal Affairs 
(OCAM) on letter dated December 14, 2004. 

Audit report and related findings were 
cleared by the pass-through entity, the 
Office of Commissioner of Municipal 
Affairs (OCAM) on a letter dated December 
14, 2004. See related finding No. 2005 ID-6 
in the accompanying schedule of findings 
and questioned costs. 



COMMONWEAJ., TH OF PUERTO RICO 
MUNICIPALITY OF GUANICA 

COMMENfS TO SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

For the year ended June 30, 2005 

FINDING 2005 Il-1 

The Municipality is in pro~ess to evaluate the accounting personnel to establish the •~eeds 

associated with the individual knowledge on accounting principles related to 
governmental financial reporting. Also we are in process to review and actualiz~ 1 cports 
Form 4(a), bank reconciliation and general ledger to reconcile the records to provide 
complete, accurate and reliable set of accounting records and reports. 

FINDING 2005 II-2 

The Municipality has established a deficit reduction plan assigning the budgetary credits 
in the annual budget that permits our economic situation, without affecting the necessary 
services to our citizen. 

FINDING 2005 II-3 

The Municipality created the Sub-Director of the Finance Department position which one 
of his objectives is to review uncollected balances, bill and collect them from the 
Commonwealth and Federal agencies. 

FINDING 2005 Il-4 

The Finance Department has been instructed to discontinue this inappropriate practice. 

FINDING 2005 111-1 

The Municipality would be more precautious in his cash flow procedures to avoid this 
situation to occur agam. 

FINDING 2005 III-2 

The Federal Program personnel have been instmcted that the payroll should be submitted 
weekly by the contractors and to enforce the site visits and employees inteiviews folly 
documented. 
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FINDING 2005 III-3 

The OCAM accounting system is recorded in accrual basis but the manual General ledger 
is record in cash basis due to habitual procedure, the Municipality is looking for a way to 
resolve this situation . 

FINDING 2005-4 

The Finance Department and the Federal Programs Office would establish the necessary 
procedures and control to avoid this situation in the future . 

FINDING 2005-5 

The Federal Program persollllel have been instructed that the payroll should be submitted 
weekly by the contractors and to establish a procedure of reviewing the submitted 
payroll . 

FINDING 2005-6 

1 'he OCAM accounting system is recorded in accrual basis but the manual General ledger 
is record in cash basis due to habitual procedure, the Municipality is looking for a way to 
resolve this situation . 

FINDING 2005-7 

The Federal Program persollllel have been instructed to document all submission of the 
reports required by the grantor agency . 

_-6=-c.. /~ (> 
Luis A. Pacheco Santiago 

Finance Director 
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FINANCIAL SECTION 



Rodriguez, Rivera & Toro LLP 
Accountants and Management Consultants 

Independent Auditor's Report 

Mayor and Municipal Legislature 
Municipality of Guanica 
Guanica, Puerto Rico 

Las Nereidas Condominium 
Mendez Vigo SL • Second Floor 

P.O. Box 1080 
Mayaguez, Puerto Rico 00681-1080 

Phone: (787) 834·3100 I Fax: (787) 831·2909 
support@rrtllp.com 

http://www.rrtllp.com 

We have audited the accompanying financial statements of the governmental activities, each major 
fund, and the aggregate remaining fund infonnation of the Municipality of Guanica, Puerto Rico, as of 
and for the year ended June 30, 2005, which collectively comprise the Municipality's basic financial 
statements as listed in the table of contents. These financial statements are the responsibility of the 
Municipality's management. Our responsibility is to express opinions on these financial statements 
based on our audit. 

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

We were unable to obtain sufficient and competent evidence to support the allocation of pool cash 
transactions recorded in the General Fund because of the inadequacy of accounting records and 
reports, which do not pennit the application of adequate alternative procedures. 

In addition, in our opinion, except for the effects of such adjustments, if any, as might have been 
detennined to be necessary had we been able to obtain sufficient and competent evidence to support 
the allocation of pool cash transactions recorded in the General Fund, the financial statements referred 
to in the first paragraph present fairly, in all material respects, the respective financial position of the 
General Fund of the Municipality of Guanica, Puerto Rico as of June 30, 2005, and the respective 
changes in financial position, thereof for the year then ended in conformity with accounting principles 
generally accepted in the United States of America. 

In addition, in our opinion, the financial statements referred to in the first paragraph present fairly, in 
all material respects, the respective financial position of the governmental activities, the State 
Legislative Joint Resolutions Fund, the Debt Service Fund, the FEMA-Hazard Mitigation Grant 
Program Fund and the aggregate remaining fund information of the Municipality of Guanica, Puerto 
Rico as of June 30, 2005, and the respective changes in financial position, thereof for the year then 
ended in conformity with accounting principles generally accepted in the United States of America. 

2 



The Management's Discussion and Analysis on pages 4 through 16 and the Budgetary Comparison 
Schedule - General Fund on page 60 are not a required part of the basic financial statements, but are 
supplementary information required by accounting principles generally accepted in the United States 
of America. We have applied certain limited procedures, which consisted principally of inquiries of 
management regarding the methods of measurement and presentation of the required supplementary 
infonnation. However, we did not audit the information and express no opinion on it. 
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COMMONWEALTH OF PUERTO Rico 
MUNICIPALITY OF GUANICA 

Management Discussion and Analysis 
June 30, 200.5 

Our discussion and analysis of the Municipality of Guanica financial perfonnance provides an overview of 
the Municipality's financial activities for the fiscal year ended June 30, 2005. Because this MD&A is 
designed to focus on the current year activities, resulting changes and currently known facts, we encourage 
reader to consider the information presented in this MD&A in conjunction with the additional information 
furnished in the accompanying basic financial statements. 

FINANCIAL IDGIIlJGHTS 

• The Municipality has reported assets amounting to $18.3 1 millions in the accompanying 
statement of net assets, of which most significant are Capital assets, cash and cash in fiscal agent 
amounting to$ 14.27million, $1.93 million and $1.23 million respectively. 

• The Municipality's capital assets increase as a result of this year's operations. Capital assets as of 
June 30, 2005 are $14.27 million, as compared to $ 13.24 million for the year ended June 30, 
2004, for a 7.2% of increase. 

• The assets of the Municipality exceeded its liabilities by $6.85 millions at June 30, 2005, 
represented as "net assets" in the accompanying statements of net assets. Restricted and 
unrestricted (deficit) net assets amounted to $2.35 million and $(6.92) millions, respectively. Net 
assets invested in capital assets amounted $11.42 millions. 

• During the year, the Municipality reported revenues of$ 7 .57 million in the General Fund of total 
revenues restricted and unrestricted of $12.68 million. 

• Loans principal payments were $.20 million. D uring the year ended June 30, 2005, the 
Municipality issued $.145 millions on bonds payable. 

• The Municipality has reported total expenses amounting to $13.50 millions in the accompanying 
statement of activities. 

USING THIS ANNUAL REPORT 

This annual report consists of a series of financial statements. The Statement of Net Assets and the 
Statement of Activities provide information about the activities of the Municipality as a whole and present 
a long-term view of the Municipality's finances. For governmental activities, these statements tell how 
these services were financed in the short term as well as what remains for future spending. Fund financial 
statements also report the Municipalities' operations in more detail than the government-wide statements 
by providing information about the Municipality's most significant funds. Both perspectives allow the 
user to address relevant questions, broaden a basis for comparison (year to year or goverrunent to 
government) and enhance the Municipality's accountability. 
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COMMONWEALTH OF PUERTO Rico 
MUNICIPALITY OF GUANICA 

Management Discussion and Analysis 
June 30, 2005 

Overview of the Basic Financial Statements 

The Municipality's financial statements include three components: 
1. the government-wide financial statements 
2. the fund financial statements 
3. notes of the financial statements 

These components are described below: 

Government-wide financial statement: Are designed to provide reader with a broad of the 
Municipality's operations and finance as whole in a maimer similar to Private-sector business. These 
statements provide short-tenn and long-term information about the Municipality's financial position, 
which assist the Municipality's management to determine the economic condition at the end of the fiscal 
year. These financial statements are prepared using the flow of economic resources measurement focus 
and the accrual basis of accounting. The governmental-wide financial statements include; the statement of 
net assets and the statement of activities. 

The Statement of Net Assets and the Statement of Activities 

The Statement of Net Assets and the Statement of Activities report infonnation about the Municipality as a 
whole and about its activities. These statements include all assets and liabilities using the accrual basis of 
accounting, which is similar to the accounting used by most private-sector companies. All of the current 
year's revenues and expenses are taken 
into account regardless of when cash is received or paid. 

These two statements report the Municipality's net assets and changes in them. You can think of the 
Municipality's net assets, the difference between assets and liabilities, as one way to measure the 
Municipality's financial health, or financial position. Over time, increases or decreases in the 
Municipality's net assets are one indicator of whether its financial health is improving or deteriorating. 
You will need to consider other non-financial factors, however, such as changes in the Municipality's 
property tax base and the condition of the roads, to asses the overall health of the Municipality of Guanica. 

In the Statement of Net Assets and the Statement of Activities, we divide the Municipality into: 

• Governmental activities - Most of the Municipality's basic services are reported here, including 
the municipal police, public works, garbage disposal, public energy and health services, and 
general administration. Property truces, municipal license tax, state and federal grants finance 
most of these activities. 

Reporting the Municipality's Most Significant Funds 

Fund Financial Statement: Report the financial position and results of operations of the Municipality's 
governmental funds . The Fund Financial statement components are the Balance Sheet-government 
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COMMONWEALTH OF PUERTO Rico 
MUNICIPALITY OF GUANICA 

Management Discussion and Analysis 
June 30, 2005 

funds and the statements of revenues, expenditures and changes in fund balance. The Fund financial 
statements provide detailed information about the most significant funds, not the Municipality as a whole. 
Some funds are required to be established by bond covenants. 

The Municipality's basic services are reported in the governmental funds, that uses an accounting 
approach which focus on how money flows into and out of those funds and the balances left at year-end 
that are available for spending. These funds are reported using an accounting method called modified 
accrual accounting, which measures cash and all other financial assets that can readily be converted to 
cash. The governmental fund statements provide a detailed short-term view of the Municipality's general 
government operations and the basic services it provides. Govenunental fund information helps you 
determine whether there are more or fewer financial resources that can be spent in the near future to 
finance the Municipality's programs. We describe the relationship (or differences) between governmental 
activities (reported in the Statement ofNetAssets and the Statement of Activities) and governmentalfunds 
in a reconciliation on this report. 

Notes to the Basic Financial Statement: The notes provide additional information that is essential to a 
full understanding of the data provided in government-wide and the fund financial statements. 

THE MUNICIPALITY ASA WHOLE 

The Municipality's combined net assets decreases from a year ago, from $6.91 million to $6.85 million. 
Our analysis below focuses on the net assets (Table 1) and changes in net assets (Table 3) of the 
Municipality's governmental activities. 

Current and other assets 
Capital assets 

Total assets 
Long-term debt outstanding 
other I iabil ities 

Total liabilities 
Net assets: 

Invested in capital assets, 
net of related debt 

Restricted for: 
Debt services 
Capital project 
Other specified purpose 

Unrestricted 
Net Assets 

Table 1 

NET ASSETS 
(in Millions) 

6 

Governmental Activities 

2005 2004 
$4.04 $5 .78 
14.27 13.27 
18.3 1 19.05 
(9.30) (7.18) 
~2. 16~ ~4.96) 

(11.46) (12.14) 

11.42 11.33 

.45 .47 
1.65 1.11 
.24 .53 

{6.92) {6.38) 
$ 6.85 $ 6.91 
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COMMONWEALTH OF PUERTO Rico 
MUNICIPALITY OF GUANICA 

Management Discussion and Analysis 
June 30, 2005 

Components of Net Assests (in millions) 

Cl..mlnt & Other Capital Assests Long Tenn Debt Other Liabilities 
Assest Outstanding 

Net assets of the Municipality's .gov.emmental activities .deer.eased by $.06 million ((.$6.91 million 
Compared to $6.85 million). Unrestr;cred net assets. the part of net assets that can be used to finance day­
to-day operations without constraints established by debt covenants, enabling legislation or other legal 
rc:quirements, changed from approximately $(6.38) million at June 30, 2004 to a $(6.92) million at June 
30, 2005. The following is a condensed presentation of the Municipality's results of operations, as 
reported in the government-wide fmancial statementc;: 

Comparative Condensed Statement of Activities: 

Revenues: 
Program revenues: 

Operating grants and contributions 
Capital grants and contributions 

Charges for services 
General revenues: 

Property laxes 
Municipal license 1axcs 
Construction excise taxes 
Unrestricted mtergovemmental contributions nnd reimbursements 
Unrestricted imcrcsL on deposit 
Other 

Special it.ems-
Go in on Sale of capital assets 

Total revenues 

Expenses; 
General government 
Urban and economic dcYclopmcnt 
Public Safety 
Public work and sanitatJon 
Culture and recreation 
Health and welfare 
Interest and bonds, notes and capital tease obligations 

Total expenses 

Net increase in net a<;.c;et~ 

Net assets-at the beginning of the year. as restated 
Ncl asscls- at end of lhc year 

7 

2005 2004 

$ 2,797,555 $ 1,854,710 
2,218,357 2,855,218 
1,046,8'15 108,505 

1.430,068 l.650,331 
281.401 289,796 

667,446 
4,774,038 4,566,060 

20,685 58,561 
404,522 369,642 

483, 140 118,456 
13,456,581 12,538,725 

6,020,246 2,914,565 
.l,30.'>,8.50 

1,173,292 957,240 
2,028,433 1,983,559 

646.020 40.356 
3,451,7!15 2,188.705 

l83,9R3 36.l,7J7 
13,503,759 9755 992 

(47, 1711) 2,7!12,731 

6,894 655 4,1 11,922 
6.847.477 6,894,655 
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COMMONWEAL TH OF PUERTO Rico 
MUNICIPALITY OF Gu ANICA 

Management Discussion and Analysis 
June 30, 2005 

Financial analysis of the Municipality's Governmental Funds 

The Municipality uses fund accounting to ensure and demonstrate compliance with finance-related legal 
requirements. The focus of the Municipality's governmental fund is to provide information on near-term 
inflow, outflow, and balance of spend able resources. Such infonnation is useful in assessing the 
Municipality's financial requirements. In particular, unreserved fund balance may serve as a useful 
measure of a government's net resources available for spending at the end of fiscal year. The following is 
a condensed presentation of the Municipality's balance sheet and results of operations of government 
fund: 

Comparative Condensed Balance Sheet-Governmental funds: 
Total assets-major funds 

Total assets-nonmaJor funds 

Total assets 

Total liabilities-major funds 

Total liabilities-nonmajor funds 

Total liabilities 

Fund Balances: 

Reserved-major funds 

Reserved-nonmajor funds 

Unreserved-major funds 

Total fund balances 

Comparative Condensed Statement of Operations-Governmental funds: 
Total revenues-mayor funds 

Total revenues-nonmayor funds 

Total revenues 

Total expenditures-major funds 

Total expenditures-nonmajor funds 

Total expenditures 

Other Financial Sources-major funds(excluding operating transfers among funds) 

Special items, net 

Net changes in fund balances 
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2005 2004 

3,760,778 4,859,990 

1.948,092 1.992.327 

5,708,870 6,852,317 

2,380,777 3,243,940 

1,998,387 1,739,475 

4,379,164 4,983,415 

2,439,881 1,870,878 

(50,295) 252,852 

~l .059!9702 ~254,828} 

1,329,616 1,868,902 

9,552,230 9,153,939 

3,1 28,703 3,154,522 

12.680.933 12,308,46 1 

10,054,675 10,824,736 

3,910,544 4,086,401 

13,965,219 14,911,137 

145,000 1,943,1 88 

600,000 {l.176!757) 

(539,286) (1,836,245~ 
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Governmental Activities 

COMMONWEALTH OF PUERTO Rico 
MUNICIPALITY OF GU ANICA 

Management Discussion and Analysis 
June 30, 200 5 

Revenues of Municipality's governmental activities increased by 8.0% ($.91 million) while total expenses 
increased by 39.0% (3.75 millions). The Municipality of Guanica took the following major actions this 
year to improve the financial position: 

• 
• The Mayor of the Municipality of Guanica hire a Finance Auxiliar Director to improve the 

collections of Municipal licensed tax and property tax revenues, supervise the operations of the 
official and auxiliary collector of the Municipality . 

• In the budget respect the administration of the Municipality received the estimated of expenses by 
each department, and the Budget Director and the Mayor performed the evaluation to those 
expenses and determine the needed of each one, looking for the reduction of those unnecessary 
expenses without affecting the daily operations. 

e Expenses during the fiscal year ended June 30, 2005 was substantially related to the following: 

• 

• 

• 

• 

• 

• 

Table 2 
Governmental Activities 

(in Millions) 

General Government 
Public Safety 
Public Work 
Cultwe, recreation and education 
Health and welfare 
Urban Development 
Legal Service 
Public Housing 
Interest on long term debt 
Depreciation 

Totals 

9 

Total expenses 

2005 2004 

$6.02 
1.17 
2.03 

.65 
3.45 

.18 

$13.50 

$2.91 
.96 

.04 
1.98 
1.31 

2.19 
.36 

$9.75 
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COMMONWEALTII OF PUERTO RICO 
MUNICIPALITY OF GUANICA 

Management Discussion and Analysis 
June 30, 2005 

Total Expense 2004 

$2.91 ,31% 

C General Oovemment 

CJPubllc Safety 

acutture ad recreation 

a Health and welfare 

• Urban development 

0 Publlc Housing 

• Interest on long-tenn debt 

Total Expense 2005 

0.18, 1% 
$6.02 ,4'% C General Government 

C Public Safety 

0 Public Wortc 

a Culture ad recreation 

1.17, 9% 
• Health and welfare 

Cl Interest on long-tenn debt 

The cost of all governmental activities this year was $13 .50 million compared to $9. 75 million last year. 
Table 2 presents the cost of each of the Municipality of Guanica' s largest programs. 

The major governmental revenue sources are property truces, other, grant and contributions not restricted, 
which in total represent $6.62 (900/o) and $7 38 (96%) of all revenues in 2005 and 2004, respectively . 
Changes within these sources of revenues were a decrease $. 76 million . 
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COMMONWEALTH OF PUERTO Rico 
MUNICIPALITY OF GUANICA 

Management Discussion and Analysis 
June 30, 2005 

Table3 
Governmental Activities 

(in MlWons) 
General Revenues 
by major sources 

2005 2004 

Property taxes 

Other 
Grants and contributions 

Totals 

Table 4 
Governmental Activities 

(in Millions) 

$1.43 

.42 
4.77 

$6.62 

$1.65 

1.16 
4.57 

$7.38 

Program Revenues 
by major sources 

2005 2004 

Charges for service 
Operating Grants 
and Contribution 

Capital Grants and Contributions 

Totals 

11 

$1.05 

2.79 
2.22 

$6.06 

$.11 

1.85 
2.86 

$4.82 
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COMMONWEALTH OF PUERTO Rico 
MUNICIPALITY OF GUANlCA 

Management Discussion and Analysis 
June 30, 2005 

$3.00 

$2.50 

$2.00 

$1.50 

$1.00 

$0.50 

Program Revenues 
In millions 

$0.00 ~.__.a...;;.......,.~_.;a;.;,..;..;;.;;;~ 
Charges for service Operating Grants Capital Grants & 

and Contribution Contributions 

THE MUNICIPALITY'S FUND 

--~ 

As the Municipality completed the year, its governmental funds reported a combined fund balance of 
$1 .33 million, which is lower than last year total of $2.45 million. 

In addition, these other changes in fund balance should be noted. 

• The Municipality experienced an increase in the collection of Licenses and Permits due to the 
developments of construction project which began during the year. The taxes paid to the 
MlUlicipality related to those constructions permits increases as result of the developments of the 
city organization plan. 

• This year the Municipality decreases the property tax. 

General Fund B1dgetary ffigblights 

Over the course of the year, the Municipal Assembly revised the Municipality of Guanica budget several 
times. These budget amendments fall into various categories. The first category includes amendments and 
supplemental appropriations that were approved shortly after the beginning of the year and reflect the 
actual beginning balances (versus the amounts we estimated in May 2004) . 
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COMMONWEALTH OF PUERTO Rico 
MUNICIPALITY OF GUANICA 

Management Discussion and Analysis 
June 30, 2005 

CAPITAL ASSET AND DEBT ADMINISTRATION 

Capital Assets 

As of June 30, 2005, the Municipality of Guanica had $ 21.44 million invested in a broad range of capital 
assets, including buildings, parks, roads, bridges, and equipment. (See Table 5). This amount represents a 
net increase (including additions and deductions) of just over under $20.28 million, or 5.7 percent, over 
last year. In this table you see few changes in amount compared to last year due to reclassifications of real 
property to proper division. 

Table S 
Capital Assets at Year-end 

(At cost, in Thousands) 

Governmental 

Land 
Land improvement 
Buildings and Improvements 
Construction in progress 
Licensed vehicles 
Equipment 
Equipment under capital leases 
Infrastructure 

Totals 

13 

$ 

Activities 
2005 

$.67 
2.88 
6.69 
5.04 
1.29 
1.21 
.04 

3.62 
21.44 

2004 
$ .57 

2.88 
7.25 
4.92 
1.29 
.99 
.04 

2.34 
$ 20.28 
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Land Improvement 
13% 

Infrastructure 
17% 

COMMONWEALTH OF PUERTO Rico 
MUNICIPALITY OF GU.ANICA 

Management Discussion and Analysis 
June 30, 2005 

Capital Assets at Year-end 2005 

Equiptment under 

Lisenced vehicles capital teased 
0% 

6% 

Capital Assets at Year-end 2004 

Equipment under 
Lisenced capital leased 

0% 

Construction in 
progress 

24°/t 

Buildings and 
Improvements 

31% 

Land 
Improvement 

14% 

Buildings and 
Improvements 

36% 

Infrastructure 
12% 

Equipment 
5% 

Construction in 
progress 

24% 

More detailed information about the Municipality's capital assets is presented in Note 5 to the financial 
statements . 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF GtiANICA 

Management Discussion and Analysis 
June 30, 2005 

At year-end, the Municipality had$ 9.31 million in bonds and notes outstanding versus$ 8.56 million last 
year, an increase of 8.6 percent, as shown in Table 6 . 

Table6 
Outstanding Debt, at Year-End 

(in Thousands) 
Governmental 

Activities 
2005 2004 

Bonds payable 
Notes Payable 
Advances from CRJM 
Other obligations 

Totals 

$3.51 

2 .25 
1.33 
2.22 

$9.3 1 

Outstandin: Debt, at Year-end 2004 

Advences from 
CRIM 

Notes Payable 
28% 

Advences from 
CRIM 
14% 

Notes Payable 
24% 

16% 

Other obligations 
15% 

Bonds payable 
41% 

Outstanding Debt, at Year-end 2005 

15 

Other obligations 
24% 

Bonds payable 
38% 

$3.59 

2.36 
1.35 
1.36 

$8.56 
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COMMONWEAL TH OF PUERTO Rico 
MUNICIPALITY OF GU ANICA 

Management Discussion and Analysis 
June 30, 2005 

New bonds in the amount of $.145 million were issued. The Municipality is required to limit the amount 
of general obligation debt to 10% of the total assessment of property located within the Municipality, for 
bonds to be repaid with the proceeds of property taxes restricted for debt services. Other obligations 
include accrued vacation and sick leave, claims and judgments, and landfill obligation. More detailed 
infonnation about the Municipality's long-term liabilities is presented in Note 7 to the financial 
statements. 

ECONOMIC FACTORS AND NEXT YEAR'S BUDGET 

The Municipality's elected and appointed officials considered many factors when setting the fiscal-year 
2005 budget. Unemployment in the Municipality now stands at 25 .6 percent. 

Amounts available for appropriations in the General Fund for the fiscal year 2006 are $.82 million, a 
decrease of 66 percent under the final 2005 budget of $7 .65 million. 

Budgeted expenditures are expected to rise accordingly to the increase in budgeted revenues. 

If these estimates are realized, the Municipality's budgetary General Fund balance is expected to increase 
modestly by the close of 2006. 

CONT ACTING THE MUNICIPALITY'S FINANCIAL MANAGEMENT 

This financial report is designed to provide our citizens, taxpayers, and creditors with a general overview 
of the Municipality's finances and to show the accountability for the money it receives. If you have 
questions about this report or need additional financial information, contact us at Municipality of Guanica, 
PO Box 785, Guanica, Puerto Rico 00653. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIP ALJTY OF GU ANICA 

• STATEMENT OF NET ASSETS 
JUNE 30, 2005 

Governmental 
Activities 

• ASSETS 

Cash and cash equivalents $ 1,930,939 
Receivables, net of allowance for 
uncollectible accounts: 

• Due from govennental agencies 848,376 
Restricted Assets: 

Cash in fiscal agents 1,231,002 

Deferred bond issuance costs 26,105 
Capital assets (note 5): 
Nondepreciable assets: 

• Land and construction in progress 5,606,557 
Depreciable assets: 

Other capital assets, net 8,666,670 
14,273,227 

• Total assets s 18,309,649 

LIABILITIES 

Accounts payable and accrued liabilities $ 736,014 

• Due to governmental agencies 445,456 
Deferred revenues 836,369 
Interest payable 141,379 
Long tenn liabilities (note 7) : 

Due within one year 605,260 

• Due in more than one year 8,697,694 
Total liabilities 11,462,172 

NET ASSETS 

Invested in capital assets, net of related debt 11,423,741 
Restricted for: 

Debt service 452,162 

Capital Projects 1,650,488 
Other specified purposes 242,915 

Unrestricted (deficit) ( 6,921,829) 

Total net assets $ 6,847,477 

The accompanying notes are an integral part of this statement. 
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Functions 
Governmental Activities: 

General government 
Public safety 
Public works and sanitation 
Culture and recreation 
Health and welfare 
Interest on long tenn debt 

Total 

COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF GU ANICA 
STATEMENT OF ACTIVITIES 
YEAR ENDED JUNE 30, 2005 

Expenses 

$ 6,020,246 
1,173,292 
2,028,433 

646,020 
3,451,785 

183,983 

$ 1315031759 

Frogram Revenues 

Fees, Fines and Operating 
Charges for Grants and 

Services Contributions 

$ 1,046,815 $ 549,292 
212,341 

53,395 

1,982,527 

$ 110461815 $ 217971555 

General revenues : 
Taxes 

Property taxes 
Municipal licenses taxes 

Capital Grants 
and 

Contributions 

$ 95,911 

1,348,921 
8,750 

764,775 

$ 212181357 

Grants contributions not restricted to specific programs 
Interest 
Other 

Special item: 
Gain on sale of capital asset 

Total general revenues and special item: 

Change in net assets 
Net assets-beginning, as restated (note 11) 
Net assets-ending 

The accompanying notes are an integral part of this statement. 

• • 

Net (expense) 
revenue and 

changes in net 

$ 

$ 

assets 

( 4,328,228) 
(960,951) 
(626,117) 
(637,270) 
(704,483) 
(183,983~ 

{714411032) 

1,430,068 
281,401 

4,774,038 
20,685 

404,522 

483 140 
7,393,854 

(47,178) 
6,894,655 
6,847 477 



COMMONWEALTH OF PUERTO RICO 

• MUNICIPALITY OF GUANICA 

BALANCE SREET 

JUNE 30, 200 5 

State Fema-Haz.ard 

Leglsllltive Mitigation Other Total 

• Join t Debt Grant Govermental Go"crnmental 

General Resolutio ns Service Pro~ram Fu nds Funds 

ASSETS AND OTHER DEBITS 

Cash and cash cquivalenu s $ 1,072,531 s s s 858,408 s 1,930.939 

Recciv:ibles, net of allowance for 

uncoltcctablc aetounts: 
Due from govennenta I agencies 95.589 47.876 81.632 623.279 848.376 

Due fi"om other lilncb 721.245 874,214 103,004 1,698,463 • Restricted Asseu: 

Cash in fiscal agems 499,781 367,820 363,401 1,231,002 

TOTAL ASSETS s 816,834 $ J,946,74S s S47,6$7 s 449,45Z s 1,948,091 s 5,708,780 

LIABILmES 

• AccounlS payable and accrued liabili1ies s 349,007 s s s 387,007 s 736,014 

Due 10 govemmenlal agelc1es 445,251 205 445,456 

Due 10 O!h<f funcls S27,767 76,811 449,4S? 644,433 1,698,463 

Dere:rred revenues 258.519 966,742 1.225.261 

Maiured boods we and p.tyable 179,000 179,000 

Mwred lnlerest due and payable 94,970 94,970 

TOTAL Ll ... BILITIES 1,S80,S44 76,811 273,970 449,45? 1,998,387 4,379,164 

• FUND BALANCES 

ResefVed for: 

Encumbranc::e.s 296,260 296,260 

Capital projects 1,869.934 (111.226) 1.758.708 

Debi service 273,687 273,687 

Other specified purposes 60,907 60,907 

• Unreserved ( 1,059,970) 24 (I .OS9,946) 

TOTAL FUND BALANCES (763.710) 1.869.934 273,687 (50.295) 1,329,616 

TOTAL LIABILITIES AND FUND BALANCES s 816,834 $ 1,946,745 s 547,657 44?,451 s 1,948,092 s S,708,780 

The :accomp;nying notes arc 1n m1cgral part ofth1s st:llement 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF GU ANICA 

RECONCILIATION OF TOT AL <;OVERNMENT AL FUND BALANCE 
TO NET ASSETS OF GOVERNMENT AL ACTIVITIES 

JUNE 30, 2005 

Total fund balances- governmental funds 

Amounts reported for governmental activities in the S tatement of Net 

Assets are different because: 

Capital assets used in governmental activities are not current financial 

resources and therefore are not reported in the governmental funds 

balance sheet: 

Other assets used in governmental activities are not current financial 

resources and therefore are not reported in the funds : 

Deferred Charges 

Other assets are not available to pay current-period expenditures and 

therefore are deferred in the funds: 

Receivable - christmas bonus reimbursement 

Receivable • EDA 

Receivable - Public Order Code 

Interest liabilities are not due and payable in the current period 

and therefore, are not reported in the funds: 

Long term liabilities, including bonds payable, are not due and payable 

m the current period and therefore are not reported in the funds: 

Net assets of governmental activities: 

TI1e accompanying notes are an mtegral part of this statement. 
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$ 95,590 

111 ,294 

182,008 

s 

1,329,616 

14,273,227 

26,105 

388,892 

(46,409) 

(9,123,954) 

6,847,477 
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COMMONIVEAL TH OF PUERT O R.ICO 

MUNICIPALITY OF CUANICA 

STATEMENT OF REVENUES, EXPENDITURES ANO CHANCES IN FUND BALANCE (DEFICIT) 

YEAR ENDED JUNE JO, ZOOS 

Stolt Fema·llaurd 
Legblatlvc Mltlptloo 

Join I Debt Gnni 
General Resolutions Service Program 

REVENUES 

Property taxes 1.135.579 294,489 s 
M11n1cipol ltcenn tu 281.401 

L1ccnsCJ, permits and other IOClll taxes 904.313 

CllatgCJ ror scrviocs 
Fi:ii;:s and forfcit•res 16.620 

lnla'CS1 6,836 4,5S2 

tn1crgovcmmcn1aJ. 
federal opcraung gr:>nis -«9,4S2 

Fcdcnll cnpit>I lf1llllS 
S101c openting grnru 1.222,878 

S1:atc upnal gnnts 6,000 

Othet Of)emtina Cf3Jlts and contnblluons 4,738,752 

Rent 111,836 

Olh<r J79,S22 

Tol.31 rcven\tCS 7,S74,8S9 1,228,878 299,041 449,412 

£XrENDlnJRES: 

Currcn1· 
General govcmmau 4,236,801 

Public Sllfety 7~2.468 

PublM: wocicc and Sa'litation 1,741,393 

Culture ond re""""°" 4 14.361 56,368 

Haith and welfare 987,451 915,172 449,4.12 

Ca.pital Outlays 6,100 70,601 

Dtbl SCl"\!lCC: 

Pnncip>I 200,000 

Interest 114,SOB 

Bond issuance costs 
Total cxpcndirurcs 8,178,574 1,042,1 41 JS4,S08 449,452 

£ua;s (de.fldmC)') or rtWAUtl OYtr (uader) eJpe.ndlttlret !603.715) 186,737 !lS,467) 

OTHER FINANCING SOURCES (USES): 
Prouedr from tSN2nte or&onQ·term deb4 

Trunsfers in 13,849 176,0lS 

Trans(m®l l19,Ql6 4.ll2 

Tot•I Clher finone1ng sources (SOS,167) 171,473 

SPECIAL ITEM: 
rroe«ds from SAie or C4piual nsscl 600.000 

EXCESS (DEFICIENCY) OF REVENUES OVER (VNDER) 

£XP£NDl nJRES AND OTHER SOURCES (USES) (SOS.882) 186,737 86,006 

FUND BALANCE {D£ FICl£NCY) AS RESTATED, JULY I, 2004 (234,8 28) l,683,197 117.681 

FUND BALANCE (DEFICIENCY), JUNE 30, 2005 s (763,710) 1,869,934 273,687 $ $ 

The ae«m'lp;nymc notes DIC. an 1ntcgral p11.n of dus natemenl 
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Other Total 

Govermental GovmmHtal 
Funcb Fund• 

s 1,430,068 

281.401 

904,313 
14,046 14,046 

16,620 

9.291 20,685 

401,610 SSl,062 

1,898,200 1,898,200 
GOZ,687 l,82S,S6S 
202,863 201,86~ 

•.738,1s; 

111,831 
379,SZ: 

J,128,703 12,680,93 

817,584 S,OS4.3@ 
J00,82.I 1,093.2! 

164,811 1,906,21 

2?,S41 493.2' 

1,071,912 J,423,91 

1,530,014 1.606.7 

200,0 

184,S 

2,843 2,8 
3,910,544 13,965,2 

!781.841) (1,284,: 

14S.OOO 145,l 

342,991 532, 
9.297 sn. 

471.694 14S, 

600 

(JOl,147) (Sl? 

2$?,832 1,861 

(5G,29S) $ 1,32' 
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COMMONWEALTK OFPU£RTO RICO 
MUNICIPALITY OF GUANICA 

RECONCILIATION OF STATEMENT OF RE'YENUES, EXPENDITURES AND CHANCES 

IN FUND BALANCES OF GOVEltNMEN'rAL FUNDS TO THE STATEMENT OF ACTIVI TIES 
YEAR ENDED JUNE 30, 1005 

Nd ch1nct In rune! balancts - total cowro111ental fuids: 

AmounlS reported for governmental activities in the Statement of Activities arc di fTcre1t bccau.sc: 

Governmental funds reports capital assets outlays as cxpcnditurcs. J.fowever, in the Smement of 

Activities the cost of those asselS is allocated over their estimalcd useful lives and reported as 

depreciation expense: 

Expenditures for capitll assets 

Less: cum:nt year depreciation 

Governmental funds report Ilic effect of bond issuance oosts as citpenditure when debt is first issued, 

whereas these amounlS arc deferred and amo~cd In the Stttcmen tor Activities. This ls ll1e net 

effect of these dilTcronccs: 

Bond issuance costs 

Amol'liz.ation of deferred charges 

Governmental funds only report the proceeds rcceived in the disposal of assets. In the S1a1eme11t of 

Activities, a gain or loss is reported for each disposal. Thus, the change in net assets differs from 

the change m fund balance by the cost of the disposed asset 

Rcvenua m the Statement or Activities lhal do not provide cum:m linanclal resources are not 

rcportcd as revenues in Ille funds: 

C•ristmu bonllS reimba~I 

EDA 

P~blic Onlcr Code 

Cap112l asset Reeived in a non monetary exchange 

Donated Capital Assets 

Revenues rcportc<I in funds which are 101 rq>Orted as revenues in the Statement or Activibcs: 

Chrisimas bonus reimbursement-pnor year 

Proceeds rrom eeneral obligation bondS are other flnancing sources In funds but as liabilities 

In the Scatcment or Net Assets: 

Expendilllres reported in funds which are not reported as expenses in Ute Statement of Activities: 

MalUred bonds principal payments (ne.t chansc) 

Prior year accounts payable (net change) 

Repayment of long tem1 debt is an expenditure in the governmental funds, but reduces lo1111-tem1 

liabilities in the Statemelll of Net Assets: 

General obligation bonds and notes 

Othet long term liabilities 

Some expenses reported in the Staiemcnt of Activities do not require the use or curen1 financial 

resources and therefore arc not rcpomd "' expenditures in the governmental funds: 

Conlpm$ated absences 

Current Vear Property Taxes 

Judiment 311d Claims 

Disallowed costs· FEM A 

Accrued interest (net change) 

Cbns!f1las bonus 

Chance In net assccs of covernmental activities: 

The accompanymg notes arc an inlcgral part of lhi.s statemenl. 
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s 1,606,115 

(485,007) 

2,843 

(2,879) 

95,590 

111.294 

120.928 

425,000 

2S,OOO 

(2S.OOO) 

(64.322) 

22S ,000 

483 ,281 

(197,477) 

(S6,138) 

(123.S43) 

(750,467) 

17,468 

(169,014 ) 

(539,186) 

1,121,708 

(36) 

(541,860) 

m,&12 

(60,304) 

(14S,OOO) 

(89.322) 

708,281 

(1 .279, t71) 

s (47,178) 
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COMMONWEAL TH OF PUERTO Rico 
MUNICIPALITY OF GUANICA 

Notes to Basic Financial Statements 
June 30, 2005 

1. Summary of Significant Accounting Policies 

The Municipality of Guanica of the Conunonwealth of Puerto Rico (the "Municipality") is a local 
government with full legislative, fiscal and administrative powers to operate as a government under 
Law No. 81 of August 30, 1991, as amended, known as the Autonomous Municipalities Act of the 
Commonwealth of Puerto Rico (Law No. 81) . 

The Municipality's governmental system consists of executive and legislative branches. The 
Constitution of the Commonwealth of Puerto Rico (the "Commonwealth") provides for the separation 
of powers of the executive, legislative and judicial branches. A Mayor, elected every four years by 
the citizens, exercises the executive power of the Municipality. The legislative power is exercised by 
the Municipal Legislature, which is also elected every four years. The General Justice Court System 
of the Commonwealth, which has jurisdiction over the Municipality, exercises the judiciary power . 

The Municipality assumes responsibility for providing services to its citizens related to public 
housing, welfare, public safety, health, sanitation, education, culture, recreation, urban and economic 
development, and many other general and administrative duties. 

a) Firla11cial Reporting Entity 

The accompanying basic financial statements include all departments, agencies and municipal entities 
that: (1) are under the legal and administrative control of the Mayor and (2) whose funds are under the 
legal custody and control of the Municipality's Director of Finance and Budget, as prescribed by Law 
No. 81. 

The Municipality's management has considered all potential component units for which it may be 
financially accountable and other legally separate organizations for which the nature and significance 
of their relationship with the Municipality may be such that exclusion of their basic financial 
statements from those of the Municipality would cause the Municipality's basic financial statements 
to be misleading or incomplete . 

GASB Statement No. 14 - The Financial Reporting Entity (GASB No. 14), as amended by GASB 
Statement No. 39 - Determining Whether Certain Organizations are Component Units (GASB No. 
39) set forth criteria to be considered in determining financial accountability. These criteria include 
appointing a voting majority of an organization's governing body and (I) the ability of the 
Municipality to impose its will on that organization or (2) the potential for the organization to provide 
specific financial benefits to, or impose specific financial burdens on the Municipality. GASB 
Statement No. 39 provides additional guidance in determining whether certain organizations for 
which the primary government is not financially accountable should be reported as component units 
based on the nature and significance of their relationship with the primary government. Generally, 
GASB No. 39 requires reporting a component unit if an organization raise and holds economic 
resources for the direct benefit of a governmental unit. 

The Municipality's management has concluded that, based on the aforementioned criteria, there are 
no legally separate entities or organizations that should be reported as component units of the 
Municipality as of June 30, 2005 nor for the year then ended. 
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COMMONWEALTH OF PUERTO Rico 
MUNICIPALITY OF GUANICA 

Notes to Basic Financial Statements 
June 30, 2005 

h) Govemment-wide Fi11a11cial Stateme11ts 

The accompanying GWFS are composed of: (1) the statement of net assets and (2) the statement of 
activities. These financial statements do not report fund information but rather report information of 
all of the Municipality's governmental activities. These statements are aimed at presenting a broad 
overview of the Municipality's finances through reporting its financial position and results of 
operations as a whole, using methods t11at are similar to those used by most private businesses. 

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

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

Net assets are classified in the accompanying statement of net assets within the following three 
categories: 

• Invested in capital assets, net of related debt - These consist of capital assets, net of 
accumulated depreciation and amorti:zation, reduced by the outstanding balances of bonds, notes 
and other debt that are attributed to tlte acquisition, construction or improvement of those assets. 
For the purposes of determining tlte outstanding debt attributed to capital assets, the total long­
term debt related to the acquisition, construction or improvement of capital assets have been 
reduced by any related unspent debt proceeds and any related unamortized debt issuance costs. 

• Restricted net assets - These consist of net assets restricted by external parties (such as 
creditors, grantors, contributors, laws or regulations of other governments, etc.), or net assets for 
which constraints are imposed by constitutional provisions or enabling legislation. Enabling 
legislation is defined as legislation that authorizes tlte Municipality to assess, levy, charge or 
otherwise mandate payment of resources (from external resource providers). Enabling legislation 
establishes restrictions if it includes a legally enforceable requirement that those resources be 
used only for the specific purposes stipulated in the legislation. The classification of restricted net 
assets identifies resources that have been received or earned by tlte Municipality with an explicit 
understanding between the Municipality and the resource providers that the resources would be 
used for specific purposes. Grants, contributions and donations are often given under those kinds 
of conditions. Bond indentures also often limit tlte use of bond proceeds to specific purposes. 
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• COMMONWEALTH OF PUERTO Rico 
MUNICIPALITY OF GUANICA 

Notes to Basic Financial Statements 
June 30, 2005 

Internally imposed designations of resources, including earmarking, are not reported as restricted 
net assets. These designations consist of management's plans for the use of resources, which are 
subject to change at the discretion of the Municipal Legislature. 

• Unrestricted net assets - These consist of net assets that are neither externally or legally 
restricted, nor invested in capital assets. However, unrestricted net assets often are designated to 
indicate that management does not consider them to be available for general operations. 
Unrestricted net assets often have constraints that are imposed by management, but can be 
removed or modified. When both restricted and unrestricted resources are available for use, it is 
the Municipality's policy to generally use restricted resources first, and then unrestricted 
resources as they are needed. 

The accompanying statement of activities presents the results of the Municipality's operations by 
showing how the Municipality's net assets changed during the year ended June 30, 2005, using a net 
(expense) revenue 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 revenues (such as property taxes, municipal license taxes, 
construction excise taxes, etc.). A function/program describes a group of activities that are aimed at 
accomplishing a major service or regulatory responsibility. TI1e functions/programs reported in the 
accompanying basic financial statements are: (1) general government, (2) public safety, (3) public 
works and sanitation, (4) culture and recreation, (5) health and welfare (6) capital outlays. The 
governmental operations of the Municipality's departments and operational units are classified within 
the following functions/programs in the accompanying basic financial statements: 

General government: 
Municipal legislature 

Mayor's office 

Department of financ·e and budget 

Department of human resources 

Department of municipal secretary 

Department of federal programs 

Department of internal audit 

Public safety: 

Department of municipal police 

Department of emergency management 

Public works and sanitation: 

Department of public works 

Department of sanitation 
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• COMMONWEAL TH OF PUERTO Rico 
MUNICIPALITY OF GUANICA 

Notes to Basic Financial Statements 
June 30, 2005 

Culture and recreation: 
Department of recreation and sports 

Department of tourism 

Health and welfare 

Department of health 
Department of elderly affairs 

The statement of activities demonstrates the degree to which program revenues offset direct expenses 
of a given function/program or segments. Direct expenses are those that are clearly identifiable with a 
specific function, segment or operational unit. This statement reports revenues in two broad 
categories: (1) program revenues and (2) general revenues. 

Program revenues are generated directly from a program itself or may come from parties outside the 
Municipality's taxpayers or citizens. In the statement of activities, program revenues reduce the costs 
(expenses) of the function/program to arrive at the net cost of the function/program that must be 
financed from the Municipality's general revenues. The accompanying statement of activities 
separately reports the following categories of program revenues: 

• Charges for services - These generally consist of exchange or exchange-like transactions 
involving charges to customers or applicants who purchase, use or directly benefit from the 
goods, services or privileges provided, or are otherwise directly affected by the services. These 
include fees charged for specific services, charges for licenses and permits, and fines and 
forfeitures, among others. 

• Program-specific capital and operating grants and contributions - These consist of 
transactions that are either mandatory or voluntary nonexchange transactions with other 
governments, organizations, or individuals that restrict the resources for use in a particular 
program. Capital grants and contributions consist of capital assets or resources that are restricted 
for capital purposes - to purchase, construct or renovate capital assets associated with a specific 
program. Operating 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 operating or capital 
purposes of a specific program. Restricted capital and operating grants and contributions are 
program revenues because they are specifically attributable to a program and reduce the net 
expense of that program to the Municipality. They are reported net of estimated uncollectible 
amounts. 

General revenues are the default category for revenues. It includes all revenues and gains that do not 
meet the definition of program revenues. Property taxes, municipal license taxes and construction 
excise taxes are reported as general revenues. All other nontax revenues (including unrestricted 
investment earnings, grants and contributions not restricted for specific programs and miscellaneous 
revenues) that do not meet the definition of program revenues are classified as general revenues. 
Resources that are dedicated internally by the Municipality are reported as general revenues rather 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF GUANICA 

Notes to Basic Financial Statements 
June 30, 2005 

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

The general government function/program reported in the accompanying statement of activities, 
includes expenses that are, in essence, indirect or overhead expenses of the Municipality's other 
functions/programs. Even though some of these costs have been charged to other funds in the 
governmental fund financial statements as indirect cost allocations permitted under some federal 
programs, the Municipality has reported these indirect expenses as direct expenses of the general 
government function. Accordingly, the Municipality does not allocate general goverrunent (indirect) 
expenses to other functions. The effects of all interfund governmental activities (revenues, 
expenditures and other financing sources/uses among governmental funds) have been removed from 
the accompanying statements of net assets and activities . 

The Municipality classifies all of its activities as governmental activities in the accompanying GWFS. 
These are activities genera.lly financed through taxes, intergovernmental revenues and other 
nonexchange revenues that can be used to support the Municipality's programs or services. These 
governmental activities are also generally reported in the governmental fund financial statements. 

The Municipality has no fiduciary activities, which are those in which the Municipality would be 
holding or managing net assets for specific individuals or other external parties in accordance with 
trust agreements or other custodial arrangements. In addition, the Municipality has no operations or 
activities that are primarily financed and operated in a manner similar to private business enterprises, 
where the costs of providing goods or services to the general public is financed primarily through user 
charges . 

d) Govemmental F1111d Fina11cial Statements 

The accompanying GFFS are composed of: (1) the balance sheet- governmental funds and (2) the 
statement of revenues, expenditures and changes in fund balances - governmental funds. These 
financial statements report the financial position and results operations of the Municipality's 
governmental funds by presenting sources, uses and balances of current financial resources. Some of 
these financial statements have a budgetary orientation and focus primarily on: (1) the Municipality's 
major funds, as defined below, (2) the fiscal accountability and (3) the individual parts of the 
Municipality's government. Fiscal accountability represents the Municipality's responsibility to 
justify that its actions in the current year have complied with public decisions concerning the raising 
and spending of public moneys in the short term (one fiscal year) . 

Each governmental fund is considered an independent fiscal entity accounted for within a set of self­
balancing accounts that comprise its assets, liabilities, fund equity or deficit, revenue and 
expenditures. The accompanying GFFS segregate governmental funds according to their intended 
purpose and are used in demonstrating compliance with legal, financial and contractual provisions. 
The minimum number of governmental funds is maintained consistent with legal and self-imposed 
managerial requirements established by the Municipality. For financial reporting purposes, the 
Municipality classifies its govemmental funds within the following categories: 
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• Ge11eralfund - The general fund is the Municipality's main operating and major fund, as defined 
below, used to account for all financial resources and governmental activities, except for financial 
resources required to be accounted for in another fund. It is presumed that the Municipality's 
governmental activities have been reported in the general fund except for transactions for which 
one of the following compelling reasons has required the use of another fund: (1) legal 
requirements, (2) GAAP requirements or (3) the demands of sound financial administration 
requiring the use of a governmental fund other than the general fund. 

• Special revenue funds - The special revenue funds are nonmajor funds, as defined below, used 
by the Municipality to account for revenues derived from grants or other revenue sources (other 
than major capital projects) that are either self-restricted by the Municipality or legally restricted 
by outside parties for use in specific purposes. The uses and limitations of each special revenue 
fund are specified by municipal ordinances or federal and state statutes. However, resources 
restricted to expenditure for purposes normally financed from the general fund are reported in the 
Municipality's general fund provided that all applicable legal requirements are appropriately 
satisfied. In this case, a special revenue fund to account for such kind of transactions will be used 
only if legally mandated. 

• Debt service fimd - The debt service fund is a major fund, as defined below, used by the 
Municipality to account for the accumulation of resources for, and the payment of, principal and 
interest for: (1) bonds and notes for which debt service payments are legally mandated to be 
accounted for in a debt service fund and/or (2) general long-term debt for which the Municipality 
is being accumulating financial resources in advance, to pay principal and interest payments 
maturing in future years. Principal and accrued interest due on July 1 of the following fiscal year 
related to long-term debt for which debt service payments are accounted for in the debt service 
fund, are recorded as debt service fund's liabilities at June 30, if resources are available at June 
30 for its payment. 

General long-term debts for which debt service payments do not involve the advance 
accumulation of resources (such as obligations under capital leases, compensated absences, 
claims and judgments, and notes payable, among others) are accounted for in the accompanying 
statement of net assets. The debt service payments of such debts are generally accounted for in 
the general fund. 

• Capital projects funds - Capital projects funds are major and nonmajor funds , as defined below, 
used to account for the financial resources used in the acquisition or construction of major capital 
facilities, other assets and permanent improvements. Significant capital outlays financed from 
general obligation bond proceeds are accounted for also in the capital projects funds. 

The use of the capital projects funds has been reserved for major capital acquisitions or 
construction activities that would distort financial resources trend data if not reported separately 
from the other Municipality's operating activities. The routine purchases of minor capitalizable 
assets (such as certain vehicles and other minor capital assets) have been reported in the fund 
from which financial resources were used for the purchase. 
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COMMONWEALTH OF PUERTO Rico 
MUNICIPALITY OF GUANICA 

Notes to Basic Financial Statements 
June 30, 2005 

Under current standards the focus of the governmental fund financial statements is on major funds, 
which generally represent the Municipality's most important funds. Accordingly, the Municipality is 
required to segregate govenunental funds among major and nonmajor within the governmental fund 
financial statements. Major individual governmental funds are reported individually as separate 
columns in the govenunental fund financial statements, while data from all nonmajor governmental 
funds are aggregated into a single column, regardless of fund type. 

By definition, the Municipality's general fund is always considered a major governmental fund for 
financial reporting purposes. In addition, any other fund is considered a major fund for financial 
reporting purposes if its total assets, liabilities, revenues or expenditures of that individual 
governmental fund are at least 10 percent of the corresponding element total (assets, liabilities, 
revenues or expenditures) for all governmental funds or based on the Municipality's official's criteria, 
if the fund is particularly important to financial statement users. For the purposes of applying the 
aforementioned major fund criteria, no eliminations of interfund balances have been made. Total 
revenues for these purposes means all revenues, including operating and nonoperating revenues (net 
of allowances), except for other financing sources. Total expenditures for these purposes mean all 
expenditures, including operating and nonoperating expenditures, except for other financing uses. 

Based on the aforementioned criteria, the Municipality's major governmental funds reported in the 
accompanying governmental fund financial statements are: 

General Fund: The General Fund is the general operations fund of the Municipality. It is used to 
account for all financial resources except those required to be accounted in another fund. 

State Legislative Joint Resolutions Fund: State Legislative Joint Resolutions fund is used to 
account for revenue sources to be used for the construction and improvement of capital facilities 
and for welfare purposes. 

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

Hazard Mitigation Grant Program Fund (HMGP): HMGP fund is used to account for revenues 
sources for the acquisition of property ("buyouts") severly damaged or destroyed in a natural 
disaster. 
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e) Measureme11t Foc11s and Basis of Acco11nting 

Government-wide financial statements - The accompanying GWFS are prepared using the 
economic resources measurement focus and the accrual basis of accounting. Subject to the additional 
rules and limitations detailed below, revenues (including interest income) are generally recorded 
when earned and expenses are generally recorded when a liability is incurred, regardless of the timing 
of related cash flows. 

All revenues, expenses, gains, losses, assets and liabilities resulting from exchange and exchange-like 
transactions are generally recorded when the exchange takes place. In exchange transactions, each 
party to the transaction receives and gives up essentially equal values. An exchange-like transaction 
is one in which there is an identifiable exchange and the values exchanged, though related, may not 
be quite equal. Nevertheless, the exchange characteristics of the exchange-like transaction are strong 
enough to justify treating it as an exchange for accounting purposes (examples include fees for 
licenses and permits, charges for services, and miscellaneous revenues, which are recorded as 
revenues when collected because they are generally not measurable until actually received). 

In a nonexchange transaction, the Municipality gives (or receives) value without directly receiving (or 
giving) equal value in return. This is different from an exchange transaction, in which each party 
receives and gives up essentially equal values. According current standards, the Municipality groups 
its nonexchange transactions into the following four classes in the accompanying basic financial 
statements: (a) derived tax revenues, (b) imposed nonexchange revenues, (c) government mandated 
nonexchange transactions, and ( d) voluntary non exchange transactions. 

In the case of derived tax revenue transactions (such as municipal license taxes), which result from 
assessments the Municipality places on exchange transactions, receivables and revenues are recorded 
when the underlying exchange has occurred (that generally is, when the taxpayers' net sales or 
revenues subject to tax take place). In the case of imposed nonexchange revenue transactions (such as 
property taxes), which result from assessments made by the Municipality on nongovernmental 
entities, including individuals, other than assessments on exchange transactions, receivables are 
generally recorded in the period when an enforceable legal claim has arisen. Property taxes are 
generally recorded as revenues (net of amounts considered not collectible) in the period when 
resources are required to be used or the first period that the use of the resources is permitted. 

Government-mandated nonexchange transactions (such as grants and contributions) result when a 
govenunent at one level (such as the federal or state government) provides resources to another 
govenunent (such as the Municipality), and the provider government requires the recipient 
government to use those resources for a specific purpose or purposes established in the provider's 
enabling legislation. In these types of transactions, receivables and revenues are generally recorded 
as follows: 

• For reimbursement-type (conunonly known as "expenditure-driven awards"), receivables and 
revenues are recorded when all eligibility requirements imposed by tl1c provider have been 
met. The Municipality must expend resources on the specific purpose or project before the 
provider reimburses any amounts. Revenue is, therefore, generally recognized as qualifying 
reimbursable expenditures are incurred. 
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• For other types of grants (mainly grants and contributions with purpose restrictions but with 
no time requirements), receivables and revenues are recorded when all applicable eligibility 
requirements are met. When the provider is a govenunent (including the government of the 
United States of America) the applicable recognition period for both, the provider and the 
recipient, is the provider's fiscal year and begins on the first day of that year. 

Voluntary nonexchange transactions (such as donations and certain grants and entitlements) result 
from legislative or contractual agreements, other than exchanges, entered into willingly by two or 
more parties. In these types of transactions, receivables and revenues are generally accounted for in 
the same matll1er as government-mandated nonexchange transactions discussed above. 

Receipts of any type of revenue sources collected in advance for use in the following period are 
recorded as deferred revenues. 

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

The measurement focus and the basis of accounting used in the accompanying GWFS differ 
significantly from the measurement focus and basis of accounting used in the preparation of the 
accompanying GFFS. Therefore, the accompanying GFFS include reconciliations to better identify 
the relationship between the GWFS and the GFFS. 

Governmental fund financial statements - The accompanying GFFS are reported using the current 
financial resources measurement focus and the modified accrual basis of accounting. Revenues are 
generally recognized as soon as they are both measurable and available. Revenues are generally 
considered to be available when they are collectible within the current year or soon enough thereafter 
to pay liabilities of the current year. For this purpose, the Municipality considers most revenues to be 
available if collected within 90 days after June 30, 2005, except for property taxes for which the 
availability period is 60 days. Revenue sources not meeting this availability criterion or collected in 
advance are recorded as deferred revenues at June 30, 2005. The principal revenue sources 
considered susceptible to accrual include property taxes, municipal license taxes, intergovernmental 
grants and contributions and interest income. These principal revenue sources meet both 
measurability and availability criteria in the accompanying GFFS, except for amounts recorded as 
deferred revenues. 

In a maMer similar to the GWFS, but subject to and limited by the availability criteria discussed 
above, all revenues, expenses, gains, losses, assets and liabilities resulting from exchange and 
exchange-like transactions are also generally recorded when the exchange takes place. Accordingly, 
fees for licenses and permits, charges for services and miscellaneous revenues are recorded as 
revenues when collected because they are generally not measurable until actually received. 
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All revenues, expenses, gains, losses and assets resulting from nonexchange transactions are recorded 
in a similar marmer to the GWFS, using the previously discussed criteria set forth by GASB No. 33 
for nonexchange transactions, but subject to and limited by the availability criteria discussed above. 
Accordingly, municipal license tax receivables and revenues are generally recorded when the 
underlying exchange has occurred. Property tax receivables are also generally recorded in the period 
when an enforceable legal claim has arisen while property tax revenues (net of amounts considered 
not collectible) are also generally recorded in the period when resources are required to be used or the 
first period that the use of the resources is permitted. Receivables and revenues from reimbursement­
type grants, contributions, donations and entitlements are also generally recorded as qualifying 
reimbursable expenditures are incurred , while receivables and revenues from other types of grants 
are recorded when all eligibility requirements imposed by the provider have been met. 

Interest income is recorded when earned only if collected within 90 days after year-end since these 
would be considered both measurable and available. 

Expenditures and related liabilities are generally recorded in the accompanying governmental fund 
financial statements in the accounting period in which the liability is incurred, as under the accrual 
basis of accounting, but only to the extent that they are normally expected to be liquidated with 
expendable financial resources. 

Modifications to the accrual basis of accounting include: 

• Employees' accumulated vacation, sick leave and compensatory time (compensated absences) is 
recorded as expenditure when consumed. The amount of the unpaid compensated absences has 
been reported only in the accompanying statements of net assets. 

• Principal and interest on bonds and notes payable are recorded when they mature (when payment 
is due), except for principal and interest due in July 1 of the following fiscal year, which are 
recorded when resources are available in the debt service fund (generally June 30). 

• Obligations under capital leases, amounts subject to claims and judgments under litigation and 
other long-term obligations are recorded only when they mature (when payment is due). 

Liabilities outside the bounds of these exceptions or modifications are reported as governmental fund 
liabilities when incurred (including salaries, professional services, supplies, utilities, etc.) since these 
liabilities normally are paid in a timely manner and in full from current financial resources. 

The measurement focus of the GFFS is on decreases in net financial resources (expenditures) rather 
than expenses. Most expenditures are measurable and are recorded when the related governmental 
fund liability is incurred. Allocation of costs, such as depreciation and amortization, are recorded in 
the accompanying statement of activities, but are not recorded in the accompanying GFFS. 

Under current standards all general capital assets and the unmatured long-term liabilities (determined 
using the modified accrual basis of accounting) are incorporated into the accompanying statement of 
net assets. 
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f) Unrestricted and Restricted Deposits 

The Municipality's deposits are composed of cash on hand, demand deposits and cash equivalents in: 
(l) conunercial banks, (2) the Goverrunent Development Bank for Puerto Rico (GOB), a 
governmental bank and a major component unit of the Commonwealth, who is statutorily designated 
as fiscal agent of the Municipality, and (3) the Municipal Revenue Collection Center (CRIM, by its 
Spanish acronyms), a governmental entity responsible for the imposition and collection of property 
taxes on behalf of all municipalities of Puerto Rico. 

The Municipality follows the practice of pooling cash. The balance in the pooled cash account is 
available to meet current operating requirements. Under the laws and regulations of the 
Commonwealth, public funds deposited by the Municipality in conunercial banks must be fully 
collateralized for the amounts deposited in excess of the federal depository insurance generally 
provided by the Federal Deposits Insurance Corporation (FDIC). All securities pledged as collateral 
are held by the Secretary of the Treasury of the Commonwealth, in the Municipality's name. 

Restricted assets include cash and cash equivalents in GOB and CRIM. These cash balances are 
classified as restricted assets since its use is limited for the specified purposes discussed below, which 
are established by applicable agreements or required by law. 

Restricted cash with fiscal agent in the general and debt service funds represent property tax 
collections which are retained and restricted for the payment of the Municipality's debt service, as 
established by law. Restricted cash in fiscal agent in other governmental funds consists of unspent 
proceeds of bonds and notes, and the balance of interest and noninterest bearing accounts which are 
restricted for: ( 1) the acquisition, construction or improvement of major capital assets and the 
operations of federal and state funded programs. 

g) U11restricted and Restricted Accou11ts Receivable 

In the accompanying GWFS, receivables consist of all revenues earned but not collected at June 30, 
2005. Major receivable balances for the governmental activities include property taxes and 
intergovernmental receivables. 

Restricted tax receivables in the debt service fund consist of uncollected property taxes, which are 
restricted for the payment of the Municipality's debt service, as established by law. 

Intergovernmental receivables are composed of amounts owed to the Municipality for reimbursement 
of expenditures incurred pursuant to federal and state funded programs (recorded in the general fund, 
special revenue funds and capital project funds). 

These accounts receivables are stated net of estimated allowances for uncollectible accounts, which 
are determined, based upon past collection experience, historical trends, current economic conditions 
and the periodic aging of accounts receivable. 
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Activities among funds that are representative of lending/borrowing arrangements outstanding at the 
end of the fiscal year are referred to as either "due to/from other funds" (i.e. the current portion of 
interfund loans) or "advances to/from other funds" (i.e., the non-current portion of interfund loans). 
All other outstanding balances between funds are reported as "due to/from other funds." Advances 
between funds, as reported in the GFFS, are offset by a fund balance reserve account in applicable 
governmental funds to indicate that they are not available for appropriation and are not expendable 
available financial resources . 

/1) /11ve11tories 

i) 

j) 

The Municipality purchases gasoline, oil and other expendable supplies held for consumption. The 
cost of those purchases is recorded as expenditure when incurred in the appropriate fund but the year­
end inventory is not recorded in the Statement of Net Assets, as management believes is not 
significant. 

Deferred Cliarges 

Deferred charges capitalized in the accompanying statement of net assets consist of bond issuance 
costs, net of accumulated amortization. Deferred charges are amortized over the term of the related 
debt using the straight-line method. In the GFFS, bond issuance costs are recognized in the current 
period as expenditures, whether or not withheld from the actual debt proceeds received. 

Capital Assets 

Capital assets used in governmental activities include land and land improvements, buildings, 
structures and building improvements, machinery and equipment, furniture and fixtures, licensed 
vehicles, construction in progress, and infrastructure. These assets are capitalized and reported in the 
accompanying statement of net assets. Infrastructure assets are generally stationary in nature and 
include roads, bridges, streets and sidewalks, drainage systems and other similar assets. 

The Municipality defines capital assets as assets with an individual cost of $500 or more at the date of 
acquisition or construction, and with useful lives extending beyond one year. All assets with 
individual costs under $500 or with useful lives not exceeding one year, are charged directly to 
expense in the accompanying statement of activities. In the governmental funds, all capital assets are 
recorded as expenditures. 

In the statement of net assets, all capital assets are recorded at cost or estimated historical cost if 
actual cost was unavailable, except for donated capital assets, which are recorded at their estimated 
fair value at the date of donation. Estimated historical costs based on deflated current costs were used 
to value a significant portion of the infrastructure and certain land, buildings, structures and building 
improvements constructed or acquired prior to June 30, 2002. The method to deflate d1e current costs 
using an approximate price index was used only in the case of certain items for which their historical 
cost documentation was not available. Actual historical costs were used to value the infrastructure, 
land, building, stn1ctures, building improvements, construction in progress, machinery and equipment 
and licensed vehicles constructed or acquired during or after the year ended June 30, 2003. 
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Major outlays for capital assets and improvements are capitalized in the statement of net assets as 
projects are constructed. The costs of normal maintenance and repairs that do not add value to the 
asset or materially extend capital asset lives are not capitalized. 

Depreciation and amortization expense is recorded only in the government-wide statement of 
activities. However, there is no depreciation or amortization recorded for land and construction-in­
progress. Depreciable capital assets are generally depreciated or amortized over their estimated useful 
lives under the straight - line method, except for machinery and equipment held under capital leases 
which is depreciated over the shorter of its estimated useful life or the lease tenn. The estimated 
useful hves of major capital asset categories are: 

Land improvements 

Buildings, structures and building improvements 

Infrastructure 

Licensed vehicles 

Furniture and fixtures 

Machinery and equipment, excluding those 

held under capital leases 

20 

30 to 50 

20 to 50 

8 
5 to 20 

5 to 20 

Depreciation and amortization expense on capital assets are recorded as direct expenses of the 
function/program specifically identified with the asset. Depreciation and amortization of 
infrastructure is not allocated to various functions/programs but reported as direct expenses of the 
urban and economic development function. 

k) Deferred Reve11ues 

The Municipality reports deferred revenue on its GFFS and GWFS. In the GFFS, deferred revenue 
arises when: 

• Potential revenue does not meet both the "measurable" and "available" criteria for revenue 
recognition in the current period. As previously discussed, available is defined as due (or past 
due) at June 30, and collected within 90 days (60 days for property tax.es) thereafter to pay 
obligations due at June 30, or; 

• The Municipality receives resources before it has a legal claim to them. In subsequent periods, 
when the revenue recognition criterion is met, the liability for deferred revenue is removed and 
revenue is recognized . 

Deferred revenues at the government-wide level arise only when the Municipality receives resources 
before it has a legal claim to them. 

35 



• 

• 

• 

I) Compensated Absences 

COMMONWEALTH OF PUERTO Rico 
MUNICIPALITY OF GUANICA 

Notes to Basic Financial Statements 
June 30, 2005 

The Municipality's employees accumulate vacation, sick leave and compensatory time based on 
continuous service. Compensated absences are recorded as a liability if (1 )are earned on the basis of 
services already performed by employees, (2) it is probable that will be paid (in the form of paid time 
off, cash payments at termination or retirement, or some other means) and (3) are not contingent on a 
specific event (such as illness) . 

The compensated absences are accumulated on the basis of 21h days per month of vacation and 11/2 
days per month of sick pay and compensatory time up to a maximum of 60 days of vacations and 90 
days of sick leave. Upon separation from employment the accumulated vacations are liquidated up to 
the maximum number of days. Accumulated sick leave, which is accrued based on all vesting 
amounts for which payment is probable, is liquidated to employees with 10 years or more service up 
to the maximum number of days. 

TI1e accrual of compensated absences includes estimated payments that are related to payroll. The 
entire compensated absence liability is reported on the government-wide financial statements. For 
governmental fund financial statements, the current portion of unpaid compensated absences is the 
amount that is normally expected to be paid using expendable available financial resources. The non­
current portion of the liability is not reported. 

m) Long-term Debt 

The long-term liabilities reported in the accompanying statements of net assets include the 
Municipality's bonds, notes, obligation under capital leases, compensated absences and legal claims 
and judgments. 

All long-term debt to be repaid from governmental resources is reported as liabilities in the 
accompanying statement of net assets. Principal and interest payments on bonds due in July 1 of the 
following fiscal year are recorded as fund liabilities in the GFFS when resources are available in the 
debt service fund (generally at June 30). In the GFFS, the face amount of debt issued is reported as 
other financing sources when issued. 

In the GWFS debt issuance costs are reported as deferred charges and are amortized under the 
straight-line method over the life of the debt while in the GFFS such costs are recognized as 
expenditures during the current period. 

11) Leases 

The Municipality classifies its lease agreements either as operating or capital leases. Capital lease 
agreements are non-cancelable and involve substance over form, the transfer of substantially all 
benefits 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 liability at the inception of the lease. According to GAAP, the Municipality classifies a lease 
agreement as a capital lease if at its inception the lease meets one or more of the following four 
criteria: 
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• By the end of the lease term, ownership of the leased property is transferred to the Municipality . 

• The lease agreement contains a bargain purchase option. 

• The lease term is substantially equal (75% or more) to the estimated useful life of the leased 
property . 

• At the inception of the lease, the present value of the minimum lease payments, with certain 
adjustments, is 90% or more of the fair value of the leased property. 

Although the Municipality is prevented legally from entering into obligations extending beyond the 
current year budget, most capital lease agreements entered by the Municipality contain fiscal funding 
clauses or a cancellation clause that makes the continuation of the agreements subject to future 
appropriations. Leases that meet at least one of the aforementioned four criteria and have fiscal 
funding or cancellation clauses have been recorded as capital leases in the accompanying OWFS, 
since the likelihood of invoking the provision is considered to be remote. The Municipality's lease 
agreements do not include contingent rental payments nor escalation clauses. 

In the OWFS, the obligation under capital leases is recorded at the lesser of the estimated fair value of 
the leased property or the present value of the minimum lease payments, excluding any portion 
representing executory costs and profit thereon to be paid by the lessor. A portion of each minimum 
lease payment is allocated to interest expense and the balance is applied to reduce the lease liability 
using the effective interest method 

In the OFFS, the net present value of the minimum lease payments at the inception of the capital lease 
is recorded simultaneously as (1) expenditure and (2) other financing source. Minimum lease 
payments are recorded as expenditures in the OFFS. 

o) Accou11ti11gfor Pe11sio11 Costs 

The Commonwealth of Puerto Rico is considered to be the sponsor of the Employees' Retirement 
System of the Ooverrunent of Puerto Rico and Its Instrumentalities (ERS) and System 2000, the two 
retirement systems in which the employees of the Municipality participate. Accordingly, the 
Municipality is considered a participant and not a sponsor of these retirement systems since the 
majority of the participants in the aforementioned pension trust funds are part of the financial 
reporting entity of the Commonwealth. Accordingly, no portion of the net pension obligation (NPO) 
related to ERS has been allocated to the Municipality in the accompanying basic financial statements. 
The basic financial statements of the Commonwealth account for the total amount of the net pension 
obligation of ERS, including any amount that may be allocated to the Municipality. 

The Municipality accounts for pension costs from the standpoint of a participant in a multiple­
employer cost-sharing plan. Accordingly, pension costs recognized in the accompanying basic 
financial statements are equal to the statutorily required contributions, with a liability recorded for 
any unpaid required contributions. 
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The Municipality carries commercial insurance covering casualty, theft, tort claims and other losses. 
Insurance policies are negotiated by the Puerto Rico Treasury Department (the Treasury Department) 
on behalf of all municipalities of Puerto Rico. The Treasury Department pays the insurance premiums 
on behalf of the Municipality and then is reimbursed each year through monthly equal payments 
deducted from the Municipality's gross property tax collections made by CRJM . 

The Municipality carries insurance coverage for death and bodily injuries caused by automobile 
accidents. This insurance is obtained through the Automobile Accidents Compensation 
Administration C'ACAA'', by its Spanish acronym}, a discretely component unit of the 
Commonwealth. This insurance is compulsory for all licensed vehicles used on public roads and 
highways in Puerto Rico. The annual premium is $35 per licensed motor vehicle, which is paid 
directly to ACAA. 

The Municipality obtains workers' compensation insurance coverage through the State Insurance 
Fund Corporation ("FSE" by its Spanish acronym}, a component unit of the Commonwealth. This 
insurance covers workers against injuries, disability or death because of work or employment-related 
accidents, or because of illness suffered as a consequence of their employment Workers' 
compensation insurance premiums are also paid through monthly deductions made by CRIM from the 
Municipality' s gross property tax collections. 

The Municipality obtains unemployment compensation, non-occupational disability, and drivers' 
insurance coverage for its employees through various insurance programs administered by the 
Commonwealth' s Department of Labor and Human Resources (DOL). These insurance programs 
cover workers against unemployment and provide supplementary insurance coverage for temporary 
disability, or death because of work or emplo:Yment-related accidents or because of illness suffered as 
a consequence of their employment. Unemployment compensation, non-occupational disability and 
drivers' insurance premiums are paid directly to DOL on a quarterly basis. 

The Municipality also obtains medical insurance coverage for its employees. The current insurance 
policies have not been canceled or terminated at June 30, 2005. In the past three years, the 
Municipality has not settled claims that exceeded insurance coverage. 

q) Resenatio11s of FU11d Balances 

Reservations of fund balances represent portions of fund balances that are legally segregated for 
specific future uses or are not appropriated for expenditure. The Municipality has the following types 
of reservations of fund balances: 
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• Encu111bra11ces - Represent future expenditures under purchase orders, contracts and other 
commitments. These committed amounts represent reservations of unexpired appropriations and 
generally will become liabilities in future periods as the goods or services are received. 

• Capital Projects - Represent the reservation of amounts to be used for future expenditures for 
capital projects under contracts and other commitments. These conunitted amounts generally 
will become liabilities in future periods as the projects are completed . 

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

• Otlter Specified Purposes - Represent resources set aside for use in federal and state grant 
programs accounted for in the special revenue funds . 

r) lnterfU11d Activities 

Permanent reallocations of resources among the Municipality's funds are classified as interfund 
transfers. The Municipality has the following types of activities recorded among funds in the 
accompanying GFFS: 

• Operati11g Transfers - Represent legally required transfers that are reported when incurred as 
"operating transfers-in" by the recipient fund and as "operating transfer-out" by the disbursing 
fund. 

• l11tra-e11tity Activities - Represent transfers among funds that are reported as interfund transfers 
with receivables and payables presented as amounts due to and due from other funds. 

• Advances - Represent amounts advanced among funds, which are not considered to be currently 
available financial resources. 

In the GFFS, interfund activity has not been eliminated, as permitted by GAAP. 

s) Use of Estimates 

The preparation of the accompanying basic financial statements in confonnity with GAAP requires 
management to make significant estimates and assumptions that affect the reported amounts of assets 
and liabilities and the disclosure of contingent assets and liabilities at the date of the basic financial 
statements, and the reported amounts of revenue and expenses during the reporting period. Actual 
results could differ from those estimates. 
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t) Future Adoptio11 of Acco1mti11g Pro1101mceme1zts 

The GASB has issued the following statements, which the Municipality has not yet adopted: 

42 

43 

44 

45 

46 

47 

Statement 

Accounting and Financial Reporting for Impairment 
of Capital Assets and for Insurance Recoveries 

Financial Reporting for Post employment Benefits 
Plans Other Than Pension Plans 

Economic Condition Reporting: The Statistical 
Section - an amendment of NCGA Statement No. 
1 

Accounting and Financial Reporting by Employers 
for Post employment Benefits Other Than 
Pensions 

Net Assets Restricted by Enabling Legislation, an 
amendment of GASB Statement No. 34 

Accounting for Termination Benefits 

To be Adopted in 
Fiscal year ended, 

June 30, 2006 

June 30, 2008 

June 30, 2006 

June 30, 2009 

June 30, 2007 

June 30, 2006; for 
termination benefits 
provided through an 
existing defined 
benefit OPEB plan, 
the provisions of 
this Statement 
should be 
implemented 
simultaneously with 
the requirements of 
Statement 45. 

The impact of these statements m the Municipality's basic financial statements has not yet been 
determined. 
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2. CUSTODIAL CREDIT RISK - DEPOSITS 

Custodial credit risk is the risk that in the event of a bank failure, the government's deposits may not be 
returned to it. The Municipality maintains cash deposits in commercial and governmental banks located in 
Puerto Rico. 

Under Commonwealth of Puerto Rico statutes, public funds deposited in commercial banks must be fully 
collateralized for the amount deposited in excess of federal deposit insurance. All securities pledged as 
collateral by the Municipality are held by the Secretary of Treasury of Puerto Rico in the Municipality's 
name. At year end the Municipality's bank balance in commercial banks amounts to $2,211,860. 

Deposits in governmental banks are uninsured and uncollateraliz;ed. At year end the Municipality's bank 
balance in governmental banks amounts to $1,231,002. 

3. DUE FROM (fO) GOVERNMENTAL ENTITIES 

a. Amounts due from governmental entities as of June 30, 2005 follows: 

Municipal Revenue Collection Center (CRIM) -
property taxes (debt service fund) 

Puerto Rico Department of Family- Child Care 
US Department of Justice-COPS 
US Federal Emergency Management Agency -

HMGP 
Office of Conunissioner of Municipal Affairs -

CDBG 
US Department of Housing and Urban 

Development - Section 8 
US Department of Commerce - EDA 
Puerto Rico Department of Labor - Law 52 
Puerto Rico Police Department - Public Order 

Code 
Puerto Rico Rural Development Corporation -

Other governmental funds 
Puerto Rico Department of Treasury -

Christmas bonus reimbursement 

$ 

$ 

Commonwealth 
Government 

47,876 

206,764 

182,008 

6,916 

95,589 

539,153 

$ 

$ 

Federal 
Government 

71,231 
999 

81,632 

43,968 

99 
11 1,294 

309,223 

The amounts due from Puerto Rico Department of Treasury- Christmas bonus ($95,589), US Department 
of Commerce - EDA (111 ,294) and Puerto Rico Police Department - Public Order Code (182,008) are 
recorded as deferred revenue in the governmental funds statements since are not available as required by 
current standards. 
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b . Amounts due to governmental entities as of June 30, 2005 follows: 

Commonwealth 
Entities 

Puerto Rico Aqueduct and Sewer Authority 
(PRASA) 

Puerto Rico General Services Administration 
Puerto Rico Employee Retirement System 
Administration 
Puerto Rico Industrial Development Corporation 
(PRIDCO) 
Puerto Rico Department of Labor - unemployment 
Other entities 

4. INTERFUND TRANSACTIONS 

a. Due from/to other funds: 

$ 

$ 

15,517 
30,236 

42,292 

16,366 
340,840 

205 
445,456 

Amounts due from/to other funds represent temporary advances to other funds for payroll and payroll 
taxes expenditures and to record the overdrawn of pool cash by the general fund to other special funds as 
follows: 

Receivable Fund Paxable Fund Amount 

General Fund Major fund - State Legislative Joint Resolutions $ 76,811 
General Fund Other governmental funds -Public Order Code 192,040 
General Fund Other governmental funds-Law 52 208,672 
General Fund Other governmental funds -CDBG 94,15 1 
General Fund Other governmental funds-Child Care 110,000 
General Fund Other governmental funds-others 39,571 

Major Fund- State 
Legislauve Joint 

Resolutions General Fund 424,763 
Major Fund - State 

Legislative Joint 
Resolutions Major fund - FEMA HMGP 449,451 

Other governmental 
funds -Citizens 

Participation General Fund 99,713 
Other governmental 

funds -others General Fund 3,291 

Total: $ 1,698,463 
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b. Operating transfers: 
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Transfers between individual funds were made for operational purposes. Transfers includes: interest 
earned on restricted cash with fiscal agents in the debt service fund and operating and capital 
improvement loans in other governmental funds which is transferred to the general fund; principal and 
interest payments of general long term debt transferred from the general fund to the debt service fund; 
and transfers of funds from general fund to other special funds for matching purposes or to finance 
unreimbursable funds from governmental agencies. 

5. CAPITAL ASSETS 

Capital asset activity for the year ended June 30, 2005, was as follows: 

Governmental activities: 

Capital assets, not being depreciated: 
Land 
Construction in progress 

Total capital assets not being 
depreciated: 

Capital assets. being depreciated: 
Bui Id in gs, structures and building 
improvements 
Infrastructure 
Land improvements 
Licensed vehicles 
Machinery and equipment 
Equipment under capital leases 

Total capital assets being 
depreciated 

Less accumulated depreciation for: 
Buildings, structures and building 
improvements 
Infrastructure 
Land improvements 
Licensed vehicles 
Machinery and equipment 
Equipment under capital leases 

Total accumulated depreciation 

Total capital assets being 
depreciated, net 

Governmental activities capital 
assets, net 

$ 

$ 

Balance 
July I, 2004 

565,795 
4 ,923,631 

5,489,426 

7,252,7 12 
2,342,946 
2,884.899 
1,286,328 

991,731 
43,572 

14,802,188 

2,768,368 
996,574 

1,823,769 
773,871 
666,155 

18,898 

7.048.235 

7,753,953 

13,243,379 s 
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Increases 

99,213 
l ,392,175 

1,491,388 

350,987 
1,275,044 

214,340 

1,840,371 

145,054 
117,147 
85,323 
88,410 
49,073 

485,007 

1,355,364 

2,846,752 $ 

Decreases 

l,275,044 

l ,275,044 

91Z,606 

91Z,606 

370,746 

370,746 

541,860 

1,816,904 

Balance 
June:: 30, 2005 

$ 665,008 
5,040,762 

$ 

5,705,770 

6,691,093 
3,617,990 
2,884.899 
1,286,328 
1,206,071 

43,572 

15,729,953 

2,542,676 
1.113,721 
1,909,092 

862,281 
715,828 

18,898 

7.162.4% 

8,567,457 

14,273,227 



COMMONWEALTH OF PUERTO Rico 
MUNICIPALITY OF GUANICA 

Notes to Basic Financial Statements 
June 30, 2005 

Depreciation and amortization of capital assets was charged to functions/activities in the accompanying 
government-wide statement of activities as follows: 

Goverrunental activities: 

General government 
Public safety 
Health and welfare 
Culture and recreation 
Public works and sanitation 

Total depreciation expense, governmental activities 

$ 

$ 

102,245 
80,000 
27,797 

152,743 
122,222 

485,007 

The Municipality was awarded $900,000 by the Economic Development Administration (EDA) on 
September 25, 2001. The project consists of the construction of a building known as the Coastal 
Enterprise Center for small tourism related businesses and the construction of an outdoor produce 
market. The Municipality signed a deed of unilateral mortgage for the amount of $900,000 on October 8, 
2004. This mortgage was signed in be half of EDA over an immovable property in which the project will 
be located. The agreement and mortgage shall terminate and be of no further force twenty (20) years 
from the date here of, in which period of years has been established as the useful life of the 
improvements of the property. The aforesaid grant from EDA provides the purposes for which the award 
amount may be used and provides, interalia, where the Municipality will not sell, lease, mortgage or 
other wise use the project, unless prior approval of the Assistance Secretary of Commerce for Economic 
Development or their designees, successors or assignees. 

6. DEFERRED REVENUFS 

The Municipality reports deferred revenue on its GFFS and GWFS as follows: 

Resources not Resources received 
available before le~al claim 

EDA Fund $ 11 1,294 $ 
Unearned volume of municipal license taxes 162,930 
Christmas bonus 95,589 
Citizens Participation Fund 366,234 
Federal Emergency Management Agency 65,002 
Public Order Code Fund 182,008 
Section 8 Fund 132,045 
Solid Waste Authority Fund 96,603 
Others 13,555 

$ 388,892 $ 836,369 
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7. LONG-TERMDEBT 
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The Municipality's Legislature is legally authorized to determine the contracting of debts of the 
Municipality. Nevertheless, the laws and regulations of the Commonwealth also provide that: 

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

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

In addition, before any new bonds or notes are issued, the revenues of the debt service fund should be 
sufficient to cover the projected debt service requirement. At June 30, 2005, the Municipality is in 
compliance with the debt limitation requirements. 

The general long-term debt activity for the year ended June 30, 2005 was as follows: 
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• Balance at 
July I , 20-04, as Balance at Due within one 

restated Increases Decreases June 30, 2005 lear 
Bonds payable $ 3,594,000 $ 145,000 $ 225,000 $ 3.514,000 s 200,000 
Notes payable to: 

PR Trc:asury 
Department: 

• Loan for payment of 
legal settlement 1,634,702 972 1,633,730 1,002 

Financing agreement 
for the excess of 
property tax over 
advances thorough 
fiscal year 2003 499,196 11,216 487,980 12,037 

PR Department of • labor and Human 
Resources 79,457 79,457 
PR umd Authority 125,020 4,205 120,815 2,751 
PR Aqueduct and 

Sewer Authority 19,358 19,358 
CRIM: 

Act No. 42-
Financing 
agreement fot the 
excess of property 
tax advances over 
tax collections 
lhrough fiscal year 
2000 1,041,998 13,994 I .Q28,004 14,868 

LIMS 107.732 12,539 95,193 12,391 
Financing of 

delinquent 
property tax 
accounts sold 204,510 65,668 138,842 12,242 

Payable to CRIM -
Excess of property tax 
advances over actual 
collections 56,138 56,138 

Payable to FEMA 750,467 750,467 
Compensated absences 924,437 197,477 1,121,914 50,087 
Claims ~nd judgments 175,448 129,700 140,488 164,660 124,146 
Obligation under 
capital leases 27,746 5,549 22.197 6,722 
Chm1mas bonus 129,835 169,014 129,835 169,014 169,014 

$ 8,563,439 $ 1,447,796 $ 708,28 1 $ 9,302,954 s 605,260 

a) Bo11ds Payable a11d operatio11al loans 

The Municipality issues general and special (public improvements) obligations bonds and operational 
Joans to provide for the acquisition and construction of major capital facilities and equipment, as well as, 
to cover certain operating needs. Bonds and notes payable at June 30, 2005 is composed of the following 
debts: 
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General Obligation Bonds: 
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MUNICIPALITY OF GUANICA 

Notes to Basic Financial Statements 
June 30, 2005 

1992 serial bonds, original amount of$375,000. due in annual principal installments 
ranging from $25,000 to $50,000; plus interest due in semiannual installments at 
variable rates from 5.00% to 7.81 % (5.00% at June 30, 2005) through July 1, 2009 

2002 serial bonds, original amount of $530,000, due in annual principal installments 
ranging from $10,000 to $40,000; plus interest due in semiannual installments at 
variable rates from 2.70% to 5.60% (2.89% at June 30, 2005) through July I, 2026 

Public Improvement Bonds: 
198 1 serial bonds, original amount of$217,000, due in annual principal mstallments 

ranging from $5,000 to 13,000; plus interest due in annual installments at rates of 
5.000/o through January, 1, 2006 

1983 serial bonds, original amount of $127,000, due in annual principal mstallments 
ranging from $3,000 to $8,000; plus interest due in annual installments at rates 
of 5.00% through January I, 2006 

1995 serial bonds, original amount of $1, 125,000, due in annual principal 
installments ranging from $20,000 to $110,000; plus interest due in semiannual 
installments at variable rates from 4.70% to 6.63% (5.925% at June 30, 2005) 
through July l, 2016 

Operational loans: 
1986 original issue amount of $280,000, due in annual principal installments of 

$14,000, plus interest due in semiannual installments at variable rates from 5.00% 
to 8.50% (5.00% at June 30, 2005) through July I, 2006 

2000 original issue amount of $135,000, due in annual principal installments ranging 
from $10,000 to $20,000; plus interest due in semiannual installments at variable 
rates from 5.00% to 7 .81 % ( 5.00o/o at June 30, 2005) through July I, 2009 

2002 original amount of$1,740,000, due in annual installments ranging from $10,000 
to $130,000; plus interest due in semiannual installments at variable rates from 
5.000/o to 6.00% (5.00% at June 30, 2005) through July I, 2026 

2005 ongmal amount of $145,000, due in annual principal installments ranging from 
$10,000 to $20,000; plus interest due in annual installments at rates of 5.00% 
through July l , 2014 
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Outstanding 
Amount 

220,000 

500,000 

13,000 

8,000 

860,000 

28,000 

80,000 

1,660,000 

145,000 

3,514,000 
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Annual debt service requirements of maturity for bonds payable are as follows: 

June 30 Princieal Interest 

2006 $ 200,000 $ 181,985 
2007 189,000 190,448 
2008 185,000 179,759 
2009 195,000 168,832 
2010 210,000 157,057 

2011-2015 845,000 638,002 
2016-2020 705,000 382,089 
2021-2025 660,000 202,508 
2026-2029 325,000 21,740 

Totals $ 3,514,000 $ 2,122,420 

b) Notes Payable to P11erto Rico Treas11ry Department 

Loan for payment of legal settlement - On December 1, 2003 the Municipality obtained a loan from the 
Puerto Rico Treasury Department to pay a legal settlement related to the Federal Civil Case No. 01-2692 
(JP). The face amount of the loan was $2,000,000 at no interest. This note has an imputed interest rate of 
3.00% and was originally recorded at its present value of $1,635,177, net of an unamortized discount of 
$364,823, at inception. At June 30, 2005, the balance of this note, net of the unamortized discount of 
$287,186, amounted to $1 ,633,730, with an accrued interest of$4,084. This amount will be repaid with 
unrestricted funds. The principal and discount amortization (recorded as interest expense) maturities are 
as follows: 

June 30 PrinciEal Interest 

2006 $ 1,002 $ 48,996 
2007 102,419 47,325 
2008 105,534 44,202 
2009 159,437 40,164 
2010 164,287 35,303 

2011-2014 I 101,051 71,196 

Totals $ 1,633,730 $ 287,186 
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Financing of the excess of property tax advances over collections - On November 4, 1999 the 
Municipality entered into a financing agreement with the Puerto Rico Treasury Department to pay a debt 
related to the excess of property tax advances over collections made by the Puerto Rico Treasury 
Department pnor to the creation of CRIM in 1993. The outstanding principal and accrued interest 
balances of the note payable to CRIM amounted to $487,980 and $2,879, respectively, at June 30, 2005. 
This amount will be repaid with unrestricted funds. The principal and interest maturities are as follows: 

June 30 

2006 
2007 
2008 

2009 

2010 

2011-2015 

2016-2020 

2021-2025 

Totals 

$ 

$ 

Principal 
12,037 
12,917 
13,862 

14,876 

15,964 

99,137 

141,101 

178,086 

487,980 

c) Notes Payable to Puerto Rico Land Authority 

$ 

$ 

Interest 
34,092 
33,207 
32,256 
31,236 

30,142 

131 ,277 

89,067 

29,417 

410,694 

On October 22, 2003, the Municipality acquired a parcel of land from the Puerto Rico Land Authority in 
the amount of $250,000 for which the Municipality issue a note payable. The note bears no interest and 
has an imputed interest rate of 6.00%. The note was originally recorded at its present value of $135,020, 
net of an unamortized discount of $114,980, at inception. At June 30, 2005, the balance of this note, net 
of the unamortized discount of$102,540, amounted to $120,815, with an accrued interest of$6,645. This 
amount will be repaid with unrestricted funds. The principal and discount amortization (recorded as 
interest expense) maturities are as follows: 

June30 

2006 

2007 

2008 

2009 

2010 

2011-2015 
2016-2020 
2021-2025 
2026-2029 

Totals $ 

Principal 

2,751 
2,916 

3,091 

3,277 

3,473 
20,753 
16,537 
33,366 
34,651 

120,815 

$ 

$ 
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Interest 

7,098 

6,924 
6 ,739 

6,543 

6.335 
28,106 

22,554 
14,798 

3,443 

102 540 



d) Notes Payable to CRIM 
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Act No. 42 - Act No. 42 of January 26, 2000 was enacted to authorize CRIM to enter into a financing 
agreement of up to $200 million, for a term not exceeding 30 years. The financing agreement allows for 
the financing of a debt that the municipalities of Puerto Rico have with CRIM, arising from the final 
settlements of property tax advances versus actual collections through fiscal year 2000. The amounts that 
the municipalities will collect from the additional property truces resulting from the increases in the 
subsidy from the Commonwealth to the municipalities are assigned through this law to repay such loan. 
The mcreases in this subsidy were the result of the Public Law No. 238 of August 15, 1999. 

In addition, on December 16, 2002 the Municipality entered into a repayment agreement with GDB and 
CRlM to pay off the remaining $1,061,453 of excess of property tax advances from fiscal year 2000 and 
2001. CRIM retains the principal and interest from the property tax advances of the Municipality. The 
amounts retained by CRJM are remitted to CDB on July 1 of each year through July 1, 2032. The 
repayment agreement bears interest at a rate of 6.2%. The outstanding principal and accrued interest 
balances of the note payable to CRIM amounted $1,028,004 and $31,804 respectively, at June 30, 2005. 
This amount will be repaid with unrestricted funds. The principal and interest maturities are as follows: 

June 30 

2006 

2007 

2008 

2009 

2010 

2011-2015 

2016-2020 

2021-2025 

2026-2030 

2031-2033 

Totals 

$ 

$ 

Principal 

14,873 

15,807 

16,801 

17,876 

19,028 

114,354 

155,496 

210,317 

284,641 

178,811 

1,028,004 

$ 

$ 

Interest 

63,021 

61,958 

60,994 

59,845 

58,689 

273,585 

231,312 

174,436 

91,153 

10,995 

1,085,988 

LIMS - On June 28, 2001, the Municipality entered into a financing agreement with CRIM for the 
payment of the Municipality's share of the cost of an infonnation management system, acquired by CRIM 
on behalf of all municipalities, for the management of a digital database of taxpayers properties located in 
Puerto Rico. The face amount of the loan was $178,730 and bears no interest. The note is payable in 
monthly installments of $1,490 through December 1, 201 l. This note has an imputed interest rate of 
6.00% and was originally recorded at its present value of $130,789, net of an unamortized discount of 
$47,942, at inception. At June 30, 2005, the balance of this note, net of the unamortized discount of 
$20,511, amounted to $95,193. This amount will be repaid with unrestricted funds. The principal and 
discount amortization (recorded as interest expense) maturities are as follows: 
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Junc30 Princi~I Interest 

2006 s 12,391 s 5,421 

2007 13,139 4,669 

2008 13,932 3,871 

2009 14,774 3,026 
2010 15,666 2,129 

2011-2012 25,291 1,395 

Totals $ 95 193 s 20 51 I 

Financing of delinquent property tax accounts sold - On April 22, 2002, the Municipality entered into 
a financing agreement with CRIM in the amount of $251, 724 for the payment of delinquent property tax 
account sold to private investors. The financing agreement is in the form of a line of credit bearing 
interests at 6.50% during the first 5 years, and variable interests 125 points over LIBOR rate during the 
next 25 years. During this fiscal year CRIM has record credits for the amount of $65,668 to the principal 
on this agreement. At June 30, 2005, the outstanding principal amounted to $138,842. The principal and 
interest maturities are as follows: 

June30 Princi~l Interest 

2006 s 12,242 $ 9,025 

2007 7,566 

2008 8,229 

2009 2,177 8,165 
2010 2,323 8,019 

2011-2015 14,165 37,543 
2016-2020 19,588 32,121 
2021-2025 27,086 24,622 

2026-2030 37,456 14,253 
2031-2033 23,805 2049 

Totals $ 138,842 $ 1511592 

e) Other payable to CRIM - Excess of property tax advances over actual collections - The $56,138 
represents the balance owed as of June 30, 2005 to CRIM for excess of advances of property tax and other 
subsidies over final amount of property tax collections for the fiscal year ended June 30, 2005 (see note 
8). This amount will be repaid with unrestricted funds. 

f) Note Pavable to FEMA - This amount represents final disallowed costs as determined by an audit 
performed by the Governor's Authorized Representative (GAR) of FEMA funds related to Hurricane 
Georges. As of June 30, 2005, the outstanding balance amounts to $750,467. The Municipality intends to 
pay the amount through a payment plan with FEMA which will be financed with unrestricted funds. 
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g) Compensated absences - Includes accrued vacations, sick leave benefits and other benefits with similar 
characteristics such as compensatory time, represents the Municipality's commitment to fund such costs 
from future operations. As of June 30, 2005 the outstanding balance amounts to $1,121,914. This amount 
will be repaid with unrestricted funds. 

/1) Other claims a11d judgme11ts - Represent the final costs of legal cases paid subsequent to June 30, 2005 
and other claims outstanding as of that date. The awarded amounts will be paid with unrestricted funds. 
As of June 30, 2005 the outstanding balance amounts to $164,660. 

i) Lease obligations 

The Municipality is obligated under capital leases with third parties that expire through 2009 for the 
acquisition of office equipment. At June 30, 2005, the capitalized costs and the related accumulated 
amortization of the leased equipment amounted to $43,572 and $18,898, respectively, which are 
accounted for as capital assets in the accompanying government-wide statement of net assets. The present 
value of the future minimum capital lease payments at June 30, 2005 reported in the accompanying 
government-wide statement of net assets is as follows: 

Year ending 
J une 30, 

2006 

2007 

2008 

2009 

Total future minimum lease payments 

Less: amount representing future interest cost 
at8.00% 

Present value of minimum lease payments 

Less: 

Current portion of obligation under capital leases 

Obligation under capital leases, excluding current portion 

Amount 

$ 8,542 

7,152 

6,756 
3,184 

25,634 

{3,437} 
22,197 

6,722 

$ 15.475 

j) Clirishnas bon11s - Represent the accrued portion corresponding to fiscal year 2004-2005 of the Christmas 
bonus to be paid in December 2005. 
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The Municipal Revenue Collection Center (CRIM) of the Conunonwealth of Puerto Rico is responsible 
for the assessment, collection and distribution of real and personal property taxes. The tax on personal 
property is self-assessed by the taxpayer. The assessment is made on a return, which must be filed with 
the CRIM by May 15 of each year and is based on the current value at the date of the assessment. Real 
property is assessed by the CRIM. The tax is general assessed on January I on all taxable property 
located within the Municipality and is based on the current value existing in the year 1957. For personal 
property the tax is due with the return filed on or before May 15. Taxes on real property may be paid on 
two equal installments, July lst and January 1st. 

The tax rates in force as of June 30, 2005 are 8.78% for real property (of which 8.58% is paid by the 
taxpayer and .20% is reimbursed by the Puerto Rico Treasury Department) and 6.58% for personal 
property (of which 6.38% is paid by the taxpayer and .20% is reimbursed by the Puerto Rico Treasury 
Department). For both tax rates 1.03% belongs to the Commonwealth and 7.75% and 5.75%, respectively, 
belongs to the Municipality. Of the portion belonging to the Municipality, 6% on real property and 4% on 
personal property represents the Municipality' s portion which is appropriated for general purposes and 
accounted in the general fund. The remaining portion of 1.75% on both tax rates belonging to the 
Municipality is restricted for debt service and accounted in the debt service fund. 

Residential real property occupied by its owner is exempt by law from property taxes on the first $15,000 
of the assessed value. For such exempted amounts, the Puerto Rico Department of Treasury assumes 
payment of the basic tax to the Municipality, except for residential units assessed at less than $3,500 on 
which a complete exemption is granted. Revenue related to exempt property is recorded in the General 
Fund. The Municipality grants a complete exemption from personal property taxes up to an assessment 
value of $50,000 to retailers with annual net sales of less than $150,000. 

The CRIM advances funds to the Municipality based on an estimate of special governmental subsidies 
and the property taxes to be levied and which are collected in subsequent periods. This distribution 
includes advances of property tax and amounts of municipal equalization fund from the Commonwealth 
government. The CRIM is required by law to prepare a settlement statement on a fiscal year basis, 
whereby a comparison is made between the amounts advanced to the Municipality and amounts actually 
collected from taxpayers. The CRIM prepares a preliminary settlement not later than three months after 
fiscal year-end and a final settlement not later than six months after fiscal year-end. If actual collections 
exceed the advances a receivable from CRIM is recorded. However, if advances exceed actual collections, 
a payable to CRIM is recorded. The Municipality has a net payable to the CRIM of$ 56, 138 resulting 
from the final settlement for fiscal year 2004-2005. The total amount is recorded as a long term debt in the 
government-wide statement since will not be paid with expendable available resources. 
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9. MUNICIPAL LICENSE TAXES 

The Municipality is authorized by Law No. 81 to impose and collect municipal license taxes on all trade 
or business activities operated by any natural or legal person within the territorial area of Guanica This is 
a self-assessed tax generally based on the business volume measured by gross sales. The Municipality 
establishes the applicable tax rates. At June 30, 2005, the municipal tax rates imposed by the 
Municipality were 1.50% for financing institutions and 0.50% for other types of taxpayers. Any 
taxpayers that have been granted with partial tax exemptions under any of the incentive tax laws of the 
Commonwealth ultimately pay municipal license taxes at reduced tax rates, generally between 60% and 
90% under standard rates. 

Each taxpayer must asses his/her corresponding municipal license tax by declaring his/her volume of 
business through a tax return to be filed every April 15 based on the actual volume of business generated 
in the preceding calendar year. Taxpayers with a sales volume of$ I million or more must include audited 
financial statements with their tax returns. The tax can be paid by the taxpayer in two equal installments 
due on July 15 and January 15, subsequent to the filing of the declaration. The first installment of the tax 
covers the six-month period ended December 31, subsequent to the filing date of the declaration, while 
the second installment of the tax covers the six-month period ended June 30 of the subsequent calendar 
year. If a taxpayer elects to pay the tax in full on the filing date of the declaration {generally April 15), a 
5% discount is granted automatically on the total tax amount due. 

Any municipal license taxes collected in advance (that is, pertaining to a future period) are recorded as 
deferred revenues. Deferred municipal license tax revenues recorded in the accompanying GWFS and 
GFFS amounted to $162,930 at June 30, 2005, which represents municipal licenses collected in advance 
for the taxable year 2005-2006. 

10. INTERGOVERNMENTAL REVENUES 

Intergovernmental revenues in the General Fund are comprised of the following: 

Amount of municipal equalization fund and subsidy send by CRIM 
Compensation in lieu of tax from the Puerto Rico Electric Power Authority 

(PREP A) 
Reimbursement from Commonwealth Government - Christmas Bonus 

expenditures 
Other intergovernmental revenues 
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Amount 
$ 3,684,757 

917,793 

131,920 
4,282 

$ 4,738,752 
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11. FUND BALANCE RESTATEMENTS 

a. Fund balances 

The beginning fund balances of the General Fund and Public Order Code fund included in other 
governmental funds have been restated to recognize corrections of accounting errors. In the general 
fund corrections include: overstatement of assets for $91,324 and understatement of liabilities for 
$424,633. The following schedule reconciles the fund balance at July I, 2004 as previously reported 
to the beginning fund balance, as restated: 

b. Net assets 

Fund 
General fund 

Other governmental 
funds 

Balance at beginning 
of year, as previously 

reported 
$ 261,129 

313,931 

Prior period adjustments 

Correction of errors 
$ (515,957) 

(61,079) 

Balance at beginning of 
year. as 
Restated 

li (254,828) 

252,&52 

Net assets at beginning of year have been adjusted to reflect the following restatements: 

Net assets at beginning of year as previously reported: 

Restatements: 
Overstatement of assets 
Understatement of other long-tenn debt 
Understament of accrued interest payable 

Net assets at beginning of year as restated: 
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Amount 
7,052,053 

(91,324) 
(39,154) 
(26,920) 
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12, EMPLOYEES RETIREMENT SYSTEM 

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

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

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

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

On September 24, 1999, an amendment to Act No. 447 of May 15, 1951, which created the System, was 
enacted with the purpose of establishing a new pension system ("System 2000"). System 2000 became 
effective on January 1, 2000. Employees participating in the current system as of December 31, 1999, 
had the option to either stay in the defined benefit plan or transfer to the new program. Persons joining 
the government on or after January l , 2000, are the only required to become members of System 2000. 

System 2000 is a hybrid defined contribution plan, also known as cash balance plan. Under this new plan, 
there is a pool of pension assets, which will are invested by the System, together with those of the current 
defined benefit plan. The Commonwealth nor the Municipality will guarantee benefits at retirement age. 
The annuity will be based on a formula which assumes that each year the employees' contribution (with a 
minimum of 8.275 percent of the employees' salary up to a maximum of 10.00 percent) will be invested 
in an account which will either: (1) earn a fixed rate based on the two-year Constant Maturity U.S. 
Treasury Note; (2) earn a rate equal to 75 percent of the return of the System 2000's investment portfolio 
(net of management fees) ; or (3) earn a combination of both alternatives. Participants receive periodic 
account statements similar to those of defined contribution plans showing their accrued balances. 
Disability pensions are not being granted under System 2000. The employer's contributions (9.275 
percent of the employees' salary which is applicable to the Municipality) will be used to fund the current 
plan. System 2000 reduced the retirement age from 65 years to 60 for those employees who joined the 
current plan on or later January 1, 2000. 
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Contribution requirements are established by law and are as follows; 

Municipality 
Employees; 
Hired on or before March 31, 1990 

Hired on or after April 1, 1990 

9.275% of gross salary 

5. 775% of gross salary up to $6,600 
8.275 of gross salary over $6,600 
8.275% of gross salary 

On August 12, 2000, Act No. 174 was approved to allow certain participants of the ERS to be eligible for 
early retirement upon attaining at least age 55 with 25 years of service, provided they made their election 
on or before April 1, 2001. Those who elected early retirement under this law will receive monthly 
benefits of 75 percent (if 25 or more year of service and 55, or 30 or more years or services and age 50) or 
benefits of 65 percent (if 25 years of service by less than age 55) of their average compensation which is 
computed based on the highest 36 months of compensation recognized by the System. In these cases, the 
employer (including the Municipality) is responsible for contributing to the System the amount needed to 
cover the benefit payments and employer contribution with respect to the participants covered until the 
participants reaches the normal retirement age. 

Historically, the Commonwealth has reported the System as a single-employer plan (as relates only to the 
financial reporting entity of the Commonwealth) in its comprehensive annual financial report. 
Accordingly, any actuarial deficiency that may exist or arise related to the Municipality's participating 
employees will be assumed by the Commonwealth since the System does not allocate any actuarial 
deficiencies pertaining to municipal employees participating in the System. TI1e Municipality is only 
required by Jaw to make statutory contributions in the rates mentioned above. As a result, no net pension 
obligation nor net pension asset that may be allocable to the Municipality's participating employees, if 
any, has been recorded in the accompanying basic financial statements. 

The Municipality's actual contributions for the current and the previous two fiscal years, which are equal 
to the statutory required contributions, were as follows; 

Fiscal year 
ended June 30 

2005 
2004 
2003 

Act No. 447 S stem 2000 
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13. COMMITMENTS AND CONTINGENCIES 

a. Encumbrances and cosntruction commitments 

The Municipality has reported, outstanding encumbrances amounting to $296,260 in the general fund 
at June 30, 2005. The Municipality intends to honor these encumbrances, which will continue to be 
liquidated under the current year's budget during a lapse period that extends into the subsequent fiscal 
year. 

The Municipality has commitments at June 30, 2005 of approximately $572,224 for design, 
construction, improvements or renovation of certain municipal facilities. 

b. Operating leases 

The Municipality leases office equipment under operating lease agreements, which generally have 
terms of one year or less and are automatically renewed for the same terms. Rental expenses amounted 
approximately $ 8,641. Management believes that the summary of the future minimum rental 
commitments under noncancelable operating leases with tenns exceeding one year is not significant 

c. Federal and State Grants 

Projects financed by the Federal and State Grants are subject to audits by grantors and other 
governmental agencies in order to determine its expenditures to comply with the conditions of such 
grants. During fiscal period and as disclosed in Note 7(f) the Municipality accrued in the GWFS 
$750,467 representing disallowed costs as determined by an audit performed by the Governor's 
Authorized Representative (GAR) of FEMA funds related to Hurricane Georges. As of June 30, 2005 
the GAR infonned the Municipality that additional funds in the amount of 296,635 may be disallowed 
since certain projects have not been completed. The final outcome of this matter is undeterminable. 

It is the Municipality's opinion that no additional material unrecorded liabilities will arise from audits 
previously performed or to perform. 

d. Litigations 

The Municipality is defendant in various legal proceedings pertaining to matters incidental to the 
performance ofroutine governmental operations. Under Act No. 104 of June 25, 1955, as amended, 
persons are authorized to sue the Municipality only for causes of actions set forth in said Act to a 
maximum amount of $75,000 or $150,000 if it involves actions for damages to more than one person 
or where a single injured party is entitled to several causes of action. Under certain circumstances, as 
provided in Act No. 9 of November 26, 1975, as amended, the Municipality may provide its officers 
and employees with legal representation, as well as assume the payment of any judgment that may be 
entered against them. There is no limitation on the payment of such judgment. 
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With respects to pending or threatened litigation, the Municipality has reported liabilities of$164,660 
for awarded or anticipated unfavorable judgments as of June 30, 2005. Management believes that any 
unfavorable outcome in relation to pending or threatened litigation would not be significantly in 
excess of recorded amounts. 

14. FUND BALANCE DEFICITS 

Certain special funds included as other governmental funds in the fund statements disclosed fund balance 
deficits as follows: 

Amount 

Economic Development Administration-EDA $ 111 ,226 

Public Order Code 181,999 

The deficits results from the accrual of expenditures without accruing intergovernmental revenues for 
reimbursement of expenditures. As required by cunent standards, the Municipality recorded 
intergovernmental revenues for reimbursement-based (expenditure-driven) grants on fund statements 
when all applicable eligibility requirements have been met and the resources are available. 

15. SPECIAL ITEM 

During fiscal year the Municipality sold a building and corresponding land with a book value of $541,860 
for $600,000 in cash and a building and corresponding land valued at $425,000. The transaction falls 
under the definition of special item set forth by GASB 34, as it is a transaction of unusual or infrequent 
nature within the control of Municipality's management. 

16. SUBSEQUENTEVENTS 

a. On July 26, 2005 the Municipality agreed to sell a parcel of land for a total amount of $612,265. The 
Municipality received $50,000 as an advance on June 20, 2005 and $562,265 on August 1, 2005. The 
amount received as an advance was recorded as deposit payable in the financial statements. 

b. On September 9, 2005, the Governmental Development Banlc of Puerto Rico (GDB) approved the 
issuance of a $1,310,000 public improvement bond to the Municipality to finance various capital 
projects, including roads improvements and construction of ceilings for various basketball courts. 
Payments are due in annual installments through year 2025, bearing interest at a variable rate (LIBOR 
+ 1.25%). Principal and interest payments will be financed through the Municipality's debt service 
fund. 
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BUDGET ARY COMPARISON SCHEDULE - GENERAL FUND 
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Budgeted Amounts 
Actual Amounts 

Original Final (Budgebry Basis) 

REVENUES: 
Property taxes $ 1,034,707 $1,034,707 $ 1,135,579 
Municipal license tax 285,000 285,000 281,401 
Licenses, permits and other local taxes 861,500 86I,500 904,313 
Fines and forfeitures 1,000 1,000 16,620 
Interest 50,000 50,000 20,685 
Intergovernmental: 

Other operating grants and contributions 5,441,864 5,441,864 4,668,802 
Rent 95,000 95,000 111,836 
Other 65,000 65,000 768,260 

Total revenues 7,834,071 7,834,071 7 ,907,496 

EXPENDITURES: 
Current: 

General government 3,839,109 3,986,278 4,084,830 
Public safety 960,366 825,796 799,375 
Public works and sanitation 1,764,817 1,764,1 77 1,743,638 
Culture and recreation 4 15,686 436,701 427,624 
Health and welfare 674,013 641,039 603,369 

Total expenditures 7,653,991 7,653,991 7,658,836 

Excess (deficiency) of revenues over (under) 
expenditures 180,080 180,080 248,660 

Other financing sources (uses) 
Transfers out 180,080 180,080 176,025 

Total other financing sources (uses) (180,080) (180,080) (176,025) 

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

uses $ s $ 72,635 

The accompanying notes ate an integral part of this required supplementary infonnation. 
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1. Budgetary Control 

According to the Autonomous Municipalities Act of the Commonwealth of Puerto Rico, the Mayor 
and its Administrative Cabinet prepare annual budgets each fiscal year for the Municipality's 
general fund and debt service fund. Such legally adopted budgets are based on expected 
expenditures by program and estimated resources by source for both funds. The annual budgets are 
developed using elements of perfonnance-based program budgeting and zero-based budgeting, and 
include estimates of revenues and other resources for the ensuing fiscal year under laws and 
regulations existing at the time the budget is prepared. The Mayor must submit an annual budgetary 
resolution project (the Project) to the Commissioner of Municipal Affairs of Puerto Rico (the 
Commissioner) and the Municipal Legislature no later than each May IO and May 15, respectively. 
The Commissioner preliminary verifies that the Project complies with all the applicable laws and 
regulations and may provide comments and suggestions to the Mayor on or before each June 13. 

The Municipal Legislature has 10 business days, up to June 13, to discuss and approve the Project 
with modifications. The Municipal Legislature may amend the budgets submitted by the Mayor but 
may not increase any items so far to cause a deficit without imposing taxes or identifying other 
sources of revenue to cover such deficit. After the Municipal Legislature modifies and preliminarily 
approves the Project, the modified Project is sent back to the Mayor for his approval or rejection 
within 6 days. The Mayor may decrease or eliminate any line item but may not increase or insert 
any new line item in the budgets. The Mayor may also veto the budgets in their entirety and return 
it to the Municipal Legislature with his objections. If the Mayor rejects the Project, the Municipal 
Legislature will have up to 8 days to adopt or reject the recommendations or objections of the 
Mayor. The approved Project is sent again to the Mayor, which then would have 3 days to sign and 
approve it. If the budgets are not adopted prior to the end of the deadlines referred to above, the 
annual budgets for the preceding fiscal year, as approved by the Legislature and the Mayor, are 
automatically renewed for the ensuing fiscal year until the Municipal Legislature and the Mayor 
approve new budgets. This permits the Municipality to continue making payments for its 
operations and other purposes until the new budgets are approved. 

The annual budgets may be updated for any estimate revisions as well as year-end encumbrances 
and may include any additional infonnation requested by the Municipal Legislature. The Mayor 
may request subsequent amendments to the approved budgets, which are subject to the approval of 
the Municipal Legislature. The Municipality's Department of Finance and Budget has the 
responsibility to ensure that budgetary spending control is maintained. For day-to-day management 
control, expenditures plus encumbrances may not exceed budgeted amounts at the expenditure-type 
level of each cost center (activity within a program within a fund). The Mayor may transfer 
unencumbered appropriations within programs within funds. The Municipal Legislature may 
transfer amounts among programs within and among funds. 

The legal level of budgetary control (i.e., the level at which expenditures may not legally exceed 
appropriation) is at the functions/program level ( general government, public safety, public works 
and sanitation, culture and recreation and health and welfare) within a fund. Under the laws and 
regulations of the Commonwealth, the appropriations made for any fiscal year shall not exceed the 
total revenue, including available surplus, estimated for said fiscal year unless the imposition of 
taxes sufficient to cover said appropriations is provided. 
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2. Budgetary Accounting 

111e Municipality's annual budgets are prepared under the bu-:lgetary (statutory) basis of accounting, 
which is not in accordance with GAAP. Under the hudgetary basis of accounting, revenue ts 
generally recognized when cash is received. Short-term and long-term borrowings may be used to 
finance budgetary excess of expenditures over revenues. 

The Municipality uses encumbrance accounting to record the full amount of purchase orders, 
contracts and other commitments of appropriated resources as deductions from the appropriation 
prior to actual expenditure. In the governmental funds, encumbrance accounting is a significant 
aspect of budgetary control. Accordingly, expenditures are generally recorded when the related 
expenditure is incurred or encumbered. Available appropriations and encumbrances are established 
to lapse one year after the end of the fiscal year. Amouuts required to settle claims and judgments 
against the Municipality, and certain other liabilities, are not recognized until they are encumbered 
or otherwise processed for payment. Unencumbered appropriations and encumbrances lapse at 
year-end. Other appropriations, mainly capital projects appropriations, are continuing accounts for 
which the Municipal Legislature has authorized that an unspent balance from the prior year be 
carried forward and made available for current spending. 

The accompanying budgetary comparison schedule provides information about the general fund's 
original budget, the amendments made to such budget, and the actual general fund's results of 
operations under the budgetary basis of accounting for the fiscal year ended June 30, 2005. Further 
details of the Municipality's budgetary control at the legal level may be obtained from the 
Budgetary Liquidation Report for the fiscal year ended June 30, 2005, which is prepared by the 
Municipality's Department of Finance and Budget. Copies of that report may be obtained by 
writing to the Municipality's Director of Finance and Budget. 

Accounting principles applied for purposes of developing data on a budgetary basis differ 
significantly from those used to present the governmental fund financial statements in conformity 
with GAAP. Accordingly, the accompanying budgetary comparison schedule is accompanied by a 
reconciliation of the differences between the budgetary basis and GAAP actual amounts. 

The Municipality does not legally adopt budgets for the state legislative joint resolutions capital 
fund. The financial resources received by these funds are not subject to budgeting by the 
Municipality since the resources received each year from the respective grantors vary from year to 
year, and the respective amounts are granted at their discretion. 

3. Budget to GAAP Reconciliation 

The accompanying budgetary comparison schedule presents comparisons of the original and final 
legally adopted budget with actual data on a budgetary basis. Since accounting principles applied for 
the purposes of developing data on a budgetary basis differ significantly from those used to present 
accounting principles generally accepted in the United States, the following budget to GAAP 
reconciliation is presented: 
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Excess of revenues and other financing sources over expenditures and otller financing 
uses (budgetary basis): 

Budget to GAAP differences: 

Entity differences; 

Non budgeted funds recorded as revenues for financial reporting purposes: 

Non budgeted funds recorded as expenditures for financial reporting: 

Non budgeted transfers out: 

Basis of accounting differences: 

Revenues recorded in budgetary basis purposes but not in financial reporting: 

Expenditures recorded for financial reporting purposes but not in budgetary basis: 

Timing differences: 

Current year encumbrances recorded as expenditures for budgetary reporting 
purposes: 

Net change In fund balance (GAAP basis): 
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/' FORM SF·SAC U S. DEPT OF COMM.- £con. and Stat Admin U.S. CENSUS BUREAU 
ACTING AS COU.ECTING AGENT FOR tS-2004) OFACE OF MANAGEMENT AND BUDGET 

Data Collection Form for Reporting on 
AUDITS OF STATES, LOCAL GOVERNMENTS, AND NON°PROFIT ORGANIZATIONS 

for Fiscal Year Ending Dates In 2004, 2005, or 2006 

~ Complete this form, as required by OMB Circular A-133, ·Audits 
of States, local Governments, and Non-Profit Organizations.• 1201 E. t Oth Streat 

1• 1 :a•,, ~ 1 •• 1 ) Federal Audit Clearinghouse 

'ii!l Jeffarsonvllla, IN 47132 

li•M !Ill~[! I GENERAL INFORMATION (To be completed by audltee, except tor Items 4 and 7J 

1. Fiscal period ending date for this submission 2. Type of Circular A-133 audit 
Month Day Year 

1 [Kl Single audit 2 0 Program-specific audit 06 I 30 / 2005 
Fiscal Period End Dates Must 
Be In 2004, 2005, or 2006 

3. Audit period covered 

30 Other - D 

4. FEDERAL Date received b~ 
GOVERNMENT Federal clearing ouse 

t 00 Annual 20 Biennial Months USE ONLY 

5. Auditee Identification Numbers 
a. Primary Employer Identification Number (EIN) b. Are multiple EINs covered in this report? 10 Yes 200No 

[ili] - 1o l41 313 14 19 16 1 
c. If Part I, Item Sb = "Yes," complete Part I, Item 5c 

on the continuation sheet on Page 4. 

d. Data Universal Numbering System (DUNS) Number e. Are multiple DUNS covered in this report? 1 0 Yes 200No 

[ili] - Gm- 1919 16 14 1 
t. If Part I, Item Se= "Yes,• complete Part I, Item 5f 

on the continuation sheet on Page 4. 

6. AUDITEE INFORMATION 7 . AUDITOR INFORMATION (robe completed by auditor) 

a • Audltee name a. Auditor name 
MUNICIPALITY OF GUANICA RODRIGUEZ RIVERA & TORO. LLP 
b . Auditee address (Number and street) b. Auditor address (Number and street) 

P.O. BOX785 P.O. BOX 1080 
City City 

GUANICA MAVAGUEZ 
State 

ZIP+
4
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4 

Code Io Io Is 1811 I-I 1 Io I a I o PR PR 
c . Auditee contact c. Auditor contact 

Name Name 

MR. LUIS A. PACHECO-SANTIAGO MR. JOSE A. TORO-MERCADO, CPA 
Tiiie Title 

ANANCE DIRECTOR MANAGING PARTNER 
d . Auditee contact telephone d. Auditor contact telephone 

( 787 ) 821 - 0633 ( 787 ) 834 - 3100 
e. Auditee contact FAX e. Auditor contact FAX 

( 787) 821 - 1748 ( 787 ) 831 -2909 
f . Auditee contact E-mail f . Auditor contact E-mail 

JTORO@RRTLLP.COM 

9• AUDITEE CERTIFICATION STATEMENT - This is to 9• AUDITOR STATEMENT• The data elements and 
certify that to the best of my knowledge and belief, 1he auditee information included in this form are limited to those prescribed 
has: (1) engaged an auditor to perfonn an audit h accordance br OMB Circular A· 133. The information included In Parts II and 
with the provisions of OMB Circular A-133 for the period II of the form, except for Part Ill, Items 7, 8, and 9a·9f, was 
described in Part I, ft9ms 1 and 3; (2) the auditor has completed transferred from the auditor's report(s) for the period described 
such audit and presented a signed audit report which states that 1n Part I. Items 1 and 3. and I• not a substitute for such 
1he audit was conducted in accordance with the provisions of the reports. The auditor has not performed any audlt~dures 
Circular; and, (3) the information included In Parts I, II. and Ill sinee the dare of the aUditor's re~n(s). A copy of reporting 
of this data collection fonn is accurate and complete. I declare package required by OMS Circu ar A-133, which Includes the 
that the foregoing is true and correct. complete auditor's report(s). is available 1n tts entirety from the 

~of/~ffici0 
Date auditee at the address erovided in Part I of this form. As 
Month Day Year required by OMB Circu ar A-133, the information in Parta II 

_3 / ..fJ...Y'/ () ~ and • I of this form was entered n this form by the auditor 

Printed Name of certifying official 
based on information included in the reportin~ package. The 
auditor has not performed any additional auditing procedures In 

MR. LUIS A. PACHECO-SANTIAGO 
connection with the completion of this form. 
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INTERNET REPORT ID: 193265 3/28/2006 

' L=-M=• .. m I FINANCIAL STATEMENTS (To be completed by auditor} " 

1. Type of audit report 

Mark either: 1 0 Unqualified opinion OR 

any combination of: 2 00 Qualified opinion 3 0 Adverse opinion 4 0 Disclaimer of opinion 

2. Is a 'going concern• explanatory paragraph included in the audit report? 10Yes 200 No 

3. Is a reportable condition disclosed? 1r&1Yes 2 0 No - SKIP to Item 5 

4. Is any reportable condition reported as a material weakness? 1 00 Yes 20No 

5. ts a material noncompliance disclosed? 1 00Yes 20No 

•~·1arCID ... ____ I FEDERAL PROGRAMS (To be completed by auditor} 
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1. Does the auditor's report Include a statement that the auditee's financial 
statements Include departments, agencies, or other organizational units 
expending $500,000 or more in Federal awards that have separate A-133 

1 0 Yes 2 00 No audits which are not included in this audit? (AICPA Audit Guide, Chapter 12) 

2. What is the dollar threshold to distinguish Type A and Type B programs? 1$ 300,000 I (OMB Circular A-133 § .520(b)) 
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5. Is any reportable condition reported as a material weakness?(§ _ .510(a)(1)) 100Yes 20No 
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8. Indicate which Federal agency(ies) have current year audit findings related to direct funding or prior audit findings shown I 
in the Summary Schedule of Prior Audit Findings related to direct funding. (Mark (X) all that apply or None) 
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national Development Management Agency Space Administration Administration 

10 0 Agriculture 39 0 General Services Administration sg 0 National Archives and 1s 0 U.S. Department 
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the Arts 21 0 Treasury 
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the Humanities Information Agency 
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Protection Agency os 0 Legat Services Corporation Administration 

I I 
Each agency identified is required to receive a copy of the reporting package. 

In addition, one copy each of the repotting package Is required for: 

• the Federal Audit Clearinghouse archives . . . . . . . . . . . . . . . . . . . . . .............. . . 00 
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Count total number of boxes marked above and submit this number of reporting packages . . . . 13 I 
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L:l ·,:•r[Il] I FEDERAL PROGRAMS- Continued " 
9. FEDERAL AWARDS EXPENDED DURING FISCAL YEAR 10. AUDIT FINDINGS 

CFDA Number Research Major program Type(s) of Audit finding 
Federal 1 and Name of Federal Amount Direct 11 yes, type 
Agency 1 Extension 2 develop- program ex.pended award Major of aud~ compliance reference 

Preflx1 1 ment program report 3 
requirement(s)4 number(s)5 

lal I (b) (c) (d) le) (f) Ca) (h) Ca) (b) 
I I 

10Yes 10Yes 1 OYes 
1 I 

I 

0 I , 558 21Xl No CHILD AND ADULT CARE FOOD PROGRAM $ 9,835 .00 2rxl No 2 li<l No 0 N/A I 

I I 10Yes 1~Yes 1~Yes 2005111·152005 

1 I 1 I 2~No 20No 20No u CON 
111·2, 200 Ill 

, . 300 GRANT FOR PUBLIC WORKS AND eCONONIC DEVl!LOPMf • 856,842 .00 -3 

I I 
10Yes 10Yes 1181 Yes 2005 111-4!; 2005 

I I COMMUNITY DEVELOPMENT BLOCK GRANT-STATES 111-5, 200 Ill 
1 I 4 I ,228 2~No PRO GRAN $ 1,238,559 .00 200No 20No Q CON ·8 

I 
I 

1 OYes 1 OOYes 1 OYes I 

1 I 4 I ,871 200No SECTION 8 HOUSING CHOICE VOUCHERS PROGRAM $ 187,510 .00 20No 200No 0 N/A 
I 

I 10Yes 10Yes 1 OYes I PUBLIC SAFETY PARTNERSHIP AND COMMUNITY POLICY 

1 I 6 : • 710 200No GRANTS (COPS) $ 41,411 .00 21Xl No 200No 0 N/A 

I I 
10Yes 10Yes 1 OYes 

gl 
I 

3 I , 575 200No CHILD CARE AND DEVELOPMENT BLOCK GRANT $ 142,806 .00 200 No 21X! No 0 N/A 
I 

I I 10Yes 10Yes 1 IXI Yes 
9 1 7 I , 039 200No HAZARD MmGATION QAANT PROGRAM $ 449,452 .00 200 No 20No Q L 2005111·7 

I I 10Yes 10Yes 10Yes 
1 I 6 I 

200No LOCAL LAW ENFORCEMENT BLOCK GRANT $ 200 No 21Xl No 0 
I I ,592 50,000 .00 N/A 

I 
I 

10Yes 10Yes 1 OYes I 
I I • 20No $ .00 20No 20No 
I 

10Yes 10Yes 10Yes I 
I 
I 20No $ .00 20N0 20N0 I I ' 

TOTAL FEDERAL AWARDS EXPENDED - IF ADDITIONAL LINES ARE NEEDEDP PLEASE PHOTOCOPY 
, 

$ 
THIS PAGE, ATTACH ADDITIONAL '.AGES TO THE FORM, 

2.976,415 .00 AND SEE INSTRUCTIONS 
1 See Appendix 1 of Instructions for valid Federal Agency tw<Hliglt prefixes. 
a Or other identifying number when the Catalog of Federal Domestic Assistance (CFOA) number is not available. (See Instructions) 
3 If major program is marked "Yes," enter only one letter (U "' Unqualified opinion, Q - Qualified opinion, A • Adverse opinion, D .. Disclaimer of opinion) corresponding to the 

type ol audit repart in the adjacent box. If majorprogram is ma~ed "No,• leave the type of audit report bOx. blank. 
•Enter the letter(s) of al type(s) of compliance requirement(s) that ~Y to audit findings (I.e., noncompliance, reportable conditions (inc:fuding material weaknesses), questioned 

costs, fraud, and other items reparted under §_ .510(a)) reporte or each Federal program. 

A. Activities allowed or unallowed E. Eligibility I. Procurement and suspension L. Reporting 

8. Allowable costs/cost principles F. Equipment and real property management and debarment M. Subreclplent monitoring 

C. Cash management G. Matching, level of effort, earmarking J. Program income N. Special tests and provisions 

D. Davis- Bacon Act H. Period of availability of Federal funds K Real property acquisition and O. None 
5 N/A for NONE relocation assistance "' ~ .. 



INTERNET REPORT ID: 193265 3/28/2006 

/ L;-M'.~a I Item 5 Continuation Sheet 

c. List the multiple Employer Identification Numbers (EINs) covered in this report. f. List the multiple DUNS covered In the report. 

1 N I- A 21 - 41 - 1 N ./- A - 21 - -
2 - 22 - 42 - 2 - - 22 - -
3 23 - 43 - 3 - - 23 - --
4 - 24 - 44 - 4 - - 24 - -
5 - 25 - 45 - 5 - - 25 - -

6 - 26 - 46 - 6 - - 26 - -
7 - 27 - 47 - 7 - - 27 - -
8 - 28 - 48 8 - - 28 - -
9 - 29 - 49 - 9 - - 29 - -

10 - 30 - 50 - 10 - - 30 - -
1'I 31 - 51 - 11 - - 31 - - -
12 32 - 52 - 12 - 32 - - - -
13 - 33 - 53 - 13 - - 33 - -
14 - 34 - 54 - 14 - - 34 - -
15 - 35 - 55 - 15 - - 35 - -
16 - 36 - 56 - 16 - - 36 - -
17 - 37 - 57 - 17 - - 37 - -
18 - 38 - 58 - 18 - - 38 - -
19 - 39 - 59 - 19 - - 39 - -
20 - 40 - 60 - 20 - - 40 - -

\.. IF ADDITIONAL LINES ARE NEEDED, PLEASE PHOTOCOPY THIS PAGE, AlTACH ADDITIONAL PAGES TO THE FORM, AND SEE INSTR! U~T1nr.1c 


