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FINANCIAL SECTION 
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We have audited the accompanying financial statements of the governmental activities, each major 
fond, and the aggregate remaining fund information or the Municipality of Ciuanic:1, Puerto Rico, :is of 
:md for the year ended June 30, 2006. which collective ly comprise the Municipality's basic financial 
statements as listed in lhc table of contents. These financial statements are the responsibility of the 
MumcipaJHy's management. Our responsibility is to express opinions on these financial statements 
based on our audiL 

Except as discussed in the following paragraph, we conducted our audit in accordance with auditing 
standards generally accepted in the United S tates of Amer ica. Those standards require that we plan 
and perform the audit to obtain reasonable assurance about whether the financial statements arc free of 
material rrusstatements. An audit includes examining, on a test basis, evidence supporting the amounts 
and disclosures in the financiaJ statements. An audit also includes assessing the accounting principles 
used and significant estimates made by management, as well as evaluating the overall financial 
statement present:ition. We believe that our audit provides a reasonable basis for our opinions. 

We were unable to obtain sufficient and competent evidence co support the allocation of pool cash 
balances and their corresponding intcrfun<l receivable balances as of June 30, 2006 recorded in the 
General Fund. Commonwealth Legislature Resolutions Fund and Other Govcmmental Funds because 
of the inadequacy of acc0tmting rccordi:; and reports, which do not pennit the application of adequate 
alternative procedures. 

In our opinion, except for the effects of such adjustments, if ;my, 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 balances and their corr~-poncting interfund receivable balances as of June 30, 2006 recorded 
in the General Fund, C'ommonweaJth Legislature Resolutions Fund and Other Governmental Funds, 
lhc financial statements referred to in the first paragraph present fairly, in all material respects, the 
respective financial position of the General Fund, Commonwealth Legislature Resolutions Fund and 
the aggregate remaining fund infor111at1on or the Municipality of Guanica, Puerto Rico as or June JO. 
2006, 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 011r opinion, tJ1e fimmc1al statements referred to in the first paragraph present fairly, 111 

all material respects, the respective financial position of the governmental activities, the Debt Service 
Fund, the FEM/\-1 laz.ard Mitigation Grant Program Fund and the $1,310,000 Bond Issuance Fund of 
lhc Municipality of Guanica. Puerto Rico as of June 30, 2006, and the respective changes in financial 
position, thereof for the year then ended in confom1ity witlh accounting principles generally accepted 
in the United States of America. 



. 
I.· 

\ 

The Management's Discussion and Analysis on pages 3 through 15 and the Budgetary Comparison 
Schedule General l'und on page 61 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 infonnation and express no opinion on it. 
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COMMONW~ALTH 01? P l JERTO RICO 

M UNlCJPALfrY OF GUANI CA 

Managemenl Discussion and Analysis 
June JO, 2006 

Our discussion and analysis of the Municipality of Guanica financial performance provides an overview of 
the Municipality's financial activities for rhe liscal year en ded June 30, 2006. 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 infom1ation presented in this MD&A in co~junction with the additional info1mation 
furnished in the accompanying basic financial statements. 

FINANCIAL HlGHLlGHTS 

• The Municipality has reported assets !'lmotmting to $21.24 million in the accompanying statement 
of net assets, of which most significant are capital assets and accounts receivable due from 
govemmental entities amounting to $15.89 million and $2.68 million respectively. 

• The Municipality' s capital assets increase as a result of this year's operations. Capi1al assets as of 
June 30, 2006 are $15.89 million, as compared to $14.44 million for the year ':Tided June 30, 
2005, for a I 0% of increase. 

• The assets of the Mtmicipality exceeded its liabilities by $7.9 million at Jtinc JO, 2006 .. 
represented as " net assets" in the accompanying statements of net assets. Restricted and 
unrestricted (deficit) net assets amounted to $2.31 million and $(7 .18) million, respectively. Ncl 
assets invested in capital assets amounted $12.80 million. 

• During the year, the Municipality reported revenues of $7.90 million in the General Fund of total 
revenues restricted and unrestricted of$ l 1.58 million. 

• Long term liabilities principal payments were $.735 million. During the yea1 ended June JO. 
2006, the Municipality issued $1.31 million on bonds payable. 

• The Mu1ucipality has reported tota.1 expenses amounting to $11. 79 million in the accompanying 
statement of activities. 

USll"\TG THIS ANNUAL REPORT 

This annual report consists of a series of financial statements. The Statement of Net Assets and the 
Statement of Activities provide infonnation about the activities of the Municipality as a whole and present 
a long-term view of the Municipality' s finances . Por governmental activities, these statements tell how 
these services were financed in the short te1m 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 infonnation about the Municipality's most signi ficant fonds. Both perspectives aJlow the 
user to address relevant questions, broaden a basis for comparison (year to year or government to 
government) and enhance the Municipality's accountability . 



COMMONWEALTH OF PUERTO Rico 
MUNlCW,,LITY OF GUANlCA 

Management Dir.r-;·:;::;iQn and AnaJysis 
Juno 30, 2006 

Overview of the Basic Financial Statements 

The Munjcipality's financial statements include three components: 
J. the government-wide financial statements 
2. the fund financial statements 
3. notes o.fthe financial statements 

These components are described below: 

Government-wide i"inanci:tl statem ent: 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-lerm and long-term information about the Municipality's financial po ition, 
which assist the Municipality's management to determine the economic condition at the end of the fiscal 
year. These financtal statements are prepared using the Oow 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 tht: accrual basis of 
accounting, wruch 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 Mumcipality's net assets and changes in them. You CFi!'I tlunk of lhe 
M11111c1pa!lty's net assets, the difference between assets and liabilities, as one way to measure the 
M11niciµality'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 deteiiorating. 
You will need to consider other non-financial factors, however, such as changes in the Municipalit:v·s 
property tax base and the condition of the roads, to asses the overall health of the Municipabty of Guamca. 

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

" Oovcmrncntal activities - Most of the Municipality's basic services are reported here, mcluding 
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 Shect-govemrncnt 
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C Ol\ILMONWEALTH OF PUER1'0 RICO 
M U ICIP1\L!TY OP GUANICA 

Managemem Disr;t.tssion and Analysis 
June '.\O, 2006 

funds and the Statements of Revenues. Expcndilur<;:; and Changes in Fund Balance. ·ne Fm1d fo1ruK1al 
s tatements provide detailed mfonnat:Ion about 1h r mcst significant fu nds, not tht' Municipality as a whole. 
Some funds arc required to be established by bond :;ovenants. 

The Mumctpality's basic services arc reported in rhc governmenta l funds, that us..:s an accounting 
npproach which focus on how money flows into ;ind om of those funds and the balances lefi a1 year-rnd 
lh:i.t ore av:iil:ible for spendm$;. These funds arc reported using an nccounting method called mo.·lifier! 
(/,Ccrua/ accounting, which measures cash and :ill other ji!lancinl assets thnt con readily be converted to 
cash. The govcrmncntnl fo nd statements proviuc u detailed short-term view of the Municipality's general 
govcmmcnl opcral1ons arid rhe basic serv1ces it provides . Governnncntal fund information helps ~;ou 
dclcmtinc whether there are more or fewer fin:lndal resources that can be spent in the near future t'' 
fi nance the Municipa l ity'~ programs. We describe the relationship (or differences) between govemmental 
cu·/ivitu::;· (reported in the Statement ofNet Assets and the S tatement of Activities) and govcrnmcntal.fimris
in a rcconcilialion on this report. 

N otes to the Basic J.'inancial Statement: The notes provide additional information that is essential to a 
full understanding C'f the data provided in government-wide and the fund financial s tateml!Ilts. 

l'Rf.: MUNJC'TPALITY AS A WHOLE 

The Mumctpahty's combined net assets increases from a year ago, from $7.55 million to $7.93 million. 
O llr ano lysis below focuses on the net assets (Table I) and chan~es in net assets (Table 'J) of t'Je 
Municipali ty 's go vernmental activities. 

Current nnd other assets 
Capital assets 

Total assets 
I ong-tcrm debt outstanding 
other liabi liries 

Total liabilities 
Net assets: 

Invested in capital assets, 
net of re lated debt 

Rl·scrictcd for: 
Debt service 
Capital project 
Other speci fted purposes 

UnrcstTickd 

Net Assets 

Table l 

NET ASSETS 

( in Millions) 

5 

Governmental Activ1ttes 

2005 2006 
$4.60 $5.35 
14 .44 15.89 
19.04 2 1.24 

(9.30) ( 10.55 
(2. 18 (2.76 

( 11.48) ( IJ.31 

l l .59 12.80 

.45 .42 
1.63 1.86 
.24 .03 

(6.36 (7.18 
$ 7.55 $ 7.93 



COMMONWEAL TH OF P UERTO Rico 
MUNICIPALITY OF GuANicA 

Management Discussion and Analysis 
June 30, 2006 

Components of Net Assets 
16 --~------,_- -----------

14 
12 --------t 
10 --------1 
8 >--------1 
6 
4 
2 
o.i.----

CurTe11t and other Capital assets 
assets 

Long-tenn debt Other llablllties 
outstanding 

Net assets of the Municipality's governmental activities increased by $.38 million ($7.93 million 
Compared to $7.55 rrullton). 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 $(6.36) million at June 30, 2005 to a $(7.18) million at June 
30, 2006. The followmg is a condensed presentation of the Municipality's results of operations, as 
reported in the government-wide financial statements: 

Compacativc Condensed Statement of Activit.ics: 

Revenues· 
Program revenues 

Operating grants and contributions 
Capital grants and conttibuuoos 

Charges for services 
General revenues: 

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

Special items-
Gain on sole of capital assets 

Total revenues 

Expenses: 
General government 
Public Sa foLy 
Public work and sanitation 
CuJturc and recreation 
HcaJLh 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- et end of tho year 

6 

$ 

$ 

2005 2006 

3.362.047 $ l,272,210 
2,218,357 2,.292,583 
1,046,815 418.676 

1,430,068 1,036,814 
281,401 304,620 

4,774,038 6,094,125 
20,685 75,516 

404.522 136,579 

483 140 533,368 
14 021073 12,164491 

6,020,246 4,824.656 
1,173,292 1,290,543 
1,860,051 2,417,080 

646,020 526,173 
3.451,785 2,308,078 

183,983 422,072 
13.335,377 11,788,601 

685,696 375,890 

6,869,535 7~55.230 
7,555,230 7,931,119 



C OMMONWEALTll O F PUERTO Rico 
M UNICIPALITY OF G UANICA 

Management Discusi:.ion and Analysis 
June 30 2006 

F ina ncial analysis of the Municipality's Governmental F unds 

The Municipality uses fund accounting to ensure and demonstrate compliance Wlth finance-related legal 
requirements. The focus of lhe Municipality's governmental fund is to provide infonnalinn on near- tenn 
inOow, outflow, and balance of spend able resources. Such information is useful in assessing the 
Municipality's tin:mctal requiremen ts. ln particu!ur. unreserved fund balance may ~crve as a useful 
measure of a government's net resources available for spending at the end of fiscal year. Tht: following 1s 
a condensed presentation of the Municipality's balance sheet and results of operations of government 
rund: 

Comparative Condensed Balance beet-Gonrnmental fu nd s: 

Total asscts-maJOr funds 

TotaJ assets-nonmajor funds 

Total assets 

Total lt:ibilities-major funds 

Total I iabilities-nonmajor funds 

Total lit1biltties 

Fund Balances: 

Reserved-major funds 

Rescrvcd-nonrnaJor funds 
Unreserved-major lunds 
l Jnrcservcd-nonmaJor funds 

Tornl fund baJances 

Comparative Condensed St:1tement of Operations-Government:1l funds: 

Total revenuc~-major funds 

Total revenues-nonm<uor funds 

Tornl revenues 

Total expenduures-mJJOr funds 

Total expenditures-nonmajor funds 

Totnl expenditures 
Other Financial Sources-major funds( excluding opcraung transfers among 
funds) 

Special items, net 

Net changes in fund balances 

7 

$ 

2005 2006 

S 3,760.77R $ 5,621,673 

1.948,092 2,016,207 

5.708,870 7,637.880 

2,380,777 4,082.194 

2,023,507 2,171,675 

4,404,284 6,253,869 

2,500,788 3,072,817 

(136,346) 140,805 
( 1,059,970) (1,533,338) 

24 (296,272) 

1,304.496 1,384,011 

9,552,230 9,060.165 

3,128,703 2,515,454 

12,680,933 11 ,575,618 

10,054.675 11,209,284 
3,910,544 2,626,385 

13.965,219 13,835,669 

145,000 1,727.302 

600,000 612,265 

(539.286) $ 79,516 



Governmental Activities 

COMMONWEALTll OF P UERTO Rico 
MUNJClPALITY OF G U ANICA 

Management Discussion and Analysis 
June 30, 2006 

Programs revenues of Municipality's governmental activities decreased by 39.89% ($2.64 million) while 
total expenses decreased by 11 .6% (l.54 million). The Mu nicipality c> f Guanica took the following major 
actions this year to improve the linancial position: 

• The Mayor of the Municipality of Guanica stilJ has a Finance Auxiliary 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 hudget respect the administration of the Municipnlity received the estimate of cxpe11ses by 
each department, and the Budget Director and the Mayor performed the evaluation to those 
expenses and determine the needed of each one, Jooking for the reduction of those unnecessary 
expenses without affecting the daily operations. 

Expenses during the fiscal year ended June 30, 2006 was substantially related to the following: 

Table 2 

Governmental Activities 

(in Million) 

General Government 

Public Safety 

Public Work 

Culture, recreation and education 

Health and welfare 
fntcrest on long term debt 

Totals 

8 

Total expense!> 

2005 2006 

$ 6.02 $4.82 
1.17 1.29 
l.86 2.42 
.65 .53 

3.45 2.31 

18 .42 

$ 13.33 $ 11.79 



3.46, 26% 

1.86, 14% 

, 4% 

COMMONWEAL TB OF PUERTO Rico 
MUNICIPALITY OF G UANlCA 

Management Discussion and Analysis 
June 30, 2006 

Total Expense 2005 

0.18, 1% $6.02 , 45% 

1.17, 9°.4 

OA2, 4% 

Total Expense 2006 

$4.82 ' 40°.4 

1.29, 11°.4 

C2 General Government 

• Public Safety 

0 Publ.ic Wort 

D Culture ad recreation 

• Health and welfare 

a Interest on long-term debt 

C General Government 

• Public Safety 

0 Public Wort 

D Culture ad recreation 

• Health and welfare 

a Interest on long-term debt 

The cost of all governmental activities this year was $ 11. 79 million compared to $13.33 million last year. 
Table 2 presents the cost of each of the Municipality of Guaruca's largest programs. 

The major sources of general revenue are property taxes, municipal license taxes, and grant and 
contributions not restricted, which in total represent $7.43 (61%) and $6.48 (46%) of all revenues i.n 2006 
and 2005, respectively. 

9 



COMMONWEAL TR OI'<' PUERTO R ICO 

M UNICIPALITY OF GUANICA 

Management Discussioll and Analysis 
June 30, 2006 

Table 3 
Governmental Activities 

(in MiJJion) 
General Revenues 
I3y major sources 

2005 2006 

Property taxes 
Municipal license taxes 
Grants and contributions 

Totals 

Table 4 
GovernmentaJ Activities 

(in M illion) 

Charges for service 
Operating Grants 
and Contribution 

Capital Grants and Contributions 

$1.43 $1.04 
.28 .30 

4.77 6.09 

$6.48 $7.43 

Program Revenues 
by major sources 

2005 2006 

$ 1.05 

3.36 
2.22 

$.42 

l.27 
2.29 

Totals $6.63 $3.98 

10 
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$0.50 
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COMMON\VEALTB OF PuERTO Rico 
MUNICIPALITY OF GUANICA 

Management Discussion and Analysis 
June 30, 2006 

Program Revenues 
in million 

Charges for service Operating Grants Capital Grants & 
Cont.ributions and Contribution 

THE MUNlCIPALITY'S FUND 

02006 

•2005 

As the Muruc1pality completed the year, its governmental funds reported a combined fund balance of 
$1.38 million, which is upper than last year total of$1.30 million. 

ln addition, these other changes in fund balance should be noted 

• The Municipality experienced an increase in the other operating grants and contnbutions by $1 5 
million 

• This year the Municipality decreases the property tax. 

General Fund Budgetary Highlights 

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 mcludes amendments and 
supplemental appropriations that were approved shortly after the beginning of the year and reflect the 
actua.1 beginning balances (versus the amounts we estimated in May 2005). 

11 



COMMONWEALTH OF PUERTO Rico 
MUNIOPAJ TTY OF GUANICA 

Management Discussion and Analysis 
June 30. 2006 

CAPITAL ASSET AND DEBT ADMINlSTRATJON 

Capital Assets 

As of Jtme 30, 2006, the Municipality of Guanica had $ 23.50 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 $1.90 million, or 9 %, 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, iu Thousands) 

Governmental 
Activities 

2005 2006 

Land $.67 $.67 

Land improvement 2.88 2.89 
Buildings and Improvements 6.69 6.55 
Construction in progress 5 .16 6.60 
Licensed vehicles l.5 1.61 
Equipment .99 1. 13 
Equipment under capital leases .04 .04 
Infrastructure 3.67 4.01 

Totals $21.60 $23.50 

12 



Land improvement 
13% 

Infrastructure 
17% 

COMMONWEALTH OF PUERTO RICO 
M UNIClPALITY OF GUANICA 

Management Discussion and Analysis 
June 30, 2006 

Capital Assets at Year-end 2005 

Equiptment under 
capital leased 

Lisenced vehicles 0% Land 
7% 

Capital Assets at Year-end 2006 
Equipment under 

Lisenced capital leased 

Construction in 
progress 

24% 

Buildings and 
Improvements 

31% 

Land 
improvement 

12% 

0% Buildings and 
Improvements 

28% 

Infrastructure 
17% 

Equipment 
5% 

progress 
28% 

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

13 



Debt 

COMMONWEALTH OF PuERTO Rico 
MUNICLPALITY OF GUA.NlCA 

Management Discussion and Analysis 
June 30, 2006 

At year-end, the Municipality had$ 10.55 million in bonds and notes outstanding versus$ 9.31 million 
last year, an increase of 13 .3 percent, as shovm in Table 6. 

Bonds payable 

Table 6 
Outstanding Debt, at Year-End 

(in Thousands) 

Notes Payable 

Advances from CRIM 
Other obligations 

Totals 

Outstanding Debt, at Year-end 2005 

Advances from 

Governmental 
Activities 

2005 

$3.51 

4.26 

.06 
1.48 

9.31 

CRIM 01her obligations 
16% 

Notes Payable 
45"/t 

Notes Payable 
43% 

Bondi. payable 
38% 

Outstanding Debt, at Year~nd 2006 

Advances from 
CRIM 

1o/. 

14 

Other obligations 
13% 

Bonds payable 
43% 

2006 

$4.62 
4 .51 

.06 

1.36 

$10.55 



COMMONWEAL 1'11 OF PUERTO Rrco 
M UNICIPALITY OF GUANICA 

Management Dio1.,;ussion and Analysis 
June 30, 2006 

New bonds 111 the amount of $1.3 I million were issued. The Municipality is required LO limit the amount 
of general obligation debt lo 10% of the total assessment of property located within the Municipality, for 
bonds to be repuid with the proceeds of property taxes restricted for debt services. Other obligations 
include accrued vacation and sick leave, claims am! judgments, and Christmas bonus. More detailed 
infonnation about the Municipality's long-tcnn liabilities is presented in Note 7 to the financial 
statements. 

ECONOMl C Ji'A.CTORS AND NEXT YEAR'S BUDGET 

The Municipa]jty's elected and nppointed officials considered many factors when setting the fiscal-year 
2006 budget. Unemployment in lhe Munic1pality now stands at 14.4 percent. 

Amounts available for appropriations in the General Fund for the fiscal year 2007 arc $7.82 m1llion, a 
decrease of 5 percent under U1e final 2006 budget of $8.2 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 1s expected to increase 
modestly by the close of2007. 

CONTA('TING 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 Lhe accountability for the money it receives. If you have 
questions about this report or need additional financial infom1ation, contact us at Municipality of Guamca, 
PO Box 785, Guanica, Puerto Rico 00653. 

15 
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COMMONWEAJ,TH OF PUERTO RICO 

MUNI CIPALITY OF GUMUCA 

STATEMENT 0 F NRT ASSETS 

.rtlNF. 30, 2006 

ASSET 

Goviernmcntal 

Activities 

Cash and cash equivalents 
Receivables, net of allowance for 
uncollectiblc accounts: 

$ 633,599 

Property taxes 

Municipal Licenses 
Crants and contributions 
Due from govermental agencies 

Restricted Assets: 
Cash in fiscal agents 

Deferred bond issuance costs 
Capital as.c;cts (note 5): 
Nondeprec1able assets: 

Land and construction in progress 
Deprecioble assets: 

Other ~pita! assets, net 

Total assets 

LIABTLTTTE 

Accounli; payable and accrued liabilities 
Due to governmental agencies 
Deferred revenues 

Matured bonds due and payable 
Interest payable 
Long term liabilities (note 7) : 

Due wiLhin one year 
Due m more d1an one year 

T otal Ji:;1bilities 

NET A SET 

Invested in capitnl assets, net of rebted debt 

Restricted for: 
Debt service 
Capital Projects 
Other specified purposes 

Unrestnctcd {deficit) 

Total net assets 

The accompanying notes are an integral putt or this statement. 

16 

$ 

$ 

2,682,729 

2,007,692 
30,894 

7,170,085 

8,719,374 
15,889,459 
21,244,372 

1,317.910 
480,810 
784,448 

178.506 

799.253 
9,752,326 

13.3 13 ,253 

12,798.707 

426,134 

1.856.135 
30,4 18 

(7,180,274) 

7,931.1 19 



Functions 
Governmental Activities: 

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

Total 

$ 

COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF GUANI CA 

Expenses 

4,824,656 
1,290,543 
2,417,080 

526,173 
2,308,078 

422,072 

ST A TE~IEN'T OF ACTIVITIES 
YEAR ENDED JL'NE 30, 2006 

Program Revenues 

Fees, Fines and Operating 
Charges for Grants and 

Services Contributions 

$ 418,676 $ 517,S 17 
226,551 

528,142 

Capital Grants 
and 

C ontributions 

$ 

1,264, 143 
871,833 
156,607 

$ I I. 788,601 $ 418.676 s 1.272.210 s 2.292.583 

General revenues : 
Taxes 

Property taxes 

Municipal license taxes 
Grants contributions not restricted to specific programs 
Interest 
Other 

Special item: 
Gain on sale of capital assets (note 16) 

Total general revenues: 

Change in net assets 

Net a ssets-beginning, as restated (note 11) 
Net assets-ending 

The accompanying noces are an incegral pan of this statemem. 
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~et (expense) 
revenue and 

changes in net 
assets 

$ (3,888,463) 
{l ,063,992) 
( l , 152,937) 

345,660 
( J,623,329) 
(422 ,072~ 

(7.805.1322 

1,036,814 
304,620 

6,094,125 
75,516 

136,579 

533,368 
8,181,022 

375,890 
7,555,230 

s 7,931,119 



Assrrs 

Cash and cash equivalents 

Receivables, net of allowance for 

unco llec1ible accounts: 

Due from govermenta l agencie> (note 3) 

Due from ocl1er funds (note 4) 

Restricted Assets: 

Cash with ftseol agents 

T ota l Asseli 

Liabilities and Fund Balances 

Accounts payable and accrued l 1abilitics 

Due to governmental agencies (note 3) 

Due 10 other funds (note 4) 

Deferred revenues (note 6) 
Marured bonds due and payable 

Matured interest due and payable 

T ota l Liabilities 

Fund Balances (deficit) 

Reserved for: 

Encumbrances 
Capital projects 

Debt service 

Other spcci lied purposes 

l.inresened 

T ota l Fund Balances (deficit) 

Tota l Liabilities and Fund Balances (deficit) 

Tiie accolllj>8llying notes are an integral pan of Ibis statement 

General 

$ 

834,685 

709,043 

$ 1,543,728 

$ 540.043 

480,605 
1,141,663 

735,868 

2,898,180 

178,886 

(l,533,338) 

(l ,354,452) 

$ 1,543,728 

C0 1VlMONWEALTH OF PUERTO RICO 

ML':\1CIPALITY OF GU ANICA 
BAL.Ao~CE SHEET 

JUXE 30, 2006 

Commonwealth f EMA-Uazard 
Legislature Mitigation 
Resolutions Debt Service Grant 

s 304,557 $ $ 

401,15 1 12,554 43 -U68 

1,241,436 

537,533 26.873 

s t,947,144 s 550,087 s 461,241 

s 121,726 $ s 29,246 

51,2 18 431,995 

113,377 
224,000 

123,952 

172,944 347,952 574.618 

1,774,200 

202,134 

(113,377) 

1,774,200 202,134 (113,377) 

s l,947,144 $ 550,087 s 461,241 
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Other Total 
Sl,310,000 Govcrmcnial Governmental 

Bond b suance Funds Funds 

s 329.041 s 633,599 

4 .742 995.229 2.682.729 

363.383 2,3 13,861 

I, 114,731 328,554 2,001,692 

s 1,119,474 s 2,016,207 s 7,637,880 

s 88,500 538.394 s L31".'.'.H'J 

Z05 48~.8!0 

688,985 2,31 J,861 

944.091 1,793,336 

224,000 
123,952 

S&,500 2,171.675 6,253,869 

178,886 

1,030,974 110.387 2,915,561 

202,134 

30,418 {82,959) 

(296,272) ( 1,829,610) 

1,030,974 ( 155,467) 1,384,011 

s 1,119,474 s 2,016,2 07 s 7,637,880 



COMMON'WF.ALTH OF PUERTO RICO 
MUNICIPALITY OF GUANJCA 

RECONCTLIATJON OF TOT AL GOVERNMENT AL FUND BALANCE 
TO NET ASSETS OF GOVERNMENT AL ACTIVITU:S 

.Ju fE 30, 2006 

Total fund balances- governmental funds 

Amounts reported for governmental activities m the Statement of Net 

Asi:cts arc different because: 

Capital assets used in governmental activities nrc not current financiol 

resources and therefore arc not reported in the governmental funds 

baluncc sheet 

Other assets used m governmental activities arc not current financial 

resources and therefore :ire not reported in the funds: 

Deferred bond tssunncc costs 

Other assets arc not avmlablc to pay currcnt-pcnod expenditures and 

therefore arc deferred in the funds: 

Receivables: 

P.R. Dcpnrtmcnt of Treasury - Christmas bonus reimbursement 

CRIM - Property taxes (final liquidation) 

FEM/\ - Hazard Miugation Grant Program 

P.R. Department of Lnbor - Law No. 52 

Federal Government - EDA 

P.R. Department of Health - reimbursement of health costs 

Interest liab1ltucs arc not due and payable in the current period 

and therefore, are not reported in the funds: 

Long term hab1ht1es, includmg bonds payable, are not due and payable 

111 the current period and therefore nrc not reported in the funds: 

Net asset~ of governmental activities: 

The accompanying notes arc an mtcgral part of this statement. 
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s 

$ 84,634 

89.521 

I 13,377 

298,247 

93.822 

329.287 

$ 

1,384,011 

15,889,459 

30.894 

1,008,888 

(54,554) 

( 10,327.579) 

7.93J. l 19 



CO~IMONWEALTH OFPU&R10 RICO 

MIJNIC'l PA LITY OP GlJANIC' A 

STATF.MF.N'T OF REVF.NU.li'.S, f:'(Pt:.'iOlTlJKES ANO C' llAN(;F.S IN FIJN l) RAl..ANCE (O~~t'ICIT) 

H..AK ~~NVEO JUNE JO. 2006 

Commonwtat1h Ff.ll<l A- llau•d Olhcr T(ltd 
U~hlneurr Mirl"n1io n s1.:1101000 CovPr-n1~mh•I <:o\ltrnmull:ll 

Cenrr:ll llesolutfons l)•bt Servke Crnnl .J!!!nd bsuonct Puntb ru11ds 
Rtvtnuts: 

T•xC$· 
rropcrty IUKC$ $ 81.5,JS.5 s s 221,429 s s s Un6,814 
Mu11ic1pal lict11se ~ix 304,620 304,620 

I ICCJISCS und pennits 272, 183 272,183 

Charges for scmccs 17,718 17,'/18 

fmcs •r.d forf'"num H,9)S 14,QH 4 2,&72 

l111cresc 21.~)J 217 11.JH I •12,l<JI 4-1 7$.Slo 

I 11tcrgovcn•men1_.t; 

Federal opc:rntin3 gr.an1s 1l9,.lS9 11 2,129 SS 1.688 

Fcdcrnl Cllpi1.>l p:u11$ 1.16\.7 1(1 l ,26l,7 16 

Commonwe•hh openti1111 p.T>llt< soo 490,407 J\l0.'11\6 

C'o111111011~cahh clp112l J:QnlS (137.035 4()'1.)().1 1,1).16,.H'I 

Ot11er opemllug grruris •nd c011tnbu11ons 6 ,250,765 li.150.70~ 

lk nt 81 .4-~1 4,.122 R5.903 
0th~ 129,S?'> 7,000 136.579 

To1:al revenues 7.903.480 642,174 232,810 239,3S9 42.}41 2.SlS,454 11,S-,5,6111 

to:xptndlruru: 

('un-cni 

Gencnl ttuvcmmn11 4.S58,316 HO~ f>Z\ 165 S.182.2116 

Public saf<ty 1,080,317 I l'J.7119 1.200,106 

Public wo1ks atKt 1:uwa11ion l.?64.S IO 2.U,945 12, l'lS 2.221.650 

l 'ullurc :md l t!Cl'O:ltit1n 354,924 4.41 7 IQ,OIW l7K.4 l0 

llcahhoud welfare 1.285,091 2J8,'l40 352.736 420.749 2.297.516 

n111til Outby, 111.9'!0 24ll.ROI 275,9-11 l.~ll,ll~ , ll(·~. 1411 

lkb1 service: 
Principnl 245,000 245,000 

l11terc:st 234,735 21~.l~S 

Bond i,;su:incc costs ·1.n.1 7.827 

Tollal cxpcndnurc$ 'l,355,IJ7 737,908 47'J,73S 352,736 283,71>8 2,6111.JSS 11,835,669 

t;xcess (~rliriucy) or revtnuts onr 
tuudcr) cxp"mll1t1 rt.s ( 1,4.l l,6S7) 1Qs,114! (14~,?24) ( 111,377) (241,427} ( 11 0,931) (2 ,?60,05 1) 

Oth~r fi1u•"ein' soured (•.sn): 

ProcerdJ ltt1t11 '"""'tt of loot et term d<ht 41 7-l02 l,J l0,000 1,127.)02 

Ttim~rers in 45,342 183,115 10,879 15').J' 7 
Tr.ins fcrs out (213,995) (7,743) (l7,59'>) (259.337) 

focal ot~cr financmg soorctS 248.~9 175,372 1.272,401 JO,M7•> 1,127,301 

Sp~da l ilrm: 

Proceed$ Imm .. 1c of capml •!&:IS <>12.265 612,265 

Nt t fh:an::r In fu nd batanct (59<>,743 (95,n~i (71.5~3) ( j ll.l77J 1.010.974 (K0,051) 79,.H6 

fund Hal:tt1("t {tlf'ficit) a r hc-ilnnii.~ 

of ye:u·. :1s rt•stat t<.1(noc.e1 t) (763,710) l.86'l,91A 27J,687 (7~Al~ ) I. \O.t,495 

f'11nd bQlnntt (th'Ocil). al rnd ul yur $ ( 1.354.452~ s 1.774,100 s 202,134 $ (113,'171 l,OJ0.974 $ ( l ~S.467) s l.JK4.0l 1 

lltr xcoin1"''"\'lllll tl4llt,jj ll'C :t• 1n1rpnl ll.Ut of dlis 1111ta,lCn1 ~~~~~; 
!O 



COMMONWEALTH OF PUERTO RICO 

,\IU ICll'ALITY OF GUA.'IJCA 
RECONCILIATION OF TATEMF.l'IT OF REVENUES, EXPENDITURES A~O CHANGES 

IN FUND BAtANCES OF GOVRRNMF.NT<\ L FUND." TO THE STATEMENT OP ACTIVITIF,S 
YEAR ENDED JUNE 30, 2006 

Net chnnRe in fund hala11ces - total JlOVemment:il fonds : 

Amounts reported for governmental acuvities in the Statement of /\ctiviucs are difTcrcnt because: 

Govcmmcnl:il fumls reports cnp1t11I assets outlay~ a~ expcnd1turtS. However. m thc Statement of 

Activit ies 1hc cost of those ru;sets is allocated over th~ir estimated useful lives and reported as 

dcpreciat1un expense: 

Expenditures for capital assets 

l ess· cu1TL'l1t year dcprcc1a11on 

fiovemmenlal funds report the effect ofhond issuance costs as expenditure when debt is first issued, 

whereas these amounts arc deferred and amortr1.cd In the Statement of /\ct1v111cs. This is the net 

effect of these differences; 

Bond b~uJncc costs 

Amortization of deferred charges 

Govcmm<.-ntal fUJlds only report the proceeds received m the d1~posal of assets. In the Stlltcmcnt of 

Ai..'livitics, a pm or loss is reported for each disposal. Thus, the change m net a.ssel• differs from 

the change in limd balance by the cost of tho disposed asset: 

Revenues m the Stntcment of Achvities that do not provide current financial resources are not 

reported as revenues in the funds: 

P R. Dcp:mmcnt of Treasury - Christmas bonus reimbursement 

Federal Government - EDA 

CRIM - Property taxes (current year final liquidation) 

P R. Department of L:ibor - I aw #52 

FEMA - Ha7..ard Mitigation Grant Program 

PR Department ofHc.ilth - 1c1mllursemen1s of' costs 

Revenues reported in funds which a.re not reported as revenues in the Statement of Activiuc.~: 

P.R. Department of Treasury - Christmas bonus reimbursement 

federal Government· ED/\ 

OC/\M · Public Order C'odc 

PR Department of Health - reimbursements of costs 

l>rocccds from notes payable and general obligation bonds arc other financing sources m the 

l\tWcrnmcntnl funds, but incrca!!C long-term liabilities in the Statement of Net Assets: 

Expenditures r<.-ported in funds which are not reported as expenses in the Statement of Act1vnics: 

Mnhncd bond, principal payments (net change) 

Rcrrnyment of long term debt is an expendituro in thti governmental funds. hut reduces long-tcnn 

liabilities in the Statement of Net Assets: 
Gt.'lleral obhµllon bonds and nctcs 

Other long tcnn hab1lit1es 

Some expenses 1cponcd in the Stutcment of /\ctiviucs cto not require the use o t" currcnt finuncial 

resources :ind therefore are not reported as cxpcnd1tures m the 11ovcmmcntal funds: 

Compensated ab~nccs 

Judgment nnd C 'lmms 

Accrued interest (net change) 

Chnstmas bonus 

Ch:mi:e in net assets nr governmental :tctivities: 

The accompany mg ncm:~ :ire an mtcgral part of thts statcmcm 
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s 2,068.140 

(541,391) 

7,8?7 

(3,0J7) 

84,634 

93.822 

89,521 

298,247 

113,377 

J29,287 

(95.590) 

(111,294) 

( 182,008) 

(564,492) 

200,000 

535,43 1 

(47,301) 

(26,083) 

(8.145) 

(183,370) 

$ 79,516 

l ,526,747 

4.790 

(78,897) 

l,00l!.ll88 

(953.384) 

(I , 727 ,302) 

4S,OOO 

715,431 

(2"4,899) 

s 375,890 



C OMMONWF.Al.T!-1 OF P UERTO Rico 
M UNIC li'A LJTY OF GUANICA 

Notes to Basic Financi~I Statements 
June 30, 2006 

1. Summary of Sigoiiicant Accounting Policies 

The Municipality of Guanica of the Commonwealth of Puerto Rico (the "Municipality") is a local 
government with fu ll lcgislat1ve, fiscal and administrative powers to operate as a government under 
Law No. 81 of August 30, 1991, as amended, known as the Autonomous Municipcilities Ac1 of the 
Commonwealth of Puerto Rico (Law No. 81). 

The Municipality's governmental system consist s of executive and legislative branches. The 
CoustiLuLion of the Conunonwea!th 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 legislatjve 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 Munic1pnlity assumes responsibility for providing services co its citizens related to public 
housing, welfare, public safety, health, sanitation, education, culture, recreation, urban and economic 
development. anc.1 many other general and administrative duties. 

a) Fi11ancial Reporti1&g Entity 

The financial reporting entity included in this report consists of the financial statements of the 
Municipality of Guanica (primary government). To fairly present the financial position and the 
results of operations of the financial reporting entity, management must determine whether its 
rcportmg entjty consists of only the legal entity known as the primary government or one or more 
organizations called component units. The inclusion of a potential component unit in the primary 
govemmem's reportjng entity depends on whether the primary government is financially accountable 
for the potential component unit or on whether the nature and significance of the relationship with the 
primary government is such that exclusion would cause the reporting entity's financia l statements to 
be misleading or incomplete. There are two methods of presentation of the component urut in the 
financial statements: (a) blending the financial data of the component units' balances and tran~ctions 
in a manner similar to lhc presentation of lhe Municipality's balances and (b) discrete presentation of 
the component unit 's financial data in columns separate from the Municipality's balances and 
transactions. 

The basic cntena for deciding financial accountability are any one of the following: 

a. Fiscal dependency of the potential component unit on the primary government, or 
b. 111e primary government appoints a voting majority of lhe potential component unit's governing 

body and, 

I. The primary government can impose its wi ll on the potential component unit ancVor, 

2. A financial bene fi t/ burden exist between the primary government and the potcmial 
component unit. 
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COMMONWF.ALTH OF P UERTO RlCO 

M U ICIPALITY OF G ANl CA 

Notes to Basic Financial Statements 
June 30, 2006 

In addition, a legally separate, tax-exempl organization should be discretely presented as a component 
unit of a reporting cntily if all of the following criteria are met: 

a. The economic resources received or held by the separate organization are entirely or almost 
entirely for the direct benefil of the primary government, its component units, or its 
constituents. 

b. The primary government, or its component units, is entitled to, or has the ability to 
otherwise access, a majority of the economic resources received or held by the separate 
organization. 

c. The economic resources received or held by an individllal organization that the specific 
primary government, or its component wuts. is entitled to, or has the ability to otherwise 
access, arc significant to the primary government. 

Other organizations should be evaluated as potential component units if they are closely related to, or 
linancially integrated with, the primary government. Professional judgment is applied in determining 
whether the relationship between a primary government and other organizations for which the 
primary government is not accountable and that do not meet these criteria is such that exclusion of Lhc 
organization would render the financial statements of the reporting entity misleading or incomplete. 

Based on the above criteria tJ1ere are no potential component units which should be included as part 
of the financial s1atements. 

b) Gover111mmt-wide Financial Stateme11ts 

111e 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 mfonnatton 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 fi nancial 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 lhc Municipality's responsibility to report to the extent to which it has met its 
operating objectives eflicicntly and effectively, using all resources available for that purpose. It 
focuses on the Municipality's principal operating objective, which is to provide services to ils 
citizens. 

Tbe accompanying statement of net assets provides short-term and long-term infom1alion about the 
Municipality's financial position and condilion by presenting all of the Municipality's assets and 
liabililics. with the difference between these rwo ttcms 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 
infrastn1cture. and discloses legal and contractual restrictions on resources. 
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C OMMONWE.<\LTM OF P UERTO RICO 

M UNICIPALITY OF G UANICA 

Notes to Basic Financial Statements 
J ltnC 30. 2006 

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

• lnve ted 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 arc altributed to the acquisition, constmction or improvement of those assets. 
!'or the purposes of determining the outstanding debt attributed to capital assets, the total long
term debt related to the acquisition, constrnction or improvement of capital assets have been 
reduced by any related unspent debt proceeds and any related unamortized debt issuance costs. 

• Restricted net as cts These consist of net assets res1ricted by external parties (such as 
creditors, grantors, contnl>utors, laws or regulations of other governments, etc.), or net assets for 
which constraints are imposed by constitutional provisions or enabling legislation. Enabling 
lcgislati.on is defined as legislation that authorizes the Muni.cipality to assess, levy, charge or 
otherwise mandate payment of resources (from external resource providers). Enabling lcgislntion 
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 the Municipality with an explicit 
understanding between the Municip::ility 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. I3cmd indentures also often limit the use of bond proceeds to specific purposes. 

Internally imposed designations of resources. including cannarking, 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 lega lly 
restricted, nor invested irn capital assets. llowever, unrestricted net assets often are designated to 
indicate that management does not consider them to be available for general operations. 
Unrestricted net assels often have constraints that arc 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 10 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 
showmg how the Municipality's net assets changed during the year ended June 30, 2006, 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 truces. municipal license taxes, 
constrnction 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 arc classified within 
the followmg functions/programs in the accompanying basic financial statements: 
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C OMMONWEAL TH OF PUERTO Rico 
M UNI ll'ALITY OF G tJANICA 

Notes m Basic Financi al Statements 
June 30, 2006 

General government: 

Munjcipal legislature 

Mayor's office 

Department of finance and budget 

Dcprutment 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 

C ulture and recreation: 

Department of recreation and sports 

Department of tourism 

Health and welfare 

Department of health 

Dcpanment of elderly affairs 

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

Program revenues are generated directly from a program 11self or may come from parties Otlls1dc the 
Municipality's taxpayers or citizens. ln 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. TI1e accompanying statement of activities 
separately reports the followfog categories of program revenues: 

25 



C OMMONWEAL TH OF P UERTO RlCO 
M UNICIPALITY O F G UANICA 

Notes to Basic Financial Statements 
June 30, 2006 

• 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 g rants and contributions - These consist of 
transactions that arc ei ther mandatory o:r voluntary noncxchangc transactions wilh other 
governments. orgaJ1izalions, or imlivi<luals lliat rt:slrid !lit: re~ou1ces for ust.: in a purticular 
program. Capital grants and contributions consist o f capital assets or resources that are restricted 
for capital purposes - to purchase, constntct or renovate capital assets associated wilh 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 progmm to the Municipality. They are reported net of estimated uncollectiblc 
amounts. 

General revenues are the default category for revenues. lt includes all revenues and gains that do not 
meet the definition of pro!,rratn revenues. Property taxes, municipal license ta.ices and construction 
excise laxes arc 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 arc dedicated internally by the Municipality arc reported as general revenues rather 
than as program revenues. All general revenues ar e 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 10 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 
govemment function. Accordingly, the Municipality docs not allocate general government (indirect) 
expenses to other functions. The effects of all interfund governmental activities (revenues, 
expenditures and other financing sources/uses among governmental funds) have been rcn1ovcd 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 activi ties generally financed through tnxcs, intcrgovemmcntal revenues and other 
nonexchange revenues that can be used to support the Municipality's programs or services. These 
govemmental activities arc also generally reported in the govemmcntal fund financial statements. 
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M NICIPALIT\' OF G1J1\ N1 A 

otes to Basic Financial Statements 
June 30, 2006 

The Municipality has no fidllciary activitic.:s, which arc those in which lhe Municipality would be 
holding or mnnagmg net nssets for specific md1viduals or other external parties in nccordancc with 
tmst at,rreements or other custodial arrangem('nts. In addition. the Municipality hns no operations or 
activ1t1cs that arc primanly financed :ind operntcd in a manner similar to pnvate business enterprises, 
where the costs of providing goods or services to the general public is .financed primarily through user 
charges 

Private-sector standards of accounting and financia l reporting issued prior to December 1, 1989 
generally are followed in the government-wide financia l statements to the c>.lcnt that those standards 
do not conflict with or contradict guidance of the Govemmentnl Accounting Standards Bonrd. The 
Municipality has elected not to follow subsequent statements and interpretations issued by the F ASB 
alter November 30, 1989. 

1/) Govemmental F1111d Fi11ancial S tateme11ts 

The accompanymg GFFS are composed of: (I) the balance sheet - governmental funds and (2) the 
statement of revenues, cxpcndirurcs and ch:mg.es m fund bnlnnccs governmental funds. These 
financial statements report the financial position and results operations of the Municipality's 
governmental fundc; by presenting sources, uses and balances of current financial resources. Some of 
these financial statements have a budgetary onentat1011 and focus pnmanly on: (I) the Muruc1pality's 
maJOr fund'>, as defined below, (2) the fiscal accountability and (3) the individual parts of the 
Mumc1pal1ty's govemment. Fiscal accountability represents the Municipality's respons1b1lity to 
Jllc;tify that its actions m the current year have complied with public decisions concerning the raising 
and spending of public moneys in the short tenn {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 accompariying OFFS 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 1s m::untained consistent with legal and self-imposed 
managerial requirements established by the Municipality. For financial reporting purposes, the 
Municipality classifies iLc; governmental funds within the following categories: 

• (;e11eralf1111d The general fund is the Municipaltty's main operating and major fund, as defined 
below, used to account for aJJ fmancia l resources and governmental acllvities, except for financial 
resources required 10 be accounted for in another fund. It 1s presumed that the Mumcipality's 
governmental activ111es have been reported m the general fund except for Lransnct1ons for which 
one of the following compelling reasons has required the use of another fund: (I) legal 
rcqu1remenL'i, (2) GAAP requirements or (3) the demando; of sound financial admm1stration 
rcqumng the use of a governmental fund other than the general fund. 
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• Special revenue f1111d.~ - The special revenue funds are nonmajor funds, as defined below, used 
by lhe Municipality to account for revenues derived from grants or other revenue sources (other 
than major capital projects) that are either sdf-restricted by the Municipality or legally restricted 
by outside parties for use in specific purposes. The uses and limitations of coch special revenue 
fund arc specified by municipal ordinances or federal and state statutes. l lowever, resources 
restnctcd to expendjturc for purposes normally fina11ced 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 ftmd - 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: (l) 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. Prin cipal and accmed interest due on July I of the following fiscal year 
related to long-term debt for which debt service payments are accounted for m the debt service 
fund. are recorded as debt service fund's liabilities at June 30, if resources arc avajlable at June 
30 for its payment. 

Oencral long-term dcblS 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 arc generally accounted for m 
the general fu nd. 

• Capital proj ects ftmds Capital projects funds are major and nonmajor funds, as defined below, 
used Lo account for U1c Ii nancial resources used in the acquisition or constrnction of major capi'tal 
facilities, other assets and pennanem improvements. Significant capital outlays financed from 
general obligation bond p roceeds arc accounted for also in the capital projects funds. 

The use of the capital projects funds has been reserved for major capitnl acquisitions or 
construchon activities that would distort financial resources trend data if not reported separately 
from the other Municipality's opcmting activities. The romine purchases of minor capitali7.able 
assets (such as certain vehicles and other minor capital assets) have been reported jn the fund 
from which linancial resources were used for the purchase. 

Under current standardc; the focus of the governmental fund financial statements is on major funds, 
which generally represent the Municipality's most important ftmds. Accordingly, the Municipality is 
required to segregate governmental funds among major and nonmajor within the governmental fund 
financial statements. Major individual govcmmental funds arc reported individually as separate 
columns in the governmental fund financial statements, while data from all nonmajor governmental 
funds arc aggregated into a single column, regardless of fund type. 
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By definition, the Municipality's general fund is always considered a major governmental fund for 
financial reporting purposes. ln addition, any uthe1 fund 1s considered a major fund for financial 
reporting purposes if its total assets. liabilities, revenues or expenditures of that individual 
govcnuncmal fund are at least 10 percent of the corresponding clement total (assets. habilities. 
revenues or expend1tures) for all governmental funds or based on the Municipality's official's criteria, 
1f the fund is particularly important to financial s tatement users. For the purposes of applymg the 
aforementioned major fund criteria, 110 eliminations of ioterfund balances have been made. Total 
revenues for these purposes means all revenues. including opernt.ing and nonoperating revenues (net 
of allowances), except for other financing sources. Total expenditures for these purposes mcm1 nil 
expenditures, including operating and nonoperating expenditures. except for other financing uses. 

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

General Fund: Thc Gcnerdl Fund is the general opcrntions lhnd of the Municipality. It is used to 
account for a.II financial resources except those required to be accounted in another fond. 

Commonwealth Legislature R esolutions Fund: Commonwealth Legislat:Jvc Resolution::. fund 1s 
used ro account for revenue sources lO be used for the construction and improvement of capital 
facihties 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-tenn debt principal and interest. 

FEMA-Hazard Mitigation Grant Program Fund: HMGP fund is used to account for revenues 
sources for the acquisition of property ("buyouts") severly damaged or destroyed in a natural 
disaster 

$1,310,000 Bond Issuance Fund: $1,310,000 Bond Issuance Fund is used to account for capital 
projects such as community facilities repairs, improvements of certain sport courts, and repavmcnt 
of mumcipa.Uty roads. 

e) Measurement Focus a11d Basis of Acco1111ti11g 

Government-wide financial statements - The accompanying GWFS :ire prepared using the 
econom.ic resources measurement focus and the accrual basis of accounting. Subject to the additional 
nilcs and limilattons detailed below, revenues (incluchng interest income) arc generally recorded 
when earned and expenses are generally recorded when a liability is incurred, regardless of the riming 
of related cash flows. 
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All revenues, expenses, gains, losses, assets and iiabilities 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 
1s one in wh1ch there is an identifiable exchange and the values exchanged, though related, mny not 
be quite equal. Nevertheless. the exchange characteristics of the exchange-Like transaction are strong 
enough to JUStify trcming it as an exchange for accounting purposes (examples include fees for 
licenses and pennits, charges for services, and miscellaneous revenues, which are recorded .as 
n.:venues when collected because they arc genera lly not measurable until actually received). 

In a nonexchangc transaction. the Municipality gives (or receives) value without directly receiving (or 
giving) equal value in return. This is different from ari exchange transaction, 111 which each party 
receives and gives up essentially equ:il values. According current standards, the Municipality groups 
its nonexchange transactions into the fo llowing four classes in the accompanying basic financia l 
statements: (a) derived tax revenues, (b) imposed nonexchange revenues, (c) government mandated 
nonexchangc transactions, and (d) voluntary nonexchangc transactions. 

In the case of derived tax revenue transactions (such as municipal license taxes), which result from 
assessments the MunicipaJity places on exchange transactions, rec~ivables and revenues are recorded 
when the underlying exchange has occurred (that generally is, when the taxpayers' riet sales or 
revenues subject to tax take place). 111 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. 

Govemmem-mandatcd nonexchangc transactions (such as grants and contributions) result when a 
govcmmcnt at one level (su ch as the tederal or state government) provides resources to another 
government (such as the Municipality), and the provider government requires the recipient 
government to use lhose resources for a specific purpose or purposes established in the provider's 
enabling legislation. ln 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 recog111zcd as quali fying 
reimbursable expenditures are incurred. 

• 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 arc met. When the provider is a government (including the government or the 
United States of America) the applicable rccot,rnition period for both, the provider and the 
recipient, is the provider's fiscal year and begins on the first day of that year. 
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Voluntary nonexchange transactions (such as donations and certain grants and entitlements) result 
from legislative or contractua l agreements, other than exchanges, entered into willingly by two or 
more parties. ln these types of transactions, receivables and revenues are generally accounted for in 
the same manner as government-mandated nonexchangc 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 h:is 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. 

G overnmental fund financial statements - The accompanying GFFS are reported using the current 
financiaJ 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 arc collectible within the current year or soon enough therc~1ftcr 
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, 2006, except for property taxes for which the 
availability period is 60 days. Revenue sources not meeting tllls availability criterion or collected in 
advance are recorded as deferred revenues at June 30, 2006. The principal revenue sources 
cons1dcrcd susceptible to accrual include property ta.xes, municipal .license taxes, intergovernmental 
grants i.md contributions and interest income. These principal revenue sources meet both 
mcasurability 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 pcnnits. charges for services and miscellaneous revenues are generally recorded 
as revenues when collected because they are generally not measurable until actually received. 

All revenues, expenses, gains, losses and assets resulting from noncxchange transactions are rt.!cordcd 
in a similar manner to the GWFS, using the previously discussed criteria set forth by current 
standard<> for nonexchangc transactions, but subject to and limited by the availability cnteria 
discussed above. Accordingly, municipal license tax receivables and revenues are generally recorded 
when the underlying exchange has occurred. Property tax receivables are also gencrall.y recorded in 
the period when an enforceable legal cJajm 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 
rc1mburscment-typc grants, contributions, donations and entitlements are also generally recorded as 
qualifying reimbursable expendin1res arc incurred, while receivables and revenues from other types of 
grants arc recorded when all e ligibility requirements imposed by the provider have been met. 
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lntcrcst income is recorded when earned only if collected withi11 90 days after year-end since these 
would be considered both measurable and avnibble. 

Expenditures and related liabilities arc 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 arc nonn:illy expected to be liquidated with 
expendable financial resources. 

Modifications to the accrnal basis of accounting include: 

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

• Principal and i.ntcrest on bonds and notes payable arc recorded when they mature (when payment 
is due), except for principal and interest due in July l 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 iitigation and 
other long-tem1 obligations are recorded only when they mature (when payment is due). 

LiabiJities outside the bounds of these exceptions or modifications are reported as governmental fu nd 
liabilities when incurred (inclurnng salaries, professional services, supplies, utilities, etc.) since these 
habtlities normally are paid in a timely manner and in full from current financiaJ resources. 

The measurement focus of the GFFS is on decreases i.n net financial resources (expenditures) rather 
than expenses. Most expenditures are measurable and are recorded when the related governmental 
fund liability is incurred. A llocation of costs, such as depreciation and amortization, arc recorded in 
the accompnnying 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 
11s111g the modified accnial basis of nccounhng) arc incorporated into the accompanying statement of 
net assets. 

f) Unrestricted tmd Restriclltd Deposits 

TI1e Municipality's deposits are composed of cash on hand, demand deposits and cash equivalents 10: 
( I) commercial banks. (2) the Government Development Bank for Puerto Rico (GDB), a 
governmental bank and a major component umt of the Commonwealth. who is statutorily des ignalc<l 
as fiscal agent of the Municipality, and (3) the Municipal Revenue Collection Center (CRIM, by ns 
Spanish acronyms), a governmental entity responsible for the imposition and collection of property 
taxes on behalf of all municipalities of Puerto Rico. 
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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 tl1e 
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). AIJ securities pledged as collateral 
arc held by the Secretary of the Treasury of the Commonwealth, in the Municipality's name. 

Restricted assets include cash and cash equivalents in GDB and CRr.M. These cash balances are 
dassifie<l as restricted assets ~ince its ust:: is limited for the specified purposes discussetl below, whid1 
arc established by applicable ogreements or required by law. 

Restricted cash with fiscal agent in the general and debt service fi.mds represent property tax 
collections which are n:tained 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 nonintercst bearing accounts which arc 
restricted for: (1) the acquisition, construction or improvement of major capital assets and the 
operations o f federal and state funded programs. 

g) U11restricted a11d R estricted Accoullls Receivable 

In the accompanying GWFS, receivables consist of all revenues earned but not collected at June 30, 
2006. 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. 

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

These accounts receivables are stated net of estimated allowances for uncollcctible accounts. which 
are detennined, based upon past collection experience, historical trends, current economic conditions 
and the periodic aging of accounts receivable. 

Activities among funds that arc representative of lending/borrowing arrangements outstanding at the 
end of the fisca.I 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 arc reported as "due to/from other funds." Advances 
between funds, as reported in the OFFS, are offset by a fund balance reserve account i11 applicable 
govenm1ental funds to indicate that 1hcy are not ava1lable for appropriation and arc not expendable 
available financial resources. 
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The Municipality purchases gasoline, oil and other expendable supplies held for consumption. The 
cost of those purchases is recorded as expenditure when incurred in Lhe appropriate fund but U1e yea.r
end inventory is not recorded in the Statement of Net Assets. as management believes is not 
s1gnifican1. 

i) Deferred Cl1arge.v 

Deferred charges capitnlized in the accompanying statement of net assets consist of bond issuance 
costs, net o f accumulated amortization. Deferred charges arc amortized over the tenn of the related 
debt using the straight-line method In the GFFS, bond issuance costs are recogmzed in the current 
penod as expenditures, whether or not withheld from the actual debt proceeds received. 

j) Capital Assets 

('ap11al assets used m governmental ac11v1t1es include land :md land improvements, bmldings, 
stnictures and bmldmg unprovements. machmery and equipment, furniture and fLXtures. licensed 
vehicles. construction m progress, and mfrastnicture These assets are capttahzed and reported in the 
accompanymg statement of net assets. Infrastructure assets arc generally stat:onary 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 
acqu1s1tion or construction, and with useful lives extending beyond one year. All assets w1Lh 
md1v1dual costs under $500 or with useful lives not exceeding one year, arc charged directly to 
expense m the accompanymg statement of activities. In the govemmental funds, all capital assets arc 
n.:corded as expenditures. 

In the statement of nel assets, all capital assets are recorded at cosl or estimated historical cost if 
actual cost was una.vailablc, except for donated capital assets, which are recorded at their estimated 
fair 'alue at the date of donation. Estimated hfatoncaJ costs based on deflated current costs were used 
to value a s igmficant poruon of the infrastructure and certain land, buildings, structures and building 
improvements constnictcd or acquired pnor to June 30, 2002. The method to deOate the current costs 
usmg 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 lo value the infr.istructure, 
land. building, structures, building improvements, construction 111 progress, machinery and equipment 
and licensed vehicles constructed or acquired during or after the year ended June 30, 2003. 

MaJOr outlays for capital assets and 11nprovements arc cap1tah1cd m 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 arc not cap1tahzcd. 
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Depreciation and amortization expense is recorded only in the government-wide statement of 
uct1vities. I lowcver. there is no dcprcc1atiun or amortizahon recorded for land and construction-in
progrcss. Depreciable capital assets are generally depreciated or amortized over their estimated useful 
lives under the straight line method, except for machinery and equipment hclu under capita l leases 
which is depreciated over the shorter of its estimated useful life or the lease lcnn. The estimated 
useful lives of major capital asset categories arc: 

Lan<l improvements 

Buildings, structmes and building improvements 

ln frastructure 

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 to20 

Depreciation and amortization expense on capital assets are recorded as direct expenses of the 
f11ncl10n/prog:ram specifically identified with the asset. Depreciation and amorriz::i.1ion of 
infrastructure is not allocated to various functions/programs but reported as dirCCl expenses of the 
urban and economic development function. 

k) Deferred Rl've1111es 

The Mumcipality reports deferred revenue on its OFFS and GWFS. ln the OFFS, deferred revenue 
arises when: 

• Potential revenue does not meet both the "measurable" and "available" cnteria for revenue 
recognition in the current period. As previously discussed, available is defined as due (or past 
due) al 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 1s recognized. 

Deferred revenues at the government-wide level arise only when the Municipality receives resources 
before it has a legal c laim to them. 
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The Municipality's employees accumulate vacation, sick leave and compensatory rime based on 
continuous service. Compensated absences are recorded as a liability if (1 )arc earned on the basis of 
services already perfonned by employees, (2) it is probable that will be paid (in the form of paid time 
off, cash payments at termination or rcun.:ml!nt, or some other means) and (3) are not contingem on a 
specific event (such as illness). 

The compensated absences arc accumulated on the basis of 2Y.i days per month of vacation and l Y.i 
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 rhc accumulated vacations arc 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 arc 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 1s the 
nmount that is normally expected to be paid using expendable available financial resources. The non
currcnt portion of the liability is not reported. 

Pursuant to Law No. 152 of August 20, 1996 effective July 1, 1997 the Municipality is required to 
pay any excess of vacations and sick leave accumulated over 90 days as of December 1 1 of each year. 
Payments should be made on or before March 31 of the following year. 

111) 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. 

/\II 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 l of the 
following fiscal year arc 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 dc.:bt issued is reported as 
other financing sources when issued. 

In the GWFS debt issuance costs are reported as deterred charges and are amortized under the 
straight-line method over the life of the debt while in the OFFS such costs are rcco~ni7.cd as 
expenditures during the current period. 
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The Municipality classifies its lease agreements either as operating or capital leases. Capital lease 
agreements ilre non-cancelnble 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 
mvolve such transfer. Accordingly, a capital lease mvolves 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 capit::il lease if at its inception the lease meets one or more of the following four 
\.t1tc1ia: 

• By the end of the lease term, ownership of the leased property is transferred to the Municipality. 

• ·1 be lease agreement contains a bargain purchase option. 

• TI1e lease term is substantiaJly equal (75% or more) to the estimated useful hfe of the leased 
property. 

• At the inception of the lease, the present value of the minimum lease payments, with certain 
adjustments, 1s 90% or more of the fair value of the leased property. 

Although the Mu1t1c1pnhty is prevented legally from entering into obligations extending beyond the 
current year budget. most capital lease agreements entered by the Municipality contain fiscal funding 
c lauses or n enncell::ition clause that makes the continuation of the agreements subject to future 
nppropriatwns. Leases that meet at least one of the aforementioned four cnteria and have fi scal 
fundmg or cancellation clauses have been recorded as capital leases in the accompanying GWFS, 
smcc the hkchhood of invoking the provision 1s 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 or 
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 
usmg the efTectJve interest method. 

In the OFFS, the net present value of the rrunnnum lease payments al the mcepuon of the cap1tal lease 
is recorded s imultaneously as (1) expenditure and (2) other financmg source. Minimum lease 
payments arc recorded as expenditures 111 the G Fl·S. 
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o) Acco11nti11g for Pension Costs 

The Commonwealth of Puerto Rico is considered to be the sponsor of the Employees' Retirement 
System of the Government of Puerto Rico and Its lnstrume11t01lities (ERS) and System 2000, the two 
retirement systems in which the employees of the Municipality participate. Accordingly, the 
Municipality is considered a parti.cipant and not a sponsor of these retirement systems since the 
majority of U1e 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 s tatements of the Commonwealth account for the total amount of the net pens.ion 
obligation of ERS, including any amount that may be allocated to the MunicipaJity. 

The Municipality accounts for pension costs from the standpoint of a participant m a multiple
cmployer cost~sharing plan. Accordingly, pension costs recogni7.ed in the accompanying basic 
financial statements are equal to the statutorily required contributions, with a liability recorded for 
any unpaid required contributions. 

p) Risk Managem en t 

·n1e Municipality carries commercial insurance covering casualty, theft, ton claims and other losses. 
Insurance policies arc negotiated by the Puerto Rico Treasury Department (the Treasury Department) 
on behalf of all municipalities of Puerto Rico. 'Ibe Treasury Department pays the insurance premiums 
on behalf of the Municipality and then is reimbursed each year ilirough monthly equal payments 
deducted from the Municipality's gross property tax collections made by CRIM. 

The M1101c1pality carries insurance coverage for death and bodily injuries caused by automobile 
accidents. 111is insurance is obtained through the A utomobile Accidents Compensation 
l\dministration ("ACAi\", by its Spanish acronym), n 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 Mumcipality obtains workers' compensation insurance coverage through the State Insur.mce 
Fund Corporation ("FSE" by its Spanish acronym), a component unit of the Commonwealth. Thjs 
ms urancc 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 111surance premiums are also paid through monthly deductions made by CRlM from the 
Mumc1pality' s gross property tax collections. 

The Municipality obtains unemployment compensation, non-occupational disability, and drivers' 
111surancc coverage for its employees through various insurance programs administered by the 
Commonwealth's Department of Labor and 11uman Resources (DOL). 111ese insurance programs 
cover workers against unemployment and provide supplementary insurance coverage for temporary 
disability, or death because of work or employment-related accidents or because of illness suffered as 
a consequence of their employment. Unemployment compensation, non-occupational disability and 
drivers' insurance premiums are paid directly to DOL on a quarterly basis. 
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The Munic1pahty also obtains medical insurance coverage for its employees. The current insurance 
pohc1cs have not been canceled or tennmatcd at June 30, 2006. In the past three years, the 
Mun1cipahty has not settled claims that exceeded insurance coverage. 

q) Reservatio11s of Fu11d Bala11ces 

Reservations of fund balances represent portions o r fund bnl:rnccs that arc legally segregated for 
spccific future uses or are not appropriated for expenditure. The Municipality has the following types 
of rescrvntions or fund balances: 

• E11c11mbrn11ces Rcpresenc future expenditures under purchase orders, contracts and other 
commitments. These committed amounts represent reservations of unexpired appropriations and 
generally will become liabilities m future pcnods as the goods or services arc received. 

• Capital Projects - Represent the reservation of amounts to be used for foture expenditures for 
capital projects under contracts and other comrmtments. These committed amounts generaJJy 
wall become liabilities in future penods as the pro1ccts arc completed. 

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

• Otllu Specified Purposes - Represent resources set aside for use m federal and st:ite grant 
programs accom1ted for in the speciaJ revenue funds. 

r) /11terfi1ml Activities 

Pennancnl reallocations of resources among the Municipality's funds arc classilied as intcrCund 
transfers. The Municipality has the following types of activities recorded among funds in Lhc 
accompanying GFFS: 

• Tra11sfer.v Represent lcgaJly required transfers that arc reported when incurred as "transfers-in" 
by the recipient fund and as "transfers-out" by the disbursing fund. 

• /11trn-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. 

• Allva11ces - Represent amounts advanced among fu nds, which are not considered to be currently 
available linanc1aJ resources. 

In the Gl+S, mtcrfund activity has not been eltmm::11cd, as pcmutted by GAAP. 
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·nie preparatton of the accompanying basic financial statements m conformity with GAAP requires 
m:magcmcnt to make significant estimates and assumptions th.it affect the reported amounts of assets 
and liabilities and the disclosure of contingent assets and liobtlitics at the date of the basic financial 
statements, and the reported amounts of revenue and cxpenscs during the reporting period. Actual 
results could differ from those estimates. 

t) F11t11re A1/()ptim1 ()/ Acco11ntillg Pro1101111ceme11ts 

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

Financial Reporting for Post employment Benefits 
Plans Other Than Pension Plans 

45 Accounting and Financial Reporting by Fmploycrs 

48 

for Post employment Benefits OtJ1er Than 
Pensions 

Sales and Pledges of Receivables and Future 
Revenues and Intra-entity Transfers of Assets and 
Future Revenues 

To be Adopted in 
Fiscal year ended, 

June 30. 2008 

June 30, 2009 

June 30, 2008 

The imp;1ct of lhcsc stotcmc11ts in the Municipality's basic financfol statements has not yet been 
dctcm1incd. 

2. CUSTODIAL CREDIT RISK - DEPOSITS 

Custodial credit nsk is the nsk that in the event of a bank failure, the government's deposits may not be 
rctumcd to 1t. ·n1e Municipality maintains cash deposits in commercial and governmental banks located m 
Puerto Rico. 

Under C'ommonwe::ilth of Puerto Rico statutes, public funds dcpos1 ted m commercial banks must be fully 
collaternlt7ed for the amount deposned in excess of federal deposit insurance. All securities pledged as 
collateral hy the ~umc1paltty are held by the Secretary of Treasury of Puerto Rico m the Municipality's 
name. At year end the Municipality's bank balance m commerc1al banks amounts to $402,715. 

Deposits 111 govcmmcntaJ banks. all of which are umnsured and uncollateralized, are exposed to custodial 
crccltt nsk. At ye::ir end the Municipality's bank balance m governmental banks amounts to $1.876,838. 
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3. OllE FROM (TO)GOVERNMENTAl~ AGE 'C IR 

:.1. Amounts due from governmental agencies as of June 30, 2006 follows: 

Munic1pul Revenue Collection Center (\RIM) 
property taxes (debt service fund) 

M unicipal Revenue Collection Center (CR £M)-
current year liquidation (general fund) 

Puerto Rico Department ofFamily - Child Care 
U.S. Department of Justice-COPS 
lJ.S Federal Emergency Management Agency 

llMGP 
Office of C'omrmss1oncr of Municipal Affairs 

COOG 
U.S. Depan:ment of Housing and Urban 

Development Secuon 8 
U.S. Department of Commerce - EDA 
Puerto Rico Department of Labor - Law 52 
Puerto Rico Department of Labor - Law 82 
Puerto Rico Department of Health 
< iovcmrl'k!nt Development Bank of Puerto Rico 
Puerto Rico Office of Management and Budget 

I nw No. 43 of2006 
Puerto Rico Police Department - Public Order 

Code 
( 'ommonwca Ith Legislature Resolutions 
P11rr10 Rico Department of Treasury 

Christmas bonus reimbursement 

$ 

$ 

Commo nwealth 
Governmen t 

12,554 

185,559 

300.063 
41.0 l 'i 

564,492 
4,742 

64,842 

33,356 
401,151 

84,634 
1,694,408 

$ 

$ 

Federal 
G overnmen t 

65.706 
999 

434,368 

393,327 

99 
93,822 

988,32 1 

The amounts due from Puerto Rico Department of T reasury Christmas bonus ($84,634), Municipal 
Revenue C'ollccl1on ('enter-current year liquidation, ($89.521 ). Puerto Rico Department or Health 
($329,287), U.S. Federal Emergency Management Agency ($113,377), U .S. Department of Commerce 
bDA ($93,822) and Puerto Rico Department of Labor Low 52 ($300,063) arc recorded as deferred 
revenue 111 the governmental funds statements since arc not available as required by current standards or 
represent resources received before allowable expenditures nrc incurred. Sec note 6. 
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b. Amount~ due to governmental agencies as of June 30, 2006 follows: 

Puerto Rico Aqueduct and Sewer Authority 
(PRASA) 

Puerto Rico General Services Administration 
Puerto Rico Employee Retirement System 
Administration 
Puerto Rico lndustr[al Development Corporation 
(PlUDCO) 
Puerto Rico Department of Labor - unemploymen1 
Puerto Rico Lana Authority 
Puerto Rico Treasury Depnrtment 
Puerto Rico Electric Power Authority 
Other entities 

4. JNTERFUND TRANSACTIONS 

a. Due from/to other fonds: 

$ 

A mount 

32,439 
124, 158 

175,553 

3,370 
131,131 

1,200 
5,000 
7,754 

205 
$ 4&0,8 10 

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

Receivable Fund 

General Fund 

Major Fu11d -
Commonwealth 

Legislative Resolutions 

Other governmental funds 
- C'itizcns Participation 

Other governmental funds 
-C'DR 

Other govemmentnl funds 
-others 

Total: 

Payable F und 

Major fund - State Legislative Joint Resolutions 
Other governmental funds -Public Order Code 

Other governmental funds-Law 52 
Other govemme11tal funds-Law 82 
Other governmental funds -CDBG 

Other governmental funds-Child Care 
Other governmental funds-others 

General Fund 
Major fund FEMA HMGP 

Other governmental funds - CDBG 

General Fund 

General Fund 

General Fund 
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Amount 

$ 51,173 
36,556 

290,172 
50,075 

150,339 
91,492 
39,235 

784,464 
431,994 

24,978 

321,628 

28,566 

13, 189 

$ 2,3 13,861 
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fransfcrs between individual funds were made for operational purposes. Transfers includes: interest 
c:m1cd on rcslnctcd cash with fiscal agents in the debt service fund and operating and capital 
improvement loans in other governmental funds which is trans ferred to the general fund; principal and 
11111.:rcst payments of general long term debt transferred from the general fund to the debt service fund; 
and tr:insfors of funds from general fond lo other special funds for matching purposes or to Gnance 
unrcimlrnrsable funds from governmental agencies. 

5. CAPITAL ASSl.:TS 

Capital asset activity for the year ended June 30, 2006 was as follows: 

B:il:tnce 
July 1. 2005. :u 

restated lncru n 
( !Q~~ID!!!!.'111:11 llCllVl!ICS'. 

C 'ap1tal aJ;.M:l'I. nol bcmg d1.-pn.-ci:ited: 
l.:md s 665.008 
Con\trucuon m progress 5.155.763 I .-i411~S27 

I ol!ll cap112l :assets not being 
dC'prt1:1:11cd 5.820.771 1,4-111.527 

C'apu:il a.~~cl!.. bcinl! dcprcc:i:ucd: 
Buildmi·~. wucture, iinll building 
1mproH'llll.'llL~ 6.691.()<)J 27,47() 
lnfrnstructurc 3,671,371 B9,424 
I nnd 1111provrmc111s 2.8R4,899 8,097 
I 1ccnsell vclrn:lcs l,500,668 108,768 
Machinery and ccpiipmcnt 991,731 I JS,854 
l'qu1pmun1 under cnp1t:1l lcascs 4J,572 

'l\•tal c:1p11nl nsscls being 
tlcpn·ciatc1J I 5.78JJ34 (>! 1),61 3 

I l·s~ accumulnlcJ dcprc.'Crn.llon for 
ll111l1hnrs. Mructurcs nnd bu1hhng 
unprovcmcnts 2.542,676 I 32.203 
lnfl'3.'iln1cturc 1,113.721 170.189 
I :md 1mpmwmenb 1.909.092 83,'i!IO 
I 1ccnsc.'<I vehicles 862.281 111,121 
Machmcry and equipment 715.827 34,744 
hiu1pmcnt unck.T capllal lc:ascs 18,89!1 ll.SR6 

1otal11ccum11latcd dcp1c.-c1a11on 7.162.41)5 'i41,,93 

r111al c:ipll:il :IS-CL~ hcin~ 
1kprcc1:itcd. net K.620.839 7R.220 

Ci1Hcmmcn1al actlnllcs cnpu:il 
:1\\CI,, net s 14,-141.6 I 0 s I .~2(1,747 

43 

168,677 

168.677 

89,780 

ll'>.780 

711,897 

78.897 

B:ilance 
Junt JO. 2006 

s 66.:>.008 
(1.604 .290 

7.2bt} .2911 

6.549,88() 
4.010,795 
2.8?2,9% 
1,609,436 
1,127 ,585 

4.l.572 

16,234.270 

2.585.()')C) 
1.283.910 
1.91)2.(>-12 

973.402 
750.571 

28.484 

7.614.IOR 

ll.620.lb2 

s 15.88'>.451) 
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Depreciation :ind amort1wtion of capital assets was charged to functtons/acttvit1es 111 the accompanying 
govcmmcm-w1dc st:ucmcnl of activities as follow.;: 

Go,•crnmcntal activities: 
General government 
Public safety 
llcalth and welfare 
Culture and recreation 
Pnblic works and snnitalion 

Total depreciation expense, governmental activities $ 

s 97..201 
90,437 
28,459 

147,763 
177,533 

541,393 

The Municipality was awarded $900,000 by the Econoffilc Development Administration (EDA) on 
September 25, 2001. The project consists of the constniction of a building known as the Coastal 
Enterpn sc Center for small tourism related businesses and the construction of an outdoor produce 
market. The Munic1palny signed a deed of unilateral mortgage for the amount of $900.0-00 on Octo~r 8, 
2004. This mongagc was s igned in be haJf of EDA over an immovable property m which the project will 
be located. The agreement and mortgage shall terrmnate 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 fro m EDA provides the purposes for which the award 
amount may be used and provides, interaJia, where the Municipality will not sell, lease, mortgage or 
other wise use the project, unless prior approval of the Assisrancc Secretary of Commerce for Economic 
Development or thetr dcs1gnees, successors or assignees. 

6. DEFERRED REVEN E 

·n1c Munic1pahty reports deferred revenue on its GFFS as follows: 

Federal Govcrruncnt - EDA 
Uncamccl volume of municipal License tmccs 
CRlM-propcrly taxes (liquidation - current 

year) 
P.R. Department of Health 
P.R. Department of Treasury-Christmas bonus 
C11izcns Part1c1pation Fund 
Federal Emergency Management Agency -

llMGP 
Federal Emergency Managemen1 Agency -

othc1s 
P.R. Dcpanmcnt of Labor - Law #52 
Federal< iovcrnmcnt - 'ection 8 
Rural Development Corporallon 
Others 

$ 

s 
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Resources not 
av:iil:i1ble 

93,822 

89,521 
329,287 

84,634 

113,377 

300.063 

1.010.704 

Resources received 
b efore legal claim 

$ 

s 

232,426 

280.577 

40,956 

167.550 
28.566 
32.557 

782,632 
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The Murucipality's Legislature is legally authorized lo determine the contmcting of debts of the 
Municipality. Nevertheless, the laws and regulations of the Commonwealth nlso provide that: 

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

• Direct obligations arc 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 m 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 ta.'<.es 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 he 
su fficient to cover the projected debt service requirement. At June 30. 2006, the Municipality is in 
compliance with the debt limitation requirements. 

'foe general long-tenn debt activity for the year ended J une 30, 2006 was as follows: 
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Balante at Balan~e at Oue within one 
July I, 2005 Increases Utcrrasts June 30. !006 l'.ear 

Bonds payable $ J.51 4,000 s 1.310,000 s 200,000 $ 4,624,000 $ 224,000 
Notes payable to· 

PR 'I rc:l$ury 
[>cpartmcnt. 

I o~n ror payment of 
legal scttlcm\..'llt 1,633,730 1,002 l ,6J2,728 I 02,419 

r i11n11cing Ugtt.'CmClll 
for the execs~ of 
property tax over 
advances thoro\1gh 
liscal year 2003 4K7,980 12,037 475,1)43 12.9 17 

PR Department of 
l.:ibor and 1 luman 
Resources 417,302 105,940 JI 1,362 120.()68 
PR Land Authority 120,815 2.751 118,064 2,?16 
CRIM· 

Act No 42 
Financing 
agreement fot the 
excess of property 
tax ndvan.:es ova 
ta'< collcct10n~ 
thmuf\11 fiscal )'C'lt 

2000 1,028,004 14,873 1,013,131 15,807 
LIMS 95,193 12,391 82.802 B,l.39 

hn~ncmgof 

dul inqul!nl 
rropc.'liy tax 
OCCl1Ul1 IS SO lcl 13g,R42 12.242 126,600 

l'ay:ihlc to \RIM -
11xccss of prupcrty l:LX 

ndvu11ccs OV<1' nctu• I 
co I lections 56, 138 56.138 56,138 
l'nyablc to FEMA 750,467 750.467 
C'ompens2tcd absences l.121.9 14 47.301 73.699 1.095.5 16 4 5.000 
Claim' :mdjudgmcnts 164.660 26.083 126.219 64.524 15.284 
Obligo11011 under cuptt11I 
leases 22,197 5.263 16.934 7.595 
C'hristm:is bonus 169.014 183.370 169,014 183.370 183.370 

s 9.302.954 s 1.984.056 $ 735,431 s 10.551.579 s 799.253 

a) Bmuls J>ay able am/ operational loans 

rhc 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, 
10 cover ccrtam operating needs. Bonde; and notes payable at June 30. 2006 1s composed of the following 
debts: 
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1992 scriol bonds, original amount of$375,000, due in annual principal installments 
ranging from $25,000 to $50,000; plus interest due in scmwnnuul mstnllmcnts at 
vnriablc rote:. From 5.00% to 7 .8 I% (6.00% at June 30, 2006) through July I, 2009 

2002 serial bonds, original amount of $530,000, due in annual principal installments 
iunging rrom $ 10.000 lo $40,000; plus interest due in semiannual installments at 
variable rates from 2. 70% to 5.60% (3.21 % at June 30, 2006) through Ju ly I, 2026 

2005 serial bonds, original amount of S 1,3 L 0,000, due in unnual principal 
installments ranging from $35,000 to $105,000; plus interest due in semiannual 
installments Ill vanablc rates from 4.23% to 5.33% (4.23% at June 30, 2006) 
through July I, 2025 

Pu hlic Improvement Bonds: 
1995 serial bonds. original amount of $1.125.000. due in annual pnncipal 

mstallmcnts ranging from $20,000 to S I 10.000: plus interest due in semiannual 
mstallmcnts at variable rates from 4.70% to 6.63% (6.00% al June 30, 2006) 
through July I, 2016 

Operationnl loans: 
1986 original issue amount of $280,000, due in annual prmctpal installments of 

S 14,000, plus interest due in semiannual installments at variable rates from 5.00% 
10 8.50°/o (6.00% at June 30, 2006) through July 1, 2006 

2000 orit,rinal issue amount of $135,000, due in anmwl principal install ments ranging 
from SI 0,000 to $20,000; plus interest due in semiannual ins1allments at variable 
rates from 5.00% to 7.8 1 % (6.00% at June 30, 2006) 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 
5.00% to 6.00% (6.00% at June JO. 2006) through July I. 2026 

2005 or1g1nal amount of $145,000, due in annual pnncipal installments ranging ti'om 
SI 0,000 to $20,000; plus mterest due in semiannual installments :it vanablc rates 
from S.00% to 8.0 0% (6.25% at June 30, 2006) through July I, 20 14 
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s 

$ 

Outstanding 
A mount 

180,000 

490.000 

1,310,000 

815.000 

14,000 

65,000 

1,615,000 

135.000 

4,624,000 
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Annual debt servtce requirements of maturity for bonds payable arc as follows: 

Jun~ JO Principal In ter est 

2007 s 224,000 s 260,008 

2008 220,000 250,997 

200•J 235,000 227,117 

2010 255,000 21J,489 

2() 11 190,000 201,094 

20 12-2016 1,165,000 824,501 

2017 2021 990,000 ~07J85 

2022-2026 1,175,000 222,964 

2027 170,000 5,020 

fotals s 4,624,000 s 2.712.575 

h) Notes Payabl~ to Puerto Rico Treasury Department 

Loan for payment of legal settlement - On December I. 2003 the Mumcipaliry obtained a loan from the 
Puerto Rico Treasury Department to pay a legal settlement related to the Federal Civil Case No. 01-2692 
(JP) ·n1c foce amount of the loan was $2,000,000 at no mtcrest. This note has an imputed interest rate of 
3.00% and W<t!> ongmally recordL-d al its present value of $1,635, I 77, net of an unrunontzed dtscount of 
$364,823, at mcepuon. At June 30, 2006, the balance of this note, net o f the unamortized discount of 
$238, I 90 amounted to S 1,632,728 with an accmcd interest of $4,082. This amount will be repaid with 
unr\!stncted funds. ll1c principal and discount amortization (recorded as interest expense) maturities are 
~1s f'ollows: 

June JO J'>rinci~al Inter est 

2007 s 102,419 $ 47,325 

2008 105,534 44,202 
2009 159.437 40.164 

20 I 0 164.287 35,303 

2011 169,284 30 ,293 

:?O 12-2014 931,767 40,903 

To1al-. s 1,632,728 s 218.190 
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Financing of the excess of propertv tax ad vances over collections - On November 4, 1999 t11e 
Municipality entered mto a fmancing agreemeni with the Puerto ~ico Treasury Department to pay a debt 
related to the excess of property tax advances over collections made by the Puerto Rico Treasury 
Dcpanmcm prior to the creation uf CR1M in 1993. ' n1c outstanding principal and accrued interest 
balances of the note payable to CRIM amounted to $475,973 and $2,808, respectively, at June 30, 2006. 
·n1is amount will be repaid with unrestricted funds. The principal and interest matmitics are as fo llows: 

June 30 

2007 

2008 

2009 
2010 
20 11 

2012-2016 
2017-2021 

2022-2025 

Tornls 

Principal 
$ 12,917 

$ 

13,862 

14,876 
15,964 
17,13 1 

106,389 
151,422 

143,382 

475,943 

c) Note pay able to Puert<> Rico Department of Labor 

$ 

s 

Interest 
B .207 
32,256 

3 1,236 

30,142 

28,!>67 
123,983 

78 ,685 

18,125 

376,601 

On December 22. 2005, the MunicipaHty entered into a linancing U!,'l'Cement with the P.R. Department of 
Labor for a total amount of $417,302 for unemployment benefits paid by the Commonwealili of Pt1crto 
Rico in behalf of the municipality. The agreement is payable in monthly installments of $10,989. 
including interest of l 1.08% and due in January 5. 2009. The outstanding principal balance of the note 
payable amounted to $311 ,362 at June 30, 2006. Th<.! note is being paid from unrestricted funds. Debt 
service requirements in future years are as follows: 

.J'11 11c 30 

2007 

2008 
2009 

Totals s 

Pl'incipal 

120,668 

116,537 
74,157 

311,362 $ 

4'> 

In terest 

26,538 

I 1~ ,255 

2.080 

42,873 
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'I) Notes J'ayab/,e to Puerto Rico Land A uthority 

e) 

On October 22, 2003, the Municipality acqnired a parcel of land from the Puerto Rico Laud Aulhorily in 
the amount of $250,000 for which the Municipality issue a note payable. The note bears oo mtercst and 
has an imputed interest rate of 6.00%. The note was originally recorded at its present vaJue of $135,020, 
net of an unamortized discount of $1J4,980, at inception. At June 30, 2006. the balance of lhis note. net 
of the nnamortized discount of $95,442 arnow1ted to $118,064 with an accrued interest of $6,494. This 
amount will be repaid with unrestricted funds. The principal and discount amortization (recorded as 
i ntcrtist expense) maturities are as follows: 

June 30 Princi12al Interest 

2007 $ 2,916 $ 6,923 

2008 3,091 6,739 

2009 3,277 6,543 
20 10 3.473 6.336 

2011 3,682 6,116 

2012-2016 21,999 26,791 

2017-2021 17,529 21,507 

2022-2026 35,367 12,687 
2027-2029 26,730 l,800 

Totals $ 118,064 $ 95,442 

NlJtes J>11yable to CRJM 

Ad No. 42 - /\ct No. 42 of January 26. 2000 was enacted to authorize CRJM to enter into a financing 
agreement of up to $200 million, for a term not exceed ing 30 years. The financing agreement allows for 
the financing (lf 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 ti1e 
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 or August 15. 1999. 

On December 16, 2002 the Municipality entered into a repayment agreement with GOB and CRIM to pay 
off lhe remaining $1,061,453 of excess of property tax advances from fiscal year 2000 and 2001. CRJM 
retains lhc principal and interest from lhe property tax advances of the Municipality. The amounts 
retained by CRIM are remitted to CDB on July I of each year through foly l, 2032. The repayment 
agreement bears interest at a rate of 6.2%. The outstanding principal and accrued interest balances of Lhe 
note payable to ('RIM amounted $1,013,131 and $31.344 respectively, at June 30, 2006. This amount 
will be repaid with unrestricted funds. TI1e principal and interesl maturities arc as follows: 
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June 30 

2007 
2008 

2009 

2010 
2011 

2012-2016 

2017-2021 
2022-2026 
2027-2031 
2032-2033 

Totnls 

COMMONWEAL Tn Or P UERTO Rico 
M UNI CIPALITY OF G UANICA 

Notes to Basic Financial Statements 
June 30, 2006 

Principal Interest 

$ 15,807 $ 61 ,958 
60,?44 
59,845 

58,689 
57,459 

$ 

16,801 
17,856 
18,978 
20,17 1 

12 1,SJJ 

164,823 
223,532 
303, 155 
110,475 

1,013,131 $ 

265,978 

22 1,349 

160,822 
78,737 
10,995 

1,036,n6 

UMS On June 28, 2001, the Municipality entered into :i financing agreement with CR LM for the 
payment of the Municipali ty's share of the cost of an infon nation m.a.nagement system, acquired by CRIM 
on behalf of all municipalities. for the management of a digital database of la)(paycrs propcnies located in 
Puerto Rico. The face amount of the loan was S l 78,730 and bears no interest. The note is payable in 
monthly installments of $1.490 through December I, 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. 2006, the balance of this note, net of the unamortized djscount of 
$15,091, amounted to $82,802. This amount will be repaid with unrestricted funds. The principal and 
discount amortizcition (recorded as interest expense) maturities arc as follows: 

June 30 

2007 
2008 
2009 
20 10 

20 11 
20 12 

Totals 

Principal 

$ 13,139 

$ 

13,933 
14,774 

15,666 
16,612 
8.678 

82,802 

$ 

$ 

I ntcrtst 

4,669 
3,872 
3,026 
2,130 

1,179 

215 
15,04)1 

Financing of delinquent propertv tax accounts sold - On April 22, 2002. the Municipality entered into 
:i financing agreement with CRIM in the amount of $251,724 for t11c payment of delinquent property tax 
account sold to private investors. The financing agreement is m the fonn o f a line of credit beanng 
interests at 6.50% during the first 5 years, and variable interests 125 points over LIBOR rate during the 
ncx I 25 years. During this fiscal year CRIM has record credits for the amount of $12,242 to the principal 
on this agreement. Al June 30, 2006, the outstanding principal amounted to $126.600. The principal and 
interest mat1mtics are as follows: 
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COMMONWEAL TH OF P UERTO RICO 
M UNICIPALITY OF G UANICA 

Notes to Basic Financial Statements 
June 30, 2006 

J une 30 Printil!al Interest 

2007 $ $ &,229 
2008 8,229 

2009 2,177 8 , 153 
2010 2,323 8,007 

20 11 2,478 7,850 
20 12-20 16 15, 114 .36 ,5 1.3 

20 17-2021 20,900 37,381 
2022-2026 28,901 22,651 

2027-2031 39,965 11 ,528 

2032-2033 14,742 689 

Totals $ 126,600 $ 1491230 

j) Other mwable to CRIM - Excess or property tax advances over actual collections - The $56, 138 
represents the balance owed as of June 30, 2006 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). T his amount will be repajd with unrestricted funds. 

g) Note Payabl.e to FEMA - This amount represents final disallowed costs as determined by an audit 
performed by the Governor's Authorized Representative (GAR) of F'EMA fonds related to I Iurricanc 
Georges. As of June 30, 2006, 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. 

fi) Compen.<;ated ab.~e11ce.<o - lncludes accrued vacations, sick leave benefits and other benefits with similar 
characteristics such as compensatory time, represents the Municipulity's commitment to fund such casts 
from future operations. As of Jum: 30, 2006 the outstanding balance amounts to $1,095,5 16. ·nus amount 
will bo repaid wilh unrestricted funds. 

i) Otlter claims and j 11tlr:mellt'i - Represent the final costs of legal coses paid subsequent to June 30. 2006 
and other claims outstanding as of that date. The awarded amounts will be paid with unrestricted funds. 
As of June 30, 2006 the outstanding balance amounts to $64,524. 

j) /,ease obligatio11s 

The Municipality is obligated under capital leases with third parties that expire through 2009 for the 
acquisition of office equipment. At June 30, 2006, the capitalized costs and the related accumulated 
amortization of the leased equipment amounted to $43,572 and $28,484, respectively, which arc 
accounted for as capital assets in the accompanying govcmmcn1-w1dc statcmcm of neL assets. The present 
value of the future minimum capital lease payments at June 30, 2006 reported in the accompanying 
govt:mment-widc statement of net assets is as follows: 
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Year ending 
June 30. 

2007 

2008 

2009 

COMMONWEAL T H OF P UERTO Rrco 
M UN ICIPALJTY Oft' G U ANICA 

Notes to Basic Financial Statements 
June JO, 2006 

Total future min.imum lease payments 

Less: nmount representing future interest cost 

at 8.00% 
Pn.:scnt value of min.imum lease payments 

Less: 

Current portion of obligation under capital leases 

Obligation under capital leases. excluding current portion 

Amount 

8,940 

6,756 

3,184 

18,880 

(1,946) 

16,934 

7,595 

$ 9.339 

k ) Christmas bo1111s - Represent the accrued portion corresponding to fiscal year 2005-2006 of the Christmas 
bonus to be paid in December 2006. 

8. PROPJ:RTY TAXES 

The Municipal Revenue Collection Center (CRIM) of the Commonwealth or Puerto Rico is responsible 
for the assessment. coUection and distribution of real and personal property truces. The tax on personal 
property is self-assessed by the taxpayer. The assessment is made on a retum, which must be filed with 
U1c CRIM by May 15 of each year and is based 0 11 the c urrent value at tbe date of the assessmeni. Real 
property is assessed by the CRJM. The tax is general assessed on January I on a ll taxable property 
located wiU1in the Municipality and is based on the current value existing in the year 1957. For personal 
rroperty the tax is due with the return fi led on or before May 15. Taxes on real property may be paid on 
lwo equal ins tallments. foly 1st Rnd January 1st. 

The tux rates in force as of June 30, 2006 arc 8.78% for real property (of which 8.58% is paid by the 
caxpayer and .20% is reimbursed by the Pueno Rico Treasury Department) and 6.78% for personal 
property (of which 6.58% is paid by the taxpayer and .20% is reimbursed by the Puerto Rico Treasury 
Department). For both tax rates 1.03% belongs to the Commonweal th and 7.75% and 5.75%, respectively, 
belongs to the Municipality. Of the portion belonging to the Municipa lity, 6% on real property and 4% on 
personal property represents the Municipality's port ion which 1s :ippropriated for general purposes and 
accounted in the general fund. The remaining portion of 1.75% on both tax rates belonging to the 
Murncipality 1s rcstncted for debt service and accornued in the debt service fund. 

Residential real property occupied by its owner is exempt by law from property taxes on the ftrst $15.000 
of the assessed value. For such exempted amounts, the Puerto R ico Department of Treasury assumes 
payment of the basic tax to the Municipality. except for rcs1dcnti:.tl units assessed at less than $3.500 on 
which a complete exemption is granted. Revenue related to exempt property is recorded in the General 
rund. The Municipality t,rrants a complete exemption from personal property taxes up to an assessment 
value of $50,000 to retailers with annual net sales of less than $150,000. 
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1 he CRIM advances funds to the Municipality based on an csumate of special governmental subsidies 
and the property truces to be levied and which arc collcclcd 111 subsequent periods. This ctistribution 
mcludes advances of property tax and amounts of municipal equali.7.ation fund from the Commonwealth 
government. TI1e CRIM is required by law to prepare a settlement stotement on a fiscal yeor basis. 
whereby a comparison is made between the amounts advnnced to the Municipality and amounts actually 
collected from taxpayers. The CRlM prepares a preliminory settlement not later than three months oftl.!r 
fiscal year-end and a final settlement not later than six months after fiscal yenr-end. lf actual collections 
exceed the advances a receivable from CRIM is recorded. I fowever, if advnnces exceed nctual collections, 
:1 payable to C'RIM is recorded. The Municipnlity has o nt.:t receivnhlc of 185,559 rcsultiug from the Cina! 
settlement for fiscal year 2005-2006 and a net payable to the C'RfM of$ 56, l 38 resulting from the final 
scltlcmcnl for fiscal year 2004-2005. The net payable amount is recorded as a long tenn debt in the 
government-wide statement since will not be paid with expendable nvailable resources. 

9. Mll I IPAL LJCENSE TAXES 

Tl1c Mun1c1pnlity ts authorized by Law No. 8 l to impose and collect mumcipal license taxes on all trade 
or busmess activities operated by any natural or legal person within the territorial area ofGuanica. This is 
a .sclf-nssessed tax generally based on the business volume mensurcd by gross sales. The Mumc1pa11ty 
eo;tabhshes the applicable tax rates. At June 30, 2006, the mumc1pal tax rates imposed by the 
Mumc1pah1y were 1.50% for financing msutuuons und 0.40% for other types of taxpayers. Any 
taxpayers that have been granted with partial taX exemptions under any of the incentive tax laws of the 
Commonwcalth ulumately pay municipal license taxes at reduced tax rates, generally between 60% and 
90% under standard rates. 

Ench taxpayer must asses h1s/her corresponding 111umc1pal license tax by declaring hts/her volume of 
business th1ough a tox return to be filed every April 15 based on the actual volume of business generated 
111 lhe preceding calendar year. Taxpayers with a sales volume of$ J million or more must include audited 
finnncinl statements with their tax returns. The tax can be paid by the taxpayer in two equal installments 
d11c on .July 15 and January 15, subsequent to the filing of the declarntion. The fi rst installment of the tax 
coven; the six-month period ended December 31, subsequent lo the !iling date of the declaration, while 
the second installment of the tax covers the six-month penod ended June 30 of the subsequent calendar 
year. If a taxpayer elects to pay the tax in foll on the filing date of the declaration (generally April 15), a 
5% discount is granted automatically on the total true amount due. 

Any mu111c1pal license taxes collected in advance (that is, pcrtamang to a future period) are recorded as 
deferred revenues. Deferred municipal license tax revenues recorded 111 the nccompanymg GWFS and 
GHS amounted to $232,426 at June 30, 2006, which represents mumc1pal licenses collected in advnnce 
for the tnxnble year 2006-2007. 
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10. I NTERGOVERNMENTAL REVENUES 

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

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

(PREP A) 
Reimbursement from Commonwealth Govemment 

expenditures 
P .R. Department of Health-reimbursement of costs 

Jl . FUND BALANCE RESTATEMENTS 

a. Fund balances 

Christmas Bonus 

$ 

$ 

Amount 
4,358,155 

948,576 

.144,337 
799,697 

6,250,765 

The beginning fund balance of the EDA fund included in other governmental funds has been restated 
to recognize corrections of accounting errors. The corrections include an understatement of Jiabiliries 
for $25,120. The following schedule reconciles the fund balance at July 1, 2005 as previously reported 
to the beginning fund balance, as restated: 

b. Net assets 

Fund 
Other govemmentnl 

funds 

Balance a t 
beginning of year, 

as previously 
reported 

$ (50,295) 

Prior period :adjustments 

Correction of errors 

$ (25, 120) 

Balance at beginn in g 
of year, as 
Rest:ited 

$ (75,4 15) 

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

Net assets at beginning of year as previously reported: 

Restatements: 
Understatement of accounts payable, EDA 
Understatement of accounts receivable, P.R. Department of Health 
Understatement of c:1pital assets, EDA construction in progress 

Net assets at beginning of year as restated: 
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Notes to Basic Financial Statements 
June 30. 2006 

12. EMPLOYEE RETIREMENT SYSTEM 

fhc Mu111c1pahty's employees participate m the Employees' Retirement System of the Govenunent 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 cnhty) defined benefit pension plan estabUshed by 
the Commonwealth. The System was created under Act. No. 447 approved on May 15, 1951, as 
umcmled, and became effective on January I. 1952. The System covers all regular full time public 
cmployces working for the central government, the municipalities of Puerto Rico and certain public 
corporntwns not having their own retirement systems. 

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 financ1al reports 
that include its basic financial statements and required supplementary information for each of them, 
including reqmred SIX-year trend information. Those reports may be obtained by writing to tbe 
administrator of the System. 

The System provides for retirement, death and disability benefitc;. Death and disabiliry retirement benefits 
arc available to members for occupatfonal and non-occupational death and disabilities. Rettrcmcnt 
benefits depend upon age at retirement and number of years of credited service. Benefits vest after I 0 
years of plan part1c1patJon. 

Retirement benefits arc determined by the application of s11pulated benefit ratios to the member's average 
compensation. Average compensation is computed based on the highest 36 months of compensation 
rccogmzcd by ERS. The annuity, for which a plan member is elig ible, 1s limited to a minimum of $200 
per mm1th and a maximum of 75 percent of tbe average compcns:ition. 

On 8eptcmbcr 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 l , 2000. Employees participating in the current system os of December 3 1, 1999, 
had the option to either s tay in the defined benefit plan or transfer to the new program. Persons joining 
the government on or after January I, 2000, arc the only required lo become members of System 2000. 

System 2000 is a hybrid defined contribution plan, also known as cash balance plan. Under this new plan, 
there 1s a pool of pension assets. which will are mvcstcd by the System, together with those of the current 
defined benefit plan. The Commonwealth nor the Mu111cipaltty will b'ltarantce benefits at retirement age. 
the annuity will be based on a formula which assumes that each year the employees' contribution (with a 
m1mmum of 8.275 percent of the employees· salary up to a maximum of L0.00 percent) will be mvested 
in an account which will either: (1) earn a fLXed rate based on the two-year Constant Matunty U.S. 
Treasury "Jote; (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 combmat1on of both altcmattvcs. Part1c1pants receive penod1c 
account statements similar ro those of defined contrihution plans showing their accrued balances. 
J)1sah1ltty pensions arc not being granted under System 2000. The employer's contnbutions (9.275 
percent of the employees' salary which is applicable to the Mumc1pahty) will be used to fund the current 
plan. System 2000 reduced the retirement age from 65 years to 60 for those employees who 3oincd tJ1c 
c11n-cnt plan on or later January 1. 2000. 
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Contribution requirements are established by law and are as follows: 

Muntcipality 
Employees: 

I Ii red on or before March 31, 1990 

lfin.:c.hm or aJl.cr April I, 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 

011 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 Apnl I, 2001. Those who elected early retirement under this law w11l receive monthly 
benefits of75 percent (1f25 or more year of service and 55, or 30 o r more years or services and age 50) or 
benefits of 65 percent (1f 25 years of service by less than age 55) of their average compensation which 1s 
computed based on the highest 36 months of compensation recognized by the System. In these cases, the 
employer (mcluchng the Municipality) is responsible for contnbuting to the System the amount needed to 
cover the benefit payments and employer contnbullon with respect to the parbc1pants covered until the 
part1c1pants reaches the nonnal retirement age. 

I listoncally, the Commonwealth has reported the System as a single-employer plan (as relates only to the 
financial reporting entity of the Commonwealth) 111 its comprehensive annual financial report. 
Accordingly. any actuarial deficiency that may exist or anse related to the Mumc1pality's participating 
employees will be assumed by the Commonwealth s ince the System docs not allocate any actuarial 
deficiencies pertuinjng to munjcipaJ employees participating in the System. The Municipality is only 
n:qu1rcd by law to make statutory contributions in the rotes 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 bas ic finu111c ial statements. 

The Municipahty's actual contributions for the current nnd the previous two fiscal years, which arc equal 
to the statutory required contributions, were as follows: 

Fi cal year 
ended June 30, 

2006 
2005 
2004 

I 3. POSTl<: l\1PLOY:\IE T BENEFITS 

$ 
$ 
s 

Act o. 447 

60,926 
68,503 
74,224 

System 2000 

$ 
$ 
s 

140,455 
130,816 
74,481 

Pursuant to Law No. 157 of June 27. 2003, the Mumc1pal11y 1s required to cover annually the 3% increase 
m the retirement plan of its retired employees. For the fiscal year ended the post employment benefits 
p:ml to retired employees under this requirement amounted to $ 461 . 
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14. COMMITMENTS AND C ONTINGENCIES 

a. Encumbrances and construction commitments 

TI1~ Municipality has reported, outstanding encumbrances amounting to $178,886 in the general fund 
at Jnnc 30, 2006. 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 lhe subsequent fiscal 
year. 

·1 he Municipality has commitments at June 30, 2006 of approximately $814,546 for design, 
construction, improvements or renovation of certain municipal facil ities. 

b. Operating leases 

The Municipality leases office equipment under operating lease agreements. which generally have 
tenns of one year or less and are automatically renewed for the same terms. Rental expenses amounted 
approximately $ 7,126. Management believes that the summary of the future minimum rental 
commitments m1der noncancelabJc operating leases with term<; exceeding one year is not significant 

c. Federal and State Grants 

Projects financed by the Federal and State Grants <ire subject to audits by grantors and other 
governmental agencies in order to determine its expenditures to comply with the conditions of such 
grants. As of June 30, 2006 and as disclosed in Note 7(g) the Municipality accrued in the GWFS 
$750,467 representing disallowed costs as determined by an <iudit performed by the Governor's 
Authorized Representative (GAR) of FEMA fonds related to Hurricane Georges. As of June 30. 2006 
the GAR info1111ed the Municipality that additional funds in the amount of $293,698 may be 
disallowed since certain projects have not been completed. The fi nal outcome of this matter is 
undctcnninable. 

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

d. Litigations 

The Mumcipality 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 arc 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 
nnd 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 Mumc1pahty has reported liabilities of $64,524 
for uwardcd or an1Jc1pated unfavorable judgments as of June 30, 2006. Managemem believes that any 
unfavorable outcome m relation to pending or threatened litigation would not be significantly m 
t.:xcess of recorded amounts. 

15. PlJND BALANCE DEFIC ITS 

Certain special funds i11cluded as other governmental funds in the fund statements disclosed fund balance 
dclicits us follows: 

Amount 

Economic Development Administra1ion-EDA s 93,821 

P fl Dcpanmcnt of Labor Law #52 s 296,271 

Inc <lefic1Lc; results from the accrual of expenditures without accruing mtergovemmcntal revenues for 
reimbursement of expenditures. As required by current standards, the Mumcipality recorded 
m1ergovcrnmen1al revenues for reimbursement-based (cxpcnd1rurc-dnvcn) gmnts on fund statements 
when all applicable eligibility requirements have been met and the resources are available. 

16. SPJ.;('l L ITEM 

On July 26, 2005 the Municipality agreed to sell a parcel of land and the appended buildings with u book 
value of $78, 797 for a total amount of $6 l 2.265. The transaclJon falls under the defirutio:a of special item 
set forth hy GASB 34, as it is a transaction of unusual or infrequent nature within the control of 
Mumc1pahty's management. 

17. SlJBSl+~QlJl!.:NT EVENTS 

a. Salus Tax lrnplcrnentation 

Effective on August, 2006 the Municipality imposed a sales tax of I% to be applicable over all direct 
sales to consumers, including certain services as approved by the Municipal Legislature. Subsequently on 
Ncwemhcr 14. 2006 this tax was raised to 1.50% as amended by the Municipal Lebrislature to be in 
confomHty with Commonwealth Government Sales Tax Law (Act No. 117 of July 4. 2006) 

Scctwn 6189 of the Puerto Rico Internal Revenue Code of 1994, as amended. authonzes the 
Mume1pahhcs m Puerto Rico to impose a sales and use tax to consumers. This tax must be imposed m 
confonmty with the base, exemptions and l11111ta11ons contamcd m Subtnle BB of the Code. !'he 
Municipal Sales Tax lS specifically imposed over all sales transnchons of taxable items and combined 
llansact1ons (as defined by the municipal mtcmal regulauon) taken place wuhm mumc1pal limits. The 
Municipal Sales Tax 1s also specifically imposed over the purchase pnce for the use. storage or 
consumption of taxnblc transactions (as defined by the mumc1pal internal regulation) taken place withm 
Mumc1pal hnms. 
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b. Issuance of general obligation bonds 

On November 27, 2006. the Governmental Development Bank of Puerto Rico (GDB) approved the 
issuance of a $335,000 general obligation bond to the Municipality to finance t11c purchase of equipment 
for the new City Hall. Payments are due in annual mstallments through year 2011 , bearing iuterest at a 
variable rnte (UBOR + 1.25%). Principal and interest payments will be financed through the 
Municipality' s debt service fund. 
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REQUIRED SUPPLEMENTARY INFORMATION 



Revenues: 
Property taxes 

Municipal license tax 

Licenses, permits and other local taxes 

Fines and forfeitures 

lnteresi 
Intergovernmental: 
Other operating grants and contributions 

Rent 
Other 

Total revenues 

Expenditures: 

Current: 

General government 

Public safety 
Public works and sanitaiion 

Culture and recreation 
Heahh a11d \velfare 

Total expenditures 

COl\tL'\JONWEAL TH OF PUERTO RJCO 

MUNICIPALITY OF GUANICA 

BUDGETARY COMPARISON SCHEDULE- GENER.\.L FUND 

YEAR ENDED JUNE 30, 2006 

Budgeted Amounts 
Actual Amounts 

01·iginal Final (Budgetary Basis) 

$ 1,000,607 s l,000,607 s 1,000,607 

300,000 300,000 304,620 

851,500 851,500 272,183 

15,000 15,000 27,935 

10,000 10,000 66,875 

5,297.079 5,297,079 5,157,566 
100,000 100,000 81,481 

665,000 665,000 652,587 

8,239, 186 8,239,186 7,563,853 

4,259,881 4,259,881 4,542,265 

l,091,056 1,091,056 1,094,947 
1,866,194 1,866, 194 1,789,793 

346,495 346,495 365,365 
483,171 483,171 480,517 

8,046,796 8,046,796 8,272,886 

Excess (deficiency) of revenues O\!cr (u nder) expenditures 192,390 192,390 (709,033) 

Other fmancing sources (uses): 
Transfers-out (192,390) (192,390) (183,1 15) 

Total other financing sources (uses) (192,390) (192,390) (183,115) 

Net change in fund balance s s s (892,148) 

The accompanying notes are an integral part ofth1s required supplementary mfonnal!on. 
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Variance with 
Final Budget 

Positive (Negative) 

s 
4,620 

(579,317) 

12,935 
56,875 

(139.513) 

( 18,5 19) 
(12,413) 

(675,332) 

(282,384) 

(3,891) 

76,401 

(18,870) 
2,653 

(226,091) 

(901,423) 

9,275 

9,275 

$ (892,148) 
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1. Budgeta ry C oritrol 

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 fimd. Such legally adopted budgets are hased 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 reso urces 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 Muni.cipal Legislature no later than each May 10 and May 15, respectively. 
The (;01Tlffilss10ner 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 TO business days, up to June 13, to discuss and approve the Project 
with modificati.ons. The Mmticipal Legislature may amend the budgets submjtted by the Mayor but 
may not increase al'ly items so far to cause a deficit without imposing taxes or identifying other 
sources ofrevenue to cover such deficit. After the Municipal Legislature mo<lifies and prelimi_narily 
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 recorn_mendations 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 th.e 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 fisca l year until the Municipal Legislature and the Mayor 
approve new budgets. This pennits 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 
Lmencumbered appropriations within programs within funds. The Municipal Legislature may 
lTansfer 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 govemment, 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 

The Municipality's annual budgets are prepared tmcler the budgetary (statutory) basis of accatmting, 
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 arid other commitments of appropriated resources as deductions from the appropriation 
prior to actual expenditure. 1n the governmental funds, encumbrance accounting is a significant 
aspect of budgetary contrnl. Accordingly, expenditures arc generally recorded when lhe related 
expenditure is incurred or encumbered. Available appropriations and encumbrances arc established 
to lapse one year after the end of the fiscal year. Amounts requi:red 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-eF1d. 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 ncsults of 
operations under the budgetary basis of acconnting for the fiscal year ended June 30, 2006. 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, 2006, which is prepared by the 
Municipality's Department of Finance and Budget. Copies of that report may be obtained by 
writing to the MuF1icipality'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 govemmentaU fund financial statements in conformity 
with GAAP. Accordingly, the accompanying budgetary comparison schedule is accompanied by a 
reconciliation of the differences between the budgetary bas:is 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 arc not subject to budgeting by the 
Municipality since the resources received each year from the respective grantors varies from year to 
year, and the respective an1ounts are granted at their discretion. 

3. Budget to GAAP R econciliation 

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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t:xcess of revenues :rnd other financing sources over u penditures and other financing 

uses (budget:u·y bas is): 

Budget to GAAP d1ficrcnccs: 

1<: ntity differences: 

Non budgeted fund-; recorded as revenues for financial reportmg purposes: 

Non budgeted funds recorded as expenditures for financial reponmg: 

Non budgeted trnnsfcrs ou1: 

Bas is of accounting differences: 

Revenues recorded for financial reporting purposes but not 111 budgetary basis: 

Expenditures recorded in budgetary basis but not for financial repon111g purposes: 

Expcn<.htures recorded for finanClal rcport111g purposes but not 111 budgetary basis: 

Other financ111g sources (uses): 

Timing difference : 

Current year encumbrances recorded as expcnd11urcs for budgetary reporting 

purposes: 

Prior yeur encumbrances recorded as expenditures for finuncinl reporting 

purposes: 

Net change in fund balance (GAAP basis): 
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s 

$ 

(892, 148) 

838,954 

(812,735) 

(30.880) 

146,038 

273,463 

(362.073) 

41 7.302 

127,196 

(295.86 1) 

(590,743) 
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Rodriguez, Rivera & Toro LLP 

Tndcpendcnt Auditors' Report 

Mayor and Municipal legi.slature 
Municipality of Guanita 
Guanica, Puerto Rico 

:r:rt 
Las Nereidas Condom1n1urri 

Mendez Vigo St.· Second Floor 
P.O. Box 1080 

Mayegoez, Puerto Rico 00681-1080 
Phone: (787) 834·3100 I Fax: (787) 831-2909 

suppor10rr11tp.com 
hltpJ/www rrtllp.com 

We have audited the accompanyin g financial statements of the govemmcnt;;il activities, each major 
fund, and the aggregate remaining fund infonnation of the Municipality of Guanica, Puerto Rico, (the 
MunictpaJity) as of and for the year ended June 30. 2006. which collectively comprise U1e 
Municipality's basic financial statements as listed in the table of contents. These financial statements 
arc the responsibility of the Municipality's management. Our responsibility is lo express opinions on 
these financ ial 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 lo financial 
audits contained in Govemme11L Auditing Standards issued by the Comptroller General of the United 
F:tatcs. Those standards require that we plan and perfo1111 the audit to obtain reasonable assurance 
about whether the financial statements are free of material misstatements. An audit includes 
examining, on a lest basis, evidence supporting the amounts and disclosures in the linancial 
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 
tJ1at our audit provides a reasonable basis for our opinions. 

We were unable to obtarn sufficient and competent evidence to support the allocation of pool cash 
balances and their co1Tesponding interfond receivable balances as of June 30, 2006 recorded in the 
General F'und, Commonwea lth Legislature Resolutions Fund and Otl1cr Governmental Funds bcc0iusc 
of the inadequacy of accounting records and reports, which do not pem1jt the application of adequate 
nltcmat ive procedures. 

In our opmion, 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 evtdence to support the allocat1on or 
pool cash balances and their corresponding interfund receivable balances as of June 30, 2006 recorded 
in the General Fund, Commonwealth Legislature Resolutions Fund and Other Governmental Funds, 
the financial statements referred to in the lirst p aragraph present fairly, in all material respects, the 
respective financia l position of the General Fund, Conu11011wcalth Legislature Resolutions Fund and 
the aggregate remaining fund information of the Municipality of Guanica, Puerto Rico as of Jwtc 30, 
2006, and the respective changes in financial position. thereof for the year then ended in conformity 
with accounting principles generally accepted 111 the United States of America. 



In addition, m our opinion, the financial statements referred to in the first paragraph present fairly, in 
all matcnal respects, che respective financial posttion of the govemmcntal acuvitics, the Debt Service 
Fund, U1c FEMA-llazard Mitigation Grant Prognun Fund and the S 1,310,000 Bond Issuance Fund of 
the Municipality of Guanica, Puerto Rico as of June 30, 2006, and the respective changes in financial 
position, thereof for the year then ended in confonn1ty with accounting prmc1plcs generally accepted 
in the United States of America. 

In accordance with Govemmenl Auditing Sra11rfards, we have also issued a report dated December 22, 
2006 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 
o ther matters. The purpose of that report is to describe the scope of our testing of intemal control over 
financial reporting and compliance and the results of that testing, and not to provide an opinion on the 
intemol control over linancial reporting or on compliance. T ha t report is an integral part of an a11clit 
performed in accordance wi01 Government Auditing Standards and should be considered in assessing 
the results of our audit. 

The Marogemcnt 's Discussion and Analysis on pages 3 Lhrough 15 and the Budgetary Compan son 
Schedule General Fund on page 61 are not a required part of the basic financial statementS, but arc 
supplementary mfonnation required by accounting principles generally accepted in the United States 
of Amenca. We have applied certain lirruted procedures, which consisted pnnc1pally of inquiries of 
management regarding the methods of measurement and presentation of the required supplementary 
information. However, we did not audit the infonnation and express no opinion on 11. 

Our audit was made for the purpose of fonning op1mons on ll1c financial statements that collectively 
compnse the Munic1pal1ty's basic financia l statements. The accompanying Financial Data Schedule is 
presented for purposes of additional analysis as required by the U.S. Department of Housing and 
Urban Development, Real Estate Assessment Center and 1s not a required part of the basic financial 
statements. The accomp:mying Schedule of Expcndi lures of Federal /\wards 1s presented for purposes 
of adcl1t1onal analysis as required by the U.S. Office or Management und Budget Circular A-133. 
A udus of Stare, Local Governments, and No11-Proftt Orga111zat1ons and 1s not a required part of the 
basic fi nancial statements. Such information have been subjected to the auditing procedures applied in 
the audit of the basic financial statements and, in our opinion, are fairly Mated. in all material respects, 
in relation lo the bo!<ic fimmcial statements taken os o whole. 
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COMMONWEAL TH OF P UERTO RICO 
M UNJCIPAU TY OF G UANJCA 

Management Discussion and Analysis 
June 30, 2006 

Our discussion and analysis of the Municipality of Guanica financial performance provides an overview of 
lhe Municipality's financial activities for the fiscal year ended June 30, 2006. 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 infonnation 
furnished in the accompanying basic fmancial statements. 

FINANCIAL HIGHLIGHTS 

• The Municipality has reported assets amounting to $2 l.24 million in the accompanying statement 
of net assets, of which most significant are capital assets and accounts receivable due from 
govemmental entities amounting to $15.89 million and $2.68 million respectively. 

• The Municipality's capital assets increase as a result of this year 's operations. Capital assets as of 
June 30, 2006 are $15.89 mrnion, as compared to $14.44 million for the year ended June 30, 
2005, for a 10% of increase. 

• The assets of the Municipality exceeded its liabilities by $7.9 million at June 30, 2006, 
represented as "net assets" in the accompanying statements of net assets. Restricted and 
unrestricted (deficit) net assets amounted to $2.31 million and ($7.18) million, respectively. Net 
assets invested in capital assets amounted $12.80 million. 

• During the year, the Municipality reported revenues of $7.90 million in the General Fund of total 
revenues restricted and imrestricted of $11.58 mill ion. 

• Long tenn liabilities principal payments were $.735 million. During the year ended June 30, 
2006, the Municipality issued $1.31 million on bonds payable. 

• The Municipality has reported tot.al expenses amounting to $11.79 million 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 infonnation 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 tem1 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 infom1ation 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. 
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COMMONWEALTH OF PUERTO RICO 
MUN ICIPALITY OF GuANICA 

Management Discussion and Analysis 
June 30, 2006 

Overview of the Basic F inancial Statements 

The Municipality's financial statements include Lhree 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 statements: Arc designed to provide reader with a broad of the 
Municipality's operations and fmance as whole in a manner similar to Private-sector business. These 
statements provide short-term :md long-term information about the MunicipaHty's financial position, 
which assist the Municipality's management to determine the economic condition at the end of the fiscal 
year. TI1ese 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 
not assets and the stltement 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 accn1al basis of 
accounting, which is similar to the accounting used by most private-sector companjes. All of the current 
year's revenues and expenses are laken 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 inrucator of whether its financial health is improving or deteriorating. 
Y ou 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 F unds 

F und Financial Statements: Report the financial position and results of operations of the Municipality's 
governmental funds. The Fund Pinancial statement components are the Balance Sheet-government 
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funds and the Statements of Revenues, Expenditures and Changes in Fund Balance. The Fund financial 
statements provide detailed infonnation about the most s igni ficant 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 fi11a11cinl 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. Governmental fund infom1ation helps you 
determine whether there are more or fewer linancial resources that can be spent in the near future to 
finance the Municipality's programs. We describe tbe relationship (or differences) between governmental 
activities (reported in the Statement of Net Assets and the Statement of Activities) and govcmmentaljimds 
in a reconciliation on this report. 

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

THE MUNICIPALITY AS A WHOLE 

The Municipality's romhined net assets increases from a year ago, from $7.55 million to $7.93 million. 
Our analysis below focuses on the net assets (Table I) 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 service 
Capital project 
Other specified purposes 

U nrestncted 

Net Assets 

T able I 

NET ASSETS 

(in Millions) 
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Governmental Activities 

2005 2006 
$4.60 $5.35 
14.44 15.89 
19.04 21.24 
(9.30) ( 10.55 
(2.18) (2.76) 

( 11.48) ( 13.31 

11.59 12.80 

.45 .42 
l.63 1.86 
.24 .03 

(G.36) (7. 18) 
$ 7.55 $ 7.93 
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Current and other Capital assets 
assets 

Long-term debt 
outstanding 

Other llabllitles 

02006 

02005 

Nd assets of the Municipality"s governmental activities increased by $.38 million ($7.93 million 
Compared to $7.55 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. cbanged from approximately $(6.36) million at June 30, 2005 to a ($7.18) mHlion at June 
30, 2006. The following is a condensed presentation of the Municipality's results of operations, as 
rcpo11cd in the government-wide tinancial statements: 

Comparative Condensed Statement of Activities: 

Revenues: 
Program r.:venues: 

Operating grants and contributions 
Capital grants and contributions 

Charges for services 
General rt:vcnucs: 

Property taxes 
Municipal li~nse taxes 
Construction excise laxes 
Unrestricted intergovernmental contributions and reimbursements 
Unrestricted interest on dcposil 
Other 

Special itcms-
Gain on sale of capital assets 

Total revenues 

Expenses: 
General government 
Public Safety 
Public work and sanitation 
Culture and recreation 
I lealth and welfare 
Interest and bonds. notes and capital lease obligations 

l'otal expenses 

Net increase in net assets 

Net us.scts-111 lhc beginning of the year. as restated 
Net assets- at end of1hc year 

s 

$ 

2005 2006 

3.362,047 $ 1,2n.210 
2.218.357 2.292.583 
1.046,815 418,676 

1.430,068 1.036.814 
281,401 304,620 

4,774,038 6,094,125 
20.685 75.516 

404.522 136,579 

483, 140 533.368 
14.021.073 12.164.491 

6,020.246 4,824,656 
1.173.292 1.290,543 
1,860,05 1 2,417,080 

646,020 526.173 
3.451.785 2,308.078 

183.983 422.072 
13.335,377 11 ,788.601 

685,696 375.890 

6.869.535 7.555.230 
7.55.5.230 $ 7.931.119 
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June 30, 2006 

Financia l 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 infonnation 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 govemmcnt 
fund: 

Comparative Condensed Balance Sheet-Governmental funds: 

Total assets-major funds 
Total asscts-nonmajor funds 

Total assets 

Total liabilities-maJOr funds 
Total linbilitics-nonmajor funds 

Total liabilities 

Fund Balances: 

Reserved-major funds 
Rcserved-nonm:ijor funds 
Unreserved-major funds 
Unrcscrvcd-ncmmajor funds 

Total fund balances 

Comparative Condensed Statement of Operations-Governmental funds: 

Total revenues-major funds 
Total revenues-nonmnjor funds 

Total revenues 

Total cxpcnditurcs-rmijor funds 
Total expenditurcs-nonmajor funds 

Total expenditures 
Other Financial Sources-major funds(cxcluding operating transfers among 
funds) 

Special items, net 

Net changes in fund balances 
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$ 

2005 2006 

$ 3,760,778 $ 5,621,673 

1,948,092 2,0 16,207 

5,708,870 7,637,880 

2,380,777 4,082,194 
2,023,507 2,171,675 

4,404,284 6,253,869 

2,500,788 3,072,817 

(136,346) 140,805 
( 1,059 ,970) (1,533,338) 

24 ~296,272~ 

$ 1,304,496 $ 1,384,011 

$ 9,552,230 $ 9,060,165 

3,128,703 2,515.454 

12,680,933 11 ,575,618 

10,054,675 11,209,284 

3,910,544 2,626,385 

13,965.219 13.835,669 

145,000 1,727,302 

600,000 6 12,265 

(539,286) $ 79,5 16 
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Programs revenues of Municipality's governmental activitie s decreased by 39.89% ($2.64 million) while 
total expenses decreased by 11.6% (l.54 million). The Municipality of Guanica took the following major 
actions this year to improve the financial position: 

• The Mayor of the Municipality of Guanica still has a Finance Auxiliary 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. 

• ln the budget respect the administration of the Municipality received the estimate of expenses by 
each department, and the Budget Director and the Mayor performed the evaluation to those 
expenses and detennine 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, 2006 was substantially related to the following: 

Table 2 
Governmental Activities 

(in M illion) 

General Government 
Public Safety 
Public Work 
Culture, recreation and education 
Health and welfare 
Tnterest on long term debt 

Total expenses 

2005 2006 

$ 6.02 $4.82 
1.17 1.29 

1.86 2.42 
.65 .53 

3.45 2.3 1 
.18 .42 

Totals $ 13.33 $ 11.79 
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COMMONWEALT H OF PUERTO Rico 
MUNICIPALITY OF G UANICA 

Management Discussion and Analysis 
June 30, 2006 

Total Expenses 2005 

1% 45% D General Government 

OPublic Safety 

DPublicWork 

OCulture ad recreation 

9% B Health and welfare 

D Interest on long-term debt 

Total Expenses 2006 

4% 
40% D General Government 

C Public Safety 

OPublic Work 

DCulture ad recreation 

11% 
II Health and welfare 

D Interest on lo ng-term debt 

The cost of all governmental activities this year was$ l 1.79 million compared to $13.33 million last year. 
Table 2 presents the cost of each of the Municipality of Guanica's largest programs. 

The major sources of general revenue are property tax.es, municipal license taxes, and grant and 
contributions not restricted, which in total represent $7.43 (6 1 %) and $6.48 ( 46%) of all revenues in 2006 
and 2005, respectively. 
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COMMONWEALTll OF P UERTO R ICO 

M UNIC IPALIT Y OF GUANICA 

Management Discussion and Analysis 
June 30, 2006 

Table3 
Governmen ta l Activities 

(in Million) 

Property taxes 
Municipal license taxes 

Grants and contributions 

Totals 

Tab le 4 
Covemmcntal Activit ies 

(in M illion) 

Charges for service 
Operating Grants 
and Contnbution 

Capital Grants and Contributions 

Totals 

I() 

General Revenues 
By ma.jor sources 
2005 2006 

$1.43 

.28 
4.77 

$6.48 

$1.04 

.30 
6.09 

$7.43 

Program Revenues 
by major sources 

2005 2006 

$ 1.05 $.42 

3.36 1.27 
2.22 2 .29 

$6.63 $3.98 



$3.50 

$3.00 

$2.50 

$2.00 

$1.50 

$1.00 

$0.50 

COMMONWEALTH OF PUERTO RICO 
M UNICIPALITY OF GUANJCA 

Management Discussion and Analysis 
June 30, 2006 

Program Revenues 
_________ (!n millio!!) 

$0. 00 +---''-----
Charges for service Operating Grants 

and Contribution 

THE MUNICIPALITY'S FUND 

Capital Grants & 
Contributions 

0 2006 

02005 

As the Municipality completed the year, its governmental fonds reported a combined fund balance of 
$1.3 8 mi Ilion, which is upper than last year total of$ J.30 mi II ion. 

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

• The Municipality experienced an increase in the other operati11g grants and contributions by $1.5 
million 

• This year the Municipality decreases the property tax. 

General Fund Budgetary Highlights 

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 2005). 

11 



COMMONWEAL Tll OF Pu ERTO RI CO 

M UNICIPALITY OF G UANICA 

Management Discussion and Analysis 
June 30, 2006 

C APITAL ASSET AND DEBT ADMINISTRATION 

C apital Assets 

As of June 30, 2006, the Municipality of Guanica bad$ 23.50 million invested in a broad range of capital 
assets, including build ings, parks, roads, bridges, and equipment. (Se;:e Table 5). This amount represcnis a 
net increase (mcluding additions and deductions) of JUSl over $ 1.90 mi llion, or 9 %, over last year. In th is 
table you see few changes in amount compared to last year due to reclassifications o f real prope rty to 
p roper d ivision. 

Table 5 
Capitnl Asse t s at Year-end 

(At cost, in T housands) 

Governmental 
Activities 

2005 2006 
Land $.67 $.67 

Land improvement 2.88 2.89 
Buildings and Improvements 6.69 6.55 
Construction in progress 5.16 6.60 

Licensed vehicles 1.50 1.61 
Equipment .99 1.13 
Equipment under capital lease .04 .04 

Jn frastructure 3.67 4.01 
Totals $21.60 $23.50 
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COMMONWEALTH OF P UERTO Rico 
MUNlCIPALITY OF GUANICA 

Management Discussion and Analysis 
June 30, 2006 

Capital Assets at Yea r-end 2005 

Equipment under 
capital lease 

Lisenced vehicles 0% Land 

Land improvement 
13% 

Infrastructure 
17% 

Land 
improvement 

12% 

Infrastructure 
17% 

7% 

C apital Assets at Year-end 2006 

Lisenced 
vehicles 

7% 

Equipment 
5% 

Equipment under 
capital lease 

0% 

Construction in 
progress 

24% 

Buildings and 
Improvements 

31% 

Buildings and 
Improvements 

28% 

Construction in 
progress 

28% 

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

C OMMONWEAL T l:I OF Pu ERTO RICO 

M UN lCIPALr1'Y OF GUANJCA 
Management Discussion and Analysis 

June 30, 2006 

At year-end, the Municipality had$ l 0.55 million in bonds and notes outstanding versus$ 9.3 l million 
last year, an increase of 13.3 percent, as shown in Table 6. 

Table 6 
Outstanding Debt, a t Year-Encl 

(in Thousands) 

Bonds payable 
Notes Payable 
Advances from CRIM 
Other obligations 

Governmental 
Activities 

2005 

$3.51 

4.26 

.06 
1.48 

2006 

$4.62 

4.51 
.06 
1.36 

Totals 9.31 $10.55 

Notes Payable 
45% 

Notes Payable 
43% 

Outstanding Debt, at Year-end 2005 

Advances from 
CRIM 

1% 

Oul~tand i ng Oeht, at Year-end 2006 

Advances from 

Other obl igations 
16% 

CRIM 
1% 

Other obligations 
13% 

14 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF GUANJCA 

Management Discussion and Analysis 
June 30, 2006 

New bonds in the amount of $1.31 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 Municipafay, for 
bonds to be repaid with lhe proceeds of property taxes restricted for debt services. Other obligations 
include accrued vacation and sick leave, claims and judgments, and Christmas bonus. 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 

T he Municipality's elected and appointed officials considered many factors when setting the fiscal-year 
2006 budget. Unemployment in the Municipality now stands at 14.4 percent. 

Amounts available for appropriations in the General Fund for the fiscal year 2007 are $7.82 million, a 
decrease of 5 percent under the final 2006 budget of $8.2 million. 

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

If these estimates arc realized, the Municipality's budgetary General Fund balance is expected to increase 
modestly by the close of 2007. 

CONTACTING THE MUNlClPALITY'S FINANCIAL MANAGEMENT 

This financial report is designed to provide our cilii.cns. taxpayers, and creditors witJ1 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 mfonnation, contact us at Municipality of Guanica. 
PO Box 785, Guanica, Puerto Rico 00653. 
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COl\'fMONWEAL TH OF PUERTO RJCO 

MUNI CIPALITY OF G UANICA 

STATEMENT OF NET ASSETS 

J UNE 30, 2006 

ASSETS 

Govern men ta I 
Activities 

Cash and cash equivalents 
Receivables, net of allowance for 
uncollectible accounts: 

$ 633,599 

Due from govennental agencies 
Restricted Assets: 

Cash in fiscal agents 
Deferred bond issuance costs 
Capital assets (note 5): 

Nondepreciablc assets: 
Land and constmction in progress 

Depreciable assets: 
Other capital assets, net 

Total assets 

LIABILITIES 

Accounts payable and accrued liabilities 
Due to governmental agencies 
Deferred revenues 
Interest payable 
Long term liabilities (note 7) : 

Due within one year 
Due in more than one year 

T otal liabilities 

NET ASSETS 

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

Debt service 
Capital Projects 
Other specified purposes 

Unrestricted (deficit) 
Total net assets 

The accorupanytng notes are an mtegral part of tlus statcmenl 
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$ 

$ 

$ 

2,682,729 

2,007,692 
30,894 

7,170,085 

8,719,374 
15,889,459 
21,244,372 

1,3 17,910 
480,810 
784,448 
178,506 

799,253 
9,752,326 

13,313,253 

12,798.707 

426,134 
1,856,135 

30,418 
(7, I. 80,274) 
7.931, 11 9 



Functions 
Governmental Acti.vilies: 

General government 
Public safety 
Public works and sanita tion 
Culture and recreation 
Heallh and welfare 
interest on long term debt 

Total 

$ 

COl\tlMONWEALTH OF P UERTO RICO 
MUNICIPALITY OF G UANICA 
STATEl\ffiNT OF ACTTVITIES 
YEAR ENDED JUNE 30, 2006 

Program Revenues 

Fees, Fines and Operating 
Charges for Grants and 

Expenses Services Contributions 

4,824,656 s 4 18,676 $ 517,5 17 
1,290,543 226,551 
2,4 17,080 

526,173 
2,308,078 528,142 

422,072 

Capital Grants 
and 

Contributions 

$ 

1,264, 143 
871,833 
156,607 

$ 11.788.601 $ 41 8,676 s 1.272.210 $ 2.292,583 

General revenues : 
Taxes 

Property taxes 
Municipal license taxes 

Grants contributions not restricted to specific programs 
1n terest 
Other 

Special item: 
Gain on sale of capital assets (note 16) 

Total general revenues: 

Ch ange in net assets 

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

The accompanying notes are an integral pan of this statement. 
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Net (expense) 
r evenue am.I 

changes in net 

s 

s 

assets 

(3,888,463) 
( 1,063,992) 
( I , 152,93 7) 

345,660 
( 1,623,329) 

(422,072) 
(7,805, 132} 

1,036.8 14 
304,620 

6,094 ,125 
75,5 16 

136,579 

533,368 
8, 181.022 

375,890 
7,555,230 
7.93 1.l 19 



COMMONWEALTH OF PUERTO RICO 
~fUNICIPALIT\' OF GUANTCA 

BALAi'l:CE SHEET 

.rm;E 30, 2006 

Common" ea Ith FEMA-Hazard Other Tot:il 

Legislature ~fitigatio n Sl,310,000 Goverrnental Governmental 

General R esolutions Debt Service Cranl Bond Issuance Fuuds Funds 

Assets 

Cash and cash equivalents $ s 304,557 $ s $ s 329,04 1 s 633.599 

Receivables, net of allowance fot 

unco llect1ble accounts: 

Due from govem1ental agencies (note 3) 834,68) 401,1 51 12,55-1 434,368 4,742 995.229 2,682,729 

Due from other funds (note 4} 709,043 l,241,436 363,383 2,313,861 

Restricted Assets : 

Cash with fiscal agents 537,533 26,87 3 1.114,732 328.554 2,007,692 

T ota l Assets $ 1,543,728 s l,947,144 $ 550,087 s 461 ,241 s 1,119,474 s 2,016,207 s 7,637,880 

LialJilities and fund Balances 

Accou nts payable and accrued liabilities $ 540,043 s 121,726 $ s 29,246 s SS,500 s 538,394 s 1,31 7,910 

Due to govemment>I agencies (no te 3) 480,605 205 480.810 
Due to other funds (note 4) I , 141,663 51 ,218 -131 ,995 688,985 2,3 13,861 

Deferred revenues (note 6) 7JS,S68 l 13,377 944,091 1,793,335 
Matured bonds due and paynble 224,000 224,000 

Ma1ured interest due and p3yablc 123,952 123,952 

Tolal Li abililies 2,898,180 172,944 347,952 574.618 88,500 2,171,675 6,253,869 

F und Balances (deficit) 

Reserved for: 

Encumbrances 178,886 178,886 
Capilal projects 1,774,200 1,030,974 l l0,387 2.915,561 
Debt service 202,134 202, 134 
Other specified purposes (113,377) 30,418 (82,959) 

Unreserved (1,533,338) (296,272) ( 1,829,610) 
Tota l Fund Balances (defici t) (1,354,452) 1.174,200 202,134 (11 3.377) 1,030,974 ( 155,467) 1,384,011 

T otal Li•bilities and Fund Balances (defi cit) s 1,543,728 s 1,9-17,144 $ 550,087 s 461,241 s 1,119!474 s 2,016,207 s 7,637,880 

The occomp•nying notes •re :tn in1<grol pan of lhis Sllle!ll<!nL 

IS 



COMMONWEALTH OF PUERTO RICO 
MUNIC IPALITY OF GUANICA 

R ECONCILIATION OF TOT AL GOVE RNMENT AL FUND BALANCE 
TO NET ASSETS OF GOVERNMENT AL ACTIVITIES 

J UNE 30, 2006 

Total fund balances- governmental funds 

A mounts reported for governmental activities in the Statement 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 arc not current financial 

resources and therefore are not reported in the funds: 

Deferred bond issuance costs 

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

therefore are deferred in the funds: 

Receivables: 

P.R. Department of T reasury - Christmas bonus reimbursement 

CRIM - Property taxes (final liquidation) 

FEMA - Hazard Mitigation Grant Program 

P.R. Department of Labor - Law No. 52 

Federal Govcmnient - EDA 

P.R. Department of Health - reimbursement of health costs 

Interest liabilities are not due and payable in the current period 

and therefore, arc not reported in the funds: 

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

in the current period and therefore arc not reported in the funds: 

Net assets of governmental activ ities: 

The accompanying notes are an integral part of this statement. 
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$ 

$ 84,634 

89,521 

11 3,377 

298,247 

93,822 

329.287 

$ 

1,384,011 

15,889,459 

30,894 

1.008,888 

(54,554) 

(I 0,327,579) 

7,931,119 



COMMONWEALTH OF PUERTO RICO 

MUNICIPALITY OF GUANICA 

~'TATF.l\IEITT OP REVENUES, F.XPf'.NOITlJRES ANO C HANGES IN FUND BAl.ANCE (l)EFIC IT) 

YEAU EN DEO JUNE 30, 2006 

Commonwealth FEMA-H11uird Other Total 
Leglslorurc Mltil\ltion S l .JI0.000 Govermtnl1tf Govunmenul 

Ce11erol Ruolullons Debi Scn•kc Cr1n1 Bunt! hsuonce Fnntll Funds 
Revenues: 

Taxes: 

Property w cs s 81S.38S s s 221,429 s s s s 1.016.814 

Munic ip31 liccnsc t:a:it 304.620 304,620 

Licenses and pcm1irs 2n.1u 272.183 

Charges for services 17,718 17,718 

Fines and forfeitures 27,935 14,937 42,Sn 

Interest 2 1,533 217 l 1.381 42,341 44 75,516 

l11 Lcrgovcn1111c11tal: 

Federal opernling i;rn111s 239.359 3 12.32:9 55 1.688 

Federal capital grants 1,263.716 l ,2<>3,716 

Commonwe:rl!h 0pera1ing gnnts 500 490,407 490.906 

Commonwcalrh coprnal gr.ants 637,0JS 409,304 1,()46,339 

Other opcraung !,'1'21>ts and co111nbutio11s 6,250,765 6,250,765 

Rent 8 1.481 4,422 85,903 

Other I 29..S79 7,000 136,5';9 

Toul revenues 7.903.480 642,174 232,8 10 239,359 42,34 1 2,515,454 l l .$75,618 

EXJ)cnditures: 

Cnncnl: 

Gc11cml govcnnncnr 4.558.316 805 (,23, IM 5, IR2.286 

Public safety 1.080.317 119,789 1.200.106 

Public works and sanrt.cion 1.964,S IO 244,945 1 2, 1'>~ 2,221,650 

C'ulturc ond rccrea1io11 354,924 4,41 7 19,06'> 378.410 

llcal th and welfare 1.285,091 238.940 352.736 420,749 2.297,516 

C'opillll Ouclays 111.980 248.801 275,94 1 1,411,4 18 !.068.140 

Dc:bt service: 

Principal 245.000 245,000 

lnrc=• 234.735 ZH.735 

Bond issuance coses 7,827 7,827 

Toca I cxpcndinires 9.355, 137 737,908 479,735 352,736 283.768 2.626,385 13,835,669 

Deficiency of revenues untler txf>emlicuros ( 1,45 1.657) (95.734) (246,924) ( 113,377) (241,427) ( 110.93 1) (2,260,05 1) 

Other l111ond11g •ourru (usu): 

Proceeds from issuance of 1011~ tenn debt 41 7.302 1,3 10.000 1.727.302 

Tron•fcrs in 45,342 183.115 30,R7'l 259.337 

Transfers 0 111 (213,995) (7.743) (37,599) (259,337) 

Toe.I oth~r financing sources 248.649 175.372 1.272,401 30,37? 1,727,301 

Sptciol it•m: 

Proceeds from u le of cap11ul :wets 612.265 6 12.265 

Net chonge in f1mtl balonct (590,743) (95.734) (71,553) ( 113,377) l.030,974 (80,052) 79,516 

Fund Baloncc (deficit) or bc~inning 

ur yr.r. :r• rrsrnrcd (no cc 11) (763,710) I ,8(>11,934 273.687 (75.4 15) 1,304,495 

Funt! baloncc (deficit), or t nd of yur s (1.354,452) s 1,774,200 s 202,134 s (113,377) s 1,030,974 s (155,467) s 1.384,011 
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COMMONWEAL TH OF P UERTO RICO 

MU I CIPALITY OFGUANICA 
RECONCILIATION OF STATEl\lrENT OF R EVENUES, li:XPENDITUR.ES AND CHANCES 

IN FUND BALANCES OF GOVERNMENTAL FUNDS TO THE STATEMENT OF AC:TIVITIRS 
YEAR ENDED J UNE 30, 2006 

Net change In fund balances - tot:il government:al funds: 

Amounts reported for governmental activities in the Statement of Activities are differCllt because: 

Govemmcnml funds reports capita.I assets outlays as expenditures. I lowcvcr. tn the Statement of 

Activities the cost of those assets is allocated over their estimated useful live.~ and reported ns 

depreciation expense: 

Expendnures for capibl asseis 

Less: current year deprtcrnt1on 

Ciovcmmcntal funds report the effect of bond issuance costs as expenditure when debt is first issued, 

whereas these amounts arc deferred and amortized in the Statement of Act1vuies. This is the nci 

effect of these differences: 

Uond issuance costs 

Amortization of deferred charges 

Governmental funds only report the proceeds rccc1ved m the disposal of assets. In the Statement of 

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

the change in fund bal:1ncc by the cost of lht disposed as.set : 

Revenues 1n the Statement of Activities that do noi provide current financial resources arc not 

reported as revenues in the funds: 

P.R. O.:panment of Treasury - Christmns bonus reimbursement 

Federal Government - EDA 

CRIM - Property taxes (current year finnl liquidation) 

P.R. Department of Labor - Law #52 

FEMA - Hazard Mitigation Grant Program 

PR Oep11rtmcnt of Health · reimbursements or costs 

Revenues reported in funds which are not reported as revenues in the Statement of Activities: 

P.R. Department of Treasury - (.'hristmas bonus reimbursement 

rederal Govemmen1 - EDA 

OCAM - Public Order Code 

PR Department of Health • reimbursements of costs 

Proceeds from notes payable nnd general oblignt1on bond.~ arc other financing sources in the 

govcmmcnlal funds. but increase long-term liabilities in the Sintcment of Net Assets: 

Expenditures reported in funds which are not reponcd as expenses in the Statement of Acllviucs: 

Matured bonds principal payments (net change) 

Repayment of long term debt is nn expenditure in the governmental funds, but reduces long-term 

h11b11ities in the Statement of Net Assets: 

General obligation bonds and notes 

Other long 1crn1 linb1ht1cs 

Some expcn~cs reported in the St:Hemcnt of Activities do not require the u~c of current financial 

resources nnd therefore arc not reported as expenditures 111 the governmental funds: 

Compensated nbsences 

JmJgment and Claims 

Accrued interest (net change) 

Christmas bunus 

Chnnr::c in net assets of governmental activities : 

The nccompunying notes arc an intcgrJI part of this stau:mcnt. 
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s 2,068.140 

(54 1.J')J) 

7.827 

(3,0.17) 

84,634 

93.822 

89,521 

298.247 

113,377 

329.287 

(95,590) 

( 111.294) 

( 182.00X) 

(564,492) 

200.000 

535.431 

(47.301) 

(26,0K.1) 

(8. 145) 

(I R3,J70) 

s 79.516 

1,526,747 

4,790 

178.8?7) 

1.008.888 

(953.384) 

( 1,727.302) 

45.000 

735.431 

s 375,890 



COMMONWEAL TU OF P UERTO RICO 

M UNICIPALITY OF GUANICA 

Notes to Basic Financial Statements 
June 30, 2006 

1. Summary of Significant Accounting Policies 

The Municipality of Gucinica of the Commonweal th of Puerto Rico (the "Municipality") is a local 
government with full legislative, fiscal and administrative powers to operate as a government under 
Law No. 8 1 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 Conunonwealth of Puerto Rico (the "Conunonwealth") 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 j udiciary 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) Fimmcial Reporting E11tity 

The financial reporting entity included in this report consists of the financial statements of the 
MurucipaJity of Guaruca (primary government). To fairly present the financial position and the 
results o f operations of the financial report~ng entity, management must determine whether its 
reporting entity consists of only the legal entity known as the primary government or one or more 
organizations called component units. The inclusion of a potential component unit in the primary 
government's reporting entity depends on whether the primary government is financially accountable 
for the potential component unit or on whether the nature and significance of the relationship with the 
primary government is such that exclusion would co.use the reporting entity's financial statements to 
be misleading or incomplete. There are two methods of presentation of the component unit in the 
financial statements: (a) blending the financial data of the component units' balances and transactions 
in a manner similar to the presentation of the Municipality's balances and (b) discrete presentation of 
the component unit's financial data in colunms separate from the Municipality's balances and 
transactions. 

The basic criteria for deciding financial accountability are any one of the following: 

a. Fiscal dependency of the potential component unit on the primary government, or 
b. The primary government appoints a voting majority of the potential component unit's governing 

body and, 

I. The primary govem ment can impose its will on the potential component unit and/or. 

2. A financial benefit/ burden exist between the primary government and Lhc potential 
component unit. 
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C OMMONWEAL T H OF P UERTO RICO 

M UNICIPALITY OF G UANICA 

Notes to Basic Financi al Statements 
June 30, 2006 

In addition, a legally separate. tax-exempt organization should be discretely presented as a component 
unit of a reporting entity if all of the following criteria arc met: 

n. The economic resources received or held by the separate orgamz:ition are entirely or almost 
entirely for the direct benefit of the primary government, its compoaeat units, or its 
constituents. 

b. The primary government. or its component units, is entitled to, or has the ability to 
otherwise access, a majority of the economic resources received or held by the separate 
organization. 

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

Other organizations should be evaluated as potential component units if they are closely related to. or 
linanc1ally integrated with, the primary government. Professional judgment is applied in determining 
whether the relationship between a primary government and other organizations for which the 
pnmary government is not accountable and that do nOl meet these criteria 1s such that exclusion of the 
organization would render the financial statements of the report mg entity misleading or incomple1e. 

Based on the above crilcria there are no potential component umts which should be included as part 
of the financial s tatements. 

b) Govemme11t-wide F i11a11cial Stafeme11ts 

The accompanying GWFS are composed of: {l ) the statement of net assets and (2) the statement of 
activities. These financial statements do not report fund information bul rather report infonnat1on of 
all of the Municipality's governmental activities. These s tatements arc aimed at presenting a broad 
overview of the Municipality's finances through repo1iing its financial position and results of 
operations as a whole, using methods that arc 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 
opcr.itional accountability mformation 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 1s to provide services to its 
c1t1zens 

n1c accompanymg statemem of net assets provides short-term and long-tcm1 mfonnation about the 
Mu01c1pality's financial position and condition by prcsentmg all of the Municipality's assets and 
liubilit1cs, 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 10 meet its obligations as they become due. In addition, this 
s tatement reports the extent to which the Mu11ic1pality has mvestcd 111 capital assets, mcluding 
mf rastntcturc, and discloses legal and contractual restnctlons on resources. 
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Net assets are classified in the accompanying statement of net assets within lhe 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 detem1ining the outstanding debt attributed to capital assets, the total long
tcm1 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, granters, contributors, laws or regulations of other governments, etc.), or net assets for 
which constraints are imposed by constitutional provisions or enabling legislation. E nabling 
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 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 the MunicipaJity 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. 

Intemally imposed designations of resources, including eam1arking, are not reported as restncted 
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 arc 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, 2006, 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 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. The functions/programs reported in the 
accompanying basic financial statements are: (I) general government, (2) public safety, (3) public 
works and sanitation, ( 4) culture and recreation, (5) health and we! fare (6) capital outlays. The 
govenunental operations of the Municipality's departments and operational units are classified within 
the following functions/programs in the accompanying basic financial statements: 
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General government: 

Municipal legislature 

Mayor's office 

Department of finance and budget 

Department of human resources 

Department of municipal secretary 

Department of federal programs 

Department of internal audit 

Public S:lfcty: 

Department of municipal police 

Department of emergency management 

Public works and sanitation: 

Department of public works 

Department of sanitation 

C ulture and r«reation: 

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 
speci fic function, segment or operational unit This statement reports revenues in two broad 
categories: ( I ) 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 lo 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: 
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• 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 a nd oper ating g r ants and contributions - These consisl of 
transactions that are e ither mandatory or voluntary nonexchangc transactions with o ther 
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, cons truct o r renovate capital assets associated with a specific 
program. Operating grants and contributions consist of resources that arc 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 arc the default category for revenues. ft includes all revenues and gains that do not 
meet the definition of program revenues. Property taxes, municipaJ 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 
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 essencl!, indirect or overhead expenses of the Municipality's other 
functions/programs. Even though some of these costs have been charged to other funds in 1hc 
governmental fund financial statements as indirect cost allocations penmtted under some federa l 
programs, the Municipality has reported these indirect expenses as direct expenses of the general 
government function. Accordingly, the Municipality does not allocate general government (111direct) 
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. 

TI1c Municipality classifies all of its activities as governmental activities in the accompanying GWFS. 
T hese are activities generally financed U1rough 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 rcpo11ed in the govemrnental fund financial statements. 
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The Municipality has no fiduciary activities, which arc those m which the Municipality would be 
holding or managing net assets for specific individuals or other external parties in accordance with 
tn1st 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 entcrpnscs, 
where the costs of providing goods or services to the general public is financed primarily through user 
charges. 

Private-sector standards of accounting und financ ial reporting issued prior to December I , 1989 
generally are followed in the government-wide financial s tatements to the extent that those standards 
do not conflict with or contradict guidance of the Governmental Accounting Standards Board. The 
Mu111c1pality has elected not to follow subsequent s tatements and interpretations issued by the FASB 
afier November 30, 1989. 

d) Gover11me11ta/ F1111d Fi11a11cial 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: (L) the Municipality's 
major funds, as defined below, (2) the fiscal accountability and (3) the individual parts of the 
Municipality's govenunent. 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 tenn (one fiscal year). 

Each governmental fund is considered an 111dcpcndent fiscal cnttty accounted for within a set of sclf
balancing accounts that comprise its assets, liabilities, fund equity or deficit, revenue and 
oxpcnditurcs. The accompanying GFPS segregate govemmcntal funds according to their intended 
purpose and arc 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 governmental funds within the following categories: 

• Ge11eralf111ul - The general fund is the Municipality's main operating and major fund, as defined 
below. used to account for all financial resources and govcmmcntal activities, except for financial 
resources required to be accounted for in another fund. lt is presumed that the Municipality's 
governmental act1v1t1es have been reported m the general fund except for transactions for which 
one of the following compelling reasons has required the use of another fund: (I) legal 
requirements, (2) GAAP requirements or (3) the demands of sound financial adm1111strat1on 
requiring the use of a governmental fund other than the general fund. 
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• Special reve1111e f 1111ds - 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 
lhan 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 
nnid are specified by municipal ordinances or federal and state statutes. However, resources 
restricted to expenditure for purposes nomlally financed from the general fund arc 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 - TI1e debt service fund is a major fund, as defined below, used by the 
Municipality lo account for lhe accumulation of resources for, and the payment of, principal and 
interest for: (1) bonds and notes for which debt service payments are legaUy 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 paymencs 
maturing in future years. Principal and accrued interest due on July l of the following fiscal year 
re.lated to long·term debt for which debt service payments arc accounted for in the debt service 
fund, are recorded as debt service fund's liabil ities at June 30, if resources are available at June 
30 for its payment. 

General long-tenn 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 fiuuls - 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 Lhc 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 capita.I assets) have been reported in the fund 
from which financial resources were used for the purchase. 

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 governmental funds are reponcd individually as separate 
columns in the governmental fund financial statements, while data from all nomnajor governmental 
funds are aggregated into a single column. regardless of fund type. 
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By definition, the Municipality's general fund ts always considered a major governmental fund for 
financial rcportmg purposes. ln addition, any other fund 1s considered a maJOr fund for .financial 
reporting purposes if its total assets, liabilit1es, revenues or expenditures of that individual 
governmental fund arc at least 10 percent of the corresponding clement totnJ (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 s tatement users. Por the purposes of applying the 
aforementioned major fund criteria, no eliminations of intcrfund 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 nonopcrating expenditures, except for other financing uses. 

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

General Fund: The General Fund is t11e genera I operations fund of the Municipality. It is used to 
account for all financial resources except those required to be accounted in another fund_ 

Commonwealth Legislature Resolutions Jlund: Commonwealth Legislative 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 Sel"Vlce Fund 1s used lo account for the accumulatton of resources for, 
and the payment of, general long-term debt principal and interest. 

FEMA-Hazard Mitigation Grant Program Fund: HMGP fund is used to account for revenues 
sources for the acquisition of property ("buyouts") scvcrly damngcd or destroyed in a naturnl 
disaster. 

$1,310,000 Bond Issuance Fund: $1,310,000 Bond fssuancc Fund is used to account for capital 
projects such as community facilities repairs, improvements of certain sport courts, and 
improvements to municipality roads. 

e) A-feas11reme11t Focus and Basis of Acco1111ti11g 

Government-wide financial statements The accompanying GWFS are prepared usmg the 
economic resources measurement focus and the accrual basis of accounting. Subject to the additional 
rules and limitations detailed below, revenues ( including interest mcome) are generally recorded 
when earned and expenses are generally recorded when a liability is incurred, regardless of the timmg 
of related cash flows. 
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All revenues, expenses, gains, losses, assets m1d liabilities resulting from exchange and exchange-like 
transactions arc generally recorded when the exchange takes place. In exchange transactions, each 
party to the transaction receives and gives up essentia lly equal values. An exchange-like transaction 
is one m which there is an jdentifiablc exchange and the values exchanged, though related, may not 
be quite equal. Nevertheless, the exchange characteristics of t11e exchange-like transaction are strong 
enough to justify treating it as an exchange for accounting purposes (examples include fees for 
licenses and pennits, charges for services, and miscellaneous revenues, which are recorded as 
revenues when collected because they are generally not measurable until actually received). 

Jn a nonexchange transactio,n, the Municipality gives (or receives) value without directly receiving (or 
giving) equal value in return. This is djfferent from an exchange transaction, in which each party 
receives and gives up essen tially equal values. According current smndards, the Municipality groups 
its nonexchange transactions into t11e following four classes in t11e accompanying basic financial 
statements: (a) derived tax revenues, (b) imposed nonexchange revenues, (c) government mandated 
nonexchangc transactions, and (d) voluntary noncxchange 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 ru1d revenues are recorded 
when the underlying exchange has occurred (that generally is, when the taxpayers' net sales or 
revenues subject to tax take place). ln the case of imposed nonexchange revenue transactions (such as 
property taxes), which result from assessments made by the Municipality on nongovernmental 
entities, inclumng individuals, other than assessments on exchange transactjons, receivables are 
generally recorded in the period when an enforceable legal claim has arisen. Property truces arc 
generally recorded as revenues (net of amounts considered not collectible) in the period when 
resources are required to be used or the firs t period tliat the use of the resources is permined. 

Government-mandated nonexchange transactions (such as grants and contributions) result when a 
government at one level (such as the federal or s tate 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-dnven 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 incun-ed. 

• For other types of grants (mainly grm1ts and contributions with purpose restrictions but with 
no time requirements), receivables and revenues are recorded when all applicable eligibility 
req11irements are met. When lhe provider is a govenu11ent (includfog the govemment 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. 
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Voluntary noncxchange 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 noncxchangc transactto11S 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 arc 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 OFFS include reconciliations to better identify 
the relationship between the GWFS and the GFFS. 

Governmental fund financial statements - The accompanying OFFS 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, 2006, except for property taxes for which the 
availability period is 60 days. Revenue sources not meeting this availability criterion or collected in 
advance arc recorded as deferred revenues at Jtme 30, 2006. The principal revenue sources 
considered susceptible to accrual include property taxes, municipal license taxes, intergovemmental 
grants and contributions and interest income. These principal revenue sources meet both 
measurability and availability criteria in the accompanying OFFS, 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 llcenses and pennits, charges for services and miscclloncous revenues are generally recorded 
as revenues when collected because they are generally not measurable until actually received. 

All revenues, expenses, gains, losses and assets resulting from noncxchange transactions are recorded 
in a similar manner to the GWFS, using the previously discussed criteria set forth by current 
standards for nonexchangc 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 arc 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 generaJly recorded in the pcnod when resources are required to be 
used or the first period that the use of the resources ts 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. 
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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 arc generally recorded in the accompanying governmental fund 
financ1al 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 nom1ally 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 Lhey 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 Jong-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 
liabi lities 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 OFFS 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, arc 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-tenn liabilities (determined 
using the modified accrnal basis of accounting) are incorporated into the accompanying statement of 
net assets. 

j) Unrestricted and Restricted Deposits 

The Municipality's deposits are composed of cash on hand, demand deposits and cash equivalents in: 
(1) commercial banks, (2) the Government Development Bank for Puerto Rico (GDB), 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. 
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The Municipality follows the practice of pooling cash. The balance in the pooled cash account is 
available to meet current operating requirements. Under the Jaws and regulations of Lhe 
Commonwealth, public funds deposited by the Municipality in commercial banks must be fully 
collateralizcd for the amounts deposited in excess of the federal depository insurance generally 
provided by the Federal Deposits Insurance Corporation (FDfC). All securities pledged as collateral 
arc held by the Secretary of the Treasury of the Commonwealth, in the Municipality's name. 

Restricted assets include cash and cash equivalents in GDB and CRIM. These cash balances arc 
classified as restricted assets since its use is limited for the specified purposes discussed below, which 
nrc 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 nonintercst bearing accounts which arc 
restricted for: (I) the acquisition, construction or improvement of major capital assets and the 
operations of federal and state funded programs. 

g) Unrestricted and Restricted Accou11ts R eceivable 

In Lhc accompanying GWFS, receivables consist of all revenues earned but not collected at June 30, 
2006. Major receivable balances for the governmental activities include property laxes 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 Municipalily for reimbursement 
of expenditures incurred pursuant to federal and state funded programs (recorded in the general fund, 
special revenue funds nnd capital project funds). 

These accounts receivables arc stated net of estimated allowances for uncollectible accounts, which 
are detennined, based upon past collection experience, historical trends, current economic conditions 
and the periodic aging of accounts receivable. 

Activities among funds that are representative of lending/borrowing arrangements outstanding al 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 arc 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. 
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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. 

i) Deferred Charge~· 

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

j) Capital Assel!J· 

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 constmction, and with useful lives extending beyond one year. All assets with 
individual costs under $500 or with usefol 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 cun-ent costs were used 
to value a significant portion of the infrastructure and certain land, buildings, stmctures 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, 
land, building, structures, building improvements, construction in progress, machinery and equipment 
and licensed vehicles constn1cted or acquired during or after the year ended June 30, 2003. 

Major outlays for capital assets and improvements are capitalized in the statement of net assets as 
projects are constructed. The costs of nonnal maintenance and repairs that do not add value to the 
asset or materially extend capital asset lives are not capitalized. 
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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 
Jives 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, strnctures and building improvements 

lnfrastructurc 

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 to20 

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 Revenues 

The Municipality reports deferred revenue on its GFFS nnd 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 coUected wiU1in 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. 

35 
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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 ( l)are earned on the basis of 
services already perfonned by employees, (2) it is probable that will be paid (in the fonn of paid time 
off, cash payments at termination or retirement, or some olher means) and (3) arc not contingent on a 
specific event (such as illness). 

The compensated absences are accumulated on the basis of 2!11 days per month of vacation and 1 Yi 
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 l 0 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 govemment-widc financial statements. for 
governmental fund financial statements, Ute current portion of unpaid compensated absences is Ute 
amount that is normally expected to be paid using expendable available financial resources. The non
current portion of the liability is not reported. 

Pursuant to Law No. J 52 of August 20, 1996 effective July ] , 1997 U1e Municipality is required lo 
pay any excess of vacations and sick leave accumulated over 90 days as of December 31 of each year. 
Payments should be made on or before March 31 of the following year. 

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-term debt 10 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 OFFS when resources are available in the 
debt service fund (generally at June 30). In the OFFS, the face amount of debt issued is reported as 
other financing sources when issued. 

Jn the GWFS debt issuance costs arc reported as deferred charges and are amortized under the 
straight-line method over the life of the debt while in the OFFS such costs are recogmzcd as 
expenditures during the current period. 
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The Municipality classifies its lease agreements either as operating or capital leases. Capital kase 
agreements are non-cancelable and involve substance over form, the transfer of substantially all 
benefits aud risks inherent in the ownership of th e 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: 

• By the end of the lease ten11, ownership of the leased property is transfen-ed to the MunicipaJity. 

• 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, wirh ce1tain 
adjustments, is 90% or more of the fair value of t11e leased property. 

Although the Mm1icipality is prevented legally from entering into obligations extending beyond the 
current year budget, most capitaJ lease agreements entered by the Municipality contain fiscal funding 
clauses or a cancellation c lause 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 t11e 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 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. 

ln 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. 
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o) Accmmtbig for Pension Cqsts 

The Commonwealth of Puerto Rico is considered to be the sponsor of the Employees' Retirement 
System of the Government of Puerto Rico and Its lnstrumentalities (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 tbe aforementioned pension trust funds are part of the financial 
reporting entity of the Conunonwealth. 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. 

p) Risk Ma11agement 

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 T reasury 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 CRIM. 

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 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 arc also paid through monthly deductions made by CRIM from the 
Municipality's gross property tax collections. 

The Municipality obtai.ns unemployment compensation, non-occupational disability, and drivers' 
insurance coverage for its employees through various insurance programs administered by lhe 
Commonwealth's Department of Labor and Human Resources (DOL). These insurance programs 
cover workers against unemployment and provide supplementary insurance coverage for temporary 
disability, or death because of work or employment-related accidents or because of illness suffered as 
a consequence of their employment. Unemployment compensation, non-occupational disability ::md 
drivers' insurance premiums are paid directly to DOL on a quarterly basis. 
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The Municipality also obtains medical insurance coverage for its employees. The current insurance 
policies have not been canceled or tenninated at June 30, 2006. In the past three years, the 
Municipality has not settled claims that exceeded insurance coverage. 

q) Reservations of Fund 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 fo llowing types 
of reservations of fund balances: 

• E 11cumbra11ces - Represent future expenditures under purchase orders, contracts and o ther 
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 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) lnterfimd 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: 

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

• J11tra-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 fnnds. 

• Adva11ces - Represent amounts advanced among funds, which are not considered to be currently 
available financial resources. 

In U1e GFFS, interfund activity has not been eliminated, as permitted by GAAP. 
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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. 

t) Future A dop tion of Acc01mti11g Pro1101111cem e11ts 

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

43 

S tatement 

Financial Reporting for Post employment Benefits 
Plans Other Than Pension Plans 

45 Accounting and Financial Reporting by Employers 

48 

for Post employment Benefits Other 1ban 
Pensions 

Sales and Pledges of Receivables and Future 
Revenues and Intra-entity Transfers of Assets and 
Future Revenues 

To be Adopted in 
F iscal year ended, 

June 30, 2008 

June 30, 2009 

June 30, 2008 

The impact of these statements in the Municipality's basic financial statements has not yet been 
detennined. 

2. CUSTODIAL CREDIT RISK - DEPOSITS 

Custodial credit risk is the risk that in the event of a bank failure, the government's deposits may no,t 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 secu1ities pledged as 
collateral by the Municipality aTe 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 $402, 715. 

Deposits in governmental banks, all of which are uninsured and uncollateralized, are exposed to custodial 
credit risk. At year end the Municipality's bank balance in governmental banks amounts to $1,876,838. 
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3. DUE FROM (TO) GOVERNMENTAL AGENCIES 

a. Ammmts due from govenunental agencies as of June 30, 2006 follows: 

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

Municipal Revenue Collection Center (CRlM)-
current year liquidation (general fund) 

Puerto Rico Department of Family - Child Care 
U.S. Department of Justice-COPS 
U.S. Federal Emergency Management Agency 

HMGP 
Office of Commissioner of Municipal Affairs -

CDBG 
U.S. Department of Housing and Urban 

Development - Section 8 
U.S. Department of Commerce - EDA 
Puerto Rico Department of Labor - Law 52 
Puerto Rico Department of Labor - Law 82 
Puerto Rico Department of Health 
Government Development Bank of Puerto Rico 
Puerto Rico Office of Management and Budget 

- Law No. 43 of2006 
Puerto Rico Police Department - Public Order 

Code 
Commonwealth Legislature Resolutions 
Puerto Rico Department of Treasury -

Christmas bonus reimbursement 

$ 

$ 

Commonwealth 
Government 

12,554 

185,559 

300,063 
43,015 

564,492 
4,742 

64,842 

33,356 
401 ,151 

84,634 
1,694,408 

$ 

$ 

Federal 
Government 

65,706 
999 

434,368 

393.327 

99 
93,822 

988,321 

The amounts due from Puerto Rico Department of Treasury - Christmas bonus ($84,634), Municipal 
Revenue Collection Center-current year liquidation, ($89,521 ), Puerto Rico Department of Health 
($329,287), U.S. Federal Emergency Management Agency ($113,377), U.S. Department of Commerce -
EDA ($93,822) and Puerto Rico Department of Labor - Law 52 ($300,063) are recorded as deferred 
revenue in the governmental funds statements since are not available as required by current standards or 
represent resources received before allowable expenditures are incurred. See note 6. 
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b. Amounts due to governmental agencies as of June 30, 2006 follows: 

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 
Puerto Rico Land Authority 
Puerto Rico Treasury Department 
Puerto Rico Electric Power Authority 
Other entities 

4. JNTERFUND TRANSACTIONS 

a. Due from/to other funds: 

$ 

$ 

Amount 

32,439 
124,158 

175,553 

3,370 
131,131 

1,200 
5,000 
7,754 

205 
480,810 

Amounts due from/to other funds represent lempora.ry advances to other funds for payroll and payroll 
truces cxpenditw-es and to record the overdrawn of pool cash by the general fund to other special funds as 
follows: 

Receivable Fund 

General Fund 

Major Fw1d 
Commonwcalth 

Legislative Resolutions 

Other governmental funds 
- Citizens Participation 

Other governmental funds 
-CDR 

Other governmental funds 
-others 

Total: 

Payable Fund 

Major fund - State Legislative Joint Resolutions 
Other governmental funds -Public Order Code 

Other governmental funds-Law 52 
Other governmental funds-Law 82 
Other governmental funds -CDBG 

Other governmental funds-Cha Id Care 
Other govcmmcntal funds-others 

General Fund 
Major fund - FEMA HMGP 

Other govcmmcnt:il funds - CDBG 

General Fund 

General Fund 

General Pund 
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Amount 

$ 51,173 
36,556 

290, J 72 
50,075 

l 50,339 
91,492 
39,235 

784,464 
43 I ,994 

24,978 

32 1.628 

28,566 

13,189 

$ 2,313,861 



b. Transfers: 
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Notes to Basic Financi al Statements 
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Transfers between individual funds were made for operational purposes. Transfers includes: interest 
eamed on restricted cash with fiscal agents in the debt service fund :.ind operating and capital 
improvement loans in other governmental funds which is transferred to the general fund; principal and 
interest payments of general long tcnn debt transferred from the general fund to lhe 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. 

s. CA PIT AL ASSETS 

Capital asset activity for the year ended June 30, 2006 was as follows: 

Balance 
July 1, 2005, as Balance 

restated Increases Dccrcnses .June 30. 2006 
Governmental activities: 

Capital assets, not being depreciated: 
Land $ 665,008 $ 665,008 
Construction in progress 5,155,763 1,448,527 6.604,290 

Total capital assets not being 
depreciated: 5,820,771 1,448,527 7,269,298 

Capital assets, being depreciated: 
Buildings. structures and building 
improvements 6,691,093 27,470 168,677 6,549,886 
Infrastructure 3,671,371 339,424 4,010,795 
Land improvements 2,884.899 8,097 2,892,996 
Licensed vehicles 1,500,668 108,768 1,609,436 
Machinery and equipment 991,73 1 I 35,854 1,127,585 
Equipment under capital leases 43,572 43,572 

Total capital asset~ being 
dcpreci ated 15,783,334 619,613 168.677 16.234.270 

Less accumulated depreciation for: 
Buildings, structures and building 
improvements 2,5-",2,676 J 32,203 89,780 2,585,099 
Infrastructure 1,113,721 170,189 1,283,910 
l..nnd improvements 1,909,092 83,550 I ,992,642 
Licensed vehicles 862,281 111,121 973,402 
Machinery and equipment 7 15,827 34,744 750.571 
Equipment under cnpitnl leases 18.898 9,586 28,484 

Total accumulated depreciation 7.162.495 54 1,393 89,780 7,614.108 

Total capital assets being 
depreciated, net 8.620,839 78,220 78,897 8,620,162 

Governmental activities capital 
assets, net $ 14,441 ,6 I 0 $ I ,526,747 $ 78,897 $ 15,889,459 
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Depreciation and amortization of capital assets was ch.arged 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 

$ 

$ 

97,201 
90,437 
28,459 

147,763 
177,533 

541,393 

The Municipality was awarded $900,000 by the Economic Development Administration (EDA) on 
September 25, 200 I. The project consists of the constrnction of a building known as the Coastal 
Enterprise Center for small tourism related businesses and the constrnction 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 '..viU 
be located. The agreement and mortgage shall tem1inate and be of no further force r.venty (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. 0 EFERRED REVENUES 

The Municipality reports defetTed revenue on its OFFS as follows: 

Resources not Resources received 
available in advance 

Federal Government - EDA $ 93,822 $ 
Unearned volume of municipal license taxes 232,426 
CRJJv1-property taxes (liquidation - current 

year) 89,521 
P.R. Department of Health 329,287 
PR. Department of Treasury-Christmas bonus 84,634 
Ci.tizens Participation Fund 280,577 
Federal Emergency Management Agency -

JIM GP 113,377 
Federal Emergency Management Agency -

others 40,956 
P.R. Department of Labor - Law No.52 300,063 
Federal Government - Section 8 167,550 
Rmal Development Corporation 28,566 
Others 32,557 

$ 1,010,704 $ 782,632 
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The Municipality's Legislature is legally authorized to detern1ine 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 Mun icipality; 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, 2006, the Municipality is in 
compliance with the debt limitation requirements. 

The general long-term debt activity for the year ended June 30, 2006 was as follows: 
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Balance at Ral:mcc a t Oue within one 
Ju l:i: I, 2005 Increases Decreases June JO, 2006 ~cnr 

Bonds payable $ 3,514,000 s 1,310,000 $ 200,000 $ 4,624,000 $ 224.000 
Notes payable to: 
PR Treasury 
Department: 

Loan for 1>aymcnt of 
legal settlement I ,633.730 1,002 1,632,728 102,419 

Financing agreement 
for the excess of 
property tax ovCi 
advances thorough 
fiscal year 2003 487.980 12,037 475,943 12,917 

PR Department of 
Lobor and Human 
Resources 417,302 105,940 JI 1,362 120,668 

PR Land Authority 120,8 15 2.751 118,064 2,916 

CRIM: 
Act No. 42 -

Financing 
agreement fot the 
excess of property 
tax advances over 
tax collections 
through fiscal year 

2000 1,028.004 14,873 1,013,131 I 5,807 

LIMS 95,193 12,391 82,802 13,139 

l'inanc ing of 
del inquent 
property lox 
accounts sold 138,842 12,242 126,600 

Payable to C RIM · 
Execs~ of property tax 
advances ov1.'I' actual 
collections 56,138 56,138 56,138 

Payable to rEMA 750,467 750.467 

Compens~ted absences 1,121,914 47,301 73,699 1,095,516 45,000 

Claims and judgments 164.660 26.083 126,2 19 64.524 15,284 

Obligation under cnpit~I 
leases 22.197 5.263 16.934 7.595 

Christmas bonus 169.014 I R3.370 169,014 I 8J.J70 183.370 
$ 9,302,954 $ I ,9&4.056 $ 735,431 $ I 0.551.57CJ $ 799,253 

a) Bomls Payable mu/ operational loalls 

The Municipality issues general and special (public improvements) obligations bonds and operational 
loans to provide for the acquisition and constmction of major capital facilities and equipment, as well as, 
to cover certain operating needs. Bonds and notes payable at June 30, 2006 is composed of the following 
dt:bts: 
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1992 senal bonds, original amount of $375,000, due m :mnual pnnc1pal installments 
ranging from $25.000 to S50,000; plus interest due in semiannual installments al 
variable rntes from 5.00% to 7.81 % (6.00% al June 30, 2006) through July I, 2009 

2002 serial bonds, originul nmount of $530,000, due in ann uni principal installments 
ranging from $10,000 to $40,000; plus interest due in scminnnuol installments al 

variable rates from 2.70% to 5.60% (3.21 % at June 30, 2006) through July I, 2026 

2005 serial bonds, original amount of $1,310,000, d uc in annual principal 
installments ranging from $35,000 to SI 05,000; plus interest due m semiannual 
installments at v:mable rates from 4 .23% to 5.33% (..i.23% at June 30. 2006) 
through July I, 2025 

Public Improvement Bonds: 
1995 serial bonds, onginal amount of $I, 125,000, due in annual pnnc1pal 

installments ranging from $20,000 to S 110,000; plus in tercst due m scmrnnnual 
installments at variable rntes from 4.70% to 6.63% (6.00% at June 30. 2006) 
through July I, 2016 

Operational loan : 
1986 original issue amount of S280,000, due in annual pnnc1pal installments of 

$14,000, plus interest due in semiannual installments at vanable rates from 5.00% 
to 8.50°!. (6.00°.4 at June 30. 2006) through July I, 2006 

2000 onginal issue amount of S 135,000, due in annual prmc1pal installments ranging 
from $I 0,000 to $20,000; plus interest due in semiannual installments at variublc 
rates from 5.00% to 7.81 % (6.00% at June 30, 2006) through July I, 2009 

2002 originul amount of $1,740,000, due in annual installments runging from$ I 0,000 
to $130,000; plus mterest due in semiannual installments at vnriablc rates from 
5.00% to 6.00% (6.00% at June 30, 2006) through July I, 2026 

2005 ongmal amount of S 145,000, due m annual pnnc1pal 111stallmcnts r:mgmg from 
SI 0,000 to $20,000; plus interest due in semiannual installments at variable rates 
from 5.00°/o to 8.0 O"/o (6.25% at June 30, 2006) through July I, 2014 
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Outstanding 
Amount 

180,000 

490,000 

l ,3!0.000 

815,000 

14,000 

65,000 

1,61 5.000 

135,000 

4,624,000 
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Annual debt service requirements of maturity for bonds payable are as follows: 

June JO Prind~al Interest 

2007 s 224,000 s 2(1(),008 

2008 220.000 250,997 

20<>9 235,000 227,117 

2010 255,000 2 13,489 

2011 190,000 201,094 

2012-2016 1,165,000 R24,501 

2017-2021 990,000 507,385 

2022-2026 1,175,000 222,964 

2027 170,000 5,020 

Totnls s 4,624,000 $ 2,712,575 

IJ) Notes Payable to P11erto Rico Treas11ry Department 

Lo:rn for pavment of legal ettlement - On December 1, 2003 the Municipality oh1ained 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 amoun1 of the loan was $2,000,000 at no interest. TI1is note has an imputed interest rate of 
3.00% and was originally recorded at its present value of $1,635, 177, net of an uruirr.ortized discount of 
$364,823, at inception. At June 30, 2006, the balance of this note, net of the unamorttzcd discount of 
S238,190 amounted to Sl ,632,728 with :m accrued interest of$4,082. This amount will be repaid with 
unrestricted funds. TI1e principal and discount amortization (recorded as interest expense) maturities are 
as follows: 

J u ne 30 PrincieaJ lnCercst 

2007 s 102,419 $ 47,325 

2008 105,534 44.202 
20()1) 159,437 40,164 

2010 164,287 35,303 

2011 169.284 30,293 

2012-2014 931.767 40,903 

Totals s 1,632,728 :?38, 190 
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Financing of the excess of propert:v tax advances over collections - On November 4, 1999 the 
Municipality entered mto a financing agreement with the Puerto Rico Treasury Department to pay a debt 
related to the excess of property tax advances over collect1ons made by the Puerto Rico Treasury 
Department prior to the creation of CRIM m 1993. The 011lstanding principal and accrued interest 
balances of the note payable to CRIM amounted to $475,973 and $2,808, respectively, at June 30, 2006. 
This umount will be repaid with unrestricted funds. The principal and interest matu1 itics arc as follows: 

.June 30 

2007 

2008 

2009 
2010 

2011 

2012-2016 

2017-2021 

2022-2025 

rotals 

Principal 

$ 12,917 

s 

13,862 

14,876 

15,964 

17,131 

106,389 

151,422 

143,382 

475,943 

c) Note pay able to Puerto Rico Departme11t of labor 

$ 

s 

Interest 

33,207 

32,256 

3 1.236 

30,142 

28.967 

123,983 

78,685 

18.125 

376,601 

On December 22, 2005, the Municipality entered into a financing agreement with the P.R. Dep~rtmem of 
Labor for a total amount of $417 ,302 for unemployment benefits paid by the C'ommonweaith of Puerto 
Rico Ill behalf of the mumcipality. The agreement 1s payable in monthly mstallments of $10,989, 
including interest of 11.08% and due in January 5, 2009. The outstanding principal balance of the note 
payable amounted to $3 11,362 at June 30, 2006. The note 1s being paid from unrestricted funds. Debt 
service requirements in future years are as follows: 

June 30 

2007 

2008 

2009 

Totals 

$ 

$ 

Principal 

120,668 

116,537 

74,157 

311,362 

Interest 

$ 26,538 

14,255 

2,080 

s 42,873 
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d) Notes Payable to Puerto Rico Land Authority 

e) 

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. 2006. U1c balance of this note. net 
of the unamortized discount of $95,442 amount:!<l to $118,064 with an accrned interest of $6,494. This 
amount will be repaid with unrestricted funds. The principal and discount amortiwtion (recorded as 
interest expense) maturities are as follows: 

June 30 Prind Qal Interest 

2007 $ 2,9 16 $ 6,923 

2008 3.091 6,739 

2009 3,277 6,543 

2010 3,473 6,336 

201 l 3,682 6,116 

2012-201 <I 21,999 26,791 

2017 2021 17,529 21,507 

2022-2026 35.367 12,687 
2027·2029 26,730 1,800 

Totals $ 118,064 $ 95,442 

Notes Payable to CRIM 

Act No. 42 - Act No. 42 of January 26, 2000 was enacted to authorize CRIM to enter mto a fin~cing 
agreement of up to $200 mill ion, for a tem1 not exceeding 30 years. The financing agreemenr a Hows for 
the financing of a debt th:it the municipalities of Pucno 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 reslllt of the Pub! ic Low No. 238 of August 15, 1999. 

On December 16, 2002 the Municipality entered into a rep:iyment agreement with GDB a11J CRIM to pay 
ofTthe remaining $1.061,453 of excess of property tax advances from fiscal year 2000 and 2001. CRIM 
retai11s the principal and interest from the property tax advances of the Mumc1pality. The amounts 
retained by CRlM are remitted to CDB on July 1 of each year through July I, 2032. The repayment 
agreement bears interest at a rate of 6.2%. The outstanding principal and accrued interest bala11ccs of the 
note payable to CRIM amounted $1.013.131 and $31,344 respectively, at June 30, 2006. This amount 
will be repaid with unrestricted funds. The principal and interest maturities are as follows: 
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June 30 
2007 

2008 

2009 

2010 

2011 

2012-2016 

20 17-2021 

2022-2026 

2027-2031 

2032-2033 

Totals 
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MUNICIPALITY OF GUANJCA 
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Principal Inter est 

s 15,807 61 ,958 

60,944 

59,845 

58,689 
57,459 

s 

16,801 

17,856 

18,978 
20,171 

121 ,533 

164,823 

223,532 

303,155 

110,475 

1,013,131 

265,978 

221,J49 

160,822 

78.737 

10,995 

1,036,776 

LIMS - On June 28, 2001, the Municipality entered into a financing agreement with CRJM for the 
payment of the Municipality 's share of the cost of an information 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 I, 2011. This note has an imputed interest rate of 
6.00% and was originaJly recorded at its present value of $130,789, net of an unamortized discount of 
$47,942, at inception. At June 30, 2006, the balance of this note, net of the unamortized discount of 
$15,091, amounted to $82,802. This amount will be repaid with unrestnctcd funds. The principal and 
discount amortization (recorded as int.erest expense) maturities are as follows: 

June 30 

2007 

2008 

2009 

2010 

201 l 

2012 

Totals 

Principal 

$ 13,139 

s 

13,933 
14,774 

15,666 

16,612 

8,678 

82,802 

$ 

$ 

Interest 

4,669 
3,872 
3,026 

2, 130 

I, 179 
215 

I 5,091 

Financing of dcliJHJucn t 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 l 25 points o ver LIB OR rate during the 
next 25 years. During U1is fisca l year CRIM has record credits fo r the amount of $12,242 to the principal 
on this agreement. At June 30, 2006, the outstanding principal amounted to $126,600. The principal and 
interest maturities arc as follows: 
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Juue 30 Princieal In terest 

2007 s $ 8,229 

2008 8,229 

2009 2.177 8,153 
2010 2,323 8,007 

2011 2,478 7,850 

20 12-2016 15,114 3(),5 13 

20 17-2021 20.900 37.381 
2022-2026 28,90 1 22.651 

2027-2031 39,965 11,528 

2032-2033 14,742 689 

Totals s 126,600 $ 149.230 

f) Othe r payable to CRIM - Excess of property tax: advances over actual collections - T he $56, 138 
represents the baJance owed as of June 30, 2006 to CRIM for excess of advances of property tax and o ther 
subsidies over final amount of property tax collections for the fiscal year ended June 30, 2005 (sec note 
8). 111is amount will be repaid with unrestricted funds. 

g) Note Payable to FEMA - This amount represents fin al disallowed costs as detcnnined by an audit 
pcr fonncd by the Governor's Authorized Representative (GAR) of FEMA funds rcloted to Hurricane 
Georges. As of June 30, 2006, the outstanding balance amounts to $750,467. The Municipality intends to 
pay the amount through a payment plan with FEMA which will be fmanced with unrestricted funds. 

Ii) Co111pe11saled absence.' - Includes accn1ed vacations, sick leave benefits and other benefits with sim ilar 
characteristics such as compensatory time, represents the Municipali ty's commitment to fund such costs 
from future operations. As of June 30, 2006 the outstanding balance amounts to $1,095,516. This amount 
will be repuid with unrestricted funds. 

i) Other claims n11d j11rlgme111s - Represent the final costs of legal cases paid subsequent to June 30, 2006 
and other claims outstanding as of that date. The awarded amounts will be paid with unrestricted funds. 
As of June 30, 2006 the outstanding balance amounts to $64,524. 

j) l ease obligalio11s 

1l1c Municipality is obligated under capital leases with third parties that expire through 2009 for the 
acquisition of office equipment. At June 30, 2006, the capitalized costs and the related accumulated 
amortization of the lensed equipment amounted to $43,572 and $28,484, respectively, which a re 
accounted for as capital assets in the accompanying govemmenl-wtde statement of net assets. The present 
value of the future minimum capital lease payments at June 30, 2006 reported in the accompanymg 
government-wide statement of net assets is as follows: 
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Year ending 
J une JO, 

2007 

2008 

2009 

C OMMONWEAL T ll OF P UERTO R ICO 
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June 30, 2006 

Total future minimum lease payments 

Less: amount representing future interest cost 
at 8.00% 

Present value of minimum lease paymcnLS 
Less: 

Current portion of obligation under capital leases 

Obligation under cnpitaJ leases, excluding current portion 

A mount 

8,940 

6,756 

3,184 

18,880 

( J ,946) 

16,934 

7,595 

$ 9,339 

k) Cllri.~tmas bo1111s - Represent the accrued ponion corresponding to fiscal year 2005-2006 of the Christmas 
bonus to be paid in December 2006. 

8. PROPERTY TAXE 

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 1s self-nssessed by the taxpayer. The assessment 1s 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 1s 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 currerit value existing m the yeur 1957. For personal 
property the tax 1s 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 Lst. 

·n1e tax rntt:s in force as of June 30, 2006 arc 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. 78% for personal 
property (of which 6.58% 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 appropnatcd for general purposes and 
accounted in the general fund. The remaining portion of I. 75% on both tax rates belonging to the 
Municipality 1s rcstnctcd for debt service and accounted m the debt sen ice 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 R.ico Department of Treasury assumes 
payment of the basic tax to the Murncipality, except fo r rcs1dcn11nl umts assessed at less Lhan $3.500 on 
which a complete exemption 1s granted. Revenue related to exempt propeny 1s recorded in the General 
Fund. 111c Munic1p:ihty grants a complete excmpuon from personal property taxes up to an assessment 
value of $50.000 to rctrulers with annual net sales of less than $150.000. 
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The CRIM advances funds to the Municipality based on an estimate of special governmental subsidies 
and the property taxes to be levied and which arc collected in subsequent periods. This distribut ion 
includes advances of property tax and amounts of municipal equalizat ion fond from the Commonwealth 
government 111e CRlM is required by law to pr·epare a settlement statement on a fiscal year basis, 
whereby a comparison is made between the amoun1s advanced to the Municipality and amounls actually 
collected from taxpayers. The C RIM prepares a preliminary settlement not later than three months a~cr 
fiscal year-end and a final settlement not later than six months after fiscal year-end. If actual collections 
exceed the advances a receivable from CRIM is recorded. However, if advances exceed actual collections, 
a payable to CRIM is recorded. The Municipality has a net receivable of 185,559 resulting from the final 
settlement for fiscal year 2005-2006 and a net payable to the CRIM of$ 56, 138 resulting from the fmal 
settlement for fiscal year 2004-2005. 111e net payable amount is recorded as a long tenn debt in the 
government-wide statement since will not be paid with expendable available resources. 

9. MUNICIPAL LICENSE T~XES 

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, 2006, the municipal tax rates imposed by the 
Municipality were 1.50% for financing institutions and 0.40% 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 caJendar year. Taxpayers with a sales volume of $1 million or more must include audited 
financial statements w ith 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. Tho first installment of the tax 
covers the six-month period ended D ecember 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 automaticaJly on the total tax amount due. 

Any municipal license taxes collected in advance (that is, pertaining to a future period) arc recorded as 
deferred revenues. Deferred municipal license lax revenues recorded in the accompanying GWFS and 
GFFS amounted to $232,426 at fane 30, 2006, which represents municipal licenses collected in adva11ce 
for the taxable year 2006-2007. 
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J 0. 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 Bonns 

expencliiures 
P.R. Department of Health-reimbursement of costs 

11. FUND BALANCE RESTATEMENTS 

a. Fund balances 

Amount 
$ 4 ,358,155 

948,576 

144,337 
799,697 

$ 6,250,765 

The beginning fund balance of the EDA fund included in other governmentaJ funds has been restated 
to recognize corrections of accounting errors. Tihe corrections include an understatement of liabil ities 
for $25, 120. The following schedule reconciles the fund balance at July 1, 2005 as previously reported 
to the beginning fond balance, as restated: 

b. Net assets 

Fund 
Other governmental 

funds 

Bnlancl' at 

beginning of year, 
:u p revious ly 

reported 

$ (50.295) 

P1·ior period :>djustments 

Cor rtctlon of trro rs 

$ (25,120) 

ll:llan te :at b<'ginning 
orye:ir, :is 
Reniued 

$ (?5,415) 

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

Net assets at begmning of year as previously reported: 

Restnlements: 
Understatement of accounts payable, EDA 
Unders1atemcn1 of accounts rcceiv:iblc, P.R. Department of He:ihh 
ll11dcr~"Ultement of capital assets, EDA construction in progress 

Net assets at beginning of year as restated: 
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$ 6,847.477 

(25, 120) 
564,492 
168.381 

$ 7,555,230 
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12. EMPLOYEES RETffiEMENT 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 benefit pension plan established by 
the Commonwealth. The System was created under Act. No. 447 approved on May l 5, 195 1. as 
amended, and became effective on Janunry I, 1952. The System covers all regular full time public 
employees working for the central government, the municipalities of Puerto Rico and certain public 
corporations not having their own retirement systems. 

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 obtamed 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 10 
years of plan participation. 

Retirement benefits arc dctem1ined 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 
recogmzcd by ERS. The annuity, for which a plan member is eligible, is limited to a minimum of $200 
per month and a maximum of 75 percent of the average compensation. 

On September 24, 1999, an amendment to Act No. 44 7 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 l, 2000. Employees participating in the current system as of December 3 1, 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 1, 2000, arc 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 rale based on the two-year Constant Mah1rity U.S. 
Treasury Note; (2) earn a rate equal to 75 percent of the remm of the System 2000's investment portfolio 
(net of management fees); or (3) eam a combination of both alternatives. Participants receive periodic 
account statements similar to those of defined contribution plans showing their accrued balances. 
Disability pensions arc not bci.ng granted under System 2000. The employer's contl'ibutions (9.275 
percent of the employees' salary which is applicable to the Municipality) will be used to fu nd the current 
plan. System 2000 reduced the retirement age from 65 years to 60 for those employees who JOincd the 
current plan on or later January 1, 2000. 
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Contribution requirements are established by law and are as follows: 

Munidpahty 
Employees: 

Hired on or before March 3 1, 1990 

II ired on or a fter April l , 1990 

9.275% of gross salary 

5.775% of gross salary up to $6,600 
8.275 o f 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 :ige 50) or 
benefits o f 65 percent (if 25 years of service by less Lhan age 55) of their average compensation which is 
computed based on the highest 36 months of compensation recognized by the System. 1n Lliese 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 participauts covt:red until the 
participants reaches the no1TI1al retirement age. 

ltistorically, the Commonwealth has reported the System as a single-employer plan (as relates only to the 
financial reportmg entity of the Commonwealth) in its comprehensive annual financial report. 
Accordingly, any actuanal deficiency that may exist o r anse related to the Municipality's participating 
employees will be assumed by the Commonwealth s ince the System docs not allocate any actuarial 
deficiencies pcrtainmg to municipal employees participating in the System. TI1e Municipality is only 
required by law to make s tatutory contributions in the rates mentioned above. As a result, no net pension 
obligation nor net pension asset that may be allocable to U1e Mumcipality' s participatmg employees, if 
:my, has been recorded in the accompanying basic finnncial statemenLc;. 

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

Fiscal year 
ended June 30, 

2006 
2005 
2004 

13. POSTEMPLOYMENT BENEFITS 

$ 
s 
$ 

Act No. 447 

60,926 
68,503 
74,224 

$ 
$ 
$ 

ystem 2000 

140,455 
130,816 
74,481 

Pursuant to Law No. 157 of June 27, 2003, the Mu111c1paltty 1s required to cover annually the 3% mcreasc 
m the retirement plan of its retired employees. For the fiscal year ended the post employment benefits 
paid to retired employees under this requirement amounted to $ 461 . 
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J 4. COMMITMENTS AND CONTINGENCIES 

a. Encumbrances and construction commitments 

The Municipality has reported, outstanding encumbrances amounting to $178,886 in the general fund 
at June 30, 2006. The Municipality intends to honor these encumbrances, which w1II continue to be 
liciuidated under the current year's budget during a lapse period that extends into the subsequent tiscal 
year. 

The Municipality has commitments at June 30, 2006 of approximately $814,546 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 tern1S. Rental expenses amounted 
approximately $ 7,126. Management believes that the summary of the future minimum rental 
comntitments 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 arc subject to audits by grantors and other 
governmental agencies in order to determine its expenditures to comply with the conditions of such 
grants. As of June 30. 2006 and as disclosed in Note 7(g) Lhe Municipality accnied in the GWFS 
$750,467 representing dfaallowed costs as determined by an audit pcrfonned by the Governor's 
Authorized Representative (GAR) of FEMA funds related to Hurricane Georges. As of Jtmc 30, 2006 
the GAR informed the Municipality that additional funds in the amount of $293,698 may be 
disallowed since certain projects have not been completed. The final outcome of this matter is 
undcterminable. 

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. I 04 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 us 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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Wilh respects to pending or threatened litigation, the .Municipality has reported liabilities of $64,524 
for awarded or anticipated unfavorable judgments a.s of June 30, 2006. Management believes thal any 
unfavorable outcome in relation to pending or threatened litigation would not be significantly in 
excess of recorded amounts. 

15. FUND BALANCE DEFJCJTS 

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

Amount 
Economic Development Administration-EDA s 93,821 

P.R. Department of Labor - Law #52 $ 296,271 

The deficits results from the accrual of expenditures w1thour accruing intergovernmental revenues for 
reimbursement of expenditures. As required by current s tandards, 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. 

J 6. SPECIAL ITEM 

On July 26, 2005 the Municipality agreed to sell a parcel of land and the appended buildings with a book 
value of $78, 797 for a total amount of $612,265. The transaction falls under the definition of special item 
set forth by GASB 34, as it is a transaction of unusual or infrequent nature wilhin the control of 
Municipality's management. 

17. SUBSEQUENT EVENTS 

a. Sales Tax lmplcmentation 

Effective on August, 2006 the Municipality imposed a sales tax of l % to be applicable over all direct 
sales to consumers, including certain services as approved by the Municipal Legislature. Subsequently on 
November 14, 2006 this tax was raised to 1.50% as amended by the Municipal Legislature to be in 
conformity with Commonwealth Govemment Sales Tax Law (Act No. 117 of July 4, 2006) 

Section 6 189 of the Puerto Rico Internal Revenue Code of 1994, as amended, authorizes the 
Municipalities in Puerto Rico to impose a sales and use tax to consumers. This tax must be imposed in 
confonnity with the base, exemptions and limitations contained in Subtitle BB of the Code. The 
Municipal Sales Tax is specifically imposed over all sales transactions of taxable items and combined 
transactions (as defined by U1c municipal internal regulation) taken p lace within municipal limits. The 
Municipal Sales Tax is also specifically imposed over the purchase price for the use, storage or 
consumption of taxable transactions (as defined by the municipal internal regulation) taken place within 
Municipal limits. 
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b. Issuance of general obligation bonds 

On November 27, 2006, the Governmental Development Ban1c of Puerto Rico (GDB) approved the 
issuance of a $335,000 general obligation bond to the Municipality to finance the purchase of equipment 
for the new City Hall. Payments are due in annual installments through year 2011, 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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REQUIRED SUPPLEMENTARY INFORMATION 



Revenues: 

Property taxes 
Municipal license tax 
Licenses, permits and other local taxes 

Fines and forfeitures 
Interest 
Intergovernmental: 
Other operating grants and contnbutions 

Rent 
Other 

Total revenues 

Expenditure : 
Current· 

General government 

Pubhc safety 
Public works and sannatfon 

Cuhure and recrea1ion 
Health and welfare 

Total expenditu res 

COMMONWEALTH OF PUERTO RICO 
MUNICIPAUTY OF CUANICA 

BUDGETARY COMPARISON SCHEDULE- GENERAL FUND 
YEAR ENDED JUNE30, 2006 

Budgeted Amounts 
Actual Amounts 

Original Final (Budgetary Il:wis) 

s 1,000,607 s 1,000,607 $ l,000,607 

300,000 300,000 304,620 

851,500 851,500 272, 183 

15,000 15,000 27,935 

10,000 10,000 66,875 

5,297,079 5,297,079 5,157,566 

100,000 100,000 81,481 

665,000 665,000 652,587 

8,239,186 8,239,186 7,563,853 

4,259,881 4,259,881 4,542,265 

1,091.056 1,091,056 1,094,947 

1,866,194 1,866,194 1,789,793 
346,495 346.495 365,365 

483,171 -183, 171 480,517 

8,046,796 8,o.t6,796 8,272,886 

Excess (deficiency) of rc,•cnues over (under) expenditures \92,)90 192,390 (709,033) 

Other financing sources (uses): 
Transfers-out (192,390) (192,390) (183,115) 

fatal other financing sources (uses) (192,390) ( 192,390) ( 183.1 15) 

Net change in fund balance s s s (892,1~8) 

The ae<:0mpan~mg notes llrC an integral P"I1 ofthu requued supplementary infomution. 
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Variance \\ ilb 
Final Budget 

Positive (Negative) 

s 
4,620 

(579,3 17) 

12,935 
56,875 

( lJ9,.:ilJ) 

( 18,519) 
( J2,H3) 

(675.332) 

(282,384) 

(3,891) 
76,401 

( 18,870) 

2,653 

(226,091) 

(901.423) 

9,275 

9,275 

s (892, 148) 



COMMONWEAL TH OF P UERTO Rico 
M UNIC IPALITY OF G UANICA 

Notes to Required Supplementary fnformation
Budgetary Comparison Sched ule-General Fund 

June 30, 2006 

J. Budgetary Control 

According to the Autonomous Municipalities Ace of lhe Commonwealth of Puerto Rico, the Mayor 
and its Administrative Cabinet prcporc annual budgets each fiscal year for the Municipality's 
general fund and debt service fund. Such legally adopted budgets arc 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 I 0 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 01 before each June 13. 

The Municipal Lcgislarure 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 May()r but 
may not increase any items so far to cause a deficit without imposing taxes or identifying other 
sources ofrevenuc to cover such deficit. After the Municipal Legislature modifies and prclirninarily 
approves the Project. the modified Project is sent back to the Mayor for his approval or rejection 
within 6 days. The Mnyor 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 co the Municipal Legis lature with his objections. If the Mayor rejects the Project, the Municipal 
Legislature will have up to 8 days to adopt o r reject the recommendations or objections of the 
Mayor. The approved Project is sent again to the Mayor, which then would have 3 days to s.ig11 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 
nutomabcally renewed for the ensuing fiscal year unlil the Municipal Legislature and the Mayor 
approve new budgets. This pennits 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 co the approved budgets. which arc subject to the npproval of 
the Municipal Legislature. 111e 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 recreatio11 and health and wet fare) 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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COMMONW EALTH OF P UERTO Rico 
M UNICIPALITY OF GUA ICA 

Notes to Required Supplementary Information
Budgetary Comparison Schcdulc-Gcncral Fund 

June 30, 2006 

2. Budgetary Accounting 

The Municipality's annual budgets are prepared under the budgetary (statutory) basis of accouullng, 
which is not in accordance with GAAP. Under the budgetary basis of accounting, revenue is 
generally recogniud when cash is received. Short-term and long-tenn 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 appropnat1on 
prior to actual expenditure. In the governmental funds, encumbrance accounting is a signi licant 
llspect of budgetary control. Accordingly, expenditures ore generally recorded when the related 
expenditure is incurred o r encumbered. AvaiJable appropriations and encumbr:inces are established 
to lapse one year after the end of the fiscal year. Amounts required to settle clairr.s and judgments 
against the Mumcipality. 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, arc 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 spendmg. 

'The accompanying budgetary companson schedule provides mformauon about the generaJ 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, 2006. 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, 2006, which is prepared by the 
MunicipaJity'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 developmg 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 Lhe budgctury basis ond GAAP actual amounts. 

The Municipality docs not legally adopt budgets for the state legislative jomt resolutions capital 
fund. The financial resources received by these funds are not subject to budgeting by the 
Mumcipahty smce the resources received each year from the respective grantors varies from year to 
year, and the respective amounts are granted at their d1scrction. 

3. Budget to GAAP Reconciliation 

n1e accompanying budgetary companson schedule presents compansons of the original and final 
legally adopted budget with actual data on a budgetary basis. Smee 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: 



COMMONWEAL TH OF PUERTO RICO 
!VIUNlCIPALITY OF GUANICA 

Notes to Required Supplementary Infonnation -
Budgetary Comparison Schedule-General Fund 

June 30,2006 

Excess of revenues a nd other financing sources over expen ditures and other financing 

uses {hudgetary 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 d iffer ences: 

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

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

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

Other financing sources (uses): 

Timing differences: 

Current year encumbrances recorded as expenditures for budgetary reporting 

purposes: 

Prior year cncumbrunces recorded as expenditures for fi nancial reporting 

purposes: 

Net change in fund balance (GAAP basis): 

$ 

$ 

(892,148) 

838,954 

(812,735) 

(30,880) 

146.038 

273,463 

(362,073) 

417.302 

127,196 

(295,86 1) 

(590.743) 





SUPPLEMENTARY INFORMATION 



Line Item Nu mber 

111 

100 

124 
120 

150 

190 

342 
347 

310 

300 

51 l I 

513 

600 

COMMONWEA LTH OF PUERTO RICO 

MUNICIP.ALJTY OF GUANICA 

SUPLEl\1 ENTARY INFORMA TTON - FJNANC"IAL DATA SCHEDULE 
BALANCE SKEET INFORMATION 

,JlJNE 30, 2006 

/\SSE TS 

Current Assets 
Cash: 

Cash - unrestricted 

Total cash 

Accounts and notes receivab les: 

Accounts recetvablc . otner government 

Total receivables, net of allowan ce for doubtful accounts 

Total C urrent Assets 

TOTAL ASSETS 

LIABILITTES AND EQUITY 

LIABILITIES 

Current Liabilities 

Deferred revenues 

I ntcr·program · due to 

Tot.'11 C urrent Liabilities 

TOTAL LIABILITIES 

EQUITY 

Restricted Net Assets 

TOTAL EQU ITY/NET ASSETS 

TOTAL LIABILITl~S :mcl EQUITY/NET ASSETS 

111c acco111panying 11olcs are 0111111egru l part of this schedule. 
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$ 

$ 

Section 8 Houstng 

C hoice Voucher s 
14.871 

179,579 

179,579 

9!) 

99 

179.678 

179,678 

167,550 

4,952 

172,502 

172,502 

7,176 

7,176 

179,678 



Uni! Item Number 

706 

700 

911 
916 

969 

'>70 

?73 

?00 

1000 

Mf;Mo nccount inform;11ion 

1103 

1113 
1115 
1116 
1120 

1121 

COMMONWEAL Tll OF PUERTO RICO 

M UNJCJPAl.ITY O F GUANICA 

SUPPLEMENTA RY INFORMATION · FINANCIAi .. DATA SCH EDUJ,E 

STATEMENT OF R~:VENllES Al"O ~:XPENSES INFORM ATION 

FISCAL YEAR ENDED JUN[ 30, 2006 

REVF.NUES: 

HUD PHA operating grants 

TOTAL REVENUES 

EXPENSES: 

Adminio;1r:1tive 

Adminisirative salaries 
Other operating- administrative 

Subtot:iJ 

TOTAL OPERATING EXPENSES 

tXC .. :SSS OPERA TING REVF.NUE OVER OPERATI NG EXPENSES 

Othrr t:rpl'n$1'S 

I lousing assistance paymenlS 

TOTAL EXPENS ES 

EXCF.SS (DEFICEENCY) OF TOTAL REVENUE OVER {UNDER) TO'f/\L Exri.: NSES 

Seginmng equity 
M:i~imum annual contnl>u1ions comm11mcn1 (per ACC) 

Contingency reserve, ACC program n:scrvc 
fotal annual contributioM 3vnilablc 
Unit mondts ava1lablc 

Number ofu11it months leased 

Ilic uccompanyrng notes arc an mtcgr.il pan of lhis schedule. 

,,,, 

$ 

s 

Sect ion 8 !lousing 
C hoice Vouchers 

14.871 

183,762 

183,762 

14.596 
3,492 

1!1.038 

111,0!18 

165 674 

1.58.5~6 

176,644 

7. 118 

58 
198.492 

18.030 
2 l(>.522 

648 

618 



COMMONWEALTH OF P UERTO RICO 
M UN IC IPALITY OF GUANJCA 

Notes to Financial Data Schedule 
June 30, 2006 

NOTE A - BASIS OF PRESENTATION 

The accompanying financial data schedule (FDS) is a trial balance of the Section 8 Housing 
Choice Voucher Program, administered by the Municipality. The FDS was created in order to 
standardize the financial infonuation reported by Public llousing Authorities (PllA) to the Real 
Estate Assessment Center (REAC), as required by the Unifonn Financial Reporting Standards 
(UFRS). REAC is tJ1c US Departmem of Housing and Urban Development (I IUD) national 
management center created to assess the condition of HUD owned and assisted properties. The 
UFRS are rules to implement requirements of 24 CFR, Part 5, Subpan H, for the electronic fili ng 
of financial information to HUD. 

Jn accordance with the guidelines for reporting and atlcstation requirements of UFRS, U1c 
accompanying FDS is included as infom1ation supplementary to the financial statements. It was 
prepared using the accrual basis of accounting, as required by REAC regulations. 
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COMMONWEAL T H OF PUERTO RICO 
M UNICIPALITY OF GUAN ICA 

SCHEDULE OF EXPENDITURES OF FEDERAL A WARD 
\EAR E OED J UNE 30, 2006 

Federal Pass-Through 

CFDA Enlity Identifying 

Federal Grantor/ Pass-Through Number Number 

G rantor/Progra m TitJe (nole 8) (note C) 

U.S. Department or Al!.r lculture 
Passed through the P.R. Department of Education: 

Child nnd Adult Care food Program 10.558 N/AV 

U.S. Department orCommerce 

Grant for Public Works and Economic Development 11.300 NIA 

U.S. Deparhnenl or tlousing and Urban Develo~ment 

Passed through the O ffice of Commissioner of Municipal Affairs: 

Community Development Dlock Grant - State's Program 14.228 A 13 • 25 
FD-25 

Section 8 Housing Choice Vouchers Program 14 871 NIA 
Subtotal U.S. Department ofHousmg and Urban Development 

U.S. Ocpa r1ment or Health ancl lluman Services 
Passed through the P.R. Department of Family· Families and Children 

Administrahon: 

Child Care and Development Block Grant C)J 575 2001-030 

U.S. Department o r llomel:ind Sccuritl:'.-Federal EmrrgcnC}' 

Ma nagement Agencv CFEMA} 
Passed through 1hc Pue110 Rico Governor's Office· l Governor's 

Au1horizcd Representative-GAR): 

Disaster Grants • Public Assistance ')7.036 N/AV 

1 luard M1ltgat1on Grant Program 97.039 DR-1501 -PR-OOOI 

Passed through the P.R. Department of Justice: 

Cit11cn Corps Program 97.053 N/AV 

Subtotal U.S. Department of Homeland Security 

Tota l Expenditures or Federal Awards 

The accompanymg notes arc an integral pan ofthts schedule. 
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Federal 

Expenditures 

(note A) 

$ 2,604 

144,210 

1.016,893 

176,644 
1,193,538 

101 ,917 

24.046 

J52,7 .\6 

1,211 

377,993 

1,820,261 



C OMMONWEAL Tll OF P UERTO Rico 
M UNTCTPALITY OF G UANTCA 

Notes to Schedule of Expenditures of Federal Awards 
Year ended June 30, 2006 

NOTE A - BASIS O F PR ESENTATION 

The accompanying schedule of expenditures of federal awards includes the federal grant activily of the 
Mm1icipality and is presented on the modified accmal basis of accounting. Expenditures are recognized 
when the related liability is incurred. The infonnation in lhis schedule is presented in accordance with the 
requirements of OMB Circular A-133, "Audits of States, Local Governments and Nonprofit 
Organizations". Therefore, some amounts presented in this schedule may differ from the amoun ts 
presented in, or used in the preparation of, the basic finaocial statements. 

NOTE B - FEDERAL CFDA NUMBER 

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

NOTE C - PA -T HROUGH ENTITY IDENT I FYING NUMBER 

State or local government redistributions of federa l awards to the Municipality, known as "pass--through 
awards", should be treated by the Municipality as tl1ough they were received directly from the fede ral 
govemment. OMB Circular A-133 requires the schedule to include the name of the pass- through entity 
and the identifyi ng number assigned by the pass-through entity for the fede ral awards received as a 
subrecipienl. Numbers identified as NIA are not applicable and numbers identified as N/AV arc not 
available. 

NOTE D - RECONCJLIATION OF .EXPENDITURES PRESENT ED IN THE SCHED ULE O F 
EXPENDITURES OF FEDERAL AWARD TO THE EXPENDITURES PRESENTED IN T HE 
BASIC FIN ANCJAL STATEMENTS 

FEMA-Hazard Other 
Mitigation Grant Governmental 

Description Program Funds 

10.558 $ $ 2,604 
11.300 144,210 
14.228 1.016,893 
14.871 176,644 
93.575 101,917 
97.036 24,046 
97.039 352,736 
97.053 1,2 11 

Total federal nwards expenditures: 352,736 1,467,525 
Total non-federal nwnrds expenditures: 1, 158,860 

Total expenditures, fund statements: $ 352,736 $ 2,626,385 



Report on Intern al Control Over F in an cial n c porting an d on Compliance and O th er Matters 
Based on an Audit of F in ancial Statements .Performed in Accordance With Gover11me11t 

A 11diti11 f! S ta11tlards 

Mayor and Municipal legislature 
Municipality of G11a11ica 
Guanica. Puerto Rico 

We bave audited the financial statements of the governmental activities, each maJOr fund, and the 
aggregate remaining fund infonnation of the Municipality of Guanica, Puerto Rico {the Municipality) 
as of and for the year ended June 30, 2006, and have issued our report thereon dated December 22, 
2006 which is qualified since we were unable to obtain sufficient and competent evidence to support 
the allocation of pool cash balances and their corresponding interfund receivables balances as of June 
30, 2006 recorded in the General Fund, Conunonwcalth Legislature Resolutions Fund and Other 
Governmental Funds, because of the inadequacy of accounting records and reports. Except as 
discussed in the fi rst 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 performi ng our audit, we considered the Munjcipality's internal control over financia l 
reporting in order to dctermjnc our auditing proccdmes fo r the purposo of expressing our opinion on 
the financial statements and not to provide an opinion on the internal control ov~r 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 signifi~t deficiencies in the design or operation of the intemal control over 
financial reponing that, in our judgment, could adversely affect the Municipality's ability to record, 
process, summanze and report financial data consistent with the assertions of management in the 
financial statements. Reportable conditions arc d escribed in the accompanying schedule of ftndings 
and questioned costs as items 2006 TI-1 and 2006 TI-4. 

A material weakness is a reportable condition in which the design or opcrntion of om: or more of the 
internal control components does not reduce to a relatively low level the risk lhat 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 nonnal course of 
perfonning their assigned functions. Ol1r consideration of the internal control over financial reporting 
would not ncccssanly disclose all matters in the internal control that might be reponable conditions 
and accordingly, would not necessarily disclose all reportable conditions that are also considered to be 
material weaknesses. I Iowever, of the reportable conditions described above, we consider items 2006 
11-1 and 2006 ll-4 in the accompanying schedule of findings and questioned costs to be material 
weaknesses. 
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Compliance and Other Matters 

As part of obtaining reasonable assurance about whether the Municipality's financial statements are 
free of material misstatement, we performed tests of its compliance with certain provisions of laws, 
regulations, contracts and grants agreements, noncompliance with which could have a direct and 
material effect on the detennination of financial statement amounts. However, providing an opinion 
on compliance with those provisions was not on objective of our audit, and accordingly, we do 1101 

express such an opinion. The results of our tests disclosed mstances of noncompliance or other 
matters that arc required to be reported under Govern111enl Auditing Standards and which are 
described in the accompanying schedule of findings :ind questioned costs as items 2006 Il-2 and 2006 
JJ-3. 

We also noted certain additional matters that we reported to management of the M unicipality in a 
separate letter dated December 22, 2006. 

This report as intended for the information of the management and the Municipal Legislature of the 
Municipality, Commonwealth and Federal awarding agencies, and pass-lhrough entities and is not 
intended to be and should not be used by anyone other than the specified parties. 

2209274 
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Report on Complfance With Requirements Applicable to Each Ma jor Program and on Internal 
Control Over Compliance in Accordance \Vit h 01\lfB 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, 2006. 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 responsibili ty 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 /\. -
133. Audits of States, Local Governme11L~, and Non-Profit 01ganizations. TI1ose 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 U1at 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 i11 items 2006 ID-1, 2006 TII-2 and 2006 TII-4 in the accompanying schedule o f findings 
and questioned costs, the Municipality did not comply with requirements regarding Cllsh 
J\lfanagement. and Davis Bacon that arc applicable to its Community Development Block Grant -
State ·s Program and with requirements regarding Reporting that arc applicable to ils Hazard 
Mitigation Grant Program. Compliance with such requirements is necessary, in our opinion, for the 
Munjcipality to comply with the requirements applicable to these programs. 

ln our opinion, except for the non-compliance described in the preceding paragraph, the Municipality 
of Guanica compJjed, in all material respects, with the requirements refo1Ted to above that are 
applicable to each of its major federal programs for the year ended June 30, 2006. 
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Internal Control over Compliance 

The management of the Municipality is responsible for establishing and mamlaming effective internal 
control over compliance with requirements of laws. regulations. contracts and grants applicable to 
federal programs. In planning and perfonning our audit, we considered the Municipality's internal 
control over compliance with requirements that could have a direct and materiaJ effect on a major 
federal program in order to detennine our auditing procedures for the purpose of expressing our 
opinion on compliance and to test a11d report on internal control over compliance in accordance wilh 
OMB Circular A-133. 

We noted certain matters involving the internal control over compliance and its operation thar we 
consider lo be reportable conditions. Reportable conditions involve mallers coming to our attention 
relating to significant deficiencies in the design or operation of the internal control over comp liance 
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 2006 III- I to 2006 III-4. 

A matcnal 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 nom1al course of performing their assigned functions. Our 
consideration of the internal control over compliance would not necessarily disclose all matters in the 
intcmal control that might be reportable conditions and, accordingly, would not necessarily disclose 
all reportable conditions that are also considered to be material weaknesses. However, of the 
reportable conditions described above. we consider items 2006 111-1, 2006 ID-2 a nd 2006 fll -4 to be 
material weaknesses. 

This report is intended for the information of the managemem and Lhc Municipal Legislat11re of the 
Municipality, Commonwealth and Federal awarding agencies, nnd pass-through entities and is not 
intended to be and should not be used by anyone other than the specified parries. 

2209275 
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COMMONWEALTH OF PUERTO RICO 
MUNIC IPALITY OF GUANICA 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

For the year ended June 30, 2006 

Section l - Summary of Auditor's Results: 

Part I - Fi11allcial Statements 

Type of auditor's report issued: 

Internal control over rinancial reporting: 
Material weaknesses identified? 

• Reportable conditions identified that 
arc not considered io be material 
weaknesses? 

Noncompliance material to financial 
statements noted? 

/>art II - Federal Awarils 

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 arc required to 
be reported under Section 51 O(a) of 
OMB Circular i\-133: 

Identification of major programs: 

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

Auditcc qm1lificd as low-risk auditce: 

D Unqualified opinion 
D Adverse opinion 

f.8l Yes 

D Yes 

181 Yes 

f.8l Yes 

181 Yes 

D Unqualified opinion 
D Adverse opinion 

181 Yes 

CFDA Number 
14.228 

97.039 

f.8l $300,000 

D Yes 
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181 Qualified opinion 
D Disclaimer of opinion 

D No 

181 None reported 

D No 

D No 

D None reported 

181 Qualified opinion 
D Discla1rncr of opinion 

D No 

Name of Federal Program or 
Cluster 

Community Development 
Block Grant - State's Program 

Hazard Mitigation Grant 
Progr.im 

181 No 



COMMONWEAL TH OF P UERT O RICO 
MUNICIPALITY OF GUANICA 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS-Continued 

For the year ended June 30, 2006 

Section II - Financial Statement F indings Reported in Accordance with Government Auditiug S ta!ldards: 

Reference Number: 
Area: 
Type: 

Criteria: 

Condition: 

C ause: 

2006 IJ-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 accounting records properly 
reconciled with subsidiaries or supporting records and reports. 

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

(1) The Municipality has not established a complete set of 
accounting records properly balanced and reconciled 
with subsidiary records. Management has established the 
unifonn computerized accounting system as required by 
the Office of Commissioner of Municipal Affairs 
(OCAM), as weJJ as a parallel set of manual and 
electronic records. None of them are completely and 
fully established. 

(2) There are no adequate controls over transactions 
recording and balances analysis related to Fonn 4(a) 
Monthly Cash Report. The pooled cash account balance 
in the General Fund at June 30, 2006, 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 Fonn 4(a) Monthly Cash Report 
maintained by the Finance Department. For other bank 
accounts, the differences between the bank 
reconciliations and the Fom1 4(a) were identified but still 
not adjusted in the Fom1 4(a) or in the accounting 
records. 

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. 

75 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF GUANICA 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS-Continued 

For the year ended June 30, 2006 

Section II - Financial Statement Findings Reported in Accordance with Govemment Auditing Standards: 

Area: Accounting records and reports (continued): 

Reference number 2006 Il-1 - continued 

Cause (cont.): Deficiencies related to Fonn 4(a) Monthly Cash Report are 
caused by accounting errors and intcrfund loans or advance 
payments not adj usted or reimbursed. 

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

Recommendation: 

Views 
officials 

of responsible 
and planned 

corrective actions: 

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 
Form 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 
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 Jtmc 30, 2006 

Section 11 - Financial Statement F indings R eported in Accordance with Government Auditing Sta!ldards: 

Reference Number: 2006 U-2 
Area: 
Type: 

Com pliance with Municipal Laws and R egulations 
Material instance of noncompliance 

C riter ia: 

Condition: 

C ause: 

Effect: 

Recommendation: 

Views of responsib le 
officials a nd p lanned 
corrective actions: 

As required by the Autonomous Municipal Law of l 981, as 
amended, the Municipality should properly administer the 
general fund operating budget to avoid deficits and negative 
results and provide adequate resources to amortize the general 
fund deficit, if any. 

The June 30, 2006 financial statements disclosed that the General 
Fund ended with a cumulative fund balance deficit of 
$1,354,452. For the fiscal year ended, the Municipality repo1ted a 
net change in fund balance of ($590,743) and an operational 
budgetary deficit of ($892,R48). In addition, the Municipality did 
not budgeted resources to amortize the prior year's operational 
deficit as required by Law. 

This matter was caused primarily to inadequate revenue 
projections, inadequate controls over appropriations and 
interfund adva11ces not collected in current and previous years. 

The Municipality presents a significant amount of deficit which is 
currently causing severe cash flows problems. The General Fllnd 
has overdrawn its share of the pool cash funds to finance its own 
operations. 

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

See accompanying corrective action plan submitted 
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, 2006 

Section II - Financial Statement Findings Reported in Accordance with GovemmentA uditi1tg Standani!;: 

Reference Number: 2006 ll-3 
A rea: 
Type: 

Interfund transactions - inappropr iate use of restricted funds 
Material instance of noncompliance 

Criteria: 

Condition: 

Cause: 

Effect: 

Recommendation: 

Views of responsible 
officials and planned 
corrective actions: 

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. 

During our audit we be·came aware that CommonwealtJ1's 
Legislature Resolution funds were used to finance, through 
temporary interfund loans, the operations of the general fund and 
a federal program. 

This practice arises because of cash flow problems of the Gent;!ral 
Fund are caused by operational deficits. 

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

The Finance Department must discontinue this practice in order 
to be in compliance with the established local law and regulation. 

See accompanying corrective action plan submitted by 
management and included as part of this audit report. 
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COMMONWEALTH OF PUERTO RIC O 
MUNICIP ALfl'Y OF GU ANICA 

SCHEDULE OF FINDINGS AND QUE STIONED COSTS-Continued 

For the year ended llinc 30, 2006 

Section 11 - Financial Statement Findings Reported in Accordance with Government A mliting Standards: 

Reference N umber: 2006 ll-4 
Area: 
Type: 

Interfund transactions - due from\to other funds 
Mater ial weakness 

C riteria: 

Condition: 

C ause: 

Effect: 

R ecommendation: 

Views of responsible 
officials and planned 
corrective actions: 

Funds are temporarily advanced from general current bank 
account to 0U1er funds for salaries, fringe 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. 

Certain temporarily advances are not been collected by the 
Municipality or not collected on a timely basis. 

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

Amounts are not being timely reimbursed by the applicable 
agencies. In the past the Municipality has suffered significant 
losses for uncollectible amounts which severely affected its cash 
flow and general fund's operational results. At June 30, 2006 the 
general fund still have significant uncollected amounts of 
interfund loans receivable of $197,536. 

The Municipality should establish the referred controls and 
procedures including assigning responsible personnel of billings 
and collection process. A complete review of uncollected 
balances should be perfo1111ed on a monthly basis to develop 
timely billing and collection of unclaimed funds from 
Commonwealth and !'cderal agencies and therefore, timely 
reimbursement of funds to tlhe general fund. 

See accompanying co1Tective action plan submitted 
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 C OSTS-Continued 

For the year ended June 30, 2006 

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

Reference Number: 
Agency: 
Pass-through Entity: 
Program: 
CFDA Number: 
Reg11/atio11/Require111e11t: 
Type: 
Questioned Costs: 

Criteria: 

Condition: 

Context: 

Cause: 

Effect: 

2006 111-1 
U.S. Department of Housing and Urban Development 
Office of Commissioner of Municipal Affairs (OCAM) 
Community Developmen t Block Grant - State's Program 
14.228 
Cash management, 24 CFR 85.20(b) 
Material weakness\material instance of noncompliance 
$ -0-

Program funds a.re 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 unreasonable 
period on time after transfer of fonds by the pass-through 
entity. 

There is an excess of cash in the program bank account which 
comes from previous years. The Municipality maintained an 
average monthly excess of cash of $35,582 duriug the fiscal 
year 2005-2006. Program personnel infom1ed OCAM that 
they intent to use excess funds to acquire materials and a 
vehicle, but at June 30 funds has still not been used for that 
purposes. 

Pro!,'Tam accounting controls were not adequate and there 
were no proper procedures established to determine excess 
cash avai lable. In previous years the Municipality had 
signjficant deficiencies related to controls over requests and 
requested funds in excess. As a consequence the Municipality 
has cu1Tently excess funds in bank. 

The Municipality has excess cash iJ1 bank account which not 
pem1it compliance with requirement to reduce times e lapsing 
between the transfer of funds from the U.S. Treasury and the 
corresponding disbursements. 
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COMMONWEALTH OF PUERTO RICO 
M1JNJCIPALITY OF GUANICA 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS-Continued 

For the year ended June 30, 2006 

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

Reference Number: 2006 JII-1 - continued 

Recommendation: 

Views of responsible officials 
and planned corr ective 
actions: 

The Mw1icipality should establish specific procedures to 
assure that disbursements are issued soon after the related 
deposits arc 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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COMMONWEAL TH OF PU it.:RTO RICO 
MUNfCIPALITY OF G A ICA 

C lfEDULE OF FINDING D QUE fIO ED C O T Continued 

For the year ended June 30, 2006 

lll. Federal Award Findings and Questioned Costs R eported in Accordance with OMB Circular A-
133: 

Refcre11ce Number: 
Agency: 
Pnss-through E11tity: 
Program: 
CFDA Number: 
Reg11/atio11/Req11irement: 
Type: 
Q11estio11ed Costs: 

Criteria: 

Condition: 

2006 ffi-2 
U.S. Departmen t of Housing and Urban Development 
Office of Commissioner of Municipal Affairs (OCAM) 
Community Development 131ock G rant - State' s Program 
14.228 
Davis-Bacon Act 
Material weakness\material instance of noncompliance 
$-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 requiremenis of the Davis-Bacon Act, the 
Mumc1pahty should conduct reguJar compliance checks, such 
as payroll review and site visits, as often as necessary 10 

ensure compliance with contract labor standards. fhe 
contractor and subcontrac1ors must provide certified payrolls 
weekly for the life of the proJctt in accordance with the 
Copeland Anti-Kickback Act. The Municipality should ensure 
that the payrolls arc submitted on time, no later than a week 
after the wages have been paid. On-site inspections should be 
made regularly a ftcr reviewing the payroUs to crosscheck the 
information. 

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

(I ) Payrolls obtained from contractors were received by 
program personnel weeks or months after the wages 
have been p::ud. 

(2) In one of the cases payrolls interviews were dated 
before the starting date of the construction act1v1ty. 
No reasonable cxplanauon was obtained from 
proi,,rram personnel. 
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COMMONWEALTH OF PU£RTO RICO 
MUNIC rPALITY OF GUANICA 

CIIEDULE OF FINOINGS AND Q UESTIONED COSTS-Continued 

For the year ended June 30. 2006 

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

Reference Number: 2006 ffi-2 - continued 

Cause: 

Effect: 

Recommendation: 

Views of responsible officials 
;uul 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. 

TI1e Program sh ould enforce the weekly submissjon of the 
payrolls and establish a procedure to document the timely 
reviews made to payrolls submitted by contractors paid with 
this federal fund. Program should also document timely 
interviews made to contractor's persormel. The improvements 
of both procedures are necessary to fully document the 
monitoring procedures perfom1ed to determine municipal and 
contractor's compliance with Davis-Bacon Act requirements. 

See accompanying corTcctive action plan submitted by 
management and included as part of this audit report. 
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C OMMONWEAL T H O F r UERTO RICO 
MUNIC IPALITY O F GUANlCA 

HEDULE OF FINDING A D Q UESTIO ED CO TS-Continued 

For the year ended June 30, 2006 

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

Reference Number: 
Agency: 
I'nss-tlirtmgli Entity: 
Program: 
CFDA Number: 
Neg 11flltio11/ R eq11ireme11t: 

Type: 
Q11estio11ed Costs: 

C riteria: 

Condition: 

('on text: 

Cause: 

2006 lll-3 
U.S. Department of Housing and Urban Development 
Office of Commiss ioner 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 FR 85.20(b) 
Reportable condition 
$-0-

Accounting records - Grantees and sub-grantees must 
maintnin records which adequately identify the source and 
application of funds provtded for financ1ally-ass1stcd 
activities. These records must contain information pertaining 
to grant or sub-grant awards and authorizations, obligations, 
un-obligated ba13Jlccs, assets, liabilities, outlays or 
expenditures, and income. 

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

We examined the general ledger o f Program Year 2005. 
Record does not include significant receivables and payables 
accounts. 

General ledger is maintained on cash basis an d nol on 
modified accnaal basis. Most expenditures arc accounted 111 

program general ledger when they are paid to suppliers or 
when they arc reimbursed to the general fund instead of when 
they arc incurred. No mterfund loans payables or amounts 
receivables from grantor arc accounted m program general 
ledger. 
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COMMONWEALTH OF PUERTO RICO 
MlJNICIPALITY OF GUANJCA 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS-Continued 

For the year ended June 30, 2006 

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

Reference Number: 2006 Ill-3 - continued 

Effect: 

Recommendation: 

Views of responsible officials 
and planned corrective 
actions: 

General ledger is not complete and do not include significant 
transactions at year end. Expenditures are usually accounted 
in program general ledger in a subsequent month or even, in a 
subsequent fiscal year. The same situation occurs for 
revenues. 
Program amounts included in the basic financial statements 
and the accompanying schedule of expenditures of federal 
awards were obtained from other alternative sources. 

Complete program 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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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF GUANJCA 

CHEDULE OF FINDrt'JGS AND QUE TIONED COSTS-Continued 

For the year ended June 30, 2006 

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

Reference Number: 
Agency: 

Program: 
CFDA Number: 
Project: 

Reg11Jatio11/Req11ireme11t: 
Type: 
Q11esti<me1/ Costs: 

Criteria: 

Condition: 

Context: 

Cause: 

2006 TU-4 
U. S. Department of Homeland Security: Federal Emergency 
Management Agency 
Hazard Mitigation Gra nt (llMGP) 
97.039 
Acquisition and Demolition of 19 Housing Units - Award 
Number FEMA-1501 DR-PR 
Reporting 
Material weakness\matcrial instance of noncompliance 
$ -0-

As speci ficd in the Grant Agreement conditions, the program 
must submit to the Governor's Authorized Representative 
(GAR) a quarterly progress report by the l01

h 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 10111 day of U1e next month after end of the montJ1 to be 
reported. In addition the Grant Agreement conditions states 
U1at the program must submit to the GAR a quarterly financial 
report (Standard form 269) with the submiss10n of the 
quarterly progress report. 

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

( I ) The quarterly progress reports were submitted after the 
prescribed period of time 2 of 4 reports. 

(2) The monthly progress reports were submitted after the 
prescribed period of time - I 0 of 12 reports. 

(3) There is no evidence supporting the preparation and 
submission of the 4 quarterly financial rcport.c; - 4 of 4 
reports. 

The program has not established adequate procedures to 
produce and document submission of the various reports 
required by grnntor agency. 
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COMMONWEALTH OF PUERTO RlCO 
MUNI TPALITY OF GUANICA 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS-Continued 

For the year ended June 30, 2006 

111. Federal Award Findings a nd Questioned Costs Reported in Accordance with OM_B Circular A-
133: 

Refere11ce Number: 2006 m-4 - continued 

Effect: 

Recommendation: 

Views of responsible officials 
an cl pl:rnned corrective 
actions: 

Tl'lc program is not in compliance with the reporting 
requirements established in tbc 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. 

87 



COMMONWEAL TH OF PUERTO RICO 
l\,JU~ICIJ>ALITY OF G ANICA 

SUMMARY SCH EDULE OF PRIOR AUDIT FI NDINGS 

For the year ended June 30, 2006 

Financial Statement Findings Reported in Accordance with Govem111e11t A uditi11g Sta11dards: 

Fiscal year 
ended 

June 30, 

2005 

2005 

Finding 
No. 

2005 II-1 

:wos Il-2 

Condition 

a. There are no adequate controls over 
transactions recording and balances 
analysis related to Fom1 4(a) Monthly Cash 
Rep011. The pooled cash account balance 
in the General Fund at June 30. 2005. as 
disclosed in the bank reconciliation, did 
not agreed by a significant amount with the 
balance disclosed in the Fo1m 4(a). 

b. 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. 

At June 30, 2005 financial statemeuts disclosed 
that the General Fund ended with a cumulative 
fund balance deficit of $763,710. 
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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 (OCA\lf). 
See related finding No. 2006 Il-1 in U1e 
accompanying schedule of findings and 
questioned costs. 

Audit repon and related findings have not been 
cleared by the pass-through entity, the Office of 
Commissioner of Municipal Affairs (OC AM). 
See related finding No. 2006 11-2 in the 
accompanying schedule of findings and 
questioned costs. 



COl\L\ION"WEAL TB OF PUERTO RlCO 
MUNICIPALITY OF GUANICA 

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS - Continued 

For the year ended June 30. 2006 

Financial Statement Findings Reported in Accordance with Govemment Attditiug Standards: 

Fiscal year 
ended 

June 30, 

2005 

2005 

2004 

finding 
0. 

2005 U-3 

2005 £1-4 

2004 11-1 

Condition 

The Municipality has not adequate billing and 
collection procedures established to assure proper 
and timely repayment of advances. 

During our audit we became aware that a 
significant amount of Cornmonweah:b's 
Legislature Resolution funds, deposited in a 
separate bank account, were used 10 finance, 
through temporary ioterfund loans, the operations 
of a federal program. 

Funds are temporarily advanced from general 
current bank account ro ocher funds for sal:mes. 
fringe benefits and other costs incurred by severnl 
special accounts. Those advances should he 
subsequently reimbursed by the applicable 
Commonwealth and Federnl agencies based on 
billings prepared by rhe Municipality. The 
Municipality has no adequate billing and 
collection procedures esrablished to assure proper 
and timely repayment of advances. 
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S tatus 

Audit report and related findings have not been 
cleared by the pass-tlu-ough entity, the Office of 
Commissioner of Municipal Affairs (OC'ANl}. See 
related finding No. 2006 Il-t in the accompanying 
schedule of fiadiags and que51ionc<l costs. 

Audit report and related findings have not been 
cleared by the pass-through entity, tl1e Office: of 
Commissioner of Municipal Affairs (OCAM). See 
related finding No. 2006 II-3 i.:J1 the accompanying 
schedule of fimlings and questioned costs. 

Audit report and related findings have not been 
cleared by che pass-through enrity. the Office of 
Commissioner of Municipal Affaus {OCJ,M) Se.; 
1dateu rinding No. 2006 Il-4 ir. rbe :.iccornpanying 
schedule of findings and questioued msts. 



COl.VIMONWEAL TH OF PUER TO RICO 
MUNICIPALITY OF GUANICA 

SUMMARY SCHEDUL E OF PRIOR AUDIT FINDINGS - Continued 

For the year ended June 30, 2006 

Federal Award F indings and Q uestioned Costs Reported in Accordance with OMB Circular A-133: 

Fiscal year 
ended 

June 30, 

2005 

2005 

Program 

US Department of 
Commerce: 
Grants for Public 
Works and 
Economic 
Development -
CFDA No. 1 l.300 

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

No. 

2005 ill-1 

2005 lll-2 

Condition 

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

Our tests over procedures related to the construction 
activity financed with EDA funds disclosed that: 
1) There is no evidence supporting the dates the 

payrolls were submitted by the contractor. The 
FederaJ Programs Director stated chat generally 
the payrolls are received monthly. 

2) There is no evidence supporting that the 
Municipality is perfomung on-site vtsits and 
employee's interviews. 
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Status 

Finding remains not cleared by grantor 
agency. 

Finding remarns not cleared by grantor 
agency. 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF GU ANICA 

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS - Continued 

For the year ended June 30, 2006 

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

Fiscal year 
ended 

June 30, 

2005 

2005 

Program 

US Department of 
Commerce: 
Grants for Public 
Works and 
Economic 
Development -
CFDA No. I L.300 

US Department of 
HUD: Community 
Development 
Block Grant 
State's Program -
CFDA o. 14.228 

No. 

2005 rn-3 

2005 IU-4 

Condition 

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

The Municipality has excess cash in bank for an 
unreasonable period of time after transfer of funds 
by the pass-Uu-ough entity. In several cases checks 
were issued before the correspondi11g requisitions 
were made and send to the pass-through agency. 
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Status 

Finding remains not cleared by grantor 
agency. 

Audit report and related fmdings have not 
been cleared by the pass-through entity, the 
Office of Commissioner of Municipal 
Affairs (OCAM). See related finding No. 
2006 ID-1 in the accompanying schedule of 
findings and questioned costs. 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF GU ANICA 

SUMMARY SCHEDULE O F PRIOR AUDIT FINDINGS - Continued 

For the year ended June 30, 2006 

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

Fiscal year 
ended 

June 30, 

2005 

2005 

Program 

US Department of 
HUD: Community 
Development 
Block Grant 
State's Program -
CFDA o. 14.228 

US Depanment of 
HUD: Community 
Development 
Block Grant 
State's Program -
CFDA I 0. 14.228 

No. 

2005 nt-5 

2005 lll-6 

Condition 

Our tests over monitoring made by the Municipality 
over two construction activities financed with CDBG 
funds disclosed the following: 
l) ln one of the activities \Ve did not found evidence 

of payroll reviews. From a total of 1 I payrolls 
submitted by contractor in 5 cases we did not 
found evidence documenting submission date. 

2) 111 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 receiYed. 

A complete general ledger has not been maintained 
by the Municipality. Grant receivables and payables 
are not recognized. 
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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. 
2006 ITT-2 in the accompanying schedule of 
findings and questioned costs. 

Audit repon and related findings have not 
been cleared by the pass-through entity, the 
Office of Commissioner of Municipal 
Affairs (OCAM). See related finding No. 
2006 TU-3 in the accompanying schedule of 
findings and questioned costs. 



CO~fONWEALTH OF PUERTO RICO 
MUNICIPALITY OF GUANICA 

S MMARY SCHEDULE 01" PRIOR AUDIT FINDINGS - Continued 

For the year ended June 30, 2006 

Federal Awud F indings and Questioned Costs Reported in Accordance with O'ft.IB Circillar A -133: 

Fiscal year 
eoded 

June 30, 

2005 

2004 

Program 

US Department of 
Homeland 
Security, Federal 
Emergency 
Management 
Agency: Hazard 
Mitigation Grant -
CFDA No. 97.039 

US Department of 
Commerce: 
Grants for Public 
Works and 
Economic 
Development -
CFDA '\fo. 11.300 

No. 

2005 lll-7 

2004 UT-I 

Condition 

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

Our tests disclosed that there is no evidence thal the 
Municipality is performing on-site visits and 
employee's interviews. The l'\Iunicipalily 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. 
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Status 

Audit report and related fmdings have not 
been cleared by grantor agency. See related 
finding No. 2006 ill-4 in the accompanying 
schedule of findings and questioned costs. 

Finding remains not cleared by grantor 
agency. 



COMMONWEALTII OF PUERTO RlCO 
MUNICIPALITY OF GUANICA 

SU)lMARY SCHEDULE OF PRIOR AUDIT Fl.ND ING - Continued 

For the year ended June 30. 2006 

Federal Award findings and Questioned Cost Reported in Accordance with OMB Circular A-133: 

Fisca1 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 
HUD. Conununily 
Development 
Block Grant 
State's Program -
CFDA No. 14.228 

US Deparanent of 
HUD: Community 
Development 
Block Gram 
State's Program -
CFDA >.o. 14.228 

No. 

2004 UI-2 

2004 Ill-3 

2004 ILI-i 

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. 

The Municipality has excess cash in bank for an 
unreasonable period of time 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. 

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. 
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Status 

Finding remains not cleared by grantor 
agency. 

Audit report and related findings have not 
been cleared by the pass-through entity, the 
Office of Comrmssioner of Municipal 
Affairs (OCAM). See related finding No. 
2006 ID-1 in the accompanying schedule of 
findings and questioned c-0sts. 

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. 
2006 ffi-3 m the accompanying schedule of 
findings and questioned costs. 



COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF GUANICA 

SUMMARY SCHEDULE OF PRJOR AUDIT FINDINGS - Continued 

For the year ended June 30, 2006 

Federal Award Findings and Questioned Costs Reported in Accordance with Oi\lB C ircular A-133: 

Fiscal year 
ended 

June 30, 

2004 

Program 

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

No. 

2004 TII-5 

Condition 

Certain participant files Jacks of adequate eligibility 
documentation or evidence of follow up visits to 
momlor use of donated construction materials. In 1 
case the application was not signed by the 
participant. In 3 cases there is no e\•idence 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-lhrough entity, the 
Office of Commissioner of Municipal 
Affairs (OCA.\1). 



EST ADO LIBRE ASOCIADO DE PUERTO RICO 
MUNICIPIO DE GUANICA 

COMMENT TO SCHEDULE OF FrNDfNGS AND QUESTIONED COSTS 

For the year ended June 30, 2006 

FfNDING 2006 H-1 Accounting records and reports 
Material Weakness 

The Munic ipa lity is in process to schedule trainings to accounting personnel on accounting principles 
rdati;:d Lo governmental ftnanciaJ matters. The Finance Director will be working to review the form 4(a) 
to c0rrccl and report appropriate revenues, expenditures and cash cumulative balances. The 
Administration and 'Internal Auditor Office will be monitoring the procedures to maintain a complete anJ 
reconciled set of accounting records. 

Y.'JNDING 2006 11-2 Compliance with Municipality Laws and Regu lations 
Material instance of noncompliance 

The Municipality will establish a deficit reductio n plan in the annual budget as required by law and 
t!nforcc the Finance Director to collect interfund loans and advances to decrease severe cash flows 
problems. 

FIN DING 2006 TI-3 Jnterfund transactions-inappropriate use of restricted funds 
Material instance of noncompliance 

The Finance Director has been instructed to discontinue this practice. 

FINDlNU 2006 11-4 lnterfund transactions-due from/to other funds 

The Finau~~ Director has been inslructed to review uncollected balances on a monthly basis to develop 
timely billing anu collection of unclaimed funds from Commonwealth and Federal Agencies. 

FlNOfNG 2006 Til-1 Cash M:magement/Material Weakness 

The Finance Director has been instructed to establish specific prm:cdures to assur~ thar disbursements arc 
issued soon anl!r the related deposits are made. 

Apmcrd11 ?8S c2Judnica, ~1111rtd (d(;()(J 006S3 
'"Cd ?8?-821.S0/6 ad!); ?8?-821-S0/6 
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FINDING 2006 IJJ-2 Davids- Bacon Act 

The Federal Program Director has been instructed to establish adequate procedures to review 
certified payroll paid by contractors. Tbe Federal Program Director was instructed to conduct on
sitc inspections regularly after reviewing the payroll. 

FINDlNG 2006 UJ-3 Special Tests and provisions - test to accounting records for compliance 
with 24 CFR 85.20 (b) 

The Finance Director has been instructed to maintain on accrual bas is the general 11.;dger on which 
grant receivables and payables are recognized. Responsible Personnel will be properly trained. 
Reviews wi ll be conducted a monthly basis to ensure this s ituation was corrected. 

FINDfNG 2006 ITl-4 Acquisition and Demolition of 19 Housing Units 

The FederaJ Program personnel have been instructed to establish and follow adequate procedures 
to assure full compliance with the reporting requirements of the grant agreement. 

!dJiU"'r rn, L-; 
Martin Vargas'MOrales, Mayor Date 
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Rodriguez, Rivera & Toro LLP 

December 22, 2006 

Mayor and Mw1icipal Legislature 
Municipality of Guanica 
Guanica. Puerto Rico 

Las Nereidas Condominium 
Mendez Vigo St - second Floor 

PO. Box ioso 
MayagOez, Puerto Rico 00681-1080 

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

http://www.rrUlp.com 

ln connection wilh our audit of the basic financial statements of the Municipality of Guanicu (lhc 
Municipality) as of and for the year ended June 30, 2006, we considered its internal control over financial 
reporting in order to detennine our auditing procedures for the purpose of expressing our opif"jon:; on U1c 
financial statements that collectively comprise the Municipality's basic financial statements and not to 
provide an opinion on the internal control over financial reporting. Also, as part of obtaining reason::ible 
assurance about whether the basic financial s tatements are free of material misstatements. we perfom1ed 
tests of the Municipality's compliance with certain provisions of laws, regulations. contracts and grams 
agreements. However, the objective of our audit of the basic financial statements was not to provide an 
opinion or overall compliance with such provisions. 

In addition, as part of our audit of the Municipality's compliance with requirements applicable t<> major 
foderal award pro&rran1s, we considered its internal controls in order to dctenninc our auditing procedures 
for the purpose of expressing our opinion on the Municipality's complia11ce with requirements applicable 
to major federal award programs and to report on internal control in accordance with U. S. Office of 
Management and Budget (OMB) Circular A-133 and not to provide assurance on internal control. 

As a result of our audit, we noted certain financial, internal control and compliance matters Lhat are 
presented for your consideration in the accompanying "Memorandum of Managemem Letter Comment.5". 
These matters are not significant enough to be considered reponable conditions as defined by SAS 60 
Commu11icatio11 of /11/emal Control Structure Related Matter Noted in an Audit. A separate reprnt dated 
December 22, 2006 contains our report 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. This letter does not affect our report dated December 22, 2006 on 
the basic fuiancial statements of June 30, 2006. Tn addition, a separate report dated December 22, 2006 
contains our report on compliance with requirements applicable to each major program and on internal 
control over compliance in accordance with OMB Circular A-133. 

We will review Lhc status of these comments during our next audit engagement We have already 
discu&sed many o1 these comments and suggestions with Mrs. Luis A. Pacheco-Santiago, Finance 
Director, and we will be pleased to discuss them in further detail at your convernence, to perfonn any 
addi11onal study of these matters, or to provide advisory or technical assistance to you in implementing tht.: 
recommendations. 

Very truly yours, 

Jose A. Toro-Mercado, CPA 
Managing Partner 



Number 

2 

COMMONWEALTH OF PUERTO RICO 
Municipality of Guanica 

MEMORANDUM OF MANAC.1£MENT LETTER COMMENTS 

Arca/ 
program 

Revenues and cash 
receipts 

Payroll and related 
liabilities 

Year ended June 30, 2006 

Description 

Our tests to a !'ample of 25 official collector receipts disclosed one 
case on which the corresponding source documents were not 
available for examination. We recommend the Municipality tCI 
review the procedures established for cash receipts documentation. 

Our tests to a sample of 25 employees files disclosed the following 
exceptions: 

• In 3 cases, the gross pay for the payroll period verified did 
no agreed with the applicable salary authorization found 
within the employees file. The Personnel Director provided 
us an alternate source document containing the pay rate used 
to compute the gross amount, which is not the officjal salary 
change notification document that should have be.;n 
included in the employee file. 

• In 2 cases, no copy of a valid ID was found in the employee 
personnel file. 

We recommend the Municipality to review the procedures 
established for employee's files documentation and for tllc posting of 
payroll expense in the accounting records. The Municipality's 
Internal Auditor should perform tests to verify the posting of salary 
expense in the accounting records and a review of salary 
authorizations with emphasis on documentation of salary revisions to 
employees. 
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4 

COMMONWEALTH OF PUERTO RICO 
Municipality of Guanica 

MEMORANDUM OF MANAGEMENT LETTER COMMENTS - continued 

Area/ 
program 

Expenditures and 
cash disbursements 

Capital assets 

Year ended June 30, 2006 

Description 

Our tests to a sample of 25 cash disbursements disclosed the 
following: 

• Jn 11 cases the cash disbursement was not posted in the 
manual encumbrance and disbursement registers. We noted 
that Manual registers are not being properly maintained an 
updated. In addition to this manual system the Municipality 
maintains a computerized system and electronic records and 
repons which are lhc primary source for the preparation of 
the financial statements. 

• In I case the disbursement made through a manual check 
was not accounted in tbe general ledger. 

• In 1 case the cancelled check was not provided for our 
examination. We could not ascertain total correctness and 
full compliance in !his payment. 

• ln l case the Municipality contracted a maintenance service 
for a total amount of $1,160 and did not registered the 
obligation in Lhe "Orders and Contracts Register". 
Obligation is being registered as partial invoices are 
received and paid. 

• In 1 case the corresponding invoice was not provided for our 
examination. We could not ascertain total correcUless and 
full compliance in this payment. 

We recommend the Municipality to analyze the costs and benefits of 
maintaining manual registers in addition to computerized systems 
which are not properly completed. In addition, we recommend the 
review and improvement of pre-audit and tiling procedures to locate 
Missing documents should be located and provided for examination. 

Our audit of the fixed assets area revealed that physical inventory 
records maintained by the Property Custodian are incomplete and do 
not reconcile with amow1ts included in Finance Department records, 
which are used to prepare the basic financial statements. 

We reconm1end the Municipality to improve the recordkeeping of 
assets made by the Property Custodian. 
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COMMONWEALTH OF PUERTO RICO 
Municipality of Guanica 

MEMORANDUM OF MANAGEME T LEITER COMMENTS - continued 

Area/ 
program 

Encumbrances 

l lealth Services and 
operating costs 

CDBG Program 

Year ended June 30, 2006 

Description 

The Finance Department has not adequate controls over recording 
and documentation of transactions related to prior years 
encumbrances. Management did not provide us a detail of individual 
prior years orders paid during current year as well as a detail of prior 
year encumbrances outc;t.nnding at year end. Management provided 
only summarized details of these transactions by expenditure 
accounts. We recommend the Municipality to improve its accounting 
with respect to encumbrances. 

The Municipality administers the Municipal HeaJlb Center for the 
purpose of providmg health services to low income families. As part 
of this service the Municipality entered mto an agreement with the 
Puerto Rico Department of Health (PRDH) by which this agency 
reimburses a portton of the operating coslS of the Center. The portion 
of the operating funds not reimbursed to the Municipality results in a 
significant outflow off unds, which are covered by the General Fund. 
Based on the effect of this matter over the Municipality's operations 
and financial condition, we recommend to Management an analysis 
of costs and administration of this Center, search for additional 
funding, review billings and collection procedures and make fhrther 
negotiations with the PRDI I related to the current agreement. 

A portion of the housing rehabilitation program of the Municipality 
is financed with CDBG funds. Our verification of 6 tiles of the 
participants of the program revealed l case on which there is no 
certification from the Puerto Rico Department of Labor (PRDL) 
indicating unemployed status for one of the family members over 18 
years old. We recommend the administration of the federal programs 
office to perfonn periodic reviews of the files in order to assure that 
all required documentation is included in participant files. The 
missing evidence should also be obtained and included in the file 
corresponding file. 
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9 

COMMONWEALTH OF PUERTO RICO 
Municipality of Guanica 

MEMORANDUM OF MANAGEMENT LETTER COMMENTS - continued 

Area/ 
Program 

CDBG Program 

Hazard Mitigation 
Grant Program I 
Capital Assets 

Year ended June 30, 2005 

Description 

Our tests over disbursements fmanced with federal funds disclosed 
two construction contracts which did not include the 10% retention 
clause ns required by Municipal Regulati.ons. We recommend the 
Mu11icipality to include all clauses required by Municipal 
regulations. 

During fisca l year 2005-2006 the Municipality acquired certain land 
and property as part of a grant agreement with FEMA. Funds 
financed the acquisition of property from owners due lo a natural 
disaster. Due to the nature of this property, it Jacks of value but, in 
order to comply with Municipality's internal controls, property 
should be included at a nominal value in the detailed fixed assets 
records. Although the property lack of any value at the moment (no 
resale value) we became aware that it was not included within the 
property custodian records. We recommend the property custodian to 
register this property and document the specific reasons of the 
nominal value. 
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