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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF GURABO 

MANAGEMENT AND DISCUSSION ANALYSIS - (CONTINUED) 

YEAR ENDED JUNE 30, 2004 

Management's Discussion and Analysis 

Management of the Municipality of Gurabo (the "Municipality") implemented 
Statement No. 34 ("Statement") of the, Governmental Accounting Standards Board 
("GASB''), Basic Financial Statements and Management's Discussion and Analysis for 
State and Local Governments for the fiscal year ended on June 30, 2004. This 
Management's Discussion and Analysis (MD&A) is prepared as a result of the 
requirements of such Statement, and it has been designed accordingly with the 
following goals: 

a) Assist the reader in focusing on significant financial issues, 
b) Provide an overview of the Municipality's financial activity, 
c) Identify changes in the Municipality's financial position (its ability to 

address the next and subsequent year challenges), 
d) Identify any material deviations from the financial plan (the approved 

budget,) and; 
e) Identify individual fund issues or concerns. 

Since the MD&A is designed to focus on the current year activities, resulting changes 
and currently known facts, please read it in conjunction with the Municipality's 
financial statements. 

FINANCIAL HIGHLIGHTS 

• The Municipality net assets increased by $7,624,772. 
• In the fund financial statements, the governmental activities revenue decreased 

by $96,951 (or 1%) while governmental activities expenditures increased 
$2,032,738 (or 17 %). 

• The General Fund (the primary operating fund) reflected, on a current financial 
resource basis, a decrease of $787,545. 

• On a budgetary basis, actual expenditures exceeded actual revenues by 
$636,387. 

• During the year the Municipality did not issue bonds to finance mainly capital 
improvements. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF GURABO 

MANAGEMENT AND DISCUSSION ANALYSIS - (CONTINUED) 

YEAR ENDED JUNE 30, 2004 

Using This Annual Report 

This annual report consists of a series of new financial statements with a change in the 
focus from previous financial statements. The new focus is on both the Municipality as 
a whole (government-wide) and the major individual funds. Both perspectives 
(government-wide and major fund) 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. 

Government-Wide Financial Statements 

The Government-Wide Financial Statements are designed to provide users of the 
financial statements with a broad overview of the Municipality's finances in a manner 
similar to private-sector companies. 

The Statement of Net Asset presents information on all of the Municipality's assets and 
liabilities, with the difference between both reported as net assets. Over time, 
increases or decreases in net assets may serve as a useful indicator of whether the 
financial position of the Municipality is improving or deteriorating . 

The Statement of Activities presents information showing how the Municipality's net 
assets changed during the most recent fiscal year. All changes in net assets are 
reported as soon as the underlying event giving rise to the change occurs, regardless 
of the timing of the related cash flows. Thus, revenues and expenses are reported in 
the Statement of Activities that will only result in cash flows in future fiscal periods. 
The Statement of Activities is focused on both the gross and net cost of various 
activities, which are provided by the government's general tax and other revenues. This 
is intended to summarize and simplify the user's analysis of cost of various 
governmental services. 

Fund Financial Statements 

The Fund Financial Statements provide detailed information about the Municipalfty's 
most significant funds, not the Municipality as a whole. The Municipality has only one 
kind of fund which is the governmental fund. 

Governmental funds are used to account for essentially the same functions reported 
as governmental activities in the Government Wide Financial Statements. However, 
unlike the Government Wide Financial Statements, Government Fund Financial 
Statements, focus on near term infl.ows and outflows of spendable resources, as well 
as on balances of spendable resources available at the end of the fiscal year. Such 
information is useful in evaluating the Municipality's near term financial requirements. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF GURABO 

MANAGEMENT AND DISCUSSION ANAL vsrs - (CONTINUED) 

YEAR ENDED JUNE 30, 2004 

Fund Financial Statements (Continued) 

Because the focus of governmental funds is narrower than that of the government 
wide financial statements, it is useful to compare the information presented for 
governmental funds with similar information presented for governmental activities in 
the government wide financial statements. By doing so, users of the basic financial 
statements may better understand the long-term impact of the Municipality's near 
term financial decisions. Both of the Governmental Fund Balance Sheet and the 
Governmental Fund Statement of Revenues, Expenditures and Changes in Fund 
Balances provide a reconciliation to facilitate this comparison between governmental 
funds and governmental activities. 

Infrastructure Assets 

Historically, a government's largest group of assets (infrastructure-roads, bridges, 
underground pipes [unless associated with a utility], etc.) have not been reported nor 
depreciated in government financial statements. GASS 34 requires that these assets 
be valued and reported within the Governmental column of the Government-Wide 
Statements. Additionally, the government must elect to either (a) depreciate these 
assets over their estimated useful life or (b) develop a system of asset management 
designed to maintain the service delivery potential to near perpetuity. If the 
government develops the asset management system (the modified approach) which 
periodically (at least every third year), by category, measures and demonstrates its 
maintenance of locally established levels of service standards, the government may 
record its cost of maintenance in lieu of depreciation. The information about the 
condition and maintenance of condition of the government infrastructure assets 
should assist financial statement users in evaluating a local government and Its 
performance over time. 

The Municipality commenced the reporting of infrastructure assets during the current 
year. Also, the Municipality elected to depreciate infrastructure assets instead of using 
the modified approach. 

FINANCIAL ANALYSIS OF THE MUNICIPALITY AS A WHOLE 

Net Assets 

As noted earlier, net assets may serve over time as a useful indicator of a 
government's financial position. The Municipality's combined net assets (excess of 
assets over liabilities) totaled $28,857,747 at the end of 2004, compared to 
$21,324, 796 at the end of the previous year. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF GURABO 

MANAGEMENT AND DISCUSSION ANALYSIS - (CONTINUED) 

YEAR ENDED JUNE 30, 2004 

FINANCIAL ANALYSIS OF THE MUNICIPALITY AS A WHOLE 

Net Assets (Continued) 

Condensed Statement of Net Assets 
June 30, 2004 

Current assets 
Capital assets 
Other assets 

Total assets 

Current liabilities 
Noncurrent liabilities 

Total liabilities 

Invested in capital assets, net 
of related debt 
Restricted 
Unrestricted 

Total net assets 

Changes in Net Assets 

$10,354,872 
26,947,915 

5.026.258 

42.329.045 

6,053,225 
7,4.18.073 

13.471.298 

19,515,339 

8,661,037 
681.37,1 

$42.329.045 

The Municipality's net assets increased by $7,624,772. Approximately 39 percent of 
the Municipality's total revenue came from taxes, while 10 percent resulted from 
grants and contributions, including federal aid. Charges for Services provided less 
than zero percent of the total revenues. The Municipality's expenses cover a range of 
services. The largest expenses were for general government, capital outlays, 
sanitation and health. In future years, when prior-year information is available, a 
comparative analysis of government~wide data will be presented. 
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COMMONWEAL TH OF PUE.RTO RICO 
MUNICIPALITY OF GURABO 

MANAGEMENT AND DJSCUSSION ANALYSIS - (CONTINUED) 

YEAR ENDED JUNE 30, 2004 

Changes in Net Assets (Continued} 

Condensed Statement of Activities 
June 30, 2004-

Program revenues: 
Charges for services 
Operating grants and contributions 
Capital grants and contributions 

General revenues: 
Property taxes 
Municipal license tax 

Grants and contributions not restricted to specific programs 
Interest and investment earnings 

Miscellaneous 

Total revenues 

Expense: 
General government 
Public safety 
Public works and sanitation 
Recreation and sports 
Health and welfare 
Capital outlays 
Interest on long-term debt 

Total expenses 

Change in net assets 

Net assets, beginning of year 

Net assets, end of year 

v 

$0 
1,666,380 

938,199 

7,052,780 
2,918,309 
4,134,382 

2 73,335 
8.472.210 

25.455.595 

7,185,851 
1,468,292 
3,357,531 
1 ,154,570 
1,654,483 
2,491,763 

518.333 

17.830.823 

7,624,772 

21.324,796 

$28.949.568 
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COMMONWEAL TH OF PUERTO RICO 
MUNICIPALITY OF GURABO 

MANAGEMENT AND DISCUSSION ANALYSIS - (CONTINUED) 

YEAR ENDED JUNE 30, 2004 

FINANCJAL ANALYSIS OF THE MUNICIPALITY'S INDIVIDUAL FUNDS 

As noted ear.lier, the Municipality uses fund accounting to ensure and demonstrate 
compliance with finance related legal requirements. 

Governmental Funds 

The focus of the Municipality's governmental funds Is to provide information on near~ 
term inflows, outflows, and balances of spendable resources. Such information is 
useful in assessing the Municipality's financing 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 the fiscal year. 

As of the end of the current fiscal year, the Municipality's governmental funds reported 
combined ending fund barances of $9,782,892 a decrease of $1,175,880 in 
comparison with the prior year. There are reservations of fund balances amounting to 
$8,987,179. This is the fund balance that it is not available for new spending because 
it ha~ already been committed 1) to liquidate contracts and purchase orders of the 
prior fiscal year ($326,142), 2) to pay debt service ($1,616,099), 3) to pay for capital 
projects ($2,,870,603) and 4) for other purposes ($4,174,335). 

The governmental funds include the general fund which is the principal operating 
fund of the Municipality. As of June 30, 2004, the general fund has a fund balance of 
$1,121,855. 

The Financial Sector had a better financial performance in comparison to previous 
years and accordingly filed .additional Municipal License Taxes revenues to the 
Municipality. 

GENERAL FUND BUDGETARY HIGHLIGHTS 

Over the course of the year, the Mun'lcipality's Council revised the Municipality's 
budget in order to include Increases in revenues that were identified during the course 
of the fiscal year, based on current devefopments that positively affected the 
Municipality's finances. Increases in budgeted expenditures were also made since the 
law mandates a balanced budget. 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF GURABO 

MANAGEMENT AND DISCUSSION ANALYSIS - (CONTINUED) 

YEAR ENDED JUNE 30, 2004 

CAPITAL ASSETS AND DEBT ADMINISTRATION 

Capital Assets 

The Municipality's investment in capital assets as of June 30, 2004, amounts to 
$26,94 7 ,915; net of accumulated depreciation of $ 5,815,145. This investment in 
capital assets includes land, buildings, improvements, equipment, infrastructure and 
construction in progress. Infrastructure assets are items that are normally immovable 
and of value only to the state, such as roads, bridges, streets and sidewalks, drainage 
systems, lighting systems, ahd similar items. 

CAPITAL ASSETS AND DEBT ADMINISTRATION {CONTINUED) 

Capital Assets 

The total increase in the Municipality's investment in capital assets for the current 
fiscal year was $447,965 in terms of net book value. Depreciation charges for the 
year total.ed $ 865,869. 

The Municipality finances a significant portion of its construction activities through 
bond issuances. The proceeds from bond issuances designated for construction 
activities are committed in its entirety for such purposes and cannot be used for any 
other purposes. As of June 30, 2004, the Municipality has $3,093, 7 43 of unexpended 
proceeds from bond issuances that are committed to future construction activities. 

Debt Administration 

The Puerto Rico Legislature has established a limitation for the issuance of general 
obligation municipal bonds and notes for the payment of which the good faith, credit 
and taxing power of each municipality may be pledged. See "Limitations on Ability of 
Municipalities to Issue General Obligation Debt-The Municipal Bonds" for a general 
description of such limitations. 

The applicable law also requires that in order for a Municipality to be able to issue 
additional general obligation bonds and notes such Municipality must have sufficient 
"payment capacity". Act No. 64 provides that a municipality has sufficient "payment 
capacity" to incur additional general obligation debt if the deposits in such 
municipality's Redemption Fund and the annual amounts collected with respect to 
such Municipality's Special Additional Tax (as defined below), as projected by GOB, will 
be sufficient to service to maturity the Municipality's outstanding general obligation 
debt and the additional proposed general obligation debt ("Payment Capacity"). 
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COMMONWEALTH OF PUERTO RICO 
MUNICIPALITY OF GURABO 

MANAGEMENT AND DISCUSSION ANALYSIS - (CONTINUED) 

YEAR ENDED JUNE 30, 2004 

The Municipality is required under applicable law to levy the Special Additional Tax in 
such amounts as shall be required for the payment of its general obligation municipal 
bonds and notes, In addition, principal of and interest on all general obligation 
municipal bonds and notes and on all municipal notes issued in anticipation of the 
issuance of general obligation bonds issued by the Municipality constitute a first lien 
on the Municipality's Basic Tax revenues. Accordingly, the Municipality's Basic Tax 
revenues would be available to make debt service payments on general obligation 
municipal bonds and notes to the extent that the Special Additional Tax levied by the 
Municipality, together with moneys on deposit in the Municipality's Redemption Fund, 
are not sufficient to cover such debt service. It has never been necessary to apply 
Basic Taxes to pay debt service on general obligation debt of the Municipality. 

ECONOMIC FACTORS AND NEXT YEAR'S BUDGETS AND RATES 

The Municipality relies primarily on property and municipal taxes as well as federal 
grants to carry out the governmental activities. Historically, property and municipal 
taxes have been very predictable with increases of approximately five percent. Federal 
grant revenues may very if new grants are available but the revenue also is very 
predictable. 

Those factors were considered when preparing the Municipality's budget for the 
2004-2005 fiscal years. 

FINANCIAL CONTACT 

The Municipality's financial statements are designed to present users (citizens, 
taxpayer, customers, investors and creditors) with a general overview of the 
Municipality's finances and to demonstrate the Municipality's accountability. If you 
have questions about the report or need additional financial information, contact the 
Municipality's Chief Financial Officer. 
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NIEVES VELAZQUEZ & CO .• P.S.C. 
Certified Public Accountants and Financial Consultants 
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INDEPENDENT AUDITOR'S REPORT 

To Honorable Mayor and Members 
of the Municipality's Legislature 
of the Municipality of Gurabo 
Gurabo, Puerto Rico 

We have audited the accompanying financial statements of the Governmental Activities, 
each major fund and the aggregate remaining fund information of the Municipality of 
Gurabo, Puerto Rico, (the Muaicipality) as of and for the year ended June 30, 2004, 
which collectively comprise the Municipality•s basic financial statements as listed in the 
accompanying table of contents. We also have examined the accompanying statement of 
revenues and expenditures-budged and actual-budgetary basis-general fund of the Municipality 
for the fiscal year then ended, which is presented as part of the basic financial statements. 
These financial statements are the responsibility of the Municipality's management. 
Our responsibility is to express opinions on these financial statements based on our audit. 

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

In our opinion, the financial statements referred to above present fairly, in all material 
respects, the respective financial position of the governmental activities, each major 
governmental fund, and the aggregate remaining fund information of the Municipality of 
Gurabo, Puerto Rico, as of June 30, 2004, and the respective changes in financial position 
thereof for the year then ended in conformity with accounting principles generally 
accepted in the United States of America. In addition, in our opinion, the financial 
statements referred to above present fairly, in all material respects, the budgetary 
comparison of the general and debt service funds for the year then ended in confonnity with 
the budgetary (statutory) basis ofaccountin& as described in Note 1. 
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INDEPENDENT AUDITOR'S REPORT 
(Continuation) 

As described in Note 1, on July 1, 2003 the Municipality adopted a new financial reporting 
model required by GASB Statement No. 34 (GASB No.34), Basic Financial Statements-and 
Management's Discussion and Analysis-for State and Local Governments. In conjunction with the 
adoption of GASB No. 34, the Municipality has also adopted the following 
pronouncements: (1) GASB Statement No. 37-Basic Financial Statements-and Management's 
Discussion and Analysis-for State and Local Governments: Omnibus, (2) GASB Statement No. 38-
Certain Financial Statement Note Disclosures, and (3) GASB Interpretation No. 6-Recognition and 
Measurement of Certain Liabilities and Expenditures in Governmental Fund Financial Statements. 
This results in a change in the format and content of the basic financial statements. 

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

January 21, 2005 
San Juan, Puerto Rico 

CPA Stamp #1981592 was affixed 
to the record copy of this report. 
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MUNI.CIPA.LJTY OF GUIUBO, PUERTO RICO 

Cv.rtcat asStts: 
Cash 

Rcccivabic:s: 
lntcral 
Local governmental cntides 
M.umc1pal liceiue· taxes 
Federal govrmment 

To.ta! wrrmt assets 

~ontul)'alt assets: 
Restricted asseu: 

Casll walh fiscal agent 

OUter assets 

Capital assets. 
Nondep"ciable asseis: 

Land and COl\s'trocllon ln progr~ 

Deprrciable assets. 
Bu.ildJngs, equ1pmc11t a1'd others 

Total capital assets 

Len: Accumulated deprcpalion 

STATEMENT OF NET ASSETS 
JUNB JO, 200•. 

Assets 

Total cap1W uuu, net o( accumulated dcprttialion 

Toral COACUITCllf assets 

Total as.sets 

G:lllft:Gt liabilities: 
Accounts payable apd accrued liabilibes 

Due w:Ollm governmental enlities 

OC!fmcd revenues: 

General obliga.uons, bonds and notes 

Compensated absences 

l11tcres1 payable 

Total currmr liabilllies 

Noacurrcat liabilities; 
General obhgalions, bonds and notes 
Comporu:ucd ab5ences 

Tow nooCWTCAt Ual>llllict 

Tou!Uatrilitlu 

Liabilities 

Net Assets 

Invested '" capital asseu. n<t or deprec1auou :llld related debt 

Rosb:tcted for: 
llibt SCIVICC 

C.ap1 lal ptOJCCIS 

Other purposes 
Uruesmctcd 

Total ll<t a.ncr:i 

Com1J11tmcnts and contmgrndes (Nole IS) 

Tit~ accompanying noles ~re an rnt.cgml parr of the$c financial sunements. 
3-

s 

s 

s 

Govcnunmtal 

Activitia 

9;622.m 

1,188 
269,287 

14, ISS 
448 063. 

10,354,872 

4 ,885,487 

l<l-0,771 

16,180,605 

16,582,455 

32,763,060 

(5.815.145) 

26,947,915 

.ll,974,173 

'213291045 

2.IWl.451 

193,332 

2,647,905 

534,213 

457.975 

178.289 

6,053,225 

6,612.478 
80S,S9S 

7,418,073 

13.471 298 

I9.3 lS,339 

1,616,099 
2,870,603 
4M4.335 

681,Jll 

'28,857,147 
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Functions/Programs 

Governmental activities: 

General government s 

Capital outlays 

Welfare 

Public works 

Recreation and spom 

Saruranon 

Public: safety and sec:unty 

Health 

Intercsr 

Total governmental activities 

Genem1 .revenues 

Taxes: 

Property taxes 

Volume of business taXcs 

lntcrgovemmentai revenue, unr~stricted 

Interest revenues 

Licenses, penruts, fines and forfeits 

Capital Assets-donation 

Miscellaneous 

Total general revenues 

Change in net assets 

Net asse.ts - begmning of year 

Net assets end of year 

M1!NICIPALIIT OF GURABO, PUERTO RICO 

STATEMENT OF ACTMTIES 
YEAR ENDED JUNE 307 2004 

EXpenses 

1,185,851 

2,491,763 

226 

l,423,20S 

1,154.570 

1,934,326 

1,468,292 

j,654,257 

518,333 

17,830,823 

Charges for· 
Services and other 

Program Revenues 

Capital Grants 
and Contributions 

938,199 

938,199 

The acebmpanymg notes are an integral pan of these financial statements. 

Operating Grants 
and Contn"butions 

497,869 

1,168,Sl I 

1,666,380 

s 

Govemmental 
Activities 

(6,687,982) 

(l,553,564) 

(226) 

(1,423,205) 

(l,154,570) 

(1 ,934,326) 

(l,4.68,292) 

(485,746) 

(518 ,333) 

(15,226,244) 

7,052,780 

2,918 ,309 

4 ,134,382 

273,335 

1;797,850 

5,635,810 

1,038,550 

22,851,016 

7,624,712 

21,232,975 

28,857,747 



ASSETS 

Cash (including certificates of 
deposits ofS 6,400,425) s 

Restricted assets: 
Cash with fiscal agent 

Receivables: 

Accts. Receiv.-Munlcipal license taxes 

From other funds 

From other Federal Agencies 

From other governmental entities 

Other 

Interests 

Total assets 

(Continues) 
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MUNICIPALITY OF GURA.BO, PUERTO RICO 

General 
Fund 

3,826,765 

14,155 

1,744,790 

168,394 

5,754,104 

BALANCE SHEET 
GOVERNMENTAL FUNDS 

June 30, 2004 

MajoTFuods 
State Legislative 

Join Resolutions Bonds & 
Special Revenue 

Fund 

2,583,803 

2,583,803 

. .5 -

Notes 
F1Jnd 

3,093,743 

3,093,743 

Debt 
Service 
Fund 

l.791,744 

140,771 

1,188 

1,933,703 

Other 
Governmental 

Funds 

3,211,611 

4,433 

448,063 

100,893 

3,764,999 

• 

Total 
Govcmmeatal 

Funds 

9,622,179 

4,885,487 

[4,155 

1,749,222 

448,063 

269,287 

140,771 

1,188 

17,130,352 



LlABILITCES 

Accounts payable and acCTUed liabilities s 

Due to: 

Other governmental entities 

Others funds 

Deferred revenues 

Matured bonds & notes: 

Principal 

Interests 

Total liabilities 

(Continues) 

.. 
MUNICIPALITY OF GURABO, PUERTO RICO 

General 
Fund 

1,734,436 

126,266 

2,771,547 

4,632,249 

BALANCE SHEET 
GOVERNMENTAL FUNDS 

June 30, 2004 
(CONTINUATION) 

Major Funds 
State Legislative 
Join Resolutions Bonds&. 
Sped~! Revenue 

Fund 

-6· 

Notes 
Fund 

103,206 

103,206 

Debt 
Service 
Fund 

3,498 

125,000 

160,000 

29,106 

317,604 

Other 
Governmental 

F unds 

196,015 

67,066 

1,642,518 

388,803 

2,294,402 

Total 
Governmental 

Funds 

1,930,451 

193,332 

1,749,222 

3,285,350 

160,000 

29 .• 106 

7,347,460 
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MUNICIPALITY OF GURABO, PUERTO RICO 

FUND BALANCE 

Reserved for: 
Encumbrances 
Debt service 
Capitals projects 
Other purposes 

Unreserved 

Total fun.d balance 

Commitments and contingencies (Note 15) 

Tow liabilities and fund balance s 

General 
Fund 

326,142 

795,713 

1,121,855 

5,754,104 

The accompanyil\g notes are an integral part of these financial statements. 

BALANCE SHEET 
GOVERNMENTAL FUNDS 

June 30, 2004 
(CONTINUATION) 

M~orFunds 
State Legislative 
Join Resolutions Bonds & 
Special Revenue 

Fund 

2,583,803 

2,583,803 

2,583,803 

- 7 -

Notes 
Fund 

286,800 
2,703,737 

2,990,537 

3,093,743 

Debt 
Service 
Fund 

1,616,099 

1,616,099 

1,933,703 

Other 
Govemmcntai 

Funds 

1,470,598 

l,470,598 

3,764,999 

Tow 
Governmental 

Funds 

326,142 
1,616,099 
2,870,603 
4,174,335 

795,713 

9,782,892 

17,130,352 



MUNICIPALITY OF GURA.BO, PlfERTO RICO 

Reconciliation of the Governmental Funds Balance Sheet 
to the Statement of Net Assets 

June 30, 2004 
(Continuation) 

Total fund balances for governmental funds 

Total net assets reported in the statement of governmental activities is 
different because: 
Capital assets used in governmental activities are not financial resources 

and, therefore, are not reported in the Governmental Funds Statement. 
Those assets consist of: 

Land 
Construction in progress 
Buildin~ and improvements, equipment and 
vehicles, net of$5,815,145 accumulated depreciation 

Total capital assets 

$14,280,552 
1,900,053 

10.767,310 

Some of the Municipality's taxes and other revenues will be collected after 
the year end but are not available soon enough to pay for the current 
period's expenditures, and. therefore, are reported as deferred revenues in 
the Governmental Funds Statement. 

Some of interest expenditures on long-term debt incurred during the year were 
not matured after year-end, therefore are not reported in the Governmental 
Funds Statement. 

Long-term liabilities applicable to the Municipality's governmental activities 
are not due and payable in the current period and accordingly are not 
reported as fund liabilities. All liabilities-both cunent and long-term-are 
reported in the Net Assets. Balances at June 30, 2004, were: 

Compensated Absences 
Legal Claims 
Bonds and notes payable 

Total net assets of governmental activities 

8 

$9,782,892 

26,947,915 

637,445 

(149,184) 

(1,263,570) 
(111,000) 

(6.986. 751) 

$28.857,747 



REVENUES 

l'ropeuy taxes 

Volume of business tax 

Licenses, penmts, fines 
and forfeits 

Intergovernmental grants 
and othcis 

Interests 

Federal grants 

'Miscellaneous 

Total rtveoues 

(Continues) 

s 

- • 

MUNICIPALITY OF GURABO, PUERTO RICO 

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES 
GOVERNMENTAL FUNDS 

General 
Fuo.d 

6,001,197 

2,918,309 

1,797,850 

l.182,784 

213,004 

1,038,550 

(J.,211,694_ 

YEAR ENDED JUNE 30, 2004 

Ma"orFuods 
State Legislative 
Join Resohltion.s 
Special lleveoue 

Fund. 

1.019,768 

1 019,768 

Loans& 
Bonds 
Fund 

- 9-

Dclit 
Service 
Puod 

926,583 

926 583 

Otber 
Goveiumeotal 

Funds 

),931,831 

331 

2,316,668 

4,248,830 

'l'otal 
Governmental 

Fu.a.ds 

6,927,78Q 

2,918,309 

1,797,850 

4,134,383 

273,335 

2,316,668 

1,03'!1,SSO 

19,406,874 



EXPENPJTURES 

General government 

Public safety !Uld security 

Sanitation 

Health 

Recreation and spans 

l'ublic wor.ks 

Capital outlays 

Bonds & 1101es! 

Principal 

Interest 

Total erpcad.itur« 

{Continues) 

... 

MUNICIPALITY OF GURABO, PUERTO RICO 

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES 
GOVERNMENTAL FUNDS 

GC'Deral 
Fond 

6,493,056 

1,408,474 

1,778,470 

325,471 

1.151.884 

l,752,356 

838,528 

13,748,239 

YEAR ENDED JUNE 30, 2004 
(CONTINUATION) 

Major Funds 
S:tatc Lcgislariyc 
Join RnolutfoDli 
Special Revettuc 

Fund 

405,685 

405,685 

Loans&. 
Boads 
Fund 

• 10-

1,138,474 

l,138;474 

Debt 
Service. 
Fund 

502,921 

369,149 

872.070 

Other 
Govern.mental 

Funds 

1,149,843 

108,689 

1.328.786 

1,830,968. 

4,418,286 

Tl>iml 
Govenuneatal 

Funds 

7,642,899 

1,517,163 

1,778,470 

1,654,257 

1,151,884 

1,752,356 

4,213,655 

502,921 

369,149 

20,582,754 



Excess I (deficiency) or 
revenues over I (under} 
expenditures before other 
financing sources I (uses) 

OTHER FINANCING 
SOURCES I lUSES> 

Operating uansfcis • in 

Operating ttansfers · ou1 

Total othrr financing 
sources (uses) 

Net change in fund bali111ce 

Fuud balance at bcgil1Ding 
ofynr 

Fuad lr.l.ianoc at cad 
of year 

- ... -
MUNICIPALITY OF GUR.ABO, PUERTO RJCO 

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES 
GOVERNMENTAL FUNDS 

General 
Fuad. 

(536,545) 

(251.000) 

(251.000) 

(787,545) 

1,909..400 

1 .• 121.855 

YEAR ENDED JUNE 30, 2004 
(CONTINUATION) 

M~jor FUDils 
State legislative 
JoiJI Rc:sQlus:ions 
Special Revenue 

Fund 

614,083 

614,083 

1.969,721 

2.583,803 

Lo.as& 
Bo!MIS 
Fund 

(I, 138,474) 

(l,!38,474) 

4129.011 

2,990,537 

Debt 
Scmcc 
fund 

54,513 

251,000 

251,000 

305,513 

1.310,586 

l.616,099 

Othr.r 
G ovunmentil 

FUDds 

(169,45§) 

(169,456) 

1,640,054 

1,470,598 

J'hc accompanying n.otes arc an integtal pillt of these lio,wcial statements. 

- ll-

Total 
Govcmmcntal 

Funds 

(1,175,880) 

251,000 

(251,000) 

(1,175,880) 

10,958,772 

9,782,892 

• 
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MUNICIPAUTY OF GURA.BO, PUERTO RICO 

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

the Statement of Activities 
For the year ended June 301 2004 

(Continuation) 

Net change in fund balances-Governmental Funds Statement 

Governmental Funds Statement reports capital outlays as expenditures. 
However, in the Statement of Activities the cost of those assets is 
allocated over their estimated useful lives and reported as depreciation 
expense. This is the amount of which capital outlay expenditures 
($3,213,888) exceeded depreciation expense ($865,869) reported in the 
Statement of Activities. 

The statement of activities statement reports as revenue donated capital 
asset with is not revenue for the Statement of Revenues, Expenditures 
and Changes in the Fund Balance Statement. 

Property taxes revenues reported as deferred revenue in the governmental 
funds statement based on availability and reported as revenues in the 
statement of activities. 

Recording ofreceivables and revenue in the government-wide statements 
for amounts not recorded in the governmental fund statements based on 
the availability criterion. 

Under the modified accrual basis of accounting used in the governmental 
funds, expenditures are not recognized for transactions· that are not 
normally paid with expendable available financial resources. In the 
Statement of Activities, however, which is presented on the accrual 
basis, expenses and liabilities are reported regardless of when financial 
resources are available. In addition, interest on long-term debt is not 
recognized under modified accrual basis of accounting until due. 

These adjustments combine the net changes of the following balances: 
Compensated absences 
Accrued interest on loans 
Legal claims 

Payment of bond principal is an expenditure in the governmental funds, 
but it reduces the long-term liabilities in the Statement of Net Assets. 

Change in Net Assets of Governmental Activities 

12 

2,348,019 

5,635,810 

123,642 

513,803 

(63,359) 
(149,184) 
(111,000) 

502,921 

$7.624.772 



- -
MlJNICIPAllTY OF GURA.BO, PUERTO RICO 

STATEMENT OF REVENUES.AND EXPENDITURES 
BVDGET AND ACTUAL-GENERAL FUNPAND DEBT SERVICE FUND 

BUDGETARY BASIS 
Year Ended June 30, 2004 

GENERAL FUND DEBT SERVICE FUND 
Variance Variance 

Original Final Adjusted Favorable Original Fjnal Adjusted Fa:vorable 
Budget 

Revenues 
Budget Actual (Unfavorable) Budg_et Bud~et Actual (Unfavorable) 

Property tax $ S,287,784 5,872,534 6,001,197 128,662 $ 820,404 820,404 682,770 (137,634) 
Volume ofbusiness. tax 4,290,000 4,290,000 2,918,309 (l,371,691) 
Licenses and permits 1,880,639 1,880,639 1,797,850 (82,789) 
Intergovernmental services 
Intergovernmental grants 1,176,975 l,176,975 l.182,784 5,809 
Property rent 
Interest 120,000 120,000 273,004 153,004 
Landfill revenues 
Miscellaneous 705,486 2,386,251 1,038,550 (l,347,701) 
Transfer in 251,000 251,000 

Total Revenues 13,460,884 15,726,399 13,211,694 (2,514,705) 820,404 820,404 933,770 113,366 

Expenditures 
General government 7,791,995 9,038,289 6,338,407 2,699,882 
Public works 2,919,688 3,656,084 1,755,847 l,900,237 
Health & welfare 319,597 352,040 325,471 26,569 
Public safety l,480,016 1,499.304 l.408.474 90,830 
Education & recreation 949,588 1,180,682 1,151 ,884 28,798 
Sanitation 1,778,470 {l, 778,470) 
Capital Outlays 838,528 (838,528) 
Bond~ & notes 204,247 204,247 502,921 (298,674) 
Interest 616,157 616,157 369,149 247,008 
Transfer out 251,000 (251,000) 

Total Expenditures 13,460,884 15,726,399 13,848.081 1,878,318 820,404 820,404 872,070 (Sl ,666) 

Excess of (expendittires) revenues 
over (revenues) expenditures $ {636,387~ (636,387) $ 61,700 61,700 

The accompanying notes are an integral part of these fmancial statements. 
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MUMCIPALITY OF GURABO, PUERTO RICO 

NOTES TO FINANCIAL STATEMENTS 
JUNE 30, 2004 

GENERAL ORGANIZATION 

The Municipality of Gmabo (the Municipality) was founded in 1815. The 
governmental system of the Municipality is composed of the executive and legislative 
bodies. The Mayor is the Chief Executive Officer and is elected every four years in the 
general elections of Puerto Rico. The legislative body consists of fourteen (14) 
assemblymen also elected in the general elections of Puerto Rico for a four-year period. 

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

The financial statements of the Municipality have been prepared in accordance 
with Generally Accepted Accounting Principles (GAAP) as applied to government 
units. The Governmental Accounting Standards Board (GASB) is the standard-setting 
body for governmental accounting and financial reporting. The GASB periodically 
updates its existing Governmental Accounting and Financial Reporting Standards, 
which along with subsequent GASB Pronouncement (Statements and Interpretations,) 
constitute GAAP for governmental units. A summary of the Municipality~s 
significant accounting policies consistently applied in the preparation of the 
accompanying basic financial statements follows: 

I. SUMMARY OF SIGNIF1CANT ACCOUNTING POLICIES 

a. Reporting Entity 

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

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

1 4 



MUNICIPALITY OF GURA.BO, PUERTO RICO 

NOTES TO FINANCIAL STATEMENTS 
JUNE 301 2004 

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation) 

a. Reporting Entity (Continuation) 

According to the first reporting model established by GASB Statement No. 34, 
Basic Financial Statements-and Management's Discussion and Analysis-for State and 
Local Govemmtrnts (GASB No. 34), which the Municipality adopted in prior year, 
the minimum requited financial statement presentation applicable to the 
Municipality is composed of the following elements: (1) government-wide 
financial statements (GWFS), (2) governmental fund financial statements 
(GFFS), (3) notes to basic.financial statements, and (4) required supplementary 
information (RSI). 

RSI is information presented along with, but separate from, the 
Municipality's basic financial statements. RSI is composed of the 
following elements: (1) Management's Discussion and Analysis (MD &A) and 
(2) Schedule of Finding Progress-Employee' Retirement System of the 
Government of Puerto Rico and Its Instrumentalities (ERS). 

M D & A is a narrative report that introduces the accompanying basic financial 
statements and provides an analytical overview of the Municipality's financial 
activities for the year ended June 30, 2004, based on the Municipality's 
lmowledge of the transactions, events and conditions reflected in the basic 
financial statements. The MD & A also highlights certain key fiscal policies that 
control the Municipality's operations. 

The Schedule of Finding Progress-Employee' Retirement System of the 
Government of Puerto Rico and Its Instrumentalities provides a three-year trend 
information (using latest data available) of the funding status ofERS, which 
is a multi-employer cost-sharing retirement system in which the Municipality 
is a participating employer. 

Other supplementary information presented in this report for purposes of 
additional analysis consist of: (1) combinin~ and individual governmental 
fund financial statements, (2) budgetary comparison schedule~debt service 
fund, and (3) schedule of capital assets used in the operations of governmental 
funds, as listed in the accompanying table of contents. 

The Municipality of Gurabo is required to implement this Standard for the 
fiscal year ended June 30, 2004. 
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MUNICIPALITY OF GURABO, PUERTO RICO 

NOTES TO FINANCIAL STATEMENTS 
JUNE 30, 2004 

I. SUMMARY OF SIGNJFICANT ACCOUNTING POLICIES (Continuation) 

b. Financial Reporting Entity 

The accompanying basic financial statements include all departments, 
agencies and municipal entities that: (l) are under the legal and administrative 
control of the Mayor, and (2) whose funds are under the legal custody and 
control of the Municipality's Director of Finance, as prescribed by Law 
No. 81 of August 30~ 1991, as amended, known as the Autonomous 
Municipalities Act of the Commonwealth of Puerto Rico. The Municipality's 
management has considered all potential component units for which it may 
be financially accountable and other legally separate organizations for which 
the nature and significance of their relationship with the Municipality may 
be such that exclusion of their financial statements from those of the 
Municipality would cause the Municipality's basic financial statements to 
be misleading or incomplete according to GASB Statement No. 14, - The 
Financial Reporting Entity (GASB No.14.) 

The Municipality' s management bas concluded that, based on the 
aforementioned criteria, there are no legally separate entities or organizations 
that should be reported as component units of the Municipality as of 
June 30, 2004 nor for the year then ended. 

c. Basic Financial Statements-GASB Statement No. 34 

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

16 
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MUNICIPALITY OF GURABO, PUERTO RICO 

NOTES TO FJNANCIAL STATEMENTS 
JUNE 30, 2004 

1. SUMMARY OF SIGN1FlCANT ACCOUNTING POLICIBS (Continuation) 

c. Basic Financial Statements-GASH Statement No. 34 (Continuation) 

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

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

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

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

d. Basis of Presentation 

The new model as defined in Statement No. 34 establishes criteria 
(percentage of the assets, liabilities, revenues or expenditures/ expenses of either 
fund category or the governmental and enterprise combined) for the 
determination of major funds. The Munfoipality reports the following major 
funds on Fund Financial Statements: 

17 
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MUNICJPALITY OF GURABO, PUERTO RICO 

NOTES TO FINANCIAL STATE:MENTS 
JUNE 30, 2004 

1. SUMMARY OF SIGNJFICANT ACCOUNTING POLICIBS (Continuation) 

d. Basis of Presentation (Continuation) 

Major Funds 

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

Special Revenue Fund Head Sta.rt- The special revenue fund of Head Start is a 
major fund used by the Municipality to account for revenues derived from 
the grant that is legally restricted by outside parties for use on specific purpose. 
The uses and limitations of this revenue fund is specified by municipal 
ordinances or federal and state statutes. 

However, resources restricted to expenditure for purposes normally financed 
from the general fund are reported in the Municipality's general fund 
provided that all applicable legal requirements are appropriately satisfied. In 
this case, a special revenue fund to account for such kind of transactions 
will be used only if legally mandated. 

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

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

e . Basis of Accounting 

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

NOTES TO FINANCIAL STATEl\IBNTS 
JUNE 30, 2004 

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation) 

e. Basis of Accounting (Continuation) 

Measurement Focus. Basis o(Accounting 

Government-wide Financial Statements (GWFS). The accompanying 
GWFS are composed of: (1) the statement of net assets and (2) the statement 
of activities. These financial statements report information of all of the 
Municipality's governmental activities as a whole but do not Ieport 
governmental fund information but rather. These statements are aimed at 
presenting a broad overview of the Municipality's finances by reporting its 
financial position and results of operations using methods that are similar to 
those used by most private businesses. 

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

The accompanying statement of net assets provides short-term and long-term 
information about the Municipality's financial position by presenting all of 
the Municipality's assets and liabilities, with the difference between these 
two items reported as "net assets" (equity) and or net deficit. This statement 
assists management in assessing the level or 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 and discloses legal and 
contractual restrictions on resources. 
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MUNICIPALITY OF GURABO, PUERTO RICO 

NOTES TO FINANCIAL STATEMENTS 
JUNE 30, 2004 

I. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation) 

e. Basis of Accounting (Continuation) 

Measurement Focus. Basis o[Accounting (Continuation) 

Government-wide Financial Statements (GWFS} (Continuation) 

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

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

• Restricted net assets - This net asset category consist of net resources 
restricted by external parties (such as creditors, grantors, contributors, 
Acts or regulations of other governments, etc.), or net assets for 
which constraints are imposed by constitutional provisions or 
enabling legislation. Enabling legislation consists of legislation that 
authorizes the Municipality to assess, levy, charge or otherwise 
mandate payment of rt:sources (from external resource providers). 
Enabling legislation establishes restrictions if it includes a legally 
enforceable requirement that those resomces be used only for the specific 
purposes stipulated in the legislation. 

The classification of restricted net assets identifies resources that have 
been received or earned by the Municipality with an explicit 
understanding between the Municipality and the resource providers 
that the resources would be used for specific purposes. Grants, 
contributions and donations are often given under those kinds of 
conditions. Bond indentures also often limit use of bond to specific 
purposes. 
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MUNICIPALITY OF GURABO, PUERTO RICO 

NOTES TO FINANCIAL STATEMENTS 
JUNE 30, 2004 

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation) 

e. Basis of Accounting (Continuation) 

Measurement Focus. Basis of Accounting (Continuation) 

Gove.mment-wide Financial Statements (QWFS) (Continuation) 

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

The Municipality has reported the following types of restricted net 
assets in the accompanying statement of net assets: 

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

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

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

• Unrestricted net assets - These net asset category consist of net resources 
that are neither externally or legally .restricted, nor invested in 
capital assets. However, unrestricted net assets often are designated 
to indicate that management does not consider them to be available 
for general operations. Unrestricted net assets often have constraints 
that are imposed by management, but can be removed or modified. 

When both restricted and unrestricted resources are available for use, 
it is the Municipality's policy to generally use restricted resources fust, 
and then unrestricted resources as they are needed. 
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MUNICIPALITY OF GUR.AJJO, PUERTO RICO 

NOTES TO FINANCIAL STATEMENTS 
JUNE 30, 2004 

l. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation) 

e. Basis of Accounting (Continuation) 

Measurement Focus. Basis ofAccounti.ng (Continuation) 

Governmental Funds Financial Statement. Governmental funds are reported 
using the current financial resources measurement focus and the modified 
accrual basis of accounting. Under this method, revenues are recognized when 
measurable and available. Available means collectible within the current 
period or 60 days after the end of the period to use them to pay liabilities of 
the current period. Miscellaneous revenues are recorded when collected. 
Revenues collected in advance of the fiscal year to which they appiy are 
recorded as deferred revenues and recognized as revenues in the year to 
which they apply. Expenditures are generally recognized when the related 
fund liability is incurred. General capital asset acquisitions are reported as 
expenditures in governmental funds. 

Governmental Fund Types/Governmental Activities. Governmental funds 
are those through which most governmental functions of the Municipality 
are financed. The acquisition, use, and balances of the Municipality's 
expendable financial resources and the related liabilities are accounted for 
through governmental funds. The measurement focus is upon determination 
of changes in financial position, rather than upon net income determination. 

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

NOTES TO FINANCIAL STATEMENTS 
JUNE 30, 2004 

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIBS (Continuation) 

f. Encumbrances 

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

g. Budgetary Data 

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

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

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

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

( 4) Subsequent to the enactment of the annual appropriation ordinance, 
the Municipal Assembly has the authority to make necessary 
adjustments to the budget. 

The budget is prepared following the modified accrual basis of accounting 
except for the encumbrances as described below. 
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MUNICIPALITY OF GURAJJO, PUERTO RICO 

NOTES TO FINANCIAL STATEMENTS 
JUNE 30, 2004 

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation) 

g. Budgetary Data (Continuation) 

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

Amendments to the budget, and budgetary transfers related to personal 
expenditures, require the approval of the Municipal Assembly. Non-capital 
encumbrances lapse at the end of the next fiscal year. During the fiscal year, 
the Municipality readjusted its original budget of the General Fund Balance 
by $2,265,515 from currentyearresources increase. 

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

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

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

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

( 4) Certain debt issuance to acquire personal property is reflected in the 
general fund and is restricted for that purpose. 
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MUNICIPAIJTY OF GURABO, PUERTO RICO 

NOTES TO FINANCIAL STATEJMENTS 
JUNE 30, 2004 

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation) 

g. Budgetaiy Data (Continuation) 

The necessary adjustment:; to convert the result of operations of the general 
fund from the modified accrual basis of accounting to the budgetary basis are as 
follows: 

Excess of revenues (expenditures) and other 
financing sources over expenditures 
(revenues) and other financing uses 
(Budgetary-Statutory Basis) 

Prior years property taxes liquidation 
received in current year 

Current year encumbrances recognized as 
expendirures on the budgetary basis 

Prior year encumbrances recognized as 
expenditures on the budgetary basis 

Excess ofrevenues (expenditures) and other 
financing sources (uses) over expenditures 
(revenues) and other financing sources 
(uses) (GAAP basis) 

General 
Fund 

($636,387) 

(326,142) 

174,984 

($78L545.) 

Debt Service 
Fund 

243,813 

305.513 

The Municipality has not legally adopted a budget for the special and 
capital projects funds. Accordingly, it has not presented an annual comparison 
of budget and actual for these major funds. 

h. Unrestricted and Restricted Deposits 

The Municipality's deposits are composed of cash on hand, demand deposits 
in commercial banks and 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. 

The Municipality follows the practice of pooling cash. The balance in the pooled 
cash account is available to meet current operating requirements and any excess 
is invested in certificates of deposit with commercial banks. 
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MUNICIPALITY OF GURABO, PUERTO RICO 

NOTES TO FINANCIAL STATEMENTS 
JUNE 30, 2004 

1, SUl\.iMARY OF SIGNIFICANT ACCOUNTING POLICIBS (Continuation) 

h. Unrestricted and Restricted Deposits (Continuation) 

Under the Acts and Regulations of the Commonwealth, public funds deposited 
by the Municipality in commercial banks must be fully collateralized for the 
amounts deposited in excess of the federal depository insurance generally 
provided by the Federal Deposits Insurance Corporation (FDIC). All securities 
pledged as collateral are held by agents designated by the Commonwealth's 
Secretary of the Treasury deposits, but not in the Municipality's name. 

Restricted cash consist of deposits in commercial banks and GDB that its use 
is limited for the specified purposes discussed below1 as established by applicable 
agreements or required by Act. 

Cash with fiscal agent in the general and debt service fund consists of property 
tax collections amounting to $1,791, 744, which are restricted for the payment of 
the Municipality's debt service, as established by Act. Cash with fiscal agent in the 
general fund also censists of restricted unspent proceeds of bonds, amounting to 
$3,093, 743, and are restricted for the acquisition, construction or improvements of 
major capital assets as well as for payment of legal claims. 

i. Inventories 

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

j. Investments 

Investments are composed of certificates of deposit with original maturities 
exceeding three months but not exceeding one year. Investments are held in 
commercial banks and are recorded at cost, which approximates fair value. 
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MUNICIPALITY OF GURABO, PUERTO RICO 

NOTESTOFJNANCIALSTATE1\1ENTS 
JUNE JO, 2004 

I. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIBS (Continuation) 

k. Capital Assets 

Capital assets used in governmental activities include land and land 
improvements, buildings, structures and building improvements, machinery and 
equipment, furniture and .fixtures, licensed vehicles, construction in progress, 
and infrastructure. These assets are capitalized and reported in the 
accompanying statement of net assets. Infrastructure assets ate 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$25 
or more at the date of acquisition, construction or improvement, and with useful 
lives extending beyond one year. All assets with individual costs under $25 or 
with useful lives not exceeding one year, are charged directly to expense in the 
government-wide statement of activities. In the governmental funds, all capital 
assets are recorded as capital outlays (expenditures). 

In the statement of net assets, all capital assets are recorded at cost or estimated 
historical cost if actual cost was unavailable, except for donated capital assets, which 
are recorded at their estimated fair value at the date of donation. Estimated historical 
costs based on deflated current costs were used to value a significant portion of the 
infrastructure constructed or acquired prior to June 30, 2003 and certain lands, 
buildings, structures and building improvements. 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 acquired or constructed after June 30, 2003 as 
well as, construction in progress, machinery and equipment and licensed vehicles 
acquired prior or after such date. 

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

27 



MUNICH' AL/TY OF GURABO, PUERTO RICO 

NOTES TO FINANCIAL STATE1\1ENTS 
JUNE 30, 2004 

L SUMMARY OF SIGNIFICANT ACCOUNTING POLICIBS (Continuation) 

k. Capital Assets (Continuation) 

Depreciation expense is recorded only in the govenunent-wide statement of 
activities. However, there is no depreciation or amortization recorded for land and 
construction in progress. Depreciable capital assets are generally depreciated over 
their estimated useful lives under the straight-line method. The estimated useful lives 
of major capital asset categories are: 

Buildings, strocmres and building improvements 
Infrastructure 
Motor vehicles 
Furniture and fixtures 
Machinery and equipment 

YEARS 

30-40 
40 
5 
5 

3-5 

Depreciation expense on capital assets are recorded as direct expenses of the 
function/program specifically identified with the asset. Depreciation of infrastructure 
is n.ot allocated to various functions/ programs but reponed as direct expenses of the 
urban and economic development function. 

J. Deferred Revenue 

The Municipality reports deferred revenue on its GFFS and GWFS. In the GFFS, 
deferred revenue arises when one of the following situations occur: 

• Potential revenue does not meet both the 11measurable11 and "available" 
criteria for revenue recognition in the current period (unavailable revenue). 
As previously discussed, available is defined as due (or past due) at June 
30, and collected withln 90 days (60 days for property taxes) thereafter to 
pay obligations due at June 30. In subsequent periods, when both criteria 
are met, the liability for deferred revenue is removed and revenue is 
recognized. 
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MUNICIPALITY OF GURA.BO, PUERTO RICO 

NOTES TO FINANCIAL STATEMENTS 
JUNE 30, 2004 

I. SUMl\.fARY OF SIGNIFICANT ACCOUNTING POLICIBS (Continuation) 

I. Deferred Revenue (Continuation) 

• The Municipality receives resources before it has a legal claim to them 
(unearned revenue). In subsequentperiodsf 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. 

m. Compensated Absences 

Compensated absences are accounted for under the provisions of Statement No. 16, 
Accounting/or Compensated Absences, issued by GASB (GASE No. 16). Compensated 
absences include paid time off made available to employees in connection with 
vacation, sick leave and compensatory time. The liability for compensated absences 
recorded in the accompanying statement of net assets is limited to leave that: {l) is 
attributable to services already rendered on or before June 30, 2004 and (2) is not 
contingent on a specific event that is outside the control of the Municipality and the 
employee (such as illness). Compensated absences that relates to future services or 
are contingent on a specific event outside the control of the employer or the 
employee are accounted for in the period when those services are rendered or those 
events take place. 

The liability for compensated absences includes salary-related costs, which are 
directly and incrementally related to the amount of salary paid to the employee (such 
as employer's. share of social security taxes and medicare taxes). 

The vacation policy of the Municipality provides for the accumulation of regular 
vacations at a rate of 2.5 days per month (30 days per year) per employee. 
Employees accumulate regular sick leave at a rate of 1.5 days per month (18 days 
per year) . Employees accumulate compensatory time at a rate of 1.5 times the 
overtime worked. All vacation and sick leave days accumulated by employees in 
excess .of 30 days and 90 days, respectively, are paid to employees each year, if not 
consumed, as required by Act. In the case of compensatory time, the excess of 
240 hours is paid to employees each year, if not consumed. 
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MUNICIPALITY OF GURAJJO, PUERTO RICO 

NOTES TO FINANCIAL STATE:MENTS 
JUNE 30, 2004 

1. SUMMARY OF SIGN1FICANT ACCOUNTING POLICIES (Continuation) 

m. Compensated Absences (Continuation) 

Upon termination of employment, an employee receives compensation for all 
accumulated unpaid regular vacation leave at the current rate. 1n the case of 
regular sick leave, if the employee terminates his or her employment before 
reaching 10 years of services, such regular sick leave is not paid to the employee, 
if not consumed. In addition upon termination of employment, an employee 
does not receive compensation for compensatory time, if not consumed. After 
10 years of services any regular sick leave balance is paid to the employee. 
Accumulated vacation time is fully vested to the employee at any time,, 

The liability for compensated absences is reported in the statement of net assets. 
A liability for compensated absences is reported in the GFFS only if they have 
matured, for example, as a result of employee resignations or retirements. 

n. Long~term. Debt 

The long-term liabilities reported in the accompanying statements of net assets 
include the Municipality's bonds payable, notes payable, bond anticipation 
notes, obligations under capital leases, accrued compensated absences, estimated 
liability for municipal solid waste landfill closure and post closure care costs 
and accrued legal claims and judgments. 

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

NOTES TO FINANCIAL STATEMENTS 
JUNE 30, 2004 

I. SUMl\1ARY OF SIGNJFICANT ACCOUNTING POLICIES (Continuation) 

o . . Leases 

The Municipality classifies its lease agreements either as operating or capital 
leases according to FASB Statement No. 13, Accounting for leases (FASB No. 13). 
Capital lease agreements are generally non·cancelable and involve, substance 
over form, the transfer of substantially all benefits and risks inherent in the 
ownership of the leased property, while operating leases do not involve such 
transfer. Accordingly, a capital lease involves the recording of an asset and a 
related lease liability at the inception of the lease. According to FASB No. 13, 
the Municipality classifies a lease agreement as a capital lease if at its inception 
the lease meets one or more of the four criteria indicated in the pronouncemenL 

Although, the Municipality is prevented from entering into obligations extending 
beyond the current year budget, most capital lease agreements entered by the 
Municipality contain fiscal funding clauses or a cancellation clause that makes 
the continuation of the agreements subject to future appropriations. Therefore, 
all leases are considered operating leases and none capitalized. 

p. Claims and Judgments 

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

q. Use of Estimates 

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

NOTES TO FINANCIAL STATEMENTS 
JUNE 30, 2004 

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation) 

r .. Accounting for Pension Costs 

For the purpose of applying the requirements of GASB Statement No. 27, 
Accounting for Pensions by ·state and Local Government Employers (GASB No. 27), 
the Commonwealth is considered to be the sponsor of the Employees ' Retirement 
System of the Government of Puerto Rico and Its Instrumentalities (ERS) and 
System 2000, accost sharing multi-employer defined benefit pension plan and an 
hybrid defined contribution plan, respectively, in which the employees of the 
Municipality participate. The Mwiicipality is considered a participant and not 
a sponsor of these retirement systems since the majority of the participants in 
the aforementioned pension trust funds are employees of the Commonwealth and 
the basis financial statements of such retirement system are part of the financial 
reporting entity of the Commonwealth. Accordingly, no portion of the net pension 
obligation (NPO) related to ERS has been allocated to the Municipality in the 
accompanying basic financial statements. The basic financial statements on 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 ftom 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. 

s. Risk Management 

The Municipality carries commercial insurance covering casualty, theft, tort 
claims and other losses. Insurance policies are negotiated by the 
Commonwealth1s Department of Treasury (the Department ofTreasury) on behalf 
of all municipalities of Puerto Rico. The Department of Treaswy 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 (See Note 2). 

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), a 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. 
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MUNICIPALITY OF GURABO, PUERTO RICO 

NOTES TO FINANCIAL STATE:MENTS 
JUNE 30, 2004 

1. SUM:MARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation) 

s. Risk Management (Continuation) 

The Mltnicipality obtains workers' compensation insurance coverage through 
the State Insurance Fund Corporation (FSE}, a component unit of the 
Commonwealth. This insurance covers workers against injuries, disability or 
death because of work or employment-related accidents, or because of illness 
suffered as a consequence of their employment. Workers' compensation 
insurance premiums are also paid through monthly deductions made by CR.Th1 
from the Municipality's gross property tax collections. 

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

The Municipality also obtains medical insurance coverage from several 
health insurance companies for its employees. Different health insurance 
coverage and premium options are negotiated each year by the Department of 
Treasury on behalf of the Municipality. The current insurance policies have 
not been canceled or terminated at June 30, 2004. Premiums are paid on a 
monthly basis directly to the insurance company. In the past three years, 
the MlJllicipality has not settled claims that exceeded insurance coverage. 
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MUNICIPALITY OF GURABO, PUERTO RICO 

NOTES TO FINANCIAL STATEl\.fENTS 
JUNE 30, 2004 

1. SUMMARY OF SIGNJFICANT ACCOUNTING POLICIES (Continuation) 

t. Reservations of Fund Balances 

Reservations of fund balances represent portions of fund balances in the 
GFFS that are legally segregated for specific future· uses or are not available 
for appropriated. The Municipality has the following types of reservations of 
fund balances in the GFFS: 

• Encumbrances - Represent commitments related to- unperformed 
(Executory) contracts for goods or services (future expenditures under 
purchase orders, contracts and other commitments). These committed 
amounts represent reservations of unexpired appropriations and generally 
will become liabilities in future periods as the goods or services are received. 

• Debt Service - Represent fund balances available to finance future debt 
service payments (principal and interest) on bonds payable. 

• Capital Projects - Represent the reservation of financial resources to be 
used for future expenditures of major capital assets (including the 
construction, purchase or improvement of capital assets) under contracts 
and other commitments. 

• Otlier Speci.f1ed Purposes - Represent financial resources set aside for use 
in federal and state grant programs accounted for in the major and non 
major special revenue funds , and resources available in the general fund 
for the payment of certain accounts payable and commitments approved 
by GDB. 
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MUNICIPALITY OF GURA.BO, PUERTO RICO 

NOTES TO FINANCIAL STATEMENTS 
JUNE 30, 2004 

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIBS (Continuation) 

11. Interfund Activities 

The Municipality has the following types of reciprocal and nonreciprocal 
:interfund activities recorded among governmental funds in the accompanying 
GFFS: 

• Interfand Loans - Represent amounts provided with a requirement for 
repayment, which are recorded as due from in the lender governmental 
funds and due to in the borrower governmental funds . Interfund 
receivables which are not considered to be currently available financial 
resources are reported as advances, if any. For amounts not expected 
to be collected within a reasonable period of time, interfund 
receivables/payables are reduced to the estimated realizable value and 
the amount that is not expected to be repaid is reported as a transfer 
from the fund that made the loan. 

• Operating Intetfund Transfers - Represent flows of assets (permanent 
reallocation of financial resources among governmental funds) without 
equivalent flows of assets in return and without a requirement for 
repayment. Transfers are reported as other financing sources in the 
governmental funds making transfers and as other financing sources in 
the governmental funds receiving transfers. 

• Interfund Reimb11rsements - Represent repayments from the governmental 
funds responsible for particular expenditures or expenses to the governmental 
funds that initially paid for them. 

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

v. Totals Column (Memorandum Only) Governmental Funds Statement 

The total data under this column is presented only to facilitate financial 
analysis. Data in these columns do not present financial position or results of 
operations in conformity with generally accepted accounting principles. Such 
data is not comparable to a consolidation, since interfund eliminations have 
not been made. 
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MUNICIPALITY OF GURAJJO, PUERTO RICO 

NOTES TO FINANCIAL STATEMENTS 
JUNE 30, 2004 

2. PROPERTY TAXES 

The "Centro de Recaudaci6n de Ingresos Municipales'' (CRIM) created by Law 
No. 80 is responsible for the assessment of all real and personal property located 
within the Municipality of Gurabo and for the levy, administration and collection 
of the corresponding taxes. 

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

Real property taxes are billed by the CRIM and are due in two equal installments 
in July and January following the assessment date. Personal property taxes are 
self-assessed and are due in May 15, when the property tax return is required to be filed. 

The annual tax rate for fiscal year 2004 is 7.83% for real property and 5,83% for 
personal property. The annual tax rate is comprised of a basic minimum tax of 
4% for personal property and 6% for real property which is appropriated for 
general purposes and accounted in the general fund; 1.83% assessed by the 
Commonwealth of Puerto Rico for the payment of general obligation bonds and an 
amount assessed by the Municipality for the payment of municipal bonds and notes. 

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

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

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

NOTES TO FINANCIAL STATEMENTS 
JUNE JO, 2004 

2. PROPERTY TAXES (Continuation) 

The basic property tax advances from the CR.Th1 are recorded in the general 
fund as other financing sources. As this tax is collected and reported by the 
CRIM, it is recorded in the general fund as revenue. The property tax received 
from the Department of Treasury, which is related to the exoneration granted 
by the Commonwealth of Puerto Rico is reflected as revenue in the general fund. 

Since the collection of property taxes from the taxpayers is under the 
administration of the CRIM, the Municipality recognized as an expenditure the 
operational expenses allocated by the CRIM to the Municipality, which amounted 
to $136,586 during 2004. 

The following is a summary of the property tax advances, which resulted as an 
account receivable, for the year ended June 30, 2004 and outstanding debt from 2001. 
The resulting receivable is presented as a deferred revenue in the general fund for 
Fund Financial Statement and as a revenue in the Government Wide Financial 
Statements. The debt has been presented in the Statement of Net Assets as a 
non-current liability since payment is not anticipated to be paid in near future. 

Account Payable: 

Advanced received, 711103 • 6/30/04 

Amortization through collections of property taxes by the 
CRIM, 7/1/03-6/30/04 

Partial payment received 

Due to CRIM 
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$6,038,208 

(6,040,037) 

5.299 

$ 3,470 
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MUNICIPALITY OF GURA.BO, PUERTO RICO 

3. DEPOSITS 

NOTES TO FINANCIAL STATEMENTS 
JUNE 30, 2004 

The Municipality maintains its deposits of cash in various commercial banks 
located in Puerto Rico and GDB. The balances deposited in commercial banks are 
insured by the Federal deposit Insurance Corporation (FDCI) up to a maximum of 
$100,000 per depositor. 

Under the Acts and Regulations of the Commonwealth, public funds deposited in 
commercial banks must be fully collateralized for the amounts deposited in excess of 
federal depository insurance. All securities pledged as collateral are held by the agents 
of the Commonwealth's Secretary of Treasury in the M\micipality's name. 

The Municipality's bank balances of deposits with financial institutions are categorized 
to provide an indication of the level of custodial credit risk assumed by the Municipality 
at year-end. Risk categories are described as follows : 

Category 1: Insured or collateralized with securities held by the Secretary of 
the Treasury's agents in the Municipality's name. 

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

Category 3: Uncollateralized (this includes any bank balance that is 
collateralized with securities held by the pledging financial 
institutions, or by its trust department or agent1 but not in the 
Municipality's name). 

The carrying amount of deposits in financial institutions at June 30, 2004 consists of 
the followings : 

CATEGORIES BANK CARRYING 
1 2 3 BALANCE AMOUNT 

Cash x $ 8,545,438 8,107,241 

Certificates of Deposits x 6,400,425 6.40Q,425 
Totals $a194S 18~3. 14,SQZ,666 

Deposits at the Government Development Bank for Puerto Rico are restricted 
principally for debt service and capital projects. These are unsecured and uncolleratized, 
as no colla,teral is required to be carried by governmental banks. Therefore, these have 
been categorized as "Uncollaterized" in the above table. 
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MUNICIPALITY OF GURABO, PUERTO RICO 

NOTES TO FINANCIAL STATEl\IBNTS 
JUNE 30, 2004 

4. MUNICIPAL LICENSE TAXES 

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

The minimum gross revenue to file the Volume of Business Tax Declaration is 
$5,000 and the minimum tax payable is $25. The date to tile the Volume ofBusiness 
Tax Declaration is April 15. The Municipality grants a 5% discount, if the taxes 
are paid on or before April 15. Otherwise, 50% of taxes payable mustbe paid within the 
first 15 days of each semester beginning with the first semester ending December 31. 

The Municipality recognized an account receivable for the estimated municipal 
license taxes to be collected during the first three months of next year, but 
corresponding to current year. Municipal license taxes collected prior to June 30, 
but pertaining to the next fiscal year are recorded as deferred revenues. 

S. INTERFUND TRANSACTIONS 

Due From/ To Other Funds (Fund Financial Statement) 

Interfund receivables and payables generally reflect temporary loans·, billings for 
services provided and recovery of expenditures. The balances are as follows : 

General 
State Legislative Joint Resolutions 
Debt Service 
Bond & Notes Obligation 
Non-major funds 

Due From 

$1,744,790 

4.432 

$1.7491222 

Dueto 

3,498 
103,206 

1.642.518 

l,749.222 

The interfund receivables and payables on Fund Financial Statement are eliminated 
on Statement of Net Assets (Government Wide Financial Statements). 
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MUNICIPALITY OF GURABO, PUERTO RICO 

NOTES TO FINANCIAL STATEMENTS 
JUNE 30, 2004 

6. DUE FROM (TO) GOVER.mdENTAL EN'll'l'IES 

As of June 30, 2004 balances from (due to) governmental entities of the general 
fund consists of the following: 

Na.me Due from D11e to 

Puerto Rico Power Authority $ 44,752 

Municipality of Juncos 32,430 

Puerto Rico Telephone Company 11,554 

Puerto Rico General Service Administration 3,392 

Centro de Recaudaci6n Ingresos Municipales (CRIM) 3,470 

Puerto Rico Aqueduct and Sewer Authority 8,355 

Pueno Rico Retirement System 37,846 

United States Housing and Urban Development (HUD) 67,066 

Puerto Rico Treasury Department 123,642 

Puerto Rico Labor Department 100,893 

Puerto Rico Workmen Compensation Insurance 29.219 

Totals $269.287 l2J.3J~ 

Part of the balances of due from governmental agencies were recorded as deferred 
revenues:..others as of June 30, 2004. 

7. INTERGOVERNMENTALREVENUES 

Sources of intergovernmental revenue consist primarily of governmental 
payments from the Commonwealth of Puerto Rico and "in lieu of tax" payments 
from certain "quasi-public" corporations, such as the Puerto Rico Electric Power 
Authority. For the year 2003-2004, the contribution inliew of taxes was estimated 
at $1,029,287. 

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

NOTES TO FJNANCIAL STATEMENTS 
JUNE 30, 2004 

8. GENERAL LONG-TERM DEBT 

Changes in general long-term debt for the year ended June 30_, 2004. are summarized 
as follows: 

Federal Loans 
Bonds and Notes Loans 

Balance at June30, 2003 $6,652,000 651,045 350,000 

Payments (492,921) (19,000) (50,000) 

New debt issued 

Balance at June 30, 2004 $6,159.079 632.045 

Bonds 

Series of 1984, $397,000 payable in annual installments of 
$25,000 until 2006, with interest at 5.0%. 

Series of 1992, $615,000 payable in annual installment of 
$27,000 to $441000 until 2015, with interest at 5.0%. 

Senes of 1997, $325, 000 payable in annual installments of 
$11,000 to $23,000 until 2020, with interest at 5.0%. 

Series of 1999, $449 ,250 payable in annual installments of 
$84,000 until 2005, with interest at 4. 7%. 

Series of2000, $245,000 payable in annual installment of 
$55,000 until 2005, with interest at 2.9%. 

Series ofl 994, $1 ,319 ,000 payable in annual installments 
of $88,000 to $159,000 until 2015; with interests at 
6.0%. 

Series of2002, $155,000 payable in annual installments of 
$100,000 to $130,000 until 2009, with interests ranging 
from 2. 9% to 4.1 %. 

Series of 2002, $665,000 payable in annual installment of 
$15,000 to $55,000 until 2026, with interests ranging 
from 2.9% to 5.6%. 

Series of2002, $2, 715,000 payable in annual installments 
of$.SO,OOO to $215,000 until 2027, with interestat6.5%. 

Total Bonds 
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300.000 

Balance 

$ 75,000 

3791000 

262,079 

84,000 

110,000 

1,319,000 

665,000 

645,000 

2.620.000 

$6.159.079 

Total 

7,653,045 

(561,921) 

7,091 124 

Balance 
Dnewit/1i" 
One Year 

25,000 

27,000 

Il,000 

84,000 

55,000 

88,000 

100,000 

15,000 

50.000 

455.000 



MUNICIPALITY OF GUR.ABO, PUERTO RICO 

NOTES TO FINANCIAL STATEl\IBNTS 
JUNE 30, 2004 

8. GENERAL LONG-TERM DEBT (Continuation) 

Federal Loans and Notes 

Series of 19901 $11000,000 payable in annual 
installments of $50,000 until 20101 with interest at 
8.0%. 

Series of2000, $704,000 payable in annual installments 
of $20,000 to $471045 until 2024, with interest at 
4.5%. 

Total Federal Loans and Notes 

Total Bonds and Federal Loans and Notes 

Other Lot1K-Temt Debt with Governmental Aten des 

$101 ,983 due to the Treasury Department, payable in 
monthly installments of $773 until June 30, 2010. 

$300,000 

632.045 

$ 932.045 

$7.091 124 

$55.627 

50,000 

20.000 

70.000 

525.000 

The annual requirements to amortize the general long-term debt outstanding at 
June 30, 2004, including interest are as follows: 

Year Endint June 30, Pri11cipal Interest Total 

2005 $ 685,000 382,212 1,067,212 
2006 404,000 357,609 761,609 
2007 427,000 337,337 764,337 
2008 422,000 315,595 737,595 
2009 440,000 293,647 733,647 

2010-2014 1,622,000 1,179,738 2,801,738 
2015 thereafter 3,091)24 1,293,338 4,384A62 

TOTALS $Z102LI24 ~.152,4Z6 ll 12SQ,6QQ 

The Municipality is subject to certain laws of the Commonwealth of Puerto Rico, 
which limit the amount of bond obligations that can be issued to I 0% of the assessed 
valuation of the property located at the Municipality of Gurabo. 
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MUNICIPALITYOFGURAJJO, PUERTO RICO 

NOTES TO FINANCIAL STATEMENTS 
JUNE 30, 2004 

9. DEBT SERVICE FUND 

The revenues of the debt service fund arise from the additional property tax and 
are recognized when collected and informed by the CRIM (See Note 2). The CR.Il\1 
retains these collections for the payment of principal and interest of bonds and 
notes issued by the Municipality. Interest income is for the payment of interest or 
special obligation notes and property taxes are for the debt service requirements of 
the general obligations bonds and notes. 

Principal and interest on these obligations are paid by the Government Development 
Bank for Puerto Rico from funds obtained from the following: 

Property taxes 
General Fund 

Expenditures for year 2003-2004 were as follows: 

Principal 
Interest 

10. CAPITAL ASSETS 

Government Wide Financial Statements 

Capital Assets 

Governmental Activities: 
Non-depreciable assets: 

Land 
Construction in progress 

Total Non-depreciable assets 
Depreciable as.sets: 

Buildings and improvements 
lnfrasttucture 
Vehicles, Equipment, 

Furniture & Fixture 
Sub-totals 

Less accumulated depreciation 
Depreciable assets, net 

Balances 
6130/03 

$ 8,644,742 

$ 8.644,742 

$ 8,384,354 
2,195,520 

4,688,7~7 
15,268,621 

(4,949,216) 
$10.319,345 
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Additions 

5,635,810 
1.900.053 
7.535.863 

436,022 
642,319 

235.493 
1.313,834 

(865,869) 
447,965 

$621,070 
251.000 

$872.070 

$502,921 
369.149 

$872.070 

Retirements, 
DispositiotJS 

and Transfers 
Balances 
6/30104 

14,280,552 
1,900,053 

16.180.605 

8,820,376 
2,837,839 

4,924,240 
16,582,455 

(5,815,145) 
10,767.310 
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MUNICIPALITY OF GURA/JO, PUERTO RICO 

NOTES TO FINANCIAL STATEMENTS 
JUNE 30, 2004 

10. CAPITAL ASSETS (Continuation) 

Depreciation expense was charged. to functions as follows: 

General Government $640,743 

Health 226 

Capital Outlays 155,856 

Public Works 38,782 

Recreation and Sports 4,286 

Public Safety 25,976 

Total $865,869 

11. RETIREI\1ENT SYSTEM 

Plan Description 

Regular employees of the Municipality contribute to a cost sharing multiple
employer defined benefit retirement plan, administered by the Employee' 
Retirement System of the Government of Puerto Rico and its instrumentalities (ERS), 
ERS covers all regular full time public employees working for the central government, 
public corporations and the municipalities of Puerto Rico, The system provides 
retirements pensions, death and disability benefits, Retirement benefits depend upon 
age at retirement and number of years of credited service. Disability retirement 
benefits are available to members for occupational and non-occupational disabilities. 
Benefits vest after ten years of plan participation. The system was created under 
Act 447, approved on May 15, 1951, as amended, and became effective on 
January 1, 1952. ERS issues a publicly financial report that includes financial 
statements and required supplementary information of the Plan, which may be 
obtained from the ERS at G.P. 0 . Box 42003, San Juan, Puerto Rico 00940. 
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MUNICIPALITY OF GURABO, PUERTO RICO 

NOTES TO FINANCIAL STATEMENTS 
JUNE 30, 2004 

11. RETJREMENT SYSTEM (Continuation) 

Plan Description (Continuation) 

The annual retirement benefits for those regular full-time employees hired on or 
before March 31, 1990 or those attaining permanent status before that date (Old Plan) 
and for those hired or attaining permanent status on or after April 1, l990 (New Plan) 
are as follows: 

Eligibility 

Age. 5 5 and 30 years 
of service 

Under 55 and 30 years 
of service 

OLD PLAN 

Pension Benefits 

75% of average highest compensation 
during any 3 years of credited service 

65% of average highest compensation 
during any 3 years of credit service 

Participants in the System who retire prior to 30 years of credited service are entitled 
to an annual retirement benefit equal to 1.5% of the highest compensation in any 3 years 
of credited service for each year of service up to 20 years, and 2 % for each year in excess 
of20 years. 

Eligibility 

Age 65 with l 0 years 
of service 

NEW PLAN 

Pension Benefits 

1.5% of average compensation during 
the final 5 years of credited services 
multiplies by the numbers of years 
credited service 

For both plans, the employees are vested when attaining ten years of credited 
services. Disability and death are available with certain limitations and all annuities 
in pay status will be increased every three years by 3% subject to the approval by 
the Legislature of Puerto Rico. 
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MUNICIPALITY OF GURABO, PUERTO RICO 

NOTES TO FINANCIAL STATEl\IBNTS 
JUNE 30, 2004 

11. RETIREMENT SYSTEM (Continuation) 

Funding Policy 

The Act 44 7, as amended, is the authority under which obligations to contribute 
to the Plan by the Plan members, employer and other contributing entities are 
established or may be amended. The required contributions made by the 
Municipality were based on percentages established by the Administrator of the 
System. Such percentages were not based on actuarial studies as required by 
generally accepted accounting principles. An actuarial computation of the annual 
contribution applicable to the Municipality has not been prepared. Accordingly, 
the amounts by which the actual contributions differ from the required actuarial 
contributions are not known. The annual employer and employees contribution for 
the year ended June 30, 2004 amounted approximately $232,900 and $205,900 
respectively. Members' contributions are 5.775% for gross salaries up to $6,600 plus 
8.275% of the gross salary in excess of $6,600 and the Municipality is required 
to contribute 9.275% of gross salary. 

Actuarial Val nation 

The actuarial determined present value of benefits accrued as of June 30, 2003 
(latest date available) for the System as whole, determined through an actuarial 
valuation performed at such date, amounted to $11.1 billion. The net assets 
available for benefits at such date were $1.9 billion, resulting in an excess of 
accrued benefits over net assets available (actuarial deficiency) of $9 .2 billion. 
This information is not available by each participant government agencies nor 
municipalities. 
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MUNICIPALITY OF GURABO, PUERTO RICO 

NOTES TO FINANCIAL STATEMENTS 
JUNE 30, 2004 

11. RETIREMENT SYSTEM (Continuation) 

Actuarial Valuation (Continuation) 

Net assets of the System consist principally of investments in stocks and bonds and 
loans to participants. The projected unit credit actuarial cost method was used for the 
actuarial calculation. Significant assumptions were as follows : 

a) Interest rate 

b) Salary increases 

c) Mortality 

d) Termination 

e) Disability 

f) Retirement age 

g) Proportion of participants with spouses 

h) Number of employees electing higher 
contributions 

i) Cost-of-living adjustment 
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8.5% a year 

5.0% a year 

GAM'83 Mortality Table set 
forward two years. 

Medium Turnover Table 
comme11surate with anticipated 
experience. 

65% of Third Railroad 
Retirement Table Rates. 

Graded scale of retirement ages 
commensurate with anticipated 
experience. 

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

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

3% every third year 



MUNICIPALITY OF GURABO, PUERTO RICO 

NOTES TO FINANCIAL STATEMENTS 
JUNE 30, 2004 

12. RECENT AMENDMENTS TO ACT NO. 447 

Jn June and July 2003, the Governor of the Commonwealth signed six Acts that provided 
certain benefits to retirees as follows: 

• Medicine bonus of $100 initially paid .in July 2003 and subsequently payable 
every July. 

• Increase in Christmas bonus to $400, initially paid in December 2003, payable 
every December. 

• Increase in minimum in monthly pension payment to $300, effective 
January 1, 2004. 

• Increase in employer's contribution to medical plan to $100, effective 
January 1, 2004. 

• Triennial 3% increase in all pensions, effective January 1, 2004. 
• Increase in widow and/ or beneficiaries to 50% of the benefit received by the 

deceased pensioner, effective January I, 2004. 

All the benefits granted will be funded through budgetary assignments in the 
Commonwealth's general funds with respect to their retired employees, respectively. 

The Board of Trustees ofERS approved, effective November 17, 2003, an increase in the 
amount granted on personal loans to participating employees from $3,000 to $51000. 

13. LONGTERMLIABILITIES 

Compensated Absences 

Accounts for vacation and sick leave absences to be financed with governmental funds . 

The liability for compensated absences was recorded in the Government-wide financial 
statements. The balance consists of unpaid, accumulated annual and sick leave 
balances. The liability has been calculated using the vesting method, in which sick 
leave amounts for both employees who currently are eligible to receive termination 
payments and other employees who are expected to become eligible in the future 
to receive such payments upon termination are included. 
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MUNICIPALITY OF GURABO, PUERTO RICO 

NOTES TO FINANCIAL STATEMENTS 
JUNE 30, 2004 

13. LONG TERM LIABILITIES (Continuation) 

Compensated Absences (Continuation) 

The changes in Compensated absences for the year ended June 30, 2004 are as follows: 

Dttewithin Due aft.er 
Go11ernmental acti11it:J! One Year One Year Total 

Vacations $644,232 163,431 807,663 
Sick leave 118,594 337,313 4551907 

$762.826 500.144 1.263.570 

fu addition, the liabilities for retirement obligations were recorded in the 
Government-Wide Financial Statements. The balance consists of unpaid, 
accumulated pension obligations. The current portion of the liability has been 
calculated using the vesting method, in which every employee with 58 years of age 
and at least I 0 years of creditable service is entitled to an early retirement benefit. On 
the other hand, the long-term portion consist of those employees, which at the close 
of the fiscal year have not attained 58 years of age nor 10 years of creditable service. 

14. DEFERRED REVENUES-GENERAL FUND 

Deferred revenue of the general fund consists of the following at June 30, 2004: 

Gross Volume of Business 
Property tax receivable from CRIM 
Christmas bonus receivable 
Puerto Rico Labor Department 
Puerto Rico Family Department 

Total 

49 

Governmental 
Fund 

Statement 
of Net 
Assets 

$2,647,905 2,647,905 
125,000 
123,642 
100,892 
287,911 

$3,285.350 2,647,905 



MUNICIPALITY OF GURA.BO, PUERTO RICO 

NOTES TO FINANCIAL STATEMENTS 
JUNE 30, 2004 

15. COMl\flTMENTS AND CONTINGENCIES 

Commitments 

Operatint Leases 

The Municipality leases various properties and equipment under operating 
lease agreements, which generally have terms of one year or less and are 
automatically renewed if sufficient funds are available. Lease agreements 
covering periods in excess of one-year are cancelable at the Municipality's 
option upon 30 days written notice to the lesser. Rental expenditures for the 
year ended June 30, 2004, amounted to $114,000. 

General C()inmitments 

The Municipality has commitments to invest approxilnately $2 millions to 
complete construction projects at several locations within the Municipality. Federal 
funds are expected to be used to satisfy all of these construction andiinprovements 
commitments. 

Contin&encies 

Lititation 

The Municipality is a defendant and co-defendant in various lawsuits 
amounting to approximately $72,555,000 related with legal matters that arise in the 
ordinary course of the Municipality's activities. With respect to pending and 
threatened litigation, the Municipality has reported liabilities of $184,245 in 
the general long-term debt account group for anticipated unfavorable judgments. 
In 2002, the Puerto Rico Supreme Court issued an unfavorable decision and 
ordered the Municipality to pay $2, 700,000 for employees dismissed for 
alleged political discrimination. Consequently, the Municipality obtained a 
$2, 715, 000 operating loan to pay such sentence and the amount is recorded in Bonds 
and Notes Fund. However, the Municipality subsequently appealed the sentence 
before the United States First Circuit Federal Court and it revoked the Local 
Federal Supreme Court decision and ordered a new trial. 
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MUNICIPALITY OF GURABO, PUERTO RICO 

NOTES TO FINANCIAL STATEM::ENTS 
JUNE 30, 2004 

15. COMMITMENTS AND CONTINGENCIES (Continuation) 

Contingencies (Continuation) 

Litiiation (Continuation) 

In addition, the Municipality is a defendant or co-defendant in several legal 
proceedings, which are in the discovery stage. Certain of these claims are covered 
by insurance. Legal counsel with the information currently available cannot 
determine the final outcome of these claims. The Municipality's administration 
and legal counsel believes that the ultimate liability in excess of amounts provided 
would not be significant. 

Contingencies (Continuation) 

CRIM 

In December 2001, the CRIM refinanced an approximately $70 millions long-term 
debt with a financial institution related with the Land Information Management 
System (LIMS) project. The loan includes the interests at 5. 95% for a 10 years period 
ending in 2011 and it is collaterized proportionally with the total add-valorem 
personal and real property of all the municipalities. 

Federal Financial Assistance 

The Municipality receives financial assistance from the federal government in 
the form of grants or entitlements. All grants are subject to financial and 
compliance audits by the granter agencies, which could result in request for 
reimbursement by the granter agencies for expenditures, which are disallowed 
under the tenns of the grants. The Municipality's administration believes that 
future disallowance, if any, would not be significant. 

16. HEAL TH CARE COSTS 

During the year ended June 30, 2000, the Governor of the Commonwealth of 
Puerto Rico required from the municipalities of Puerto Rico an annual contribution 
to subsidy the cost of the implementation and administration of the Healthcare 
Reform. Such contributions are required to be disbursed from general fund 
operating budget. Total contributions made by the Municipality amounted to $708,892 
for the fiscal year ended June 301 2004. 
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NIEVES VELAZQUEZ & CO .• P.S.C. 
Certified Public Accountants and Flnonciol Consultants 

INDEPENDENT AUDITORS'REPORT ON COMPUANCE AND ON 
INTERNAL CONTROL OVER FINANCIAL REPORTING BASED ON AN 

AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE 
W11'H GOVERNMENT AUDITING STAND.ARDS 

To the Gurabo's Honorable Mayor and 
Members of the Municipality's Assembly 
Gurabo, Puerto Rico 

We have audited the financial statements of the Municipality of Gurabo as of and 
for the year ended June 30, 2004, and have issued a qualified report thereon dated 
January 21. 2005. Except for the balance of general fixed assets account group, we 
conducted our audit in accordance with auditing standards generally accepted in the 
United States of America and the standards applicable to financial audits contained in 
Government Auditing Standards, issued by the Comptroller General of the United States 
of America. 

Compliance 

As part on obtaining reasonable assurance about whether the Municipality of Gurabo's 
financial statements are free of material misstatement, we performed test of its 
compliance with certain provisions of laws, Iegulations, contracts and grants, 
noncompliance with which could have a direct and material effect on the determination 
of financial statement amounts. However, providing an opinion on compliance with those 
provisions was not an objective of our audit and, accordingly, we do not express such an 
opinion. The results of our tests disclosed instances of material noncompliance that are 
required to be reported under Government Auditing Standards. 

Internal Control Over Financial Reporting 

In planning and perfornring our audit, we considered the Municipality of Gurabo's 
internal control over financial reporting in order to detennine our auditing procedures 
for the purpose of expressing our opinion on the financial statements and not to provide 
assurance on the internal control over financial statements and not to provide assurance 
on the internal control over financial reporting and its operation that we consider to 
be reportable conditions. 
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INDEPENDENT AUDITORS'REPORT ON COMPLIANCE AND ON 
INTERNAL CONTROL OVER FINANCIAL REPORTING BASED ON AN 
AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE 

WITH GOJ!ERNMENT AUDITING STANDARDS 
(Continuation) 

Internal Control Over Financial Reporting (Continuation) 

Reportable conditions involve matters coming to our attention relating to significant 
deficiencies in th.e design or operation of the internal control over financial reporting 
that, in our judgment, could adversely affect the Municipality of Garabo's ability to 
record, process, summarize and report financial data consistent with the assertions of 
management in the financial statements. Reportable conditions are described in the 
accompanymg schedule of findings and questioned costs as findings 04-II-l . 

A material weakness is a condition in which the design or operation of one or more of 
the internal control components does not reduce to a relatively low level the risk that 
misstatements in amounts that would be material in relation to the financial statements 
being audited may occur and not be detected within a timely period by employees in 
the normal course of performing their assigned functions. Our consideration of the 
internal control over financial reporting would not necessarily disclose all matters in 
the internal control that might be reportable conditions and, accordingly, would not 
necessarily disclose all reportable conditions that are also considered to be material 
weaknesses. However, we believe that the reportable condition described above, is not a 
material wealmess. 

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

January 21, 2005 
San Juan, Puerto Rico 

CPA Stamp #1981607 was affixed 
to the record copy of this report. 
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NIEVES VELAZQUEZ & CO., P .S.C. 
Certified Public Accountants and Financial Consultants 

INDEPENDENT AUDITORS' REPORT ON COMPLIANCE 
WITH REQUIREMENTS APPIJCABLE TO EACH MAJOR PROGRAM 

AND ON INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE 
WITH OMB CIRCULAR A-133 

To the Gurabo's Hono1able Mayor and 
Members of the Municipality's Assembly 
Gurabo, Puerto Rico 

Com,pliance 

We have audited the compliance of the Municipality of Gurabo with the types of 
compliance requirements described in the U . S. Office of Management and Budget 
(OMB) CircularA-133 Compliance Supplement that are applicable to each of its major 
federal programs for the year ended June 30, 2004. The Municipality of Gurabo's 
major federal programs are identified in the summary of auditors' results section of the 
accompanying Schedule of Findings and Questioned Costs. Compliance with the 
requirements of laws, regulations, contracts and grants applicable to each of its major 
federal programs is the responsibility of the Municipality of Gurabo;s management. Our 
responsibility is to express an opinion on the compliance based on our audit. 

We conducted our audit of compliance in accordance with auditing standards generally 
accepted in the United States of America; the standards applicable to financial audits 
contained in Government Auditing Standards, issued by the Comptroller General of the 
United States of America; and OMB Circular A-133, Audits of States, Local Governments, and 
Non-Profit Organizations. Those standards and OMB Circular A-133 require that we plan. 
and perform the audit to obtain reasonable assurance about whether noncompliance 
with the types of compliance requirements referred to above that could have a direct 
and material effect on a major federal program occurred. An audit includes examining, on 
a test basis, evidence about the Municipality of Gurabo'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 of Gurabo's compliance 
with those requirements. 
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INDEPENDENT AUDITORS' REPORT ON COMPLIANCE 
WITH REQUIREMENTS APPUCABLE TO EACH MAJOR PROGRAM 

A.ND ON INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE 
WITHOMB CIR.CULARA-133 

(Continuation) 

Compliance (Continuation) 

In our opinion, the Municipality of Gnrabo complie~ in all material respects, with 
the requirements referred to above that are applicable to each of its major federal 
programs for the fiscal year ended June 30, 2004. However, the results of our auditing 
procedures disclosed instances of non-compliance with those requirements, which are 
required to be reported in accordance with OMB Circular A-133 and which are 
described in the accompanying Schedule of Findings and Questioned Costs as items 04-ill-1 
through 04-III-3. 

Internal Control Over Compliance 

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

We noted certain matters involving the internal control over compliance and its 
operation that we consider to be reportable conditions. Reportable conditions involve 
matters coming to our attention relating to significant deficiencies in the design or 
operation of the internal control over compliance that, in our judgment, could 
adversely affect the Municipality's ability to administer a major federal program in 
accordance with the applicable requirements of laws, regulations, contracts, and grants. 
Reportable conditions are described in the accompanying Schedule of Findings and 
Questioned Costs as Findings 04-ill~l through 04-ill-3. 

SS 



INDEPENDENT AUDITORS' REPORT ON COMPLIANCE 
WITH R.EQUIREklENTS APPLICABLE TO EACH MAJOR PROGRAM 

AND ON INTERNAL CONTROL OYER COMPLIANCE IN ACCORDANCE 
WITH OMB CIR.CULAR A-133 

(Continuation) 

Internal Conttol Over Compliance (Continuation) 

A material weakness is a condition in which the design or operation of one or more 
of the internal control components does not reduce to a relatively low level the risk that 
noncompliance with the applicable requirements of laws, regulations, contracts, and 
grants that would be material in relation to a major federal program being audited may 
occur and not be detected within a timely period by employees in the normal course of 
performing their assigned functions. Our consideration of the internal control over 
compliance would not necessarily disclose all matters in the internal control that might 
be reportable conditions and, accordingly, would not necessarily disclose all reportable 
conditions that are also considered to be material weaknesses. However, of the reportable 
conditions described above, we believe that none of the findings is a material weakness. 

Schedule of Expenditures of Federal Awards 

We have audited the general-purpose financial statements of the Municipality ofGurabo 
as of and for the fiscal year ended June 30, 2004, and have issued our report thereon 
dated January 21, 2005. Our audit was performed for the purpose of forming an 
opinion on the general-purpose financial statements taken as a whole. The accompanying 
Schedule of Expenditures of Federal Awards is presented for pwposes of additional 
analysis as required by U .S. Office of Management and Budget Circular A-133, Audits of 
States, Local Governments, and Non-Profit Organizations, and is not a required part of 
the general-pUJpose financial statements. Such information has been subjected to the 
auditing procedures applied in the audit of the general-purpose financial statements and, 
in our opinion, is fairly stated, in all material respects, in relation to the general-purpose 
financial statements taken as a whole. 

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

February 11, 2005 
San Juan, Puerto Rico 

CPA Stamp #1981608 was affixed 
to the record copy of this report. 
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MUNICIPALITYOFGURAJJO,PUERTORICO 

SCHEDULE OF EXPENDITURES OF FEDERAL AW ARDS 
FISCAL YEAR ENDED JUNE JO, 2004 

Federal Grantor 
U. S. Department of Housing 
and Urban Development 
Major Programs: 
Pass-through the Office of the 
Commissioner of Municipal 
Affairs 

Direct Programs 

Department of Health and 
Human Services 
Non-Maior Program: 
Pass-through Department of 
Family of Puerto Rico 

U .S. Department of Agriculture 
Non-Major Program: 
Direct Program 

Department ofEducation 
Non-Maior Program: 
Pass-through Department of 
Education 

U.S. Department of Justice 
Office (Office of Community 
Oriented Policing Services) 
Non-Major Programs: 
Pass-through the Office for the 
Affairs of the Youth 

Pass-through Commonwealth 
of Puerto Rico Office of the 
Governor of Puerto Rico 

Prorram Title 

Community Development 
State Block Grant Program 

Section 8 Housing Choice 
Vouchers 

Child Care and 
Development Block Grant 
(SEND EC) 

Water and Waste Disposal 
Systems for Rural 
Communities 

Child and Adult Care Food 
Program 

Office for the Affairs of the 
Youth Program (OAJ} 
Prevention for Delinquency 
Community Oriented 
Policing Services 

Total Expenditures 

5 7 

Federal CFDA 
Number 

14.228 

14.871 

93.575 

10.760 

10.558 

16.592 

16.710 

Grant Number 

2001-000030 

RQ41VO 

123-2000-00612 

NIA 

NIA 

2000-LB-VX-1085 

l 999-SH-WX-0670 

"Expenditures 

$ 828,184 

724,365 

605,627 

157,189 

10,870 

53,293 

9.472 

$2.389 •. 000 



• 
MUNICIPALITY OF GURABO, PUERTO RICO 

NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AW ARDS 
FISCAL YEAR.ENDED JUNE 301 2004 

I. GENERAL 

The accompanying Schedule of Federal Financial Awards presents the 
expenditures of all Federal financial awards programs of the Municipality of 
Gurabo, Puerto Rico. The Municipality of Gurabo reporting entity is defined in 
Note 1-A to the general-purpose financial statements. Federal financial awards 
received directly from Federal agencies as well as Federal financial awards 
passed through other government agencies are included in the schedule. 

2. BASIS OF ACCOUNTING 

The accompanying Schedule of Federal Financial Awards is presented using 
the modified accrual basis of accounting, which is described in Note 1-C to the 
basic financial statements. 

3. RECONCILIATION WITH GENERAL PURPOSE FlNANCIAL STATEMENTS 

Expenditw:e amounts included in the accompanying schedule agree with the 
amounts included in the general-purpose financial statements as follows: 

Fund 

Other Governmental 
Funds 

Federal Assistance 

$2.389.000 
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Municipal 
Assistance 

2.029,286 

Total per Financial 
Statements 

4,418,286 



MUNICIPALITY OF GUR.ABO, PUERTO RICO 
FOR THE FISCAL YEAR ENDED JUNE 30, .2004 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

SECTION I· SUMMARY OF AUDITOR'S RESULTS 

Part I - Financial Statements 

Type of auditor's report issued: Unqnalified 

Internal control over financial reporting: 

* 

* 

Material weakness( es) identified? 

Reportable condition(s) identified that are not 
considered to be material weaknesses? 

Noncompliance material to financial statements noted? 

Part II • Federal Awards 
Internal control over major programs: 

Material weakness( es) identified? 
Reportable condition(s) identified that are not 
considered to be material weaknesses? 

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

Any audit findings disclosed that are required to be reported in 
accordance with Section510(a) of Circular A-1337 

Identification of major programs: 

_yes ...x_no 

_ no 

__yes _x_no 

___yes _x_no 

.lyes _ no 

Unqualified.. 

..ll.yes _no 

CFDA Number(s) 

14.228 
14.871 

Name of Federal Program or Cluster 

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

Auditee qualified as low-nsk auditee? 
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State Block Grant Program (SBGP) 
Section 8 Rental Programs for Low 

and Very Low Income Families 

$300,000 

..JLyes -.X_no 



MUNICIPALITY OF GURABO, PUERTO RICO 
FOR THE FISCAL YEAR ENDED JUNE 30, 2004 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

SECTION II - FINANCIAL STATEMENTS FINDINGS . . 

Program 

Sections 
&SBGP 

Finding 
Number 

04-II-1 

Finding/Non-Compliance 

Accounting Records 

Criteria 

Section 20 ofOMB Circular 102, Common 
Rule requires that adequate accounting 
records should be maintained for Section 8 
and SGBP federal programs. 

Condition 

The only accounting records maintained are 
the cash receipts, and disbursements and 
obligations. The programs do not maintain 
a complete accounting records to account 
for assets, liabilities and fund balance. 

Cause 

The Municipality has not established a 
complete accounting system and the 
accountants of the programs have not been 
trained to implement it. 

Effect 

The programs are not preparing monthly 
complete financial statements and 
accounting error may result for lack of 
complete accounting. 

Recommendation 

We recommend the establishment of 
complete accounting records for the Section 
8 and SGBP federal programs to comply 
with requirements of OMB-Circular l 02. 
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Questioned 
Costs 
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MUNICIPALITY OF GURABO, PUERTO RICO 
FOR THE F1SCAL YEAR ENDED JUNE 30, 2004 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

SECTION m -FEDERAL AW ARD FINDINGS AND QUESTIONED COSTS 

Program 

Section 8 
&SBGP 

Finding 
Number 

04-ill-1 

Finding/Non-Compliance 

Cash Management 

Criteria 

The OMB Circular A-133 (Revised) 
compliance C, when funds are advanced, 
recipients must follow procedures to 
minimize the time elapsing between the 
transfer of funds from the U.S. Treasury and 
program disbursement. 

Condition 

Cash averaged a monthly outstanding 
balance of $42,500 and $171,700 for the 
Section 8-Voucher and SGBP federal 
programs, respectively which are in excess 
of cash needs. Also, the Section 8 existing 
cash balance was about the same ($57,900) 
during the whole year and its is questioned. 
This program was terminated by HUD. 

Cause 

Municipality officials are not monitoring 
cash needs to maintain the balances low. 
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Questioned 
Costs 

$57,900 
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MUNICIPALITY OF GURABO, PUERTO RICO 
FOR THE FISCAL YEAR ENDED JUNE 30, 2004 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

SECTION ill - FEDERAL AW ARD FINDINGS AND QUESTIONED COSTS 

Program 

Section 8 
&SBGP 

Finding 
Number 

04-ID-1 

Finding/Non-Compliance 

Cash Management (Continuation) 

Effect 

The program is maintaining cash 
balances in excess of its needs and, 
therefore, is not complying with program 
regulations. 

Recommendations 

The Administrative personnel of 
Section 8 and SGBP federal programs 
shall develop efficient procedures to 
minimize the time elapsing between the 
transfer of funds and programs 
disbursement. The ($57, 900) cash balance of 
the Section 8 existing program should be 
transferred to the Section 8 Voucher 
program or returned to HUD. 

62 

Questioned 
Costs 



MUNICIPALITY OF GURABO, PUERTO RICO 
FOR THE FISCAL YEAR ENDED JUNE 30, 2004 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

SECTION ID • FEDERAL AW ABD FINDINGS AND QUESTIONED COSTS 

Program 

SBGP 

Finding 
Number 

04-ID-2 

Finding/Non-Compliance 

Davis Bacon Act 

Criteria 

The OMB Circular A-133 (Revised) 
compliance D, requires that on construction 
contracts over $2,000 contractor and 
subcontractor must comply with Davis 
Bacon Act. 

Condition 

Based on our examination, contract 2004-· 
000353 did not include a clause requiring 
that contractors or subcontractors comply 
with Davis Bacon Act and DOL regulations. 
Also, for contract 2004-000062-B copy of 
the payrolls were not requested to ascertain 
compliance with the Act and DOL 
regulations. (29 CFR, "Labor Standards 
Provisions Applicable to contracts 
Governing Federally financed and assisted 
construction.") 

Cause 

Omission of Davis Bacon clauses during 
contract preparation. Inadequate review 
by administrative personnel of contracts 
governing federally financed and assisted 
construction. 
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Questioned 
Costs 
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MUNICIPALITY OF GURABO, PUERTO RICO 
FOR THE FISCAL YEAR ENDED JUNE 30, 2004 

SCHEDULE OF FINDINGS AND QUESITONED COSTS 

SECTION ill - FEDERAL AW ARD FINDINGS AND QUESTIONED COSTS 

Program 

SBGP 

Finding 
Number 

04-ffi-2 

Finding/N011-Compliance 

Davis Bacon Act 

Contracts are not in total compliance 
with program regulations. 

Recommendations 

We recommend the inclusion of Davis 
Bacon clauses in construction contracts. 
Also, Municipality officials should 
request copy of payrolls of all SBGP 
construction contracts to asce.rtain 
compliance with the Act requirement. 
Also, more supervision and technical 
training to municipal officials should be 
exercised to ensure compliance with 
program regulations. 

64 

Questioned 
Costs 



MUNICIPALITY OF GURABO, PUERTO RICO 
FOR THE FISCAL YEAR ENUED JUNE 30, 2004 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

SECTION ID· FEDERAL AW ARD FINDINGS AND QUESTIONED COSTS 

Program 

SBGP 

Finding 
Number 

04-ID-3 

Finding/Non-Compliance 

Procurement, Suspension and 
Department 

Criteria 

OMB Circular A-110 and the A-102 
Common Rule require that non-federal 
entities do not enter into contracts with 
parties that are suspended or debarred. 
Thus. contractors receiving individual 
awards for $100,000 or more and all 
subrecipients must certify that the 
organization and its principals are not 
suspended or debarred. 

Condition 

Based on our examination, the 
suspension and debarment clauses were 
not included in contracts 2004-000062-B 
and 2004-000353. 

Cause 

Omission of suspension and debarment 
clauses during contract preparation. 
Inadequate review by administrative 
personnel of contracts governing federally 
financed and assisted construction. 
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Questioned 
Costs 



MUNICIPALITY OF GURA.BO, PUERTO RICO 
FOR THE FISCAL YEAR ENDED JUNE 30, 2004 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

SECTION ill - FEDERAL AW ARD FINDINGS AND QUESTIONED COSTS 

Program 

SBGP 

Finding 
Number 

04-ID-3 

Finding/Non-Compliance 

.Procurement, Suspension and 
Department 

Effect 

Contracts are not in total compliance 
with program regulations. 

Recommendations 

We recommend the inclusion of 
suspension and debarment clauses in 
every contract funded with federal 
assistance. 
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Questioned 
Costs 



Slntle Audit 
RfJJOrt 

June 30, 2003 

June 30, 2002 

MUNICIPALITY OF GUR.AJJO, PUERTO RICO 

PRIOR YEARS FINDINGS AND QUESTIONED COSTS 
For the year ended June 30, 2004 

SECTION II~ FINANCIAL STATEMENTS FINDINGS 

Finding No. 

03-II-1 

2002-1 

2002-2 

2002-4 

Finding 

The Municipality has not maintained 
adequate accounting records to account 
for the real and personal property of all 
the Municipality funds, federal and non 
federal. 

a) The general ledger fund and cash 
account balances as of June 30, 2002, as 
per OCAM System were misstated. 
b) Cash at June 30, 2002, per general 
ledger control accounts were not in 
agreement with their corresponding 
bank reconciliation by $3,559,317. 

a) The accounting of special revenue 
and capital project funds are combined 
together in four funds: 02 and 70 (special 
revenue funds) and 20 and 21 (capital 
projeet funds). 
b) The Municipality does not account in 
the OCAM System the transactions 
related with the debt service fund. 
c) The Municipality does not update in 
the OCAM System the trial balances of 
the General Fixed Asset and General 
Long-Term Debt account groups. 
d) The Municipality did not record 
in the OCAM System the audit 
adjustments proposed for the Single 
Audit corresponding to fiscal year ended 
June 30, 2001. 

Federal grants and other non-general 
fund's non-exchange transactions were 
recorded as revenue when the resources 
were received instead of when the 
resources were available (susceptible to 
accrual) and measurable. 
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Cu"ent Status informed 
bv the Municipality 

The Municipality implemented 
GASB 34 and the real and 
personal property (capital assets) 
accounting records were 
updated. 

The corrective 
finding is 
Municipality's 
jurisdiction. 

action of this 
outside the 

scope 

For a, c and d1 the corrective 
action of this finding is outside 
the Municipality's scope 
jurisdiction. 

For b, we'll correct this 
situation during fiscal year 
2003-2004. It was not corrected. 

We'll correct this situation 
during fiscal year 2003-2004. It 
was not corrected. 
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Single A.1u:lit 

MUNICIPAIJTY OF GURABO, PUERTO RICO 

PRIOR YEARS FINDINGS AND QUESTIONED COSTS 
For the year ended June 30, 2004 

SECTION Il - FINANCIAL STATEl\.fENTS FINDINGS 

Report Findin:No. Find in£ 
Ctm"ent Status informed hv 

the Municipality 

June 30, 2002 2002-6 

2002-7 

June 30, 2001 2001-1 

a) The total vouchers payable as of 
June 30, 2002 had misleading balances. 
b) The detailof outstanding encumbrances 
for all funds was not reconciled with fund 
balance reserved for encumbrance control 
accounts. 
c) The deferred volume of business 
tax revenue at June 30, 2002 was 
materially misstated by $3,649,030. 

The following situations were observed 
regarding the human resource structure 
and functions in the Municipality: 
a) The Finance Director does not have 
a password to access the OCAM 
Accounting System. Only one employee 
has unique access to the OCAM System, 
which is the same person that originates 
the general journal entries. 
c) Control and subsidiary accounts are 
not reconciled regularly and discrepancies 
are not reported to appropriate personnel. 

a) The general ledger fund and cash 
account balances as of June 30, 2001, as 
per OCAM System were misstated. 
b) Cash at June 30, 2001 1 per general 
ledger control accounts were not in 
agreement with their corresponding bank 
reconciliations by $9,006,233. 
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For a, b and c, the corrective 
action of this finding is outside 
the Municipality's scope 
jurisdiction. 

We'll correct this situation 
during fiscal year 2003-2004. It 
was not corrected. 

We'll correct this situation 
during fiscal year 2003-2004. It 
was not corrected. 

For a and b_, the corrective 
action of this finding is outside 
the Municipality's scope 
jurisdiction. 



Single Audit 
Report 

June 30, 2001 

MUNICIPALITY OF GURABO, PUERTO RICO 

PRIOR YEARS FINDINGS AND QUESTIONED COSTS 
For the year ended June 301 2004 

SECTION II-FINANCIAL STATEMENTS FINDINGS 

Cu"ent Status informed bv 
FindintNo. Finding the Municipality 

2001-2 a) The accounting of special revenue The corrective action of 
and capital project funds are combined this finding is outside the 
together in four funds: 02 and 70 (special Municipality's scope 
revenue funds) and 20 and 21 (capital jurisdiction. 

2001-4 

2001-6 

project funds) . 
b) The Municipality does not account 
in the OCAM System the transactions 
related with the debt service fund. 
c) The Municipality does not update in 
the OCAM System the trial balances of 
th.e General Fixed Asset and General 
Long-Term Debt account groups. 

Federal grants and other non-general 
fund's non-exchange transactions were 
recorded as revenue when the resources 
were received instead of when the 
resources were available (susceptible to 
accrual) and measurable. 

a) The total vouchers' payable as of 
June 30, 2001 were materially misstated 
by $1,811,085. 
b) The detail of outstanding encumbrances 
for all funds was not reconciled with 
fund balance reserved for encumbrance 
control accounts. 
c) The deferred volume of business tax 
revenue at June 30, 2001 was materially 
misstated by $2,163,473. 
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We'll correct this situation 
during fiscal year 2003-2004. It 
was not corrected. 

For a, b and c, the corrective 
action of this finding is outside 
the Municipality's scope 
jurisdiction. 



Single Audit 
Report 

June 30, 2001 

June 30, 2000 

MUNICIPALITY OF GURABO, PUERTO RICO 

PRIOR YEARS FINDINGS AND QUESTIONED COSTS 
For the year ended June 30, 2004 

SECTION Il - FINANCIAL STATEMENTS FINDINGS 

FindinrNo. 

2001-7 

2000-1 

Finding 

The following situations were 
observed regarding the human 
resource structure and functions in 
the Municipality: 
a) The Finance Director does not 
have a password to access the 
OCAM Accounting System. Only 
one employee has unique access to 
the OCAM System, which is the 
same person that originates the 
general journal entries. 
d) Control and subsidiary accounts 
are not reconciled regularly and 
discrepancies are not reported to 
appropriate personnel. 

a) We noted that the Municipality 
of Gurabo is not keeping an 
accounting system as required by 
Generally Accepted Accounting 
Principles at present time. The 
general, capital project and special 
funds are kept on the cash basis 
of accounting. Also, the system 
used to record the purchase orders 
and contracts are not adequate; 
because does not provide for a 
segregation between the accounts 
payable and the encumbrances. In 
order to prepare the combined 
financial statements, we realized 
several adjusting entries to conve.rt 
them to a modified accrual basis 
of accounting. 
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Cu"ent Status informed 
ln1 the Munidpality 

We'll correct this 
situation during fiscal 
year 2003-2004. It was 
not corrected. 

We'll correct this 
situation during fiscal 
year 2003-2004. It was 
not corrected. 

The corrective action of 
this finding is outside the 
Municipality's scope 
jurisdiction. 
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MUNICIPALITY OF GURABO, PUERTO RICO 

PRIOR YEARS FINDINGS AND QUESTIONED COSTS 
For the year ended June 30, 2004 

SECTION ill· FEDERAL AW ARD FINDINGS AND QUESTIONED COSTS 

Single A.udil 
Re;ort 

June 30, 2003 

June 30, 2003 

Finding 
Program No. 

Section 8 03-ill-1 

SBGP 03-fil-2 

Finding 

For Section 8, HAP payments 
for July 2002 were issued during 
August 2002. 

Base on our examination, 
contract 2002-2003-17 and 
contract 2001-2002-08 did not 
include a clause requiring that 
contractors or subcontractors 
comply with Davis Bacon Act 
and DOL regulation (29 CFR, 
"Labor Standards Provisions 
Applicable to contract Governing 
Federally financed and assisted 
construction.) 
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Current Status 
infonned by tlte 

Municipality 

During the last years, 
the situation has 
always occurred in 
Section 8 Program. 
The reason being that 
both Section 8 and 
Municipality have the 
same fiscal year at 
June 30. 

Management indicated 
that all Municipality 
potential contractors 
are informed that they 
should comply with 
the Davis Bacon Act 
and the Department of 
Labor regulations. 
The minute are an 
essential part of the 
auction decision ad if 
any contractor selected 
is afterward found not 
in compliance with 
said requirement, the 
Municipality could 
cancel the contract in 
effect. 
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MUNICIPALITY OF GURA.BO, PUERTO RICO 

PRIOR YEARS FINDINGS AND QUESTIONED COSTS 
For the year ended June 30, 2004 

SECTION ID 4 FEDERAL AW ARD FJNDINGS AND QUESTIONED COSTS 

Sintle Audit 
Report 

June 30, 2003 

June 30, 2003 

June 30, 2003 

June 30, 2002 

Findint 
Prouam No. Findint 

Cu"ent Stahls 
informed by the 

Municipality 

SBGP 

SBGP 

Section 8 

Section 8 
Rentals 
Program 
SBGP 

03-ill-3 During. the fiscal year ended The Municipality 
June 30, 2003, a physical contracted an outside 
inventory of equipment was consultant to 
made; however reconciliation implement GASB 34 

03-ill-4 

03-ill-5 

2002-8 

to the equipment acquire with and a physical 
federal funds did not show inventory was 
the acquisition date. Prior to performed. The 
fiscal year 2002-2003 all capital assets records 
equipment acquired was labeled was also completed. 
"FP''. This heading means 

"Federal Programs". Therefore, 
proper segregation of equipment 
penaining to each federal 
program was not made. As of 
June 30, 2003, the Municipality 
had not corrected this situation. 

Base on our examination, the 
suspension and debarment clauses 
were not included in contracts 
2002-2003-17 and 2001-2002-08. 

During the examination we 
found that the Municipality did 
not comply with the annual 
inspection of I 0 cases and 
required by the federal program. 

a) During our review of the 
Municipality's property register 
in the OCAM System we noted 
that the Municipality does not 
segregate the list of properties 
purchased with Section 8 Rental 
Program and State Block Grant 
Program funds to determine the 
Municipality's compliance with 
each program's equipment and 
real property management. 
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Finding still prevails. 
See current year 
finding. 

In April 2003, the 
Municipality hired an 
Inspector Officer and 
inspections have been 
made since then. 

This situation is 
presently being work 
upon in order to 
maintain ,adequate 
controls. We expect to 
complete our work by 
August, 2004. 



MUNICIPALITY OF GURAB01 PUERTO RICO 

PRIOR YEARS FINDINGS AND QUESTIONED COSTS 
For the year ended June 30, 2004 

SECTION ID - FEDERAL AW ARD FINDINGS AND QUESTIONED COSTS 

Single Audit 
Report 

June 30, 2001 

P,ogram 

UDAG 

Section-8 
Rental 

Program, 
SBGP 
and 

UDAG 

Finding 
No. 

2001-8 

Findint Current Status 
informed by the 

Municipality 

a) During fiscal year ended June These disbursement 
30, 2001, the Municipality were made by the 
disbursed two payments amounting prior administration. 
to $49,684 of the UDAG program Our Administration 
to cover costs of professional referred in writing 
services for the preparation of these questioned costs 
proposals to receive federal to the FBI but we have 
financial assistance from the not received any 
Community Development Block response from said 
Grant (CDBG) and Community agency. 
Policing Services (COPS) 
Programs. 

2001-9 a) During our review of the This situation is 
Municipality's property register presently being work 
we noted that the Municipality upon in order to 
does not segregate the list of maintain adequate 
properties purchased with Section 8 controls. We expect to 
Rental .Program, State Block Grant complete our work by 
Program and Utban Development August, 2004. 
Action Grant Program funds for 
us to determine the Municipality's 
compliance with each program's 
equipment and real property 
management. 
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MUNICIPALITYOFGURABO,PUERTOIUCO 

PRIOR YEARS FINDINGS AND QUESTIONED COSTS 
For the year ended June 30, 2004 

SECTION ID - FEDERAL AW ARD FINDINGS AND QUESTIONED COSTS 

Single Audit 
ReJJorl 

June 30, 2001 

Program 

UDAG 

Find int 
No. Findinf 

2001-10 a) During August 2000, 
the Municipality exempted 
to a contractor from the 
payment of accrued interest 
amounting to $347,740 on 
a loan receivable that 
involved funds of the 
Urban Development Action 
Grant Program (UDAG) 
without notification of said 
transaction to - the United 
States Housing and Urban 
Development Agency 
(HUD.) 
b) During September 2000, 
the Municipality disbursed 
$58,470 (Check No.20712) 
of UDAG funds to 
Consulting & Management 
Group for the financial 
advisory services contracted 
in the evaluation of the 
transaction of the loan 
receivable mentioned above 
and which was the basis to 
authorize the transaction 
mentioned in the condition 
stated just above. This 
activity was not allowed 
under the provisions of the 
Title I of the Housing 
Community Development 
Act of 1974. 

7 4 

Cu"ent Status 
informed bv the 

Municipality 

These disbursements 
were made by the 
prior administtation. 

This disbursement was 
made on August, 2000 
by prior Municipality's 
management. 



MUNICIPALITY OF GURABO, PUERTO RICO 

PRIOR YEARS FINDINGS AND QUESTIONED COSTS 
For the year ended June 30, 2004 

SECTION ill - FEDERAL AW ARD FINDINGS AND QUESTIONED COSTS 

Sinrfe Audit 
Report 

June 30, 2001 

June301 2000 

Pro:ram 

UDAG 

Section 8 
Rental 

Programs 

Findint 
No. 

2001-11 

2000-2 

Findint 

During the year ended 
June 30, 2001, the 
Municipality disbursed 
monies for $177,372 of 
the UDAG program for 
which no evidence was 
provided to us that the 
Municipality required the 
contractors the submission 
of the construction workers' 
payrolls. 

During our voucher test 
vouchers for $107,183 
were not available for 
examination. 
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Cu"ent Status 
informed by the 
Municipality 

These disbUrsements 
were made by the prior 
administration. 

At present time these 
vouchers were destroyed 
due to record retention 
policies. 
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